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Abstract

This research aims to investigate the relationship between company growth, leverage, profitability, and firm value.
Specifically, it seeks to quantify how changes in leverage and profitability affect firm value, providing insights
for managers and investors on strategies to enhance firm value through growth. The study employs a quantitative
approach, utilizing financial data from a sample of companies over a specific period. The data is analyzed using
statistical methods to determine the impact of leverage and profitability on firm value, measured by market
capitalization or other relevant metrics. The research findings suggest that there is a significant relationship
between company growth, leverage, profitability, and firm value. Higher levels of profitability and optimal
leverage ratios are associated with increased firm value. The study also identifies specific strategies that
companies can adopt to enhance their firm value through growth. The research is limited by the availability and
quality of financial data, as well as the specific methodology employed. The findings may also be influenced by
external factors such as market conditions and industry dynamics. This research contributes to the existing
literature on firm value, growth, leverage, and profitability by providing empirical evidence of their
interrelationships. The findings offer practical implications for managers and investors seeking to enhance firm
value through strategic growth initiatives. The study's novelty lies in its quantitative analysis of the relationship
between leverage, profitability, and firm value, offering new insights and empirical evidence to support decision-
making in corporate finance and investment.
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BACKGROUND

In order to enhance firm value, companies must focus on strategies that promote growth and
increase profitability. One strategy that has been proven effective is leveraging the firm's assets
efficiently. By utilizing a combination of fixed assets and working capital effectively, large
growing firms can improve revenue and ultimately enhance profitability [1]. This can be
achieved by carefully managing the firm's financial leverage. Another factor that can contribute
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to enhancing firm value is the ability to generate high sales growth [2]. Companies with high
sales growth rates tend to experience higher profits, leading to a positive impact on firm value
[3]. Additionally, companies that have a high level of sales growth are more likely to use debt
in their capital structure [4]. Therefore, it is crucial for companies to carefully analyze their
capital structure and leverage ratios in order to determine the most effective approach to
enhancing firm value through company growth, leverage, and profitability [5]. By doing so,
companies can attract shareholders, increase stock prices, and ultimately create a positive
sentiment toward the company. Companies can also focus on improving operational efficiency
and streamlining processes to drive profitability and growth [6]. By implementing cost-
effective measures and optimizing resource allocation, firms can achieve higher levels of
profitability while also promoting sustainable growth [7].

In addition to managing financial leverage and capital structure, companies should also
consider investment in research and development to drive innovation and create a competitive
edge in the market [8]. This not only contributes to revenue growth but also enhances the firm's
overall value by positioning it as a market leader. Furthermore, fostering a culture of
transparency and accountability within the organization can lead to better decision-making and
efficient utilization of resources, ultimately contributing to enhanced profitability and firm
value [9]. Strategic partnerships and mergers can also be instrumental in driving growth and
profitability. Collaborating with other industry players or acquiring complementary businesses
can lead to synergies that drive revenue growth and market expansion, ultimately enhancing
the company's value proposition [10].

Enhancing firm value through company growth, leverage, and profitability requires a holistic
approach that encompasses operational efficiency, innovation, strategic partnerships, and
sound financial management [11]. By leveraging these strategies effectively, companies can
position themselves for sustainable growth and value creation in the long term.

THEORITICAL FOUNDATIONS
Leverage and Company Growth

The correlation between leverage and company expansion is explored within the framework of
sustainability report disclosure and firm valuation. In the research of revealed that leverage
affects the extent of sustainability report disclosure. Specifically, the presence of [12] more
members on the board of directors is shown to mitigate the link between leverage and
sustainability report disclosure levels. This indicates that heightened leverage might not
invariably result in heightened sustainability report disclosure, potentially due to the board's
composition influencing the company's governance and reporting procedures.

Regarding firm valuation, the examination of leverage is also conducted in the study conducted
by [13] found leverage has positive contribution on company growth. The findings indicate a
significant positive correlation between leverage and firm valuation, suggesting that companies
with greater leverage typically exhibit higher firm values [14]. This implies that companies
proficient in utilizing debt financing can enhance their worth by leveraging their assets and

@ 253|V19.109



Seybeld

REPORT

SRR DOI: 10.5281/zenodo.13752794

investments. Thus, the association between leverage and company growth is intricate and
subject to various influences. While heightened leverage may not invariably lead to increased
sustainability report disclosure, it can positively impact firm valuation if managed adeptly.

