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Abstract

This study aims to determine and analyze: (1) The effect of risk profile on banking sector firm value; (2) The
effect of good corporate governance on the banking sector's corporate value; (3) The effect of profitability
on banking sector corporate value; (4) The effect of capital on the value of banking sector companies. The
companies studied in this research were from the banking sector and belonged to the BOOK (Business
Category Commercial Bank) 4 group, which included seven banks: Bank Central Asia (BBCA), Bank
Mandiri (BBRI), Bank Mandiri (BMRI), Bank Negara Indonesia (BBNI), Bank Pan Indonesia (PNBN),
Bank CIMB Niaga (BNGA), and Bank Danamon (BDMN). Secondary data from 2011 to 2020, sourced
from The Indonesia Capital Market Institute (TICMI) and the official websites of the banks, was utilized for
analysis in this study. The data underwent processing and analysis using the SMART PLS application. The
study's findings indicate that (1) the presence of Non-Performing Loans (NPL) and a high Loan to Deposit
Ratio (LDR) has a significant and negative impact on firm value. (2) While Good Corporate Governance
(GCG) has a positive effect on firm value, it is not statistically significant. (3) Profitability has a significant
and positive influence on firm value. (4) Conversely, capital exhibits a significant and negative impact on
firm value. This research is new research in the literature that uses quantitative models, analyzes empirical
data, and provides insights that are useful in the process of making investment decisions in banking sector
companies on the Indonesian Stock Exchange.
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Introduction

A Data from the Republic of Indonesia Central Securities Depository (KSEI) demonstrate
that the investor count in Indonesia grows every year, even during the period 2018 to 2020 it has
increased by more than 50 percent. On the other hand, The financial companies will undergo an
assessment and analysis by these investors. Each investor will have certain criteria for investing,
One example pertains to businesses with promising future outlooks, The company's value has
risen, as shown by the increase.

The value of the company is an important matter for the main stakeholders, the

shareholders because when the value of a company increases, the level of wealth of the
shareholders also increases. The high corporate value will make the market believe not only in the
company's current performance but also in the company's prospects (Mustikorini, 2019; Sari and
Sedana, 2020; Setiawan et al., 2021).
In some literature, there are several indicators used to measure the value of the company. Dentika,
2021; Ahmad, 2020; Ardianingtyas, 2020; Maimunah, 2019; Repi, 2016; Yuliati, 2016) in his
research using the Price to Book Value Ratio (PBV) to measure the value of the company. While
(Endri et al., 2020; Ayuba et al., 2019; Kurnia et al., 2020; Juniar et al., 2021) use the Tobins'Q
ratio in their research to measure firm value. Because of these differences in measurement, it is
necessary to test the best indicators to measure company value.

During the years 2011 to 2020, the PBV of Book 4 banking companies showed varying
values, consistently exceeding the average PBV of the banking sub-sector listed on the Indonesia
Stock Exchange. Over the past 4 years, there has been a tendency for the PBV of multiple banks in
Book 4 to decrease in worth. A reputable bank typically has a PBV exceeding 1x, yet upon
reviewing the Book 4 banks, it is evident that several banks had a PBV lower than 1 during the
period from 2011 to 2020.

The operations of a business entity depend not only on capital but also on other sources,
such as debt. Tobin's Q value is used to describe the investment opportunities held by the
company. If Tobin's Q ratio is above one, it indicates that investment in assets generates profits
that provide a higher value than investment expenditure, this will stimulate new investment.
Conversely, if Tobin's Q ratio is below one, The company's assets have a book value higher than
its market value, making its investment in assets unappealing. The banking Tobins'q value has
fluctuated over the last 10 years (2011 to 2020) and generally trended downward.

Several factors influence the value of a banking company, both internal and external to the
company (Nguyen et al., 2021; Sudiyatno et al., 2020). Firm value is significantly influenced by
the results of the assessment of the bank's soundness level which is the result of a series of internal
processes at the bank. The evaluation in Indonesia employs a technique called risk bank rating or a
risk-based bank assessment, utilizing the RGEC indicator (Risk Profile, Good Corporate
Governance, Earnings, Capital). (Cheng, Liu, and Chien, 2010; Krause and Tse, 2016; Modigliani
and Miller, 1963; Prabawati et al., 2021; Ristiani and Santoso, 2018; Wulandari and Mertha,
2017).

Risk profile factors include 8 (eight) types of risk and are generally categorized into 2 risk
categories, namely risks that can be measured (quantitative) and risks that are difficult to measure
(qualitative). Several studies have been conducted by including quantitative risk factors as risk
profile proxies. Due to limited data, therefore this study used quantitative risk factors that can be
measured, namely credit risk and liquidity risk.

