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I, INTRODDCTION

Businesses are in fierce competition and growieg rapidly. lnvesiors eoger o invest ther money
will lzke & good Anancial performunce mio accounl. The swocess or fdidure of & company In manmaging
finmeee depends wn how their monagsrs mannge the companics’ finance well. Finoncinl stasemems are
prepaned for internal apd evternal patics for different purposes. For seppliers. it senves o reveal the
performance of the company and the company’s ability 1o pay fs debis,

For credivors, it serves e debermine the perfonmancs of the company in paying the principal amd
imerest thereone For investors, il serves o ascedain whether the copilal they have been invested s either
growing of decreassd of how i1 s ussd

For potendial invesiors, it provides idormation i connection with the decision o invest in the
company ar not. Fir the povernmend. it serves o determine economic gnvwih. both regionally and nagionaldly,
amd oo 1ax payimend [sumaesan, 20T
In the preparation of fAnancial siastements, thene ane sooounting 2samptions and pronciples, including:

F Cene entiny, meaming that o company shoukd be ooty amd there s & separstion Between persional
prapenty and company propeny:

F  Going comcern, measing that an established company should be able o comtinae its business for an
indefinite period of time;

#  Comparability . meaning that finuncial statements should be comparable to the Arancial stalements of

tifferent periods and to thos: of other similar companies:

Comsistent, meaning that all the aceounting methods used (o prépae the finoncial statemems shoald be

consistenl, 5o as b give an ides of the eamings o be analyzed.

#  Timeliness, meaning thot she financial sstements should be compleded timely. Deloyed prepasation of
fimameial stateenents comnol add volue o i users o moke strasegic decisions (Sumarsan, 2007,

¥

According s brepley e al, (HMT) the compoasition of the company's working capil ronge Froms 0%
af tedal assets and debls of smocth I5% of ozl inding company, B0% ol the time even owned o financial
mamager is wsed o omandge coment sssets, A rensan is cumment assels inshor-term investmenis that guickly
surmed inio amther asset type Cond Lowrence Gisman, 200%) Bosed on the resalis of the above research, curmend
asseds need o be managed in disappear play an imporiant ol from the overal] comporise strategy in oeder
improve the compuny’s performance (Dong and Su 20008, The company tried so make the right financinl

decisioms with the aim o improve the perfizrmance of the company. The prablem that anises % the incresse in
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e company”s profit may immoeloe Hgedity sspecie of dhe company. e ling with Sigh and Pandey (2000}
cumend asreds investiment plaved an imporsnt role in funding decizions mainly comcerned with the Tquidity
aspects of the company., According o Ching e al, (20011} the efficient manszeement of curment assets allows
comnpanies weact quickly 1o the chomges thit cocar and there s o belief that has an impact on the company’s

purfirmance.

The present study selected the food gmd beverage sub-sector, with the following comgiderations:
{Lp in 2087, the fiwd and beverage sub-sector was the largest lubor-emploving sub-seclor, as shown
by the gnble 1

Tahle 1. Larged contrilaor fo workforce

Ve Runbo
AhE TAZURIT
LI ol N e
AT 3731454

Sowrire: Dak processial by e sl

{20 The domestic investment (PMODM) in the food and beverage sub-secior inereased by 383200
{3 The Frood and heverape sob-sector had & lurge growth of men-ail and gas processing indosiry:

Tahle 2, Industry Growth

Ve Lirewth hn‘{r:"'ug'
R T4
Iih RA3%

| M7 0255

Bource: Data processad by the suthaors,

{4 Thee Foood amd heverape sub-sector had the highest groowih in ite mole with regond 1o the notlonnl GDF

Table 5. Bobe whith regard to national GDE

Yoo Prmentipe

R S61G

=T BT i
R £.04%

Baurce: Dala procissed by the sathors,

151 The food amnd beverage sub-sector hod the baggest expon s, despite the 2016 drop, a5 shown by the table
4
Table 4. Largest Exporis

Vo 15

EITE] LIS 26,45 i
Ahlh 1155 2 20 malen
ant LiE% 5127 milon

Surce: Daln procesees] by the nuthars,

The present study wis & guantiintive research, with o sample of 10 compantes. 4 years o
abservation fram 2004 o 2017, The caompanies umder stucdy are shaown in Table 5:

Table 5. Company Names

[;Ili: Ile.l:r.n: !