Hypothesis (H1): Leverage has positive and significant effect on Company Growth
Profitability and Company Growth

The correlation between profitability and company expansion is examined in several studies.
In the study was performed by [15] found a notable and positive correlation is identified
between growth and profitability. This suggests that as a company expands, its profitability
typically increases. This association holds significance across all five ASEAN countries
investigated, implying a prevailing trend of economies of scale superseding diseconomies of
scale over time.

Conversely, the study of [16], does not ascertain a significant correlation between profitability
and company expansion. This discrepancy might stem from the study's specific focus on
company value and the inclusion of other variables such as capital structure, company size, and
liquidity in the analysis [17]. Thus, the relationship between profitability and company growth
is typically positive and significant, indicating that expansion tends to enhance profitability.
However, this correlation may not always hold true and could be influenced by other factors
such as capital structure, company size, and liquidity [18].

Hypothesis (H.): Profitability has positive contribution on Company Growth
Leverage and Firm Value

One study in Pakistan found that as leverage increases, firm value tends to decrease, showing
an inverse relationship [19]. In contrast, another study on firms in Nigeria showed that higher
leverage can lead to higher firm value, suggesting a positive correlation [20]. These findings
indicate that factors like the country's economic conditions, corporate governance practices,
and transparency levels can affect how leverage impacts firm value. For instance, a study on
Indonesian firms found that profitability influences the relationship between working capital
management and firm performance but not between leverage and firm performance [21].

The Nigerian study also suggests that firms can increase their firm value by taking on high-
quality projects and using more debt for funding [20]. Another study from Indonesia supports
the idea that a company's funding structure can influence its firm value, backing the optimal
capital structure theory. This highlights the importance of managing leverage well to achieve
the best firm value. Additionally, a study on the effect of profitability, leverage, and firm size
on firm value found that while profitability and firm size are positively correlated with firm
value, leverage has a negative but not significant impact [22]. This means that firms with higher
profitability and larger size usually have higher firm values, but leverage doesn't play a
substantial role in this context.

Overall, the relationship between leverage and firm value are complex and impacted by various
factors. Some studies show a negative correlation, while others show a positive one. These
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findings emphasize the need to consider different factors and manage leverage effectively to
optimize firm value.

Hypothesis (Hs): Positively and Significantly Leverage impact on Firm Value
Profitability and Firm Value

The study of [23] discovered a direct relationship between profitability and firm value,
suggesting that as profitability rises, firm value also tends to increase. Another study, was
conducted by [24], found that profitability affects how intellectual capital influences firm
value, indicating its significant role in this relationship. Moreover, the study of [25] revealed
that the link between environmental disclosure and firm value depends on profitability levels.
It found that when profits are high, environmental disclosure positively impacts firm value, but
when profits are low, it has a negative effect.

Conversely, [2] discovered an inverse correlation between profitability and firm value,
indicating that as profitability rises, firm value tends to decline. These results emphasize that
variables such as industry type, company size, and capital structure can impact the connection
between profitability and firm value. For instance, [26] observed that profitability and
company size play a role in moderating the relationship between financial leverage and firm
value. In essence, the relationship between profitability and firm value is complex and can be
influenced by various factors. Some studies demonstrate a positive correlation, while others
suggest a negative or conditional one. These findings underscore the importance of considering
contextual variables and how profitability can moderate the relationship between profitability
and firm value.

Hypothesis (Ha4): Profitability has positive and significant impact on Firm Value
Company Growth and Firm Value

The studies examined offer varying perspectives on the relationship between company growth
and firm value. [23] Found a positive correlation, indicating that increased growth tends to
raise firm value. Conversely, [27]showed that while company growth positively affects firm
value, this relationship is influenced by leverage. Leverage strengthens the connection between
asset growth and firm value but weakens the link between revenue growth and firm value.
Another study by [16] observed a positive impact of company growth on company value,
although it did not directly investigate the relationship between company growth and firm value
These findings suggest that factors like industry type, company size, and capital structure can
impact how company growth affects firm value. For instance, [21] discovered that profitability
moderates the relationship between working capital management and firm performance,
though not for leverage and firm performance.