The information on banking performance in handling and preserving the quality of credit
provided to the public is encompassed within credit risk. (Raharja and Putra, 2016). Assessing the
credit risk level in a bank can be done by looking at the non-performing loans, which are measured
using the non-performing loan (NPL) ratio. According to Pitasari (2020), Maimunah (2019),
Asriyani (2018), Suranto (2017), and Lawinataliani (2016), a reduction in non-performing loans
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(NPL) as a proxy for risk profile could potentially enhance the company's value, as indicated by
PBV. However, Ardianingtyas (2020), Repi (2016), and Kurniadi (2018) It was found that the
company's value, as indicated by PBV, is not affected by the risk profile, which is assessed
through non-performing loans (NPL). On the other hand, Anggarsini (2018) discovered that credit
risk, measured by NPL, does not influence firm value as indicated by Tobin'Q. These studies
produce different results regarding the influence of risk profiles with NPL indicators on firm value.

Several research studies have been carried out to investigate the impact of the Loan

Deposit Ratio (LDR) indicator on firm value in relation to risk profile. According to Dwi, 2021, an
increase in liquidity can enhance the value of a banking company, as indicated by PBV, showing
that LDR has a positive and significant effect on firm value. On the other hand, Repi, 2016
discovered a negative and significant effect of LDR on firm value. Asriyani, 2018, and Yuliati,
2016 both found that LDR, as a risk profile indicator, has a negative impact on firm value,
although it is not statistically significant. These studies present mixed results on the effect of LDR
as a measure of risk profile on firm value.
The company's performance is expected to improve through the implementation of Good
Corporate Governance (GCG) because it makes managers feel accountable for continuously
enhancing shareholder prosperity. As a result, the implementation of GCG instills confidence in
shareholders that they will see returns on their investments (Putranto, 2017). According to Renders
et al., 2012, a study involving 14 European countries demonstrates that a strong governance
structure in disclosure material is linked to increased corporate value. La Utu et al., 2016 found
that corporate governance has an impact on investment growth.

The role of the board of commissioners as a monitoring mechanism plays an important

role in corporate governance in Balachandran et al., 2015 which is supported by Anggarsini et al.,
2018) states that the mechanism of good corporate governance influences firm value.
Assessing the composition of the independent board of commissioners and the number of directors
in banking institutions can be used to evaluate the efficacy of good corporate governance. Gafoor
et al. (2018) found that board composition, including size and independence, significantly
contributes to enhancing bank performance. Various studies have demonstrated that the presence
of independent commissioners, as an indicator of GCG, has a positive impact on increasing
company value, as evidenced by research conducted by Dentika et al. (2021) and Falikhatun
(2020). On the other hand, research by Sunardi, 2019; Damaianti, 2019; and Ardianto, 2021 shows
that the composition of the independent board of commissioners does not affect the value of the
company.

The result of implementing GCG principles, along with the adequacy of the bank's
governance structure and infrastructure, leads to outcome quality that satisfies the expectations of
bank stakeholders (Indonesian Bankers Association, 2016 :160). The banking governance process
is carried out by the board of commissioners, committees, and the company's board of directors.
Directors have full control over the company. The company's success is closely tied to the impact
of its directors. Falikhatun, 2020; Damaianti, 2019; Susanti, 2016 show that GCG as measured by
the number of company directors affects the value of the company. Ardianto (2021) show that
GCG as measured by the number of directors does not affect the value of the company. These
studies obtained various results that affect the value of the company.

Profitability is the company's ability to generate profits for the company. Profitability can
be measured by Return on Assets (ROA). Firm value can also be influenced by the size of the
profitability generated by the company. Simoens et al., 2021 found that the value of banking
companies as measured by price to book value during the 2007-2017 period was mainly driven by
profitability factors. Research from Dentika et al., 2021; Jihadi, 2021; Endri, 2020; Sari, 2020;
Ardianingtyas, 2020; Repi, 2016; Yuliati, 2016 shows that profitability, as measured by Return On
Assets (ROA) has a significant influence on the growth of company value as measured by Price to
Book Value (PBV). Where the increase in ROA will also increase the value of the company. On
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the other hand, Ardianto, 2021 found that ROA has a negative and significant effect on firm value.
In addition, there are other studies from Ambarwati, 2021; Agustiani, 2016, and Damaianti, 2019
which states that ROA has no significant effect on firm value.

In the banking business, the concept of prudence places significant emphasis on capital. Capital
serves as a means of funding operational activities and provides a safeguard against potential risks
for banks. Various research endeavors have been undertaken to examine the impact of capital on
the value of a firm. Typically, these studies utilize the Capital Adequacy Ratio (CAR) and the Debt
to Equity Ratio (DER) as indicators to assess capital ratios. Pitasari, 2020 and Sundus, 2017 found
that CAR has a positive and significant influence on firm value where an increase in company
capital will be accompanied by an increase in the value of the company. Yuliati, 2016 found that
CAR has a negative and significant effect on firm value. Ardianingtyas, 2020; Ristiani, 2018;
Maimunah, 2019; Agustiani, 2016 found that CAR has no significant effect on firm value. Israel et
al., 2018 and Robiyanto et al., 2020 state that the Debt to Equity Ratio (DER) as an indicator of
capital has a positive and significant effect on firm value. Kusumawati et al., 2018; Nazariah,
2019; Wardhani, 2019 in his research found that DER has a negative effect on firm value.
Meanwhile, Jayanti, 2018; Ardiana et al., 2018 and Sondakh, 2019 in his research found that DER
did not affect firm value.