AL Akacto Wea Iniemasiond

CEkA Cehaya kalkur

LLTA ey L3 akisiriny

CEF Tndkriod LRI Sukees Makir

(NG Tnckodoad Sarkses. Ma ke [
| ML Multi Binbmg Isdimes

MYCIH, Mayor lndah

FSIHY Pradiils Areska Mg
[ RLFT1 By Jimbovsa s Cowprorsail o

[A[N ] Ll jen bk Indosry

Source: Dinla procesaesl by Lhe suthars.
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This study was conducted due w the Incongstent resalts of previous studies, Borham et al, (20045
demaonstrated that cusrent mtio had o significant positive effect o the fnancial performonce of & company,
while debi-lo-equity mtio had & negative effect an the finoncial performance of o company. The preseni
study wos supported by Arrifn and Padachi (20065 who showed that Tiguoding had anoeffect on RO and
ROE. bt leverage had o significant effect om ROE and no significand effecl on ROA
Chandra and Sari (20175 demonstrnted that the coment ratio and debi-to-equity ratio had no significant
effeet on profiabilitg.

A stuely by Surl et al. (2008 sheved that current rabie had 2 significant pasibive effect an retum an
assans, and s did Saragih, et al, (2003), Sofie, en al. (2015, Sayono and Goni (2007 and Crmys en al, (2008)
On the contrary, Supanfi et al. (20016) shoawed that current rafio had no elfect on relum an aseeds, seodid
Hersamby, et al. (2007), Ambarwati, etal. (2015].

'Mello, et al (2008) shawsd that sharcholders perceive view increasing debd o have & negative
impct om their wealth. Soyono and Gand (2007) demonstrated thad debt-to-equity rbio had no effect on return
on assets, KRamor (2007 ivdicoted thot deba-to-cguity ratio had no significan effeo on stock prices, Similarly,
Wlaskon (20020 showed that corren ratio had ne efiect on sock prices.

Fudilah et ol (2017) showed thal debi-fo-equity rabo had oo elfect on proftabilily, as proxied by
reburm on assets. Azad en al. (200E) demonstrobed that current mtio hod o pesitive effect on retum on
ety Curays et 2l (20171 demonstrated tha debt-to-equity ratio had an effect on profitability, as proxied
by retum on eguity. A dudy by Uami (2016) showed thal debd -lo-equity rato bad o significand positive
effeet on netum of asseis,

Argananta and Hidayar (2017 demonstrated that coment mitio and debt beeeguity ntio partially
hind me significent effect on return on assets a8 o negative direction: bat carment rotlo, debd-o-gguity rotio
and fedal assel mmever had an effect on ROE. While Son and Bodiarsih (20145 show that debi-o-equity
ratio hud no signilicant effect on Betarn on Bguity.

1L LITERATURE EEVIEW
L. Financlal statements
Finaicial statements are reponts addressing what happened to gssets, profics and dividends, ower
the lost few peniods (Brigham and JToel, 20010, Finuncial statemends ane the end resolis of an sccounting
cvcle, which describe the finopcial copdition of 4 company periodically (Sumarsan, 2007y Fiosncial
statements contain the figures of o company s perfermance and Anonetal condition in the past (hastarical).

According o Koshamir (20000, the purposes of preparing financial stabemems ane

{1} o present informiation o the types and amounds of assets owned by the coanpany at the time:
(2% 10 inforn the ypes amd amosnis of linbilites and capital shiined by dhe company .

