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Abstract. This research aims to test the effect of Return on Assets (ROA) on
firm value by using zakat as the moderating variable. Some previous studies used
other variables as moderating variable. So far, there is no research yet uses zakat
as a moderating variable.The population of this study is all companies listed in
the Malaysian Stock Exchange (MSE). The sampling technique used purposive
sampling. The samples had to have zakat payment for 5 years. The obtained data
were tested using multiple linear regression model and interaction test of
Moderate Regression Analysis. The control variables used are Leverage and
Market to Book Value of Assets against Firm Value Variable.

The results showed that the ROA variable had a significant positive effect on the
firm value (Tobin’s Q), while using zakat as moderation variable, ROA has no
significant positive effect on the firm value.
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1 Introduction

Profitability is a major indicator in measuring company performance. For companies
whose main purpose is to make a profit, improving financial performance is very important. In
addition, the ratio financial performance ratios during a certain period of time is a valuable
basic consideration for investors when investing in an enterprise. Previous research has
focused more on the effect of profitability on firm value with differing results. According to
Modigliani and Miller [1], the value of a company is determined by the earning power of the
company's assets. The level of earning power is determined by two factors, these are: (1) profit
margin, which is a comparison of net profit to net sales; and (2) turnover of operating assets or
the rate of asset turnover during a given period calculated by dividing net sales by total assets.
Greater earning power means more efficient asset turnover and/or higher profit margins.
Furthermore, an increase in profit margin can have a positive impact on firm value.

In line with research conducted by Modigliani and Miller, a study by Sucuahi and
Cambarihan [2] on the effect of profitability on on the firm value of Diversified Companies in
the Philippines found that profitabiltiy has a significant positive effect on firm value. In
addition, Handoko [3] found that the profitability that is proxied by Return on Assets (ROA)
has a significant positive effect on firm value. However, other research has shown that ROA
does not have a significant effect on the value of a company and there may be other indicators
that are better able to describe the value of a company [4]. The inconsistency of these results
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shows there are other variables that effect the relationship between ROA and firm value.
Therefore, this study includes zakat as a governing variable alongside other variables deemed
to significantly effectfirm value. Previous studies conducted by Yuniasih and Wirakusuma
(2009)[5], Sari (2012)[4], and Hadianto [6] used Corporate Social Responsibility (CSR) and
Good Corporate Governance (GCG) as moderating variables. However, these studies have
never accounted for zakat as a moderating variable.

Firm value is the price that a prospective buyer would be willing to pay for a company.
Various policies can be taken by management in efforts to increase firm value, such as
increasing the fortune of its owners and shareholders reflected in stock price. Wahyudi and
Hartini [7]states that the value of the company is the price a prospective buyer would be
willing to pay for company if sold. The higher the profitability, the greater the value of the
company; in other words, the higher the profitability the lower the systematic risk, as seen in a
study by Anwar [8] who found that Return on Equity (ROE) has a significant negative effect
on systematic risk. The effect of profitability on firm value is moderated by several factors,
among them GCG and CSR [6]. There are no known previous studies that examine the
interaction between zakat and profitability or firm value. In addition, a company financial
statements in Indonesia do not explicitly state the amount of zakat paid by the company. One
possible reason is because there are no rules that require it. Therefore, this study uses
companies listed on the Malaysian Stock Exchange as references for its application in
Indonesia.

This study aims to examine and analyze the effect of profitability (ROA) on the value of a
company both directly and through the mediation of corporate zakat. Therefore, the research
problem of this study is understanding how profitability directly effects firm value and how
profitability effects firm value with zakat as a moderating variable.

A study by Yuniasih and Wirakusuma [5] showed that CSR was able to moderate the
relationship between performance with the value of the company. Similarly, Agustina [9]
found that disclosure of CSR significantly effectd the value of a company. This research uses
zakat as a moderating variable with the consideration that zakat is commensurate with CSR.
Therefore the hypotheses presented in this study are:

H1: ROA has a significant positive effect on firm value.
H2: ROA has a significant positive effect on firm value using zakat as a
moderating variable.