Literature Review

Risk and Return Theory

The connection between risk and return is inseparable. It depends on the potential for risk
and profit. The greater the risk, the higher the potential return. Fama, 1978 in Juniar et al., 2021
state that the value of the company is determined solely by investment decisions. This opinion can
be interpreted that investment decisions are important because achieving company goals, namely
maximizing shareholder wealth, will only be generated through company investment activities.
The purpose of investment decisions is to obtain a high rate of return with a certain level of risk.
High profits accompanied by manageable risks are expected to increase the value of the company,
which means increasing the prosperity of shareholders.

Agency Theory

Jensen & Meckling, in 1976, developed agency theory to elucidate the connection between two
parties. These parties comprise an agent, who undertakes specific tasks on behalf of the principal
(shareholders), and a principal, who compensates the agent (company management). The primary
objective of the company is to enhance its value. In order to accomplish this objective,
shareholders, as the company's owners (principal), designate a manager as an agent to oversee the
company in the owners' best interests, specifically to improve their well-being by increasing the
company's value. Nevertheless, in reality, managers frequently pursue other goals that may conflict
with the company's primary objectives, thereby leading to conflicts of interest between managers
as agents and owners as principals, (Sudiyatno et al., 2020).

Signaling Theory

Akerlof (1970) found that when buyers have no information regarding product
specifications and only have a general perception of the product, buyers will value all products at
the same price, both high-quality and low-quality products, to the detriment of high-quality
product sellers. Adverse selection is when the seller in a business transaction possesses more
information than the buyer. According to Spence, 1973, the party with the information provides a
signal or information that reflects the company's condition, which benefits the receiving party,
namely investors. The signal is information that explains management's efforts to realize the
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owner's wishes. This information is considered an important indicator for investors and business
people in making investment decisions.

The Value of the Company

Generally, companies that have become an attractive industry and/or achieve SCA
(sustainable competitive advantage) in their industry can earn returns and create value. If the return
on a project exceeds what financial markets demand, it is said to be receiving excess returns. This
return indicates value creation. In simple terms, the project receives more than it holds
economically (Syaifuddin, 2008 :190).

Getting the value of a company requires a measurement that needs to be done. In several
journals and literature, there are several opinions regarding the measurement of firm value.
According to Dentika, 2021; Ahmad, 2020; Ardianingtyas, 2020; Maimunah, 2019; Nardi Sunardi,
2019; Repi, 2016 and Yuliati, 2016 company value measurement can use Price to Book Value
(PBV) or P/B ratio. Endry et al., 2020; Ayuba et al., 2019 and Kurnia et al., 2020 state that firm
value can also be measured using the Tobins'Q ratio.

Schidlin, 2014 in his presentation stated that the Price to Book Value (PBV) Ratio stated

the premium paid by the market on net assets. According to Endri et al., 2020; Ayuba et al., 2019;
Kurnia et al., 2020 and Juniar et al., 2021 company value can be measured using the Tobins'Q
ratio, where this ratio is the market ratio used by comparing the market value of the company's
shares with the book value of the company's equity or the replacement value of the company's
assets.
According to Brigham, 2018 the ratio of market price to book value indicates how investors view
the company. Companies are viewed favorably by investors if they have low risk, high growth, and
a high market value/book value ratio. Even so, the company value must be made as optimal as
possible, meaning neither too high nor too low so that shares can be sold on the market and attract
the attention of investors.

Risk Profile

The risk profile is an overall picture of the risks inherent in the bank's operations. Banks need
to prepare a risk profile report, apart from reporting to Bank Indonesia, as well as supervision
material to control bank risk effectively. Under Bank Indonesia regulations, the risk profile report
is combined with the bank’s soundness level report, where the risk profile is one of the components
of a bank's assessment (Indonesian Bankers Association, 2016 :14). The risk profile is a bad signal
for stakeholders because the high risk that exists with the lack of risk management results in a
small possibility for the bank to continue its business in the future. The higher the risk profile will
reduce stakeholder distrust of the continuity of the company and especially investors buying shares
in banking companies. As a result, stock prices will be undervalued in the market and result in a
decrease in the value of banking companies (Wulandari, 2017).

Capital

Banks need to determine the level of capital they should maintain for three main reasons.
Initially, bank capital serves as a safeguard against bank failure, which occurs when a bank cannot
fulfill its responsibilities to repay depositors and other debtors. Secondly, the quantity of capital
possessed impacts the profits for bank shareholders. Third, the minimum amount of bank capital
(bank capital requirement) is required by regulatory authorities (Mishkin, 2019:250).

