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Abstract. The purpose of this research is to analyze the impact of capital
expenditure (CAPEX) on profitability which is moderated by firm size. The
variables used in this study is the capital expenditure (CAPEX), Profitability, and
Firm Size which is proxied by Ln (Total Assets). The hypothesis in this study is
tested using multiple regression analysis (MRA) to examine the impact of
independent variables on the dependent variables and moderation.

The results illustrated that the CAPEX has an influence on profitability which
moderated by firm size.
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1. Introduction

The Indonesian telecommunications industry has experienced rapid development. In
accordance with the Presidential Regulation Government Work Plan (Perpres RKP) number
79 of 2017 shows that the actual economic growth of 5.3% in 2016, with projected growth in
the range of 5.5-5.9% for 2017. The information and communication sector notedt the biggest
growth compared to other sectors, with actual growth of 10.7% in 2016 and 2017 projections
in the range of 10.5% -10.9%. This highest growth was dominated by cellular
telecommunications, including Telkomsel, Indosat Ooredoo, and XL Axiata. In the effort to
meet market demand, and to maintain or increase its market share, and in an effort to increase
profitability, the company faces a number of decisions, one of which is a decision on capital
expenditure (investment) through capital expenditure or CAPEX. The company's capital
expenditure through the acquisition and use of assets is directed to obtain benefits or cash
inflows in more than one operating period (accounting).

In a study conducted by Fitri [6], there was a significant relationship between an increase
in capital expenditure (CAPEX) and an increase in company performance. The research was
conducted on 118 manufacturing companies in Indonesia. The results of other studies that
used a sample of 116 manufacturing companies, showed that there is a relationship where
Return on Assets (ROA) is closely related to the level of profit that is proxied by the value of
the company [26]. The result of simultaneous testing shows that CAPEX which is moderated
by the company's performance which is proxied by Return on Assets (ROA), has a significant
influence on the level of profit [19]. The role of company performance can be interpreted as a
moderator variable component of CAPEX to profitability. In this study, it was proven that the
econometrics model that included the influence of quasi moderation variables of company
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performance and CAPEX on earnings had a large coefficient of determination that was
86.49% compared to the tested econometrics model that did not include the effect of pseudo
moderation variables of company performance and the econometrics model. without
moderator variables. This proves the company's performance plays a role in determining the
effect of CAPEX on the level of profitability.

With the results of various previous studies, it shows that the variable used is still limited
to one indicator of company performance, namely Return on Assets (ROA). In this study, the
researcher tries to develop by replacing the moderating variable with the size of the company
that is proxied into Ln (Total Assets). So that it will be known how much influence the size of
the company in moderating CAPEX to profit levels in telecommunications companies in
Indonesia.

2. Literature Review

In allocating capital expenditure (CAPEX) in telecommunications companies, the aim is
to improve the quality of company performance. For example, in capital expenditure, the
addition of infrastructure and other supporting facilities will be able to expand the reach of
communication services to consumers. With the addition of service facilities, one of the
positive impacts that will be obtained is the increasing level of customer satisfaction, so that it
will affect revenue, especially profitability.

2.1 Capital Expenditure (CAPEX)

Capital expenditure (CAPEX) is the costs incurred to obtain fixed assets, increase the
output capacity of fixed assets, increase the level of efficiency of fixed assets, also extend the
economic life of a fixed asset in the sense of economic benefits of more than one financial
year. From the aspect of allocation, CAPEX can be divided into two parts, namely capex
maintenance and growth capex. Maintanance capex is the capital spent to run the company's
business using the amount of cash available. While the understanding of growth capex is
capital spent with the aim of developing the company.

CAPEX is a number of funds spent by management for various needs such as property,
plants, and equipment [7]. Meanwhile, capital expenditure is a company expenditure and
defines it as an allocation of funds to be invested in various company assets [23]. In another
study, it was stated that capital expenditure is an expenditure that can provide benefits in the
future and therefore is treated as capital expenditure and not as a cost of the period when it
occurs [8].

