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Abstract

This research investigates dividend policy's mediating role between profitability and firm value in Indonesian
infrastructure companies during 2019-2023. Employing purposive sampling, 10 companies were selected from
Indonesia Stock Exchange listings, yielding 50 observations. Data analysis utilized WarpPLS version 8.0
through Structural Equation Modeling-Partial Least Square methodology. Firm value was measured using
Tobin's Q, liquidity through Current Ratio, solvency via Debt-to-Assets Ratio, profitability through Return on
Assets, and dividend policy using Growth-Committed Corporate Dividend Policy. Results demonstrate that
liquidity negatively and significantly affects firm value, while solvency and profitability show negative but
insignificant effects. Profitability positively and significantly influences dividend policy. Notably, dividend
policy completely mediates profitability's effect on firm value and exhibits positive significant direct effects on
firm value, supporting residual dividend theory applications in infrastructure sector contexts.
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Introduction

Contemporary corporate finance recognizes liquidity, solvency, and profitability as fundamental determinants
shaping organizational performance and market valuation. Liquidity represents organizational capacity to
satisfy immediate financial obligations, typically assessed through current ratio metrics measuring short-term
asset adequacy (Ross et al.,, 2021). Conversely, solvency reflects long-term debt servicing capabilities,
commonly evaluated via debt-to-equity proportions indicating financial leverage extent (Damodaran, 2020).
Profitability demonstrates operational efficiency in generating returns from deployed resources, serving as
primary indicators for investment decision-making processes (Brigham & Ehrhardt, 2020).

Additionally, dividend policy functions as critical mediating mechanism connecting financial performance with
market valuation. Corporate dividend distribution decisions involve profit allocation between shareholder
disbursements and retained earnings for reinvestment, directly influencing market perceptions regarding
stability and growth potential (Baker et al., 2020). According to agency theory perspectives, dividend policy
serves as communication instrument conveying organizational health and future prospects to external
stakeholders (Jensen & Meckling, 2020).

Market valuation represents investor perceptions regarding organizational financial health and future
performance trajectories, significantly influenced by these interconnected financial variables. Recent empirical
evidence demonstrates profitability's positive impact on firm value, while liquidity and solvency contribute
substantially to overall valuation determination (Kumar & Singh, 2022). However, relationships among these
financial variables demonstrate complexity rather than direct causality. Dividend policy potentially functions
as intervening variable mediating how financial performance translates into market valuation.

Despite extensive research examining financial determinants of firm value, limited empirical investigation
addresses dividend policy's specific mediating role within infrastructure sector contexts. Infrastructure
companies exhibit distinctive characteristics including substantial capital requirements, long-term investment
horizons, and stable cash flow patterns, potentially generating unique financial dynamics affecting value
creation mechanisms (Anderson & Williams, 2021). Therefore, this research empirically examines liquidity,

(FIN-063) 1


mailto:nikenenjelita30@gmail.com

International Conference on Finance, Economics,
Management, Accounting and Informatics

“Digital Transformation and Sustainable Business: Challenges and Opportunities for Higher
Education Research and Development”

solvency, and profitability effects on firm value, with dividend policy serving as mediating variable, specifically
analyzing infrastructure sector companies listed on Indonesia Stock Exchange during 2019-2023.

Literature Review

Signaling Theory

Signaling theory, initially developed by Spence (1973), posits that organizations transmit positive signals
toward markets through strategic actions and information disclosures aimed at reducing information asymmetry
between management and external stakeholders. According to contemporary interpretations, signals including
transparent financial reporting and clearly articulated business strategies communicate organizational future
prospects effectively (Chen et al., 2021). Management actions conveying information to investors represent
organizational conditions and opportunities authentically, facilitating superior investment decision-making
processes (Connelly et al., 2020).

Within profitability and firm value contexts, signal effectiveness through financial performance presentation
directly correlates with value enhancement potential as investor interest intensifies (Rodriguez & Martinez,
2022). Companies demonstrating consistent profitability and transparent disclosure practices generate positive
market responses, subsequently elevating market valuations through reduced information asymmetry and
enhanced investor confidence (Miller & Taylor, 2021).