According to Goddard, 2017 capital or equity is the difference between total assets and total
liabilities and is a key indicator of a bank's solvency. Capital provides a buffer against losses on
outstanding loans or investments that have declined in value. Banking regulations require
minimum capital adequacy of banks to minimize the risk of failure.
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Methodology

The research variables in this study consist of firm value (Y), risk profile (X; ), good
corporate governance (X, ), profitability (X5 ), and capital (X, ). Each of these variables is
characterized by multiple indicators. Firm value is represented by Price to Book Value (PBV) and
Tobin's Q. The risk profile is assessed through Non-Performing Loans (NPL), Allowance for
Impairment Losses (CKPN), and Loan Deposit Ratio (LDR). Good corporate governance is
measured by the composition of independent commissioners, the number of directors, and the
count of audit committees. Profitability is indicated by Return on Assets (ROA), Return on Equity
(ROE), and Net Interest Margin (NIM). Capital is evaluated using Capital Adequacy Ratio (CAR)
and Debt to Equity Ratio (DER).

The study population consists of 43 banking companies listed in the bank sub-sector
category (81) on the Indonesia Stock Exchange. The sample includes 7 conventional commercial
banks based on Business Activities (BOOK) 4. These banks are Bank Central Asia (BBCA), Bank
Mandiri (BBRI), Bank Mandiri (BMRI), Bank Negara Indonesia 46 (BBNI), Bank Pan Indonesia
(PNBN), Bank CIMB Niaga (BNGA), and Bank Danamon (BDMN).

The data used in the research was sourced from the official websites of individual banking
companies and Indonesian banking statistics provided by the Financial Services Authority.
Additionally, information was gathered from the official website of the Indonesia Stock Exchange
at www.idx.co.id and data from The Indonesia Capital Market Institute (TICMI).

The study utilizes the Structural Equation Modeling Partial Least Squares (SEM-PLYS)
method for data analysis, which is implemented using smartPLS program version 3.3.9.
Additionally, an assessment of the measurement model (outer model) and an examination of the
structural model (inner model) are conducted. Evaluation of latent variable measurement models
with reflective indicators was analyzed using indicator measurements (outer models) which were
carried out by looking at the values of Convergent validity, discriminant validity, composite
reliability, coefficient of determination test, F square test, predictive relevance test, and
multicollinearity test. Structural model evaluation is used to test the research hypothesis for
interpretation of the results.

Structural models are theory-based and are the main focus of research questions and/or research
hypotheses Latan and Noonan, 2017 The following is the formula for the structural model:

n= PBo+ By + TS+ ¢

Where,

1 (eta) is an endogenous latent variable factor

&(ksi) is a vector of exogenous latent variables

€ (zeta) is a vector of residual variables

B0 is a constant

B is the path coefficient of the endogenous variable

I' (gamma) is the path coefficient of the exogenous variable

SEM PLS is designed for a one-way model or recursive model, so that each latent variable
has a relationship which is often called a causal chain system relationship which is specified based

on the equation:
nj = Zﬁjim‘l' zrjifi + G
i i
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Results and Discussions

Evaluation of Measurement Models

The evaluation of the measurement model in this study aims to assess variable indicators
of constructs/latent variables that cannot be measured directly. According to Chin, 1998 the
indicator is said to have a high correlation with the construct if it has a loading factor value of
more than 0.7. The value of the loading factor can also be interpreted as the contribution of each
indicator to latent variables. The loading factor of an indicator with the highest value means that
the indicator is the strongest or most important measure in reflecting the latent variable concerned.
Based on the evaluation criteria above, an analysis process is carried out based on the results of
processing the smartPLS application data, and the following results are obtained:

Koemisaris |- — 1000 —

- 0992 -¥ Pav
- 0961
EE *  Tobin)

DER

Figure 1 : The results of testing the PLS algorithm
After cutting off several indicators and continuing the PLS algorithm process, the results
are presented in Figure 1. Then the data in the scheme is collected and a table of research results is
presented as shown in Table 1 for further analysis of the outer loading.

Table 1. PLS algorithm results

Firm Value

(¥)

Risk Profile
(X1)

GCG
(Xz)

Profitability
(Xs)

Capital
(X4 )

PBV

0.992

TobinsQ

0.991

LDR

0.848

NPLs

0891

Independent
Commissioner

0914

ROA

0936

ROE

0.920

DER

0.998

Source: Data Processed 2022

Based on the results of the recalculation as presented in Table 1, all latent variable indicators
have an outer loading value above the value of 0.7. Latent variables and indicators have a mutual
influence on each other and are interdependent. The value of the loading factor can also be
interpreted as the contribution of each indicator to latent variables. Based on the test results as
presented in Table 1 it can be described as follows.
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Evaluation of Firm Value Variable Measurement

The study measures the firm value variable using the PBV (Price to Book Value) and
Tobins'Q indicators. Analysis of the outer loading value reveals that the PBV (Price to Book
Value) indicator is the most significant in reflecting the value of the latent variable of firm value,
with an outer loading value of 0.992. Similarly, Tobins'Q has an outer loading value of 0.992.