130 o amform the aypes akd amoents of revenue enmed inoo given period:

€dp ta infonm the amoant and Lypes of expenses incurred by the company ina given perisd;

{3h w0 inform the performnnce of the companny’s managensnt;

{6} b inform the company s ratie of assets; habilties and capual;

(T o inform motes o financial siiements

1.I. Finuncinl Ratios

Financial mtios are a sechnique of apalyeing percentages in the financial saements in onder o
identify, review, and semmacire the significant relatonships of the company™s Anancial data. The types of
Fnancial ratios are, among others, lguidity ratios, solvency ratio, ability ralios, acbhvity ratios and
profitabiliny ratios,

Liguidity ratios can be the current ratio, queick rabin and cash ratio. This ratio is gemerally the firg
attention from financial analysis, beenuse this ratio indicates the company's shility of Mulfilling the ohligation
will ke dioe, Rasto smaoby (cumment otied is o compazizon betwesn the akibiva well with amooth, smooth deiha
rasio of the mist common messurement is wsed o detenmine willingne s meed short-term ohligation. Al
caren ratio indicaies the cocamence of problems in Hguiditg, The Tuency mbio of companies condrms (oo igh
alsn less good, because 1t shows the ahundance of idle funds that wlbmately could reduce profit the company an
itfea] Ratio prescribed by rele of thumd (General prosisions) and comsider several Bactors such as the type of
inclusiry amd credit abing, Wise investors analyvzing the currend satio inomore depth by sking guestions such as:
what ix credit available that soom couhd be taken. whether fixed assets could soom be wobd and whether earmings
can e expeebad in the the upooming, The quick mtio s the ratio berween curmem assets mlms myentories with
Muency debt. The inventary is current assets ligoidity levels are low and often expenence fucluations in price
anil often resull in lesses in the evend of liguidation. The cash mtio is the rlo between Cash plus shor-derm
sgcurities investments with debs oency,

Wbl arg 35 | Poge




Solvency mtio can be the dedt ratio and debt-to-toral equity mtio (DERL. Abiliny ratio is the
inberest covernge rotho (ICR Y Actividy ratios include receivable turnoves rano, invemory tumoyver and total
asset tumover. Debi ratio shows the propottion between the Hability which is owned by the enline eslale.
The higher the precentage, the results end o be the more fabust risk for coedivors and investars, This ratia
describes the camparisen DER. cdebt and private eguity in the linding of the campuny and shows the
abilizy of privase equity firms fo mestall obligations, Interest Coverage Ragio (RCR) . this ratio is called ihe
closing ratio (Coversge rotiod measures the ability of the fulfillment of the obligation of annual interest
with operating prafit { EBIT), the extenl v which opermting pmft can be dropped withoul cousing &ilwmes
i the fulfilmens of the ohligotcn o pay iMerest Inang,

Profdabilily ratios include gross profil margin, operating margin. nel margin, eamings per share, dividend
payoul rabio, refurn on assets @nd relurm an eguity.

The present sy vsed carent ratio (CREAY and debr-to-eguity ratio (DERY as the independent
varizhles, The dependent variahbes werne retam on assets (ROAS amd returm o eguity TROEL

Cirass profin margin this ratio measunes the efficiency of it produaion cost coprod, indicaes the
company's ababiny s produce efficiently, In evabuating can be seen the margin per unit of the prodoct, when i is
Ty then Lhe company s sensitive foils competitors. Uperating profit margin this rbio measares eamangs befone
inaerest o taxes Margin against soles net profit matio medsres the ner profic afier axes againgd Income sales
per shone is the mitio between the net profil after s by the ameont of shares in circolation, i the member is 5o
lurge incicates that investors: increasesd prosperity dividend payout Ratio, this ratio indicates the mognitude of
prodit distritmged as dividends. Retum on Asgets, This ratio indicates the company's ability (o penerate operating
prodit compared with the sofal asels invested, the greater the nomber the ratio indicases that the company i
mare efficiens. Return on Bguity  his rotio dndicades the compony's. ahility o generate net profin ofter tax
compared io the capital idself, the larger the number the ratio mdicabes that the company is mone efficient use of
capital itsell

Based om the Fomtation of theory of nesearch aboye, the hy pothesis of this research s
HI = Curreat Batho effect significantly o Rewr On assels

H2 = Dot 1o Eguity Rafio effedt significamly te Return On Asset

H} = Cusrent Batio effect Retumn On Eguity signilicantly

H4 = Dbt 1o Egaity Ratio-effoct sipnificamly so Resumn O Equity

. SMETHODS
The present swdy was o goantitative rescarch using the multigle linear regression analysis. A total
of 1 companics wis sampled, observed for 2 period of 4 years from 2004 8o 2004, Data were tzken frism
e Indonesia Siock Exchonge, This study osed the pumposive sampling method with the fellowing sanple
aglection ¢riteria

Murmher of food and bevernge sub-sector companies listed in the 158X = 15
Croumpanies inmconsistent]y issuing annunl repans = F
MNusmder of samgples = |

A4, Operationad Defindtion of Variables

Diependent Variahdes

Wariahles in the resesanch: the reseanch is Retumn On Assels and Return On Byguity.