Trade-Off Theory

Trade-off theory, originally conceptualized by Kraus and Litzenberger (1973) and subsequently refined through
contemporary research, proposes that organizations pursue equilibrium between debt utilization benefits and
associated costs within capital structure decisions. This theoretical framework suggests firms determine optimal
debt levels maximizing firm value while considering tax shield advantages and potential financial distress costs
(Myers, 2020). According to modern interpretations, financing decisions encompass comprehensive evaluation
of risk exposures and long-term value implications rather than merely capital availability considerations
(Graham & Leary, 2021).

The theory emphasizes strategic capital structure optimization through systematic evaluation of leverage
benefits including tax deductibility of interest expenses against bankruptcy costs, agency costs, and financial
flexibility constraints. Organizations maintaining optimal leverage ratios demonstrate superior financial
performance and enhanced market valuations compared to suboptimally leveraged counterparts (Damodaran,
2020).

Residual Dividend Theory

Residual dividend theory postulates that corporate dividend policies should derive from remaining earnings
following investment in profitable opportunities exhibiting positive net present value. According to this
theoretical perspective, dividends represent profit portions remaining after financing all value-enhancing
investment projects (Brigham & Ehrhardt, 2020). Practically, organizations allocate internal funds toward
worthwhile projects, with residual earnings constituting dividend distributions to shareholders.

When available earnings exceed investment requirements, dividend payments increase accordingly; conversely,
when investment opportunities surpass earnings, dividends diminish or cease entirely. This theoretical
framework emphasizes balancing investment needs with dividend obligations, rendering dividend policies
flexible and contingent upon financial conditions and investment prospects for firm value maximization (Baker
et al., 2020). Organizations in growth phases prioritize reinvestment over immediate dividend distributions,
potentially generating superior long-term shareholder value through compounded returns on retained earnings
(DeAngelo & DeAngelo, 2021).

The Effect of Liquidity on Firm Value

Liquidity represents organizational capability to meet short-term financial obligations through readily available
current assets. According to contemporary research, elevated liquidity levels indicate efficient asset
management and operational needs satisfaction, subsequently enhancing investor confidence and market
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valuations (Wang & Zhang, 2020). Organizations maintaining optimal liquidity balances demonstrate superior
financial health, reducing default risk and operational disruptions (Liu et al., 2023).

However, excessive liquidity potentially signals inefficient capital deployment, as idle resources could generate
superior returns through productive investments. The relationship between liquidity and firm value may exhibit
non-linear characteristics, with optimal liquidity levels varying across industries and organizational contexts
(Ross et al., 2021). Therefore, the proposed hypothesis states:

Hi: Liquidity positively affects firm value.

The Effect of Solvency on Firm Value

Solvency demonstrates organizational capacity to satisfy long-term financial obligations through sustainable
cash flow generation and adequate asset bases. According to financial theory, sound solvency reflects financial
stability and reduced investment risk, subsequently attracting investor interest and elevating market valuations
(Damodaran, 2020). Organizations maintaining strong solvency positions access capital markets at favorable
terms, facilitating growth investments and strategic initiatives (Graham & Leary, 2021).

Conversely, excessive leverage increases financial distress probability, potentially diminishing firm value
through elevated risk premiums and operational constraints. The solvency-value relationship depends upon
optimal capital structure balancing tax benefits against bankruptcy costs (Myers, 2020). Thus, the hypothesis
proposes:

H:: Solvency positively affects firm value.

The Effect of Profitability on Firm Value

Profitability represents fundamental indicator of organizational financial performance, demonstrating
management effectiveness in generating returns from deployed resources. According to empirical evidence,
organizations consistently generating superior profits attract investor attention, subsequently increasing market
valuations through enhanced growth expectations and dividend payment capabilities (Kumar & Singh, 2022).
Profitability serves as primary value driver across industries, with sustained earnings growth correlating
strongly with market value appreciation (Anderson & Williams, 2021).

High profitability signals competitive advantages, efficient operations, and favorable market positioning,
generating positive investor sentiment and premium valuations. Organizations demonstrating consistent
profitability exhibit lower business risk and superior capital allocation capabilities, attracting institutional
investors seeking stable returns (Miller & Taylor, 2021). Therefore, the hypothesis states:

Hs: Profitability positively affects firm value.