Evaluation of Risk Profile Variable Measurement

In this study, the risk profile is reflected through the NPL (Non-Performing Loan) and LDR
(Loan to Deposit Ratio) indicators. The NPL (Non-Performing Loan) indicator is the most
significant measure for reflecting risk profile latent variables, as per the results of outer loading.
NPL (Non-Performing Loan) has an outer loading value of 0.891 while the LDR (Loan to Deposit
Ratio) has an outer loading value of 0.848.

GCG Variable Measurement Evaluation

In this study, Indicators of the composition of the independent board of commissioners reflect
GCG. The composition of the independent board of commissioners has the highest outer loading
indicator value of 0.914, making it the most significant measure for reflecting GCG latent
variables.

Evaluation of Profitability Variable Measurement

In this study, profitability is reflected through the ROA (Return on Assets) and ROE (Return
on Equity) are indicators being considered. According to the outer loading results, the ROA
(Return on Assets) indicator is the most significant measure for reflecting the latent variable
profitability. ROA (Return on Assets) has an outer loading value of 0.936 while ROE (Return on
Equity) has an outer loading value of 0.920.

Evaluation of Capital Variable Measurement
This study uses the capital variable as reflected by the DER (Deb to Equity Ratio) indicator. The
outer loading results indicate that the Deb to Equity Ratio (DER) is the most significant measure
for reflecting the capital variable, as evidenced by the high outer loading value of 0.998.

Convergent Validity

Convergent Validity is the degree to which a set of items reflecting the same construct is
positively correlated. The higher the correlation between items, the more the item variants have in
common. To establish convergent validity we look for a high positive correlation between the
items and the construct. (Mehmetoglu and Venturini, 2021:158). Convergent Validity shows the
correlation between measurement variables and their constructs which can be seen in the loading
factor on each construct indicator. The indicator is said to have a high correlation with the
construct if it has a loading factor value of more than 0.7

Apart from looking at the loading factor value, convergent validity can be seen in the
Average Variance Extracted (AVE) value as shown in Table 1. The Average Variance Extracted
shows how much the indicator variance can be explained by latent variables. An Average Variance
Extracted value of 0.5 or more means that the construct can explain 50% or more of the variance
of the item.

Table 2. Average Aariance Extracted Value

Variable Average Variance Extracted (AVE) Results
Firm Value (Y) 0.981 Validity
Risk Profile (X ) 0.726 Validity
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GCG (Xz) 1,000 Validity
Profitability (X3 ) 0.897 Validity
Capital (X4 ) 1,000 Validity

Source: Data Processed 2022

Based on Table 2 above, it can be seen that the Average Variance Extracted (AVE) value is
used to determine whether the convergent validity requirements have been met, then all constructs
have met the convergent validity requirements because the AVE values are all greater than 0.50.

Discriminant Validity

Discriminant validity aims to determine whether a reflective indicator is a good measure of
its construct based on the principle that each indicator must have a high correlation with its
construct alone. Different construct metrics should not be highly correlated (Ghozali and Latan,
2012). In the SmartPLS 3.3.9 application, the discriminant validity test uses cross-loading values
and the Fornell-Larcker Criterion and Heterotrait-Monotrait (HTMT) (Henseler et al., 2015).

Table 3. AVE values and AVE square root

Variable AVE Square Root AVE
Firm Value () 0.981 0.991
Risk Profile (X1 ) 0.726 0.855
GCG (Xz) 1,000 1,000
Profitability (X3 ) 0.896 0.946
Capital (X, ) 1,000 1,000

Source: Data Processed 2022

After knowing the square root value of AVE for each construct, the next step is to compare
the square root of AVE with the correlation between constructs in the model. In this study, the
results of the correlation between constructs with the square root value of AVE can be shown in
the following table.

Table 4. Roots of AVE (Fornell-Larcker Criterion)

Firm Value Risk Profile GCG Profitability Capital

) (X1) (X2) (X3) (Xq)
Firm Value (Y) 0.992
Risk Profile

-0.815 0.856
(X1)
GCG (X3) 0.418 -0.431 1,000
(P>r<°f')tab"'ty 0.729 -0.702 0.387 0.945
3

Capital (X, ) 0.123 -0.337 0.099 0.311 1,000

Source: Data Processed 2022

Based on Table 4 above, shows that the AVE square root value for each construct is
greater than the correlation value so the constructs in this research model can be said to have good
discriminant validity. Because all indicators of the AVE value are greater than the AVE root, this
model has met the requirements of discriminant validity.
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Cross-loading is another method to determine discriminant validity, namely by looking at
the cross-loading value. If the loading value of each item on the construct is greater than the cross-
loading value. The expected cross-loading value is greater than 0.7.

Table 5. Cross-Loading Value

Firm Value PTcl)?‘rle GCG Profitability Capital
1

PBV 0.995 -0.848 0.427 0.755 0.181
TobinsQ 0.996 -0.779 0.401 0.681 0.058
LDR -0.685 0.847 -0.405 -0.512 -0.387
NPLs -0.704 0.856 -0.327 -0.683 -0.194
comp. Independent 0.418 -0.433 1,000 -0.385 0.092
Commissioner
ROA 0.701 -0.621 0.399 0.946 0.067
ROE 0.665 -0.716 0.244 0.948 0.530
DER 0.124 -0.775 0.094 0.315 1,000

Source: Data Processed 2022

Paying attention to the values from Table 5 above, it can be seen that all loading indicators
on the construct are greater than their cross-loading. Because all indicators have a loading value on
the construct that is greater than the cross-loading, this model meets the requirements of
discriminant validity (discriminant validity), so all indicators in this study can be said to be
discriminantly valid.