Retum on asets (ROAp measares net income osing wtal assets: 18 can be fommalated o { Eaming Befone
Taxes: todnl asseish 8 1005

Retum om eguity (ROE} 5 4 rdie b0 measiere a company’s ability fo use i5 resources o generate netum on

ety The formula s (Eaming After Taxes: Total Equinyd x 1005

Independent Varlabel
T independent variable in this study is the Current Ratio ond Debs o Eqgaity Rati,

Cuzrent Ratic {CRA) measures a company's ability 1o meet dhiort-lerm obligotions, Can be Drmelated :
dcurrend assets divided Current Linbilitesy times 100RE. Deba so Bquity Batie (DER) is the mtlo between the
toial et againg the total sguity. Con be formulated: (Total Dett divided the amount of equity ) times [00%

A2 Gaondpess-of-Fit Test of the Mol
The F-text was nsed to s the gomdness of 08 of the research madel, anned a1 determimng whether or not

the madel was good.

33, Clussic Assumption Test
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Aonormality test is g kest the noomaliny of datee The present stdy seed  maitoolisesnny s and
hetemseedasticity best

J.4. Hypothesis Tesiing

CRA and DER were tesied agains the companies’ profitability as proxied by setarn on azset ond remrn on
equily wsing the mulbiple linear regressiom analysis, with 3% sgnificance level. The linear equations are:

BOA=a+b CRA+ b DER + ¢ i (Eguntion 1)
ROE=2 &+ b CRA + by DER + 2 v (equntion )
where: @ ' Cianstinl

CRa = Cumrem ratio

DEE = Diehbt-=lo-euily Talio

ROA = Return on assels

ROE = Benim on exuiny

E = Errar

A5, Coefficient of Delermination (B

Coelhcienl of delerminadion I'R:_I was used o detennine o whal extent the medel expliing the
dependem variables. A small valee of B indicates the very Jow shiliny of independém variables 1o eaplain
the dependent vanahles (Ghozali, 20 16

The made] of the present study is:

H,
Cumens Buie (TRA)
H,
Reshibini ani Aesst | BOIAS
Hi
Retias on Eguiy (ROME)
| | Detsi o Eguiy Raro
(TR )
I Hs

Figure | Conceplual Framework
1v. RESTULTS

4.1 Model Goodoess - of-Tid Test { F-lest)
Resuls of the Faest of RO are shown by the ANOY A mble £

Tahle &, Gondlngss-of-fit test {F-test) of the model

St ol
Wolgn 1
A Boxia i 2En gy : i
e Hepmaton Lk : ST da SN
Heznichiald 0402 Ly {10 |
Tl LR kil
*Dependers Varabie: RO
"Prodicions (Constant), (HER, CHA
Souree: Authory” dats grade wig
Resils of the F-est of ROE are shown in Table T:
Tablke 7. Gusndness=od-0l (et (Flest) of Uhe moalel
Siehi ul
. Sdzan
Mol Saem g Ll sy
I fegresaim 165G 3 b 3k 13,35 "
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Reesidil 2H L (R
Tusind LR L1

* Dhgmdenit Yarable: RO

"Predwsiors (Constant ). (IR, CHA

Soiree: Aiithoir” daba gy

. Classle Assumiption Test
411 [Data Mormality Test

Mommality led use Mormal P-P Plot Begression shows that data spread aroond and along the
diagomal line. meaning data are noemally distribueted; thus. the present stody satisfies the 2sumption of
normality. for RO
For ROE shows that data spread around 2nd 2long the diagonal line, meaning datia 2re normally distriboted;
thigs, the present sidy satisfics the assumption of normaliny