2.2 Capital Expenditure in Telecommunication Sectors

PT Telkom, Tbk, is a state-owned telecommunications company that sets a CAPEX target
of 25% of the 2018 revenue target, which is expected to be sufficient to finance organic
expansion such as building cable infrastructure [16]. PT Telkom, Tbk is also preparing
expansion plans in the cellular and non-cellular lines to meet revenue targets. In 2017, PT
Telkom, Tbk had 160,000 base transceiver stations (BTS) to support the cellular business that
provides voice and SMS products. As many as 20,000 of them are 4G BTS. In 2018, PT
Telkom, Tbk set capital expenditure to add 20,000 4G BTS. In the non-cellular business line,
PT Telkom, Tbk includes IndiHome products. As of the third quarter of 2017, this triple play



service recorded 30% revenue growth (yoy). As of December 2017, the number of IndiHome
customers was 2.96 million. And in 2018, PT Telkom, Tbk is targeting IndiHome customers
to increase 1.5 million 1.7 million.

From the description above it can be seen that each telecommunications company
emphasizes CAPEX for the benefit of the medium and long term. This will provide a very
good impact for the company, especially in increasing revenue which will impact the profits
to be gained. Following are the CAPEX data spent by 3 operator companies in Indonesia
during the period 2009 to 2016.

Table 1. Capital Expenditure (CAPEX) of Telecommunication Sectors in Indonesia

CAPITAL EXPENDITURE (in million rupiahs)
Year PT Indosat, Tk |1 1eikom, Tok (including| o oy yinta Thi
PT Telkomsel)

2016 1.237.831 4.132.000 1.127.000
2015 1.236.679 3.275.000 1.433.000
2014 859.500 3.092.000 1.424.000
2013 893.600 3.044.000 1.355.000
2012 920.300 3.094.000 1.306.000
2011 855.700 3.278.000 1.238.000
2010 986.000 2.525.000 1.291.000
2009 816.900 2.260.000 1.260.000

Sources: Annual Statement in periods 2009-2016

2.3 Profitability

Current year's income is the company's income before deducting interest and tax expenses.
Net income partially has the ability to predict future operating cash flows [31]. Profit is
accounting profit which is the difference between measurement of income and costs [3].

Meanwhile, the definition of profit is the positive difference from income minus
expenses. Income or income is funds that are channeled to businesses from the sale of goods
or services, while expenses are costs incurred while producing goods or services. Measuring
the rate of profit is done by comparing earnings with other measures. This study uses profit
level analysis using Net Profit Margin (NPM) because it shows the effectiveness of selling
prices and the efficiency of sales costs. NPM (Net Profit Margin) is formulated as follows
[27]:

NPM = FATt
NSt

Remark:
EATt = Net income available for ordinary shareholders in t periods
NSt = Nett Sales in t periods



2.4 Firm’s Size

The size of the company has a different effect on the company's value of a company. In
terms of company size seen from the total assets owned by the company, which can be used
for company operations. If the company has a large total asset, management is more flexible
in using the assets in the company. The freedom that this management has is proportional to
the worries that the owner has over his assets. A large amount of assets will reduce the value
of the company if judged from the owner of the company. However, if viewed from the
management side, the ease it has in controlling the company will increase the company's
value.

The size of the company can be interpreted as a measure of the size of the company seen
from the value of equity, sales value, or the results of the total value of assets owned by the
company. Company size is a picture of a company's financial capability in a certain period
[12].

Small companies will tend to own capital costs and long-term debt costs more expensive
than large companies. So small companies tend to prefer short-term debt than long-term debt
because the cost is lower. Thus, large companies tend to have strong funding sources [12].
Size is a symbol of company size. The size of the company is represented by the Natural Log
(Ln) of total assets each year [9].

3. Hypothesis Development

3.1 CAPEX has an influence on Profitability

Expansion is undertaken to increase market share or improve quality to maintain market
share, and related to these efforts the company must continue its efforts to meet the
stockholder rate of return, a main indicator of which is level of profit [24]. The results of this
study indicate that capital structure has no effect on the value of Indonesian BUMN
companies in the 2015-2018 period, while capital expenditure and dividend policy have a
positive effect on firm value and profitability has a negative effect on firm value [11]. This
indicates the existence of investment opportunities that attract new investors so they will get
high returns. In the research of NA Mutiara (2014) shows that capital expenditure was affects
the profit rate. The other research shows that CAPEX and market share have a positive
influence on profit [24].

B1 = Is there the effect of CAPEX on Profitability?

3.2 Firm Size has an influence on Profitability

The effects of firm size on profitability of quoted manufacturing firms in Sri Lanka [20].
In this study, data of 15 companies which were active in Colombo Stock Exchange (CSE)
between the years 2008 to 2012 has been used. There is no indicative relationship between
firm size and profitability of listed manufacturing firms, the findings reveal.