Composite Reliability

The range of composite reliability values is from 0 to 1, with a value closer to 1 indicating
higher reliability. A model is considered to have good composite reliability when the composite
reliability value exceeds 0.7. Internal Consistency Reliability assesses how well indicators can
measure their latent constructs, using composite reliability and Cronbach's alpha as evaluation
tools. A composite reliability value between 0.6 and 0.7 is deemed to have good reliability, and the
expected Cronbach's alpha value is above 0.6 (Ghozali and Latan, 2012).

Table 6. Composite reliability testing

. Cronbach's Composite
Variable Alpha Relia%ility Results
Firm Value (Y) 0.986 0.997 Reliability
Risk Profile (X; ) 0.625 0.846 Reliability
GCG (X3 ) 1,000 1,000 Reliability
Profitability (X3 ) 0.879 0.945 Reliability
Capital (X, ) 1,000 1,000 Reliability

Source: Data Processed 2022

Based on Table 6 above, it can be seen that all constructs have a composite reliability
value greater than 0.7 and Cronbach's Alpha value > 0.6, and even all of them, it can be said that
all of these constructs are reliable.

Composite reliability of firm value (YY) of 0.991 > 0.7 and Cronbach's Alpha of firm value
(Y) of 0.991 > 0.6, the indicator of firm value () is reliable. The composite reliability of the risk
profile (X; ) is 0.842 > 0.7 and Cronbach's Alpha of the risk profile (X; ) is 0.842 > 0.6, so the
risk profile indicator (X; ) is reliable. The composite reliability of GCG (X, ) is 1.000 > 0.7 and
Cronbach's Alpha of GCG (X, ) is 1.000 > 0.6, so the GCG indicator (X, ) is reliable. The
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composite reliability of profitability (X3) is 0.942 > 0.7 and Cronbach's Alpha of profitability
(X3 ) is 0.942 > 0.6, so the profitability indicator (X3 ) is reliable. The composite reliability of
capital (X, ) is 1.000 > 0.7 and Cronbach's Alpha of capital (X, ) is 1.000 > 0.6, so the capital
indicator (X, ) is reliable.

Determination Coefficient Test

Output Another test of the model is carried out by looking at the value of the coefficient of
determination which is a goodness-fit-model test. The coefficient of determination is used to see
the predictive power of the inner model through the R square value for endogenous latent
variables. The resulting R square value represents the total variance of the latent variables
described by the model. The R square value ranges from 0 to 1 where when the value is higher, the
level of accuracy will be higher (Hair Joseph F et al. 2016). Chin provides criteria for R square
values of 0.67, 0.33, and 0.19 as strong, moderate, and weak (Chin, 1998 in Ghozali and Latan,
2012).

Table 7. Test results for the coefficient of determination
R Square R Square Adjusted

0.749 0.734

Firm Value (Y)
Source: Data Processed 2022

Based on Table 7 above, the R square value of the effect of X; , X, , X3 ,and X, onYis
0.749 with an adjusted R square value of 0.734, it can be explained that the independent
(endogenous) variable X simultaneously influences the Y variable by 0.734 or 73.4%. Because
Adjusted R Square is 0.734 > 67%, the influence of the independent variable X on Y is strong.
Based on Table 7 it is found that the risk profile variables (X; ), GCG (X ), profitability (X3 ),
and capital (X, ) can influence firm value (Y) by 73.4%. This means that there are as many as
26.6% of other factors outside of this study that can have an impact on firm value.

Hypothesis Testing Results

Hypothesis testing is done by looking at the structural model (inner model) formed after
the bootstrap process. Based on the bootstrap process, the direct effect value of each exogenous
latent variable is obtained on the endogenous latent variable. The test results can be presented in
the following table.

Table 8. Hypothesis Testing Results

Original Sample T
Sample Means STDEV Statistics P-Values Information
©) (M)

Risk Profile (X1) ->| i Negative
Firm Value (Y) 0.641 0.640 0.088 7,287 0.000 Significant
GCG (X3 ) -> Corporate Positive
Value () 0.039 0.040 0.062 0.625 0.537 Not significant
Profitability (X3 ) -> positive
Firm Value (Y) 0.322 0.323 0.089 3,628 0.000 Significant
Capital (X4 ) -> Firm | i Negative
Value () 0.201 0.210 0.071 2,696 0.007 Significant

Source: Data Processed 2022
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Paying attention to Table 8, it can be seen that the magnitude of the direct effect of each
exogenous latent variable on the endogenous latent variable, so that the following equation can be
formed.