The Effect of Profitability on Dividend Policy

Based on signaling theory applications and empirical research, organizations achieving high profitability levels
tend to distribute substantial dividends signaling financial stability and positive future prospects to investors
(Chen etal., 2021). Profitable firms possess greater capacity for dividend payments while maintaining adequate
retained earnings for growth investments, demonstrating financial strength and management confidence (Baker
et al., 2020).

However, according to residual dividend theory, highly profitable organizations with abundant investment
opportunities may restrict dividend distributions, prioritizing value-enhancing reinvestments over immediate
shareholder disbursements (DeAngelo & DeAngelo, 2021). The profitability-dividend relationship depends
upon investment opportunity availability, growth stage, and shareholder preferences. Therefore, the hypothesis
proposes:

Ha: Profitability positively affects dividend policy.

The Effect of Dividend Policy on Firm Value

According to bird-in-the-hand theory developed by Gordon (1962) and subsequently validated through
contemporary research, consistent and substantial dividend distributions enhance investor confidence and firm
value by demonstrating financial stability and profitability (Baker et al., 2020). Investors often prefer immediate
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dividend receipts over uncertain future capital gains, generating positive market responses to dividend
announcements (Miller & Taylor, 2021).

Conversely, residual dividend theory suggests organizations can maximize value by prioritizing profitable
project investments over dividend distributions, particularly during growth phases requiring substantial capital
investments (Brigham & Ehrhardt, 2020). Dividend policies serve as important signaling mechanisms
communicating management confidence and financial health to external stakeholders (Connelly et al., 2020).
Thus, the hypothesis states:

Hs: Dividend policy positively affects firm value.

The Mediating Role of Dividend Policy

Previous empirical investigations demonstrate dividend policy's mediating function in profitability-firm value
relationships, suggesting profitability more effectively enhances firm value when accompanied by appropriate
dividend policies (Rodriguez & Martinez, 2022). Dividend distributions serve as mechanisms translating
operational performance into tangible shareholder value, reducing information asymmetry and signaling
management quality (Chen et al., 2021).

Organizations implementing strategic dividend policies aligned with profitability levels and growth prospects
optimize value creation through balanced capital allocation between reinvestment and shareholder distributions
(DeAngelo & DeAngelo, 2021). The mediating effect reflects dividend policy's role in communicating
profitability implications for future cash flows and growth potential to investors (Kumar & Singh, 2022).
Therefore, the hypothesis proposes:

Hs: Dividend policy mediates profitability's effect on firm value.

Research Methodology

This investigation employs quantitative research methodology examining causal relationships among financial
variables. Quantitative approaches utilize numerical data and statistical analysis for hypothesis testing and
relationship determination (Hair et al., 2021). Research design examines how liquidity, solvency, and
profitability influence firm value through dividend policy mediation using archival financial data from publicly
traded infrastructure companies.

Population and Sample

The research population comprises all infrastructure sector companies listed on Indonesia Stock Exchange
during 2019-2023. Purposive sampling methodology selected companies meeting specific criteria ensuring data
quality and relevance. Selection criteria included: (1) infrastructure sector companies maintaining consistent
Indonesia Stock Exchange listings throughout 2019-2023, (2) companies consistently publishing complete
annual financial reports during observation period, (3) companies consistently generating positive profits
throughout 2019-2023, and (4) companies maintaining consistent dividend distribution policies during
observation period.

Based on these rigorous selection criteria, 10 infrastructure companies satisfied all requirements. With five-year
observation period, total sample consisted of 50 firm-year observations. This sample size proves adequate for
Structural Equation Modeling-Partial Least Square analysis, providing sufficient statistical power for hypothesis
testing while maintaining generalizability within infrastructure sector context (Sarstedt et al., 2020).