The relationship between firm size and profitability has been studied in many different
contexts; however, limited research is found in emerging countries. In this study, data from
top 10 listed textile firms on Pakistan Stock Exchange from 2012 to 2016 was used. Net profit
ratio and return on assets have been used as firm profitability while firm size has been
determined through total sales and total assets.



B2=Is there the effect of Firm Size on Profitability?

3.3 CAPEX has an influence on Profitability that is Moderated by Firm Size.

In the research that was conducted by Mahmood the result shows how the break-even
point of the WCF—profitability relationship shifts when a company expands or its leverage
level changes [15]. Estimation results suggest that after controlling for financial risk, liquidity
level, growth opportunities, unsystematic risk, firm age, and the other factors, the indicators
of firm size measured by firm’s assets, sales and number of employees tend to have a positive
influence on the profitability of firm measured by operating return on assets [17].

v = Is there the effect of CAPEX on Profitability that is moderated by Firm Size?

4. Research Framework

According to the hypothesis development, the following figure is the framework that will
be used in this research.

[ Firm Size ) p

Ln (Total Asset) J

A 4

Y Net Profit Margin

Capital Expenditure p (NPM)

(CAPEX)

- -------

A 4

Fig.1. Research Framework

This research uses quantitative methods using financial statements obtained from the
Indonesia Stock Exchange (IDX) database.

4.1 Sample

In this study samples were taken from telecommunications service companies listed on the
Indonesia Stock Exchange (IDX). The data taken is an annual report from a
telecommunications company accessed through www.idx.co.id. The researcher sets the
sample for the object of research is the company with the following criteria:

a) Telecommunications service companies whose shares are listed on the Indonesia
Stock Exchange in the 2009-2016 period.
b) Publish audited financial statements for at least 2009-2016.

4.2 Hypothesis Testing Techniques

a) Coefficient of Determination
The coefficient of determination (R?) essentially measures how far the model's ability
to explain the variation of the dependent variable.

b) Simultaneous Significance Test (Statistical Test F)



The F statistical test basically shows whether all independent variables or
independent variables have a joint influence on the dependent variable / dependent
variable. Thus, the hypothesis proposed by researchers is:

HO0: CAPEX, the size of the company or Ln (total assets) and the moderate effect of
the size of the company or Ln (total assets) simultaneously do not have a significant
effect on the profitability of telecommunications companies listed on the Indonesia
Stock Exchange in the 2009-2016 period.

Ha: CAPEX, the size of the company or Ln (total assets) and the moderate effect of
the size of the company or Ln (total assets) simultaneously have a significant effect
on the profitability of telecommunications companies listed on the Indonesia Stock
Exchange in the 2009-2016 period.

F Test can be determined by using the following formula:

R2/(k- 1) ok
F= (-R)/n-k)  O)n0k)D

The following formula to find the F value of the table is as follows:

dfl  =(k-1)
df2 =(n-k)
Remark:
df1 = degree of freedom 1
df2 = degree of freedom 2
k = number of variables
n = number of observations

So, in this study dfl = (4-1) = 3 and df2 = (30-4) = 26 with F values of tables 4, 637.
To test this hypothesis F statistics with a significance level (o) used by researchers are
0.05, the decision making criteria are as follows:

1) If F calculate < F table or probability value Sig. > 0.05, then HO is
accepted, meaning that CAPEX and the moderate effect of company size or
Ln (total assets) simultaneously do not have a significant effect on the level
of profit of telecommunications companies listed on the Indonesia Stock
Exchange in the 2009-2016 period.

2) If F calculate > F table or probability value Sig. < 0.05, then HO is rejected,
meaning that CAPEX and the moderate effect of company size or Ln (total
assets) simultaneously have a significant effect on the profit rate of
telecommunications companies listed on the Indonesia Stock Exchange in
the 2009-2016 period.

c) Significant Test of Individual Parameters (t Test)
To determine the effect of each independent variable on the dependent variable Y, the
t-test was used [30]. In this study, using a two-way t test. Decision making is based
on a comparison of the calculated t value of each regression coefficient with the value
of't table (critical value) in accordance with the level of significance used. The partial
hypothesis is stated in the following form:



1) There is an influence between CAPEX and the level of profit (NPM) of
telecommunications companies listed on the Indonesia Stock Exchange
in the 2009-2016 period.