Y =-0.641X,

Y =0.039X,

Y =0.322X;

Y =-0.201X,

After the direct effect value is obtained, the process can be continued by analyzing this value
to obtain the results of testing the research hypothesis. The results of testing the research
hypothesis can be described as follows.

H1. The risk profile has a negative and significant effect on firm value

The analysis in Table 8 reveals that the coefficient for variable X; on Y is -0.641, indicating a
negative impact of X; on Y. This suggests that as the value of X; decreases, Y will increase. A
one-unit decrease in X; will result in a 64.1% increase in Y, assuming the other exogenous latent
variables remain constant. Through bootstrapping or resampling, the estimated coefficient test for
X; to Y yields a bootstrap result of -0.641 with a t-value of 7.403. These findings demonstrate
that the p-value is 0.000, which is less than 0.05. Therefore, the first hypothesis (H1) stating that
the risk profile has a negative and significant effect on firm value is proven and accepted.

H2. GCG has a positive and significant effect on firm value

Taking into account the results of the direct effect analysis presented in Table 8, it is found that the
magnitude of the parameter coefficient for the variable X, on Y is 0.039 which means that there is
a positive effect of X, on Y. Or it can be interpreted that the better the value of X, , the Y will
increase. A one-unit increase in X, will increase Y by 3.9% assuming the other exogenous latent
variables are constant. Based on calculations using bootstrap or resampling, where the results of
the estimated coefficient test X, on Y the bootstrap result is 0.039 with a t-count value of 0.625,
the p-value is 0.537 > 0.05 so that the second hypothesis (H2) GCG has a positive and significant
effect on company value not proven or rejected.

H3. Earnings have a positive and significant effect on firm value

The results presented in Table 8 indicate that the parameter coefficient for variable X; on Y is
0.322, suggesting a positive impact of X3 on Y. This implies that an improvement in the value of
Xz will lead to an increase in Y. Specifically, a one-unit increase in X5 will result in a 32.2%
increase in Y, assuming other exogenous latent variables remain constant. Through calculations
using bootstrap or resampling, it was found that the estimated coefficient of X5 on Y is 0.322,
with a t-count value of 3.628 and a p-value of 0.000, which is less than 0.05. This confirms and
supports the third hypothesis (H3) that profitability has a positive and significant influence on firm
value.

H4. Capital has a positive and significant effect on firm value

The data analysis results, presented in Table 8, indicate that the coefficient of the variable X, on
Y is -0.201, suggesting a negative impact of X, on Y. This implies that as the value of X,
decreases, Y is likely to increase. Specifically, a one-unit decrease in X, would result in a 20.1%
increase in Y, assuming the other exogenous latent variables remain constant. Through bootstrap
or resampling calculations, the estimated coefficient for X, on Y is 0.201, with a t-value of 2.696
and a p-value of 0.007, which is less than 0.05. Consequently, this indicates that the fourth
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hypothesis (H4) - stating that the capital has a positive and significant effect on firm value - is not
supported and can be rejected.

Effect of Risk Profile on Firm Value

The study's results from data processing and hypothesis testing revealed that the risk

profile has a notable and adverse impact on firm value. Lowering the risk profile variable could
potentially boost the value of banking companies categorized under BOOK 4.
The study's findings align with the Signaling Theory of Spence, 1973, and numerous preceding
studies that indicate the risk profile serves as a signal to investors about the company's value.
Typically, investments either entail high risk and high return or low risk and low return. According
to Markowitz (1952), investors can maximize their returns by selecting the ideal combination of
the two based on an evaluation of their risk tolerance.

So, the findings of this research back up Spence's assertion, 1973 and Markowitz, 1952.
The lower the risk profile of a company, the company's value will increase. The value of a
company will decrease as its risk profile increases. Conversely, as the risk profile of a company
rises, the company's value will decrease.

The risk profile indicates the company's ability to maintain business operations. If the risk
is high, it can lead to bankruptcy, but if it is kept at a low level, it can enhance the company's
performance.

The results of this study support the results of research from several other researchers such
as Prabawati's research, 2021; Maimunah, 2019; Agustina, 2017 and Repi, 2016 which states that
the risk profile has a negative and significant effect on firm value.

In addition, the results of this study do not support the research results of Yuliati, 2016;
Anggarsini, 2018; Ardianingtyas, 2020 and Hag, 2022 which states that risk profile has no
significant effect on company value.

The Effect of GCG on Company Value

The analysis of the data revealed that GCG had a favorable but not statistically significant
impact on the value of the company. According to Jensen and Meckling's agency theory from
1986, it is crucial to have a clear distinction between owners and management, as their interests
differ. Therefore, management should be supervised by an impartial board of directors. It is
anticipated that effective supervision by independent directors will help reduce information
asymmetry, thus enabling the company to accomplish its objectives. However, in this study using
the composition of the independent board of commissioners as an indicator of GCG latent
variables, it was found that the composition of the independent board of commissioners had no
significant effect on firm value as measured by the PBV and Tobins'Q indicators.