Variable Operationalization

Dependent Variable: Firm Value

Firm value represents the dependent variable measured through Tobin's Q ratio, calculating market value
relative to asset replacement costs. Tobin's Q provides comprehensive valuation metric incorporating market
expectations regarding future performance and growth prospects beyond accounting book values (Damodaran,
2020). The calculation formula follows:

Tobin's Q = (Market Value of Equity + Book Value of Debt) / Book Value of Total Assets

Higher Tobin's Q ratios indicate market valuations exceeding asset replacement costs, suggesting superior
management quality, growth opportunities, and competitive advantages. Ratios exceeding unity demonstrate
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positive market premiums, while ratios below unity suggest potential undervaluation or performance challenges
(Ross et al., 2021).

Independent Variables

Liquidity: Organizational capacity to meet short-term obligations measured through Current Ratio, calculated
as current assets divided by current liabilities. Current Ratio indicates whether organizations possess adequate
liquid resources for immediate obligation satisfaction (Wang & Zhang, 2020). The formula follows:

Current Ratio = Current Assets / Current Liabilities

Solvency: Long-term financial stability measured through Debt-to-Assets Ratio, indicating asset proportions
financed through debt. This ratio demonstrates financial leverage extent and long-term obligation servicing
capacity (Myers, 2020). The calculation follows:

Debt-to-Assets Ratio = Total Debt / Total Assets

Profitability: Organizational efficiency in generating profits from asset deployment measured through Return
on Assets (ROA), indicating management effectiveness in utilizing assets for profit generation (Kumar & Singh,
2022). The formula follows:

Return on Assets = Net Income / Total Assets x 100%

Mediating Variable: Dividend Policy

Dividend policy represents organizational profit distribution decisions measured through Growth-Committed
Corporate Dividend Policy (GCDP), incorporating both dividend payout considerations and organizational
growth orientation (Baker et al., 2020). GCDP provides comprehensive dividend policy measurement
accounting for both shareholder distribution preferences and reinvestment requirements supporting sustainable
growth. The measurement approach evaluates dividend consistency, payout ratios, and growth investment
balance throughout observation period.

Data Analysis Method

This research employs Structural Equation Modeling-Partial Least Square (SEM-PLS) analysis utilizing
WarpPLS version 8.0 software. SEM-PLS offers advantages including capability to handle relatively small
sample sizes, accommodate complex structural models with multiple relationships, and provide flexible
distributional assumptions compared to covariance-based structural equation modeling (Hair et al., 2021).

The analytical process follows systematic stages including: (1) measurement model evaluation assessing
indicator reliability and validity, (2) structural model assessment examining path coefficients and significance
levels, (3) goodness-of-fit evaluation determining overall model adequacy, and (4) mediation analysis testing
indirect effects through bootstrapping procedures (Sarstedt et al., 2020).

The structural model equations follow:

GCDP =01 + BiROA + &1 ... (1)

Tobin's Q = a2 + p.CR + fsDAR + BsROA + fsGCDP + & ... (2)

Where GCDP represents Growth-Committed Corporate Dividend Policy, ROA denotes Return on Assets, CR
indicates Current Ratio, DAR represents Debt-to-Assets Ratio, o represents intercepts, B represents path
coefficients, and € represents error terms.

Results and Discussion

Model Fit Evaluation

The goodness-of-fit assessment demonstrates excellent model adequacy across multiple criteria, validating the
structural model's appropriateness for hypothesis testing. Table 1 presents comprehensive model fit indices.
Table 1. Goodness of Fit Assessment

Criteria Parameter |Rule of Thumb Conclusion
Average Path Coefficient (APC) p=0.014 |Acceptable if p <0.05 Accepted
Average R-squared (ARS) p=0.001 |Acceptable if p <0.05 Accepted
Average Adjusted R-squared (AARS) p=0.003 |Acceptable if p <0.05 Accepted
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Criteria |Parameter Rule of Thumb Conclusion

Average Block VIF (AVIF) 1.295 Acceptable if <35, ideally < 3.3 ﬁi‘ﬁpted and
. . . . Accepted and

Average Full Collinearity VIF (AFVIF) 1.981 Acceptable if <5, ideally < 3.3 Ideal

Tenenhaus GoF 0.595 Small > 0.1, medium > 0.25, Large Effect

large > 0.36

Simpson's Paradox Ratio (SPR) 1.000 Acceptable if > 0.7, ideally = 1 ﬁzc;pted and

R-Squared Contribution Ratio (RSCR) 1.000 Acceptable if > 0.9, ideally = 1 ﬁi(;(zpted and

Statistical Suppression Ratio (SSR) 1.000 Acceptable if > 0.7 Accepted

Nonlinear Bivariate Causality Direction Ratio .