This research is expected to provide empirical evidence about the effect of company
profitability using zakat as a moderating variable on the companies listed on the Malaysian
Stock Exchange. This empirical evidence serves as data and support that is scientifically
verifiable based on theoretical foundations developed on the topic of the effect of financial
performance on firm value using zakat as a moderating variable. This research is also expected
to contribute to existing literature on financial management particularly with regard to
profitability, zakat, and the firm value. In addition, the results of this study may be used by
other parties as reference in accounting, financial and capital market research, especially
regarding zakat as a moderator of the effect of profitability on firm value.

The results of the study are expected to form a basis for practitioners, especially investors
and management, in making investment decisions or sharia-based financial management. The
results of this research are also expected to contribute in strengthening the structure of Islamic
finance in a variety of sectors to create a sharia economy based on the principles of fairness
and well-being.

389



2 Method

This research was conducted on the Malaysian Stock Exchange. Variables that were
measured include:

1. Dependent Variables. The Dependent Variable used in this study is Firm value (Tobins Q).
Tobins Q is the ratio between market value of equity plus debt with book market value plus
debt. According to Herawati [10], firm value measured through Tobins Q is formulated as
follows:

Tobins Q = Total Market Value of Firm / Total Asset Value of Firm

Market Value Equity (MVE) is obtained from the result of multiplying the end-of-year stock
price with the number of outstanding shares at the end of the year. Total Asset Value of Firm is
the difference between total company assets and total liabilities.

2. Independent Variables. The independent variables in this research are:

a. Profitability Ratio. There are two types of profit ratio, profit in its relationship to sales
and profit in its relationship to investment. [11], [12]. This research refers to profits
as they relate to investmant, or Return on Equity. ROE is the ratio used to measure
the net income earned by a company for the funds it has invested. ROE is also
commonly known as self-funded rentability. The greater the ROE ratio better
condition the company is in, therefore increasing investor trust. The ROE ratio is
formulated as follows:

ROA=EBITDAINet Equity

Notes:

EBITDA = Earning Before Interest, Taxes and
Depreciation

Net Equity = Clean Equity of the Company

b. Zakat. Zakat is a variable that greatly effects investment [13]. Company zakat is a
function of investment profits and unprofitable or underperforming assets. Zakat is
thus formulated as follows: zakat = total annual zakat/company equity

c. Control Variable. Susanti [14] found that many factors effectfirm value, but the most
significant factors include finance risk proxied by rasio, leverage, and Investment
Opportunities Set (10S). 10S is firm value that is dependent on management-
determined future expenditures that are measurable through market to book value of
assets.A model of this can be seen in Figure 1.
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(ROA) 4 (Tobin’s Q)

v

Zakat

Figure 1. Research Model

This research is a hypothesis test conducted using secondary data sourced from financial
reports of companies listed in the Malaysian Stock Exchange. The financial reports of each
sample company were analyzed and the total amount of zakat paid was noted. Only data
relevant to the variables of this research were taken. The obtained data was then tested with a
hypothesis testing model using Multiple Regression Analysis and Moderated Regression
Analysis (MRA).

Data was collected using purposive sampling by taking data from the Malaysian Stock
Exchange, specifically data for companies that paid zakat that were listed on the stock
exchange for the 5-year period of 2011-2015. The data collected was then tested with a
hypothesis evaluation model using a Multiple Regression Analysis and Moderated Regression
Analysis (MRA). The Multiple Regression Analysis model is as follows:

Yit = a+B1X1it+HB2X2it+ B3X3it+ p4X4it+SX1itX2it+e

Notes:

Y = firm value (Tobin’s Q)

X1it = Return on Asset (ROA)

X2it = Zakat

Xa3it = Leverage

X4it =Market to Book Value of Asset
X1itX2it = Interaction between ROA and zakat
B1, B2, B3, p4 = regression coefficient

e = error term

Moderated Regression Analysis (MRA) is a special application of multiple regression
analysis where the regression formula contains elements of interaction (product of two or
more independents) [15]. The product variable between ROA (X1) and zakat (x2) is a
moderating variable because it describes the effect of the moderating variable zakat (X2) on
the relationship between ROA (X1) and Tobins' Q (Y). The control variables were Leverage
(X3) and Market to Book Value of Asset (X4) in relation to Tobins' Q (Y). Data was analyzed
using the software Eviews 9.0.
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3 Results And Discussion