The results of this study differ from several previous studies which state that there is a
significant effect of the independent board of commissioners on firm value. Referring to the results
of research by La Utu et al., 2015 this result is probably caused by the existence of the board of
commissioners and their functions in banking, especially in BOOK (Business Category
Commercial Bank) 4 category banks that have not been fully optimal and only as compliance with
the provisions (compliance) that have been set by banking regulators in Indonesia.

Theoretically, good corporate governance creates corporate value through monitoring
management, increasing the production and dissemination of information, and increasing investor
recognition. But research by Huang, 2020 also got results similar to this study, namely GCG does
not affect firm value. Using the exogenous increase in coverage by corporate governance analysts,
it was found that, corporate governance does not have a significant effect on corporate value in
Australia. The different sample composition, macroeconomic conditions, and institutional
arrangements may be possible reasons for the insignificant results obtained.
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The results of the study show that there is not enough evidence that GCG can have a
significant effect on firm value. However, a positive sign indicates that the better the
implementation of GCG through the supervision of an independent commissioner, the higher the
value of the company.

The Effect of Profitability on Firm Value

The data processing results from hypothesis testing revealed a positive and significant
impact of the profitability variable on firm value. Investors consider a company's profit-generating
ability when making investment decisions. A company with strong profitability effectively
manages its resources, attracting investor interest. Higher company profitability offers greater
potential for investor returns and dividends. According to Spence's Signaling Theory (1973),
profitability levels signal shareholder welfare and company prospects, influencing share demand
and company value.
The results of this study support several studies that have been conducted by several previous
researchers such as Jihadi, 2021; Dentika, 2021; Prabawati, 2021; Prakarsa, 2020; Endri, 2020;
Ardianingtyas, 2020; Agustina, 2017; Yuliati, 2016 and Sabrin, 2016 which state that profitability
has a positive and significant effect on firm value. The results of this study do not support
Damaiati's research, 2019; Maimunah, 2019 and Juniar et al., 2021 which states that profitability
does not affect firm value.

Effect of Capital on Firm Value

After conducting hypothesis testing on the processed data, it was determined that capital
has a significant negative impact on firm value. The results of this study differ from Modigliani
and Miller's theory (1963). The analysis showed that capital, as indicated by the DER, has a
significant negative effect on firm value. As the company's debt increases, so do its risks and
obligations to external parties, causing potential investors to reconsider investing in the company.
Therefore, it is essential for banks to maintain the composition of their capital at an optimal value.
Additionally, excessive capital has the potential to remain idle and not generate income for the
bank.

In the context of fund banking companies, the largest debt composition comes from third-
party funds (DPK). The DPK should be channeled effectively to the community in the form of
loans. On the other hand, capital must also be needed to absorb risks that may arise for the
company.

The findings of this research align with those reported by Yuliati in 2016, indicating that the
capital indicator has a significant negative impact on firm value. However, this study utilizes CAR
as an indicator for the latent variables of capital.

The basic goal of optimizing the capital structure is to decide on the proportion of various
forms of debt and equity that maximizes firm value while minimizing the average cost of capital.
(Cheng et al., 2010). If there is an increase in debt that is not accompanied by an increase in the
company's capital, it will increase liabilities for the company. In addition, with a composition of
debt that is greater than capital, there will be risks that arise in the future that can affect the value
of the company.

Conclusions

Based on the results of the analysis and discussion that have been described previously, it can be
concluded that:

1. The firm value is significantly and negatively impacted by the risk profile, as indicated by

Non-Performing Loan (NPL) and Loan to Deposit Ratio (LDR) indicators. Therefore, a
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reduction in the risk profile variable can lead to an increase in the company's value. NPL
is the most powerful indicator for reflecting the risk profile.

2. The presence of an independent board of commissioners as an indicator of Good
Corporate Governance (GCG) has a positive but not significant impact on company value.
This implies that while higher GCG value may contribute to an increase in company
value, the effect is not substantial.

3. ROA (Return on Assets) and ROE (Return on Equity) indicators positively and
significantly impact firm value. Therefore, an increase in profitability can potentially drive
up firm value. Reflecting profitability, ROA stands out as one of the indicators with the
greatest influence.

4. Capital with the DER indicator (Debt to Equity Ratio) has a negative and significant effect
on company value. This means that any reduction in the capital variable can increase firm
value.

Policy Recommendations
Policy Recommendations that can be given by researchers related to this research are as follows:

1. The risk profile, profitability, and capital of banking institutions are proven to significantly
impact the value of these companies. It is essential for banking management to focus more
on these aspects;

2. The variable of good corporate governance (GCQG) in this research does not yield a
substantial impact on the value of the firm. However, it is essential for companies to
consistently and correctly adhere to the prescribed guidelines set by the regulator when
implementing GCG. The proper implementation of good GCG is anticipated to uphold the
confidence of both investors and the public, who are stakeholders of the bank;

3. When considering investing in banking companies, investors should focus on the
company's risk profile, profitability, and capital as these factors can impact the company's
value;

4. For further research, indicators or other variables that have not been used in this study can
be used, based on the results of the R square test, there are still 26.6% of other factors that
influence firm value.
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