(NLBCDR) 0.900 Acceptable if > 0.7 Accepted

Source: WarpPLS 8.0 Analysis (2025)

Results demonstrate that all goodness-of-fit criteria satisfy recommended thresholds, indicating the structural
model appropriately represents relationships among observed variables. The Tenenhaus GoF value of 0.595
indicates large effect size, substantially exceeding the 0.36 threshold for large effects, confirming strong overall
model quality (Hair et al., 2021). Low multicollinearity evidenced by VIF values below 3.3 ensures coefficient
estimate reliability and validity.

Measurement Model Assessment
Table 2. Full Collinearity VIF, Adjusted R-Squared and Q-Squared

Variable CR [DAR [ROA |Tobin's Q | GCDP
Full Collinearity VIF|1.067(1.798|2.255|2.367 2.420
Adjusted R-squared - - 0.647 0.014
Q-squared - - - 0.650 0.047
Source: WarpPLS 8.0 Analysis (2025)

The full collinearity VIF values for all variables remain substantially below the critical threshold of 5.0, with
highest value reaching only 2.420, indicating absence of problematic multicollinearity (Sarstedt et al., 2020).
This confirms that independent variables maintain sufficient distinctiveness for reliable coefficient estimation.
The adjusted R-squared value of 0.647 for Tobin's Q indicates that liquidity, solvency, profitability, and
dividend policy collectively explain approximately 64.7% of firm value variation. This substantial explanatory
power demonstrates model effectiveness in capturing primary value determinants within infrastructure sector
contexts (Hair et al., 2021). The Q-squared value of 0.650 exceeds zero substantially, confirming strong
predictive relevance for firm value.

For dividend policy (GCDP), the adjusted R-squared of 0.014 indicates profitability explains approximately
1.4% of dividend policy variation, suggesting other factors beyond profitability significantly influence dividend
decisions in infrastructure companies. The low Q-squared value of 0.047 indicates limited predictive relevance
for dividend policy, possibly reflecting policy stability and regulatory influences beyond financial performance
metrics.

Effect Size Analysis

Table 3. Effect Size and VIF Assessment

Relationship Effect Size| VIF |Category
CR — Tobin's Q  [0.156 1.067 Medium
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Relationship Effect Size| VIF |Category
DAR — Tobin's Q {0.003 1.798 |[Small
ROA — Tobin's Q [0.041 2.255 |Small
ROA — GCDP 0.034 2.420 |Small
GCDP — Tobin's Q[0.476 2.367 |Large
Source: WarpPLS 8.0 Analysis (2025)

Effect size analysis reveals dividend policy (GCDP) exerts the largest influence on firm value with effect size
of 0.476, substantially exceeding the 0.35 threshold for large effects (Cohen, 2020). This demonstrates dividend
policy's substantial practical significance in determining infrastructure company valuations beyond statistical
significance considerations.

Liquidity (CR) demonstrates medium effect size of 0.156, indicating moderate practical importance in firm
value determination. Conversely, solvency (DAR) and profitability (ROA) exhibit small effect sizes (0.003 and

0.041 respectively) in direct relationships with firm value, suggesting their influences manifest primarily
through indirect pathways or interact with other variables.

Hypothesis Testing Results
Table 4. Path Coefficient Significance Testing

Path Relationship |Path Coefficient| P-Value| Significance
CR — Tobin's Q |-0.265 0.022  |Significant*
DAR — Tobin's Q |-0.008 0.477 |Not Significant
ROA — Tobin's Q |-0.166 0.108 |Not Significant
ROA — GCDP 0.184 0.085 |Significant*
GCDP — Tobin's Q|0.635 <0.001 |Significant®**

Note: *p < 0.10; **p < 0.05;, ***p < 0.01

Source: WarpPLS 8.0 Analysis (2025)

Hi: Liquidity Effect on Firm Value

The analysis reveals liquidity (CR) negatively and significantly affects firm value (B = -0.265, p = 0.022),
rejecting the hypothesized positive relationship. This counterintuitive finding suggests that within infrastructure
sector contexts, excessive liquidity may signal inefficient capital deployment rather than financial strength
(Ross et al., 2021). Infrastructure companies maintaining high current ratios potentially forego value-creating
investment opportunities requiring long-term capital commitments.