Essentially, the relationship between company growth and firm value is complex and
influenced by various factors. While some studies show a positive correlation, others suggest
a conditional or minimal effect. These results highlight the importance of considering
contextual factors and the moderating impact of leverage when examining the relationship
between company growth and firm value.
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Hypothesis (Hs): Company Growth positively and significantly effect on Firm Value
CONCEPTUAL FRAMEWORK

The conceptual framework for enhancing firm value through company growth, focusing on the
quantitative aspects of leverage and profitability, can be structured as follows; Relationship
between Company Growth and Firm Value and Mediating Role of Leverage and Profitability
which consists of the variabels Firm Value (Y), Company Growth (Z), Leverage (X1),
Profitability (X2). The framework model of this research will be in figure 1 bellow:
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Figure 1: Conceptual Framework

RESEARCH METHOD

The study adopts a quantitative approach, utilizing financial data from a sample of companies
within a specified timeframe. Statistical methods are employed to analyze the data and evaluate
the impact of leverage and profitability on firm value, which is measured using market
capitalization or other pertinent metrics. Data collection entails sourcing information from
financial statements, annual reports, and relevant documents, supplemented by databases,
academic literature, and reports on company growth, leverage, profitability, and firm value.
The research will concentrate on companies within specific industries to ensure data relevance
and comparability, with sample size determined using statistical techniques to ensure reliability
and validity. Statistical analysis methods, such as Smart PLS, will be employed to explore the
relationships between company growth, leverage, profitability, and firm value.
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Control variables, such as industry classification, company size, and market conditions, may
be integrated to isolate the effects of independent variables. Hypotheses will be formulated
based on anticipated relationships and subjected to significance and validity testing through
appropriate statistical methods. Limitations of the study encompass potential constraints
related to data availability and quality, as well as the extent to which findings can be
generalized across other industries or contexts. External factors, including economic conditions
and market trends, may also influence the study's outcomes.

RESEARCH RESULTS AND DISCUSSIONS
Result

Table 1: CFA results for the measurement model

Variable and Indicators Loading Factors P-Value
Leverage (LV)
- Debt-to-Equity Ratio (DER) 0.658 0.000
- Debt-to-Asset Ratio (DAR) 0.788 0.020
- Interest Coverage Ratio (ICR) 0.664 0.000
- Fixed Charge Coverage Ratio (FCCR) 0.697 0.000
- Long-Term Debt to Capitalization Ratio 0.681 0.000
- Debt Service Coverage Ratio (DSCR) 0.769 0.000
Profitability (PR)
- Net Profit Margin (NPM) 0.679 0.010
- Return on Assets (ROA) 0.608 0.000
- Return on Equity (ROE) 0.778 0.000
- Return on Investment (ROI) 0.735 0.000
Company Growth (CG)
- Revenue 0.798 0.000
- Net Income 0.659 0.000
- Asset Growth 0.694 0.021
- Market Growth 0.786 0.000
- Revenue per Share 0.769 0.000
- Net Income per Share 0.696 0.000
Firm Value (FV)
- Market Capitalization 0.786 0.010
- Enterprise Value 0.791 0.000
- Net Asset Value 0.798 0.000
- Free Cash Flow 0.728 0.000
- Dividend Yield 0.767 0.000

Table 1 illustrates that all indicators display a loading factor value surpassing 0.6 and a p-value
under 0.05, affirming their validity. Table 2 showcases the reliability of all assessed variables,
with each indicator demonstrating internal consistency. The outcomes of the reliability
examination unveil a CR value surpassing 0.6 and Variance Extracted (VE) surpassing 0.5.
Leverage, Profitability, Company Growth, and Firm Value variables manifest a CR value
surpassing 0.7 and AVE surpassing 0.5, indicating their reliability.
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Table 2: Construct Reliabilities, AVE and Correlations

Variable 1 2 3 4
Leverage (LV) 0.855
Profitability (PR) 0.976 0.951
Company Growth (CG) 0.466 0.434 0.882
Firm Value (FV) 0.476 0.457 0.433 0.886
Average Variance Extracted (AVE) 0.826 0.772 0.897 0.731

Performing hypothesis testing using Structural Equation Modeling (SEM) involves examining
the relationships among variables outlined in the proposed model. Employ SEM software to
estimate the parameters of the model, which includes calculating the path coefficients (effect
sizes) connecting variables and assessing how well the model fits the data. Then, interpret the
results and draw conclusions about the associations between variables based on the statistical
significance of the path coefficients and the overall fit of the model. The constructed model is
suitable for exploring the connection between the research variables, as evidenced by Table 3.

Table 3: Hypothesis Testing

Relationship among variables | Std § | Unstd SE CR Result
LV > CG 0.269 0.240 0.072 | 3,295%* HI is accepted
PR 2> CG 0.392 0.289 0.093 3,793%* H?2 is accepted
LV > FV 0.252 0.295 0.094 | 3,198* H3 is accepted
PR 2> FV 0.236 0.278 0.085 | 2,778* H4 is accepted
CG>FV 0.222 0.276 0.099 | 2,708* HS5 is accepted

Note: *p <0.01

Table 3 indicates that all relationships between variables are positively and significantly
correlated, with p-values <0.01. All hypotheses in the study are accepted, indicating that Firm
Value is positively and significantly impacted by Company Growth as a moderating variable.
Company Growth (CG) is significantly influenced by both Leverage (LV) and Profitability
(PR). Similarly, the hypothesis testing revealed that the Firm Value (FV) variable is directly
influenced by Leverage (LV) and Profitability (PR).