2) There is an influence between the size of the company or Ln (total assets)
and the profit rate (NPM) of telecommunications companies listed on the
Indonesia Stock Exchange in the 2009-2016 period.

3) There is an influence between CAPEX which is moderated by the size of
the company or Ln (total assets) to the level of profit (NPM) of
telecommunications companies listed on the Indonesia Stock Exchange
in the 2009-2016 period.

Decision criteria:

1) If t calculate > t table, or the probability value of Sig. < 0.05, then HO is rejected
and Ha is accepted.

2) If t calculate the <t table, or the probability value of Sig. > 0.05, then HO is
accepted and Ha is rejected.

5. Result And Discussion

5.1 Data Analysis Results
In order to determine an appropriate model in determining the type of moderator variable
is done by testing the coefficient of determination of two regression equations:
a)  First Equation Results
Following is the regression equation for the first equation, which is the effect
of CAPEX on the rate of profit.
NPM =a + BICAPEX + ¢
Table 2. R Square

Std. Error of the
Model R R Square Adjusted R Square Estimate
1 ,773% ,597 ,579 ,06676
a. Predictors: (Constant), CAPEX

b) Second Equation Results
Following is the regression equation for the first equation, which is the effect
of CAPEX on profit levels by adding firm size as a moderating variable.
NPM = a + B1CAPEX + B2Ln (Total Asset) + YCAPEX* Ln (Total Asset) + ¢

Table 3. R Square

Std. Error of the
Model R R Square Adjusted R Square Estimate
1 ,8652 ,748 , 710 ,05537
a. Predictors: (Constant), CAPEX*LN(TA), CAPEX, LN (TOTAL ASET)

¢) t-Test Equation Results
Following are the results of data analysis that regresses between the CAPEX
variable, and company size as a moderating variable on profit levels.



Table 4. t-Test Results

Sum of
Model Squares df Mean Square F Sig.
Regression ,182 3 ,001 19,791 ,000P
Residual ,061 20 ,003
Total ,243 23

a. Dependent Variable: NPM
b. Predictors: (Constant), CAPEX*LN(TA), CAPEX, LN (TOTAL ASET)

5.2 Discussion

According from table 2. it can be seen that the CAPEX variable influences the profit level
variable by 59.70% (R square value), which means that if the CAPEX spent increases by 1
unit of currency, the profit rate will be affected by 59.7%. In line with research Riyanto
(2010), that the addition of fixed assets aims to obtain the expected level of profit in the
future. Meanwhile, fixed assets are often referred to as assets that actually generate income
for the company because the fixed assets support the increase in corporate profits [28].

With the addition of the company size variable as a moderating variable, there is an
increase in the effect of CAPEX on profitability. As in table 3 it is known that with the size
of the company as a moderating variable, it actually strengthens the effect of CAPEX on the
level of profit, amounting to 74.80% (R square value). In table 4 t test results indicate that
partially, CAPEX has a positive and significant effect on earnings levels. Likewise, the
company size variable which is proxied by Ln (Total Assets) has a positive and significant
effect on profitability. This is indicated by the significance value of 0,000.

6. Conclussion

According to the results of the analysis and discussion of the study, it can be concluded as
follows:

a) There is a significant positive effect between capital expenditure (CAPEX) on the
level of profit, with a level of influence of 59.70% (value R?). This means that the
higher the CAPEX spent, the company's profit level will increase by 59.70%.

b) There is a positive influence between the size of the firm on the level of profit, with
a level of influence of 39.20% (value R?). This means that the higher the size of the
firm obtained by the firm, the profit rate will increase by 39.20%.

¢) The firm size variable moderates between capital expenditure (CAPEX) and profit
rate, with a level of influence of 74.80% (R?). Thus it can be concluded that the
hypothesis is accepted, that the presence of moderating variables firm size reinforces
or increases the effect of the CAPEX variable on profit levels.

In this study there are still limitations, namely the presence of other factors that influence
the relationship between the CAPEX variable on the level of earnings. Besides the size of the
company as a moderating variable. This can be seen from the amount of R square from the
results of data analysis of each variable.

For future research, other variables can be added that will be additional variables, so that
it will change the theoretical framework in research, and will have implications for readers
who can use research as one of the sources of reference in determining company policy or in
relation to further research.
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