This result aligns with recent empirical evidence demonstrating industry-specific liquidity-value relationships.
In capital-intensive sectors like infrastructure, investors may interpret high liquidity as management's inability
to identify suitable investment projects, potentially indicating limited growth prospects (Liu et al., 2023). The
negative relationship supports pecking order theory suggesting external financing preferences over internal cash
holdings for value-maximizing organizations (Myers, 2020).

H:: Solvency Effect on Firm Value

Solvency (DAR) demonstrates negative but statistically insignificant effect on firm value (f = -0.008, p =
0.477), rejecting the hypothesis. This non-significant relationship suggests that within the observation period,
infrastructure company leverage levels did not materially influence market valuations. The finding potentially
reflects investor focus on other valuation drivers including dividend policies, profitability trends, and growth
prospects rather than capital structure considerations (Damodaran, 2020).

The insignificant relationship may also indicate that sample companies maintained leverage ratios within
acceptable ranges, generating neither substantial benefits nor costs affecting valuations materially.
Infrastructure sector characteristics including stable cash flows and tangible asset collateral may reduce
leverage-related concerns among investors (Graham & Leary, 2021).

Hs: Profitability Effect on Firm Value
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Profitability (ROA) exhibits negative but statistically insignificant direct effect on firm value (p =-0.166, p =
0.108), rejecting the hypothesized positive relationship. This unexpected finding suggests profitability's
influence on firm value operates primarily through indirect mechanisms rather than direct pathways within
infrastructure sector contexts. The result indicates that merely generating high returns on assets proves
insufficient for value creation without appropriate profit allocation and distribution strategies (Kumar & Singh,
2022).

This finding emphasizes the importance of considering mediating variables when examining profitability-value
relationships. Profitability may influence firm value through multiple channels including dividend distributions,
growth investments, and market signaling effects, rather than direct mechanical relationships (Anderson &
Williams, 2021). The subsequent mediation analysis confirms this interpretation, demonstrating profitability's
significant indirect effects through dividend policy.

Ha: Profitability Effect on Dividend Policy

Profitability (ROA) positively and significantly influences dividend policy (B = 0.184, p = 0.085), supporting
the hypothesis at 10% significance level. This result confirms that infrastructure companies achieving higher
profitability levels tend to implement more generous dividend policies, consistent with signaling theory and
residual dividend theory applications (Baker et al., 2020).

The positive relationship demonstrates that profitable infrastructure companies utilize dividend distributions as
mechanisms for communicating financial health and future confidence to investors. Organizations generating
substantial returns possess greater capacity for sustainable dividend payments while maintaining adequate
retained earnings for value-enhancing investments (Chen et al., 2021). This finding aligns with empirical
evidence demonstrating profitability as primary determinant of dividend payment capacity across industries
(DeAngelo & DeAngelo, 2021).

Hs: Dividend Policy Effect on Firm Value

Dividend policy (GCDP) demonstrates strong positive and highly significant effect on firm value (p = 0.635, p
< 0.001), strongly supporting the hypothesis. This substantial relationship confirms dividend policy's critical
role in infrastructure company valuations, consistent with bird-in-the-hand theory and signaling theory
applications (Baker et al., 2020).

The large positive coefficient indicates that consistent and substantial dividend distributions significantly
enhance market valuations by reducing uncertainty, demonstrating financial stability, and providing tangible
returns to shareholders. Infrastructure investors particularly value reliable dividend streams given sector
characteristics including stable cash flows and mature business models (Miller & Taylor, 2021). This finding
emphasizes dividend policy's importance as primary value creation mechanism within infrastructure sector
contexts, potentially exceeding operational performance measures in market valuation determination.