Discussion

The influence of leverage on company growth is significant. Leverage, which refers to the use
of borrowed funds to finance investments, can amplify returns when investments perform well
[28]. However, it also increases financial risk, as companies must repay debt regardless of
performance [29]. High leverage can lead to financial distress if earnings fall short of
expectations or if interest rates rise [30]. Thus, the impact of leverage on company growth
depends on how effectively it is managed. When used judiciously, leverage can accelerate
growth by enabling companies to undertake larger investments than would be possible with
equity alone [31]. Conversely, excessive leverage can hinder growth by constraining financial
flexibility and increasing the cost of capital [32]. Therefore, companies must carefully assess
their risk tolerance and financial position when considering the use of leverage to support
growth initiatives.
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The impact of profitability on company growth is profound. Profitability, which signifies the
ability to generate earnings, is a key determinant of a company's growth prospects [33]. High
profitability provides companies with the resources needed to reinvest in their operations,
pursue expansion opportunities, and withstand economic downturns [34]. It also enhances a
company's attractiveness to investors and creditors, enabling it to access capital at favorable
terms [35]. Conversely, low profitability can constrain growth by limiting reinvestment
capabilities and reducing financial flexibility [36]. Therefore, maintaining and improving
profitability is essential for sustaining long-term growth and competitiveness.

The impact of leverage on firm value is significant. Leverage, which entails utilizing borrowed
capital to support operations, can have various effects on firm worth. On one hand, it can
enhance shareholder returns if the company's investments yield higher profits than the
borrowing costs, a concept known as financial leverage [23]. Conversely, it heightens financial
risk since the company must repay debts irrespective of performance. Elevated leverage levels
can precipitate financial difficulties if debt obligations cannot be met, thereby adversely
affecting firm value. Moreover, as the company's leverage ratio rises, the cost of debt may
escalate, further diminishing firm worth. Thus, the impact of leverage on firm value hinges on
its management effectiveness. Companies must weigh the advantages of financial leverage
against the perils of heightened financial distress to optimize firm value.

Profitability significantly impacts firm value. It represents a company's capacity to earn from
its activities and is a fundamental factor influencing firm value. Strong profitability suggests
effective management and market strength, drawing investors and elevating the company's
valuation [37]. It also furnishes the company with the means to expand and explore new
ventures, thus augmenting its overall value [38]. Conversely, poor profitability can indicate
operational or market challenges, resulting in a lower valuation. In essence, profitability is
pivotal in firm valuation, typically correlating with higher firm worth.

The relationship between company growth and firm value is a pivotal subject of examination
in the fields of finance and business. Studies have indicated various ways in which company
growth can positively impact firm value. For example, research focusing on Indonesian
infrastructure firms revealed that both profitability and company size contribute positively to
firm value, suggesting that growth achieved through these avenues can elevate a company's
overall worth. Similarly, investigations into manufacturing companies in Indonesia have shown
that company growth, particularly through expansions in operations or product lines, can
bolster firm value [39]. Nonetheless, not all research findings demonstrate a direct link between
company growth and firm value [40]. For instance, a study analyzing property real estate and
construction firms in Indonesia indicated that company growth does not exert a significant
influence on firm value. Instead, factors such as institutional ownership, capital structure, and
dividend policies may play more substantial roles in determining firm value. Moreover, another
study observed that the impact of company growth on firm value is moderated by effective
corporate governance practices. This implies that mechanisms such as board affiliation and
board size can shape how company growth translates into firm value [41].
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CONCLUSION

This study has provided valuable insights into how leverage and profitability affect firm value.
The research showed that increasing leverage usually leads to a decrease in firm value,
highlighting the importance of managing debt levels carefully. Conversely, higher profitability
was linked to higher firm value, indicating that companies with stronger profitability tend to
be more valuable. These findings emphasize the importance of strategic financial management
in increasing firm value. By focusing on improving profitability and maintaining an optimal
level of leverage, companies can enhance their overall value and competitiveness. External
factors like economic conditions, industry dynamics, and market trends can also impact these
relationships. Therefore, further research is needed to understand these connections in different
contexts and industries. Overall, this study contributes valuable insights to our understanding
of firm value. It underscores the importance of a balanced approach to financial management
and strategic decision-making in enhancing firm value through company growth, offering
valuable guidance for practitioners and policymakers.
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