422 Multheollineariiy Test
Reslts of the mulicollinsanity sest of ROA are shawn in Table %

Tuble 8. Results of rogression analysis

U rstrardardoed |
cisiTseiis | Coelinsanty slalislics
Bl | il it b Tl ¥
1 i
1ol =Irind k] I K
CHA LTIkl {2367 [LELEY k52 1. K |
R 0117 | 1A54 1HnGT 052 L.E ]
FDipesident Varade. O i
||

Fauree: Auilars” dars prooessisg

Takle # shows thar the Tell value ts = 0000 and VIF is < W0 indicaring o maltcollingariny (v this smdy,

Reralt of the malticol lingarivy st of ROE are slown in able 9.
EREE D AR pF CopEt KRSTEY.

Ursiamlisdkerd
wrnTasenis { i ¥ klalisli
BT [ I £ T VIE
i
LA TN ] | -2293 LR
Ui 1 JEELE TFATKHI (] 1R |
[ ik I TFARKH) FE 1R |

" Dependai Yalable: ROE
Boures Anibars” fdaia pracesieg

Tahle 9 shows a mlemance valoe of = 0.0 and YVIF <I0; thos, there is o moltioollinearisy in the sioky.

4.23 Hetervscedasticity Test

Results of the hepemscedasticity test of ROA are shiown that the dofs spread randomdy aboye and
helow sero on the Y -uxie and do won show any particalar pontern, Therefone, these is no beteroscedosiciiy
i the regression model, Thus, the regression meddel s good for vse 10 see determing the effects of the
independent varables on the depenclent variables of the study.

Rewilis of the hetesoscedasticly test of ROE e shown thot the dots spread sandomly above and
below zero on the Y-axis. Thus, there i no beleroscedasticity in the study . The negression model can be
msed 1o determine the effects of the independent variables on the dependent wariable IROE)

43 Hypathesis Teiting

As shown in Table B the mulniple regression eguation of independends variables (CRA and DER) agains
the dependient variable (ROA] is :

ROA =-0063 + (53 CRA +011TDER + ¢

Frimy Tubde @, the multiple regression eguation of independent vanables (CRA awd DER) against the
depeadent variahle (ROE) is -

ROE = -1 5l = 6% CRA 2 04584 DER + ¢
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4.4 Coelficlent Determinants

Tubeed 1. Maodel Summary

il R
Wlolel ® R Squss |

- Sipire
1 1} 639 b, 133 0,14

& Prodictos: (Ot - DER  CRA
b, Deprenndenst Wariabel @ RO

Seagroes Amdhor's daia processing

A showm in Table 10, adjusted B aguore of 0004%, meaning thot the effects of the inde pendent
varizhle (CRA and DER) on BOA were 149 %, while the remaining 351 % wene affectzd by olher
virighles i imeluded in the el of the study,

Tahed 11. Model Summary

Al prsied [
5

Wede ® B Spaum Equiare

I I bbb RURIES [T

. P boes (Censmn - DER, CRA

b Ceependen Varsibed - RO
Baniriw: il s els gl

While in Table 11, ndjusted B sguare ol 0386 meaning that the effects of the independent variahle
(CRA and DERY on ROE were 386 %, while the rempining 614 % were affected by other voriobles not
included in the maodel of the smdy,

. DISUTSSION

5.1 Eiffects of Carrent Ratlo on Betarn on Asseis

Tuble B shows that CRA has a significance Tevel of 00014, meaning that CRA has a positive eflect
on BEOA of 0033 data show that any 1'% increase in current assets will cause ROA 1o mcrease by 33%.,
Thus, He stating that current rotio has onoeffect on ROA is accepted,

Results of the present study ame consistent with those of previoas study condocted by Borhan et al.
{2004Y, indicating thar current tatio has o significom effeol on fnancial pecformance. Afrifa ond Podachi
(G showed that lguidity hos an effeen on the small- and mediem-sized emerprses’ profitability os
praxied by retum an assels.