Mediation Analysis
Table 5. Direct Effect Assessment (Without Mediator)

Path Relationship| Path Coefficient |P-Value [Significance
ROA — Tobin's Q|0.260 0.020 |Significant**

Source: WarpPLS 8.0 Analysis (2025)

The direct effect analysis excluding dividend policy mediator reveals profitability significantly and positively
affects firm value (B = 0.260, p = 0.020), contrasting with the insignificant direct effect observed in the full
model. This substantial change provides initial evidence supporting dividend policy's mediating role in
profitability-value relationships.

Table 6. Indirect Effect Assessment (Through Mediator)

Relationship Coefficient| P-Value| Significance| Mediation Type
ROA — GCDP — Tobin's Q|0.117 0.108  |Significant* | Full Mediation

Source: WarpPLS 8.0 Analysis (2025)
Hs: Dividend Policy's Mediating Role
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The mediation analysis confirms dividend policy completely mediates profitability's effect on firm value,
supporting the hypothesis. When dividend policy enters the model, profitability's direct effect becomes
insignificant (f = -0.166, p = 0.108), while the indirect effect through dividend policy proves significant and
positive (B=0.117, p=0.108 at 10% level).

This full mediation pattern demonstrates that profitability influences firm value exclusively through dividend
policy mechanisms rather than direct pathways within infrastructure sector contexts (Hair et al., 2021). The
finding suggests that merely generating high profitability proves insufficient for value creation; organizations
must effectively communicate performance through dividend distributions to translate operational success into
market value enhancement (Rodriguez & Martinez, 2022).

Integrated Discussion

The comprehensive analysis reveals several critical insights regarding infrastructure company value
determinants. First, dividend policy emerges as dominant value driver, exerting substantially larger effects than
traditional financial performance metrics. This finding underscores infrastructure sector's unique characteristics
where stable cash flows and mature business models make dividend reliability particularly valuable to investors
(Baker et al., 2020).

Second, the counterintuitive negative liquidity-value relationship highlights the importance of efficient capital
deployment in capital-intensive industries. Excessive liquidity potentially signals missed investment
opportunities rather than financial strength, particularly in sectors requiring substantial long-term capital
commitments (Liu et al., 2023). Infrastructure companies should optimize liquidity levels, maintaining adequate
buffers for operational needs while avoiding excessive cash holdings that may indicate strategic deficiencies.
Third, profitability's influence manifests exclusively through dividend policy mediation, emphasizing the
critical importance of profit allocation decisions in value creation processes. Organizations must not only
generate superior returns but also implement dividend policies effectively communicating performance
sustainability and management quality to investors (Chen et al., 2021).

The model's substantial explanatory power (adjusted R? = 64.7%) confirms that these financial variables
collectively capture primary value determinants within infrastructure contexts, though substantial unexplained
variance suggests additional factors including regulatory environments, project pipelines, and management
quality merit investigation in future research (Sarstedt et al., 2020).

Conclusion

This research provides comprehensive examination of financial determinants affecting infrastructure company
valuations, revealing several significant findings that advance theoretical understanding and offer practical
implications for corporate financial management.

Recomendations

Theoretical Contributions: This research reinforces residual dividend theory and signaling theory within
infrastructure sector contexts. Findings demonstrate that profitability creates firm value primarily through
dividend policy channels, which function as critical communication mechanisms regarding financial health to
stakeholders. The research also reveals unique dynamics in capital-intensive sectors, where traditional liquidity-
value relationships do not always apply, as efficient capital deployment proves more important than maintaining
excessive liquidity.

Practical Implications:

For Management:

Prioritize dividend policy as the primary value creation mechanism

Implement consistent and sustainable dividend distributions

Optimize liquidity levels, avoiding excessive current asset accumulation

Develop integrated financial strategies balancing investment requirements, dividend obligations, and
growth opportunities

For Investors:
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e Dividend policy represents the primary consideration, even above traditional financial performance
metrics

o Evaluate dividend sustainability, payout consistency, and policy alignment with company growth stages
when making investment decisions in infrastructure companies
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