Multiple regression analysis yielded an Adjusted R2 of 0.959 or 95.9% effect of tested
independent variable on the dependent variable (Tobins' Q) with a significance of a < 1%.
ROA or company performance had a significant positive effect on firm value, and the
hypothesis that company performance had a significant positive effect on firm value can thus

VARIABLE EV B t-Hit Sig.

be accepted. Therefore, empirically, company performance (ROA) had a significant effect on
the firm value of companies listed on the Malaysian Stock Exchange that paid zakat. Likewise,
the control variables Leverage and MBV also had significant effect Only zakat had a
significance of o < 5%. These results can be seen in Table 1.

Table 1. Results of Regression on Company Performance Effect on

Firm value
VARIABLE EV B t-Hit Sig.
Constant +  0,263758 2,594057 0,0116
ROA + 4546267 3,624457 0,0005
LEVERAGE - 0,043872 4,002188 0,0002
MBV +  0,109792 41,30693 0,0000
ZAKAT + 7359316 2,638907 0,0103
Signifikan F 0.000000
F Hitung 429,9602
Adj. R? 0,959191
N 74

The results of the data processing in Table 2 further show that only two independent
variables have significant effect and are in accordance with the expectation of the dependent
variable, namely the variable Leverage and Market to Book Value. ROA, ZAKAT dan the
moderating variable (Zakat*ROA) did not significantly effect the variable independent
(Tobins’ Q). The level of effect of the independent variable of 95.2% based on the results
shown from the value of the adjusted R2 with a level of significance of under 1%. Based on
the results of the data processing it is believed that of all independent variables Leverage
(LEV) and Market to Book Value (MBV) had the most significant effect on firm value
(Tobins' Q), whereas ROA and zakat did not have a significant effect.
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0,36975 3,40063 0,0011

Constant + 2 5
2,24933 1,43265 0,1565

ROE + 8 9
- - 0,0002

LEVERAGE - 0,042467 3,987919
0,10969 42,5491 0,0000

MBV + 8 0
- - 0,6320

ZAKAT + 24,12114 0,481042
1468,46 2,31421 0,0237

ZKT*ROE + 0 7
0.00000
Signifikan F 0
366,752
F Hitung 2
0.96161
Adj. R? 5
N 74

Table 2. Results of Regression on Company Performance on Firm value with Zakat
as a Moderating Variable

These results also showed that zakat was not a moderator in the relationship between ROA
and financial performance (ROA) and firm value (Tobins' Q), despite showing a positive
effect. Disclosure of zakat did not effect the relationship between financial performance and
firm value. This is also consistent with the results of a study by Suprantiningrum [16] who
researched CSR disclosure as a moderator in the relationship between financial performance
(ROE) and firm value (Tobins' Q). The results of that study showed that disclosure of CSR did
not effect the relationship between financial performance and firm value in 66 manufacturing
companies listed in the Indonesian Stock Exchange for the period of 2010-2012. In this case,
zakat is considered a form of CSR (company social responsibility).

The results of this research showed empirical evidence that both supported and did not
support some existing theories and research. Empirical evidence in support of previous
research and theory was Leverage and Market to Book Value (MBV). Both Leverage and
MBYV each had significant effect on firm value. Company performance, or ROA in this case,
did not have a significant positive effect on firm value. As for variables that have never been
examined bhefore, i.e. zakat, there is empirical proof that it has no significant positive effect on
firm value and can not act as a moderating variable in the relationship between company
performance (ROA) and firm value.

One of the factors behind why zakat can not act as a moderator in the relationship between
profitability and firm value is that ROA has no significant effect on firm value even though
testing without moderation yielded a positive coefficient in line with expectations.

4 Conclusion
This research resulted in the following conclusions:
1) Profitability indicated by ROA has a significant positive effect on firm value (Tobin's

Q) when tested together with zakat.
2) Zakat has a significant positive effect on firm value.
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3) Profitability indicated by ROA using zakat as a moderating variable does not have a
significant positive effect on the value of the company represented by the Tobin's Q.
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