The present study i5 a0 Hine with thar of Sarngih. en al, (2005), Sofie. e al. (2005), Suyono and
Giami (207 and Sari et al | 200E1 indicating thal cormenl ratio has a significant positive effect on retom on
amsels.

5.2 Effects of Deb-to-Eqguity Batio on Return o Assets

Tabde ® chows dhot DER has o significancs level of U007, meaning that DER has a positlve effect
an B of 0117, Do show that any 1% mencpse in debi-to-eguity ratio will conse BOA 1o icrease by
11.7%_ Thus, H; stating that debt-1o-gquity ratio has an effect on BOMA s sccoped.

The present sty bs consistent with that of Ardiatmb (20045 whach showed thut debi -to-sguity
ratio hud o positive effect on profitability . Wibowo and Winamo (200 2) showed that debi-toeeguity ratio
hind @ pegative effect on profitasility,

53 Hfects of Corrent Ratio on Retarn on Egquity

Tabde 9 shows that CRA hes o significance level of 00300, meaning that CRA has o positive
effect on ROE of 0069, Daty indicates (hat eny 1'% increase in cumment assels will cause ROE fo increase
by 6.9% _Thus, Hy stuting thal current ratio has an effect on ROE ix accepled.

The present stody is comsistent with theat of Bodion et 2l (2004) indicating fhat currem o has 3
significant effect on finencia] performance. In their study of SMEs, Afrifa and Padachi (20106) shoed  that
lgquitdity had @ signdficant effecs on ROE, Similarly, & sdy by Azad et al. (3018 of regisiered companies in
Pakistan showed thit corsent vmio had o positive effectom retirme on eguaity,

5.4 Eifects of Debt-to-Equity Ratho on Beturn on Eguity
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Table @ ehows that DER has o significance level af 00000, meaning thay DER s o positive effec
am ROE of 0484 Data show thot ony 1% increass in debi-to-eguiny mibo will cavse RIOE fo increase by
43 4%, Thus, H; stating thal debt-to-equity ratio has on effect on BOE is accepted.

These results are consistent with those of Uami (20061 tha showed that debi-o-equity ratio hod &
significunt positive effect on relurn on equity. Qurays el al., (2008) showed thot deb-to-cquity ratio hml =
stgnificant ef fect on profitability of o company

VI CONCLUSION @

Tubde 6 shews thar the model Cis for sccosmiog For the effecis of comens raalo and debi -to-cquiny
rabicr on ROA with 2 significance level af 0019 <05,

Tuble 7 shaws thal the mode] alse fts for sccounting for the effects of current ratia and debd-to-
couity rablo on BOE ., with a stgnificamee leve | of O 000 < {003,

The Toregoing analysis shows thal current ratio and debi-to-equity ratio have a posilive effect on
ROA &t o significance level of 0809, less than than 005 Funhermore, corem mtio and deba-ro-equiny
rabio also hove o positive effecton ROE a a significance level of 0K, bess than 0,03,

Results of the correlation coeflicient fesl show an adjoded Resguared of 0,149 for ROA. Thas
shows thot current ravio @md debi-go-equity rotio have a weak effect of only 149% on ROA, while the
remaining £3_ 1'% are affected by other variables not incleded in the study, soch o cosh ratio, acoownt
receivable tumaowver, guick ratio, debl-k-asset ratio, tedal assel turmeyver., fixed assel lumover, gross profil
mearin, net profin margin, ond sther variahles of financial raios.

RFesults of the represion coefficient test show an adjused Basqoored 0386 [ ROE. This shiws
shint cormem mtho and dehi-te-cquity ratio hove a marginally srong effect of only 38.6% on ROE. whiles the
remaining 6] 4% ane afected by other vaziahles not stodied, such as working capital wrnover, ong-lerm
deblsto-euity ralio, total assel tprmover. Fixed assel wmover, inventory iemaver, net profil margin, and
ofbeer virinhles with long-term b pefits.

This suky has Lmatations in lenns of the peniod mmder stody and data ovailable on the Indomesia
Seack Exchanpe, Further smidics ore recommended o inglude variables related s solvency rate and
activify rotios. Additionally, the macrs fietors, such o inflation rate, should be included rate in order for
maore measurahilily,
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