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Abstract

The main objective of every company is to maximize the assets or firm value. Maximizing firm value is essential for
a company because it means increasing the wealth of shareholders as well. This study aims to determine if there is
significant influence between the company’s profile such as industry, company age and its profitability with the firm
value using Tobin’s Q model. The proponents selected 86 diversified companies in the Philippines by gathering and
analyzing annual financial reports on 2014 in the Philippine Stock Exchange (PSE) to obtain the objective of the
study and also employed predictive correlational design. Frequency, Mean and Multiple Regression were used to
determine the significant influence between the independent and dependent variables. The multiple regression
reveals that of the three factors assumed to influence value of the firm using the Tobin’s Q, only profitability shows
significant positive impact on the firm’s value.
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1. Introduction

Diversification and firm value remained relevant to most researchers for the past decades. This is because diversified
company considers as a significant player in an emerging market (Kim, Hoskisson, Tihanya and Hong, 2004). Most
of the study determines what factors can affect the firm value. It was stated that firm’s wealth, technology,
organization structure, human resources with discounted future cash flows (Kayali, Yereli and Ada, 2007) and
environmental factors of industrial establishments (Konar, Bailly and Cohen, 2001) can affect firm value. Another
study uses customer satisfaction, management understanding, technology usage, and product quality as factors that
influence firm value (Diizer, 2008; and Akgiic, 1998). There are also many studies that have identified firms’
competitiveness as a factor that can affect firm value (Amiri Aghdaie et al., 2012; Ansari and Riasi, 2016; Riasi,
2015a; Riasi and Pourmiri, 2015). Additionally, there are various studies that focused on sustainable growth (Riasi
and Amiri Aghdaie, 2013; Riasi and Pourmiri, 2016) and firm’s financing in order to determine the factors that affect
firm value (Riasi, 2015b). However, most of the study used all types of firms to determine the factors of firm value.
This study will focus on the firm value of diversified firms.

There is a quick improvement when it comes to buy and sell financial instruments or simply what they call capital
markets (Yildiz, 2006). This may be due to efficiency and credibility in the said capital markets, which is eventually
brought about by the precise determination of the firm value. GUerylz (2009) said that a firm value was the
acquisition and the trade value of the company anticipated by volunteer buyers and sellers with thorough information
about the company free from any problem. Modigliani and Miller (1958) pointed out that firm value was determined
by firm’s asset earning power. The positive impact of asset earnings power indicated that a greater profit and
efficient asset turnover if the company had higher firm’s earnings power. Thus, the firm value would probably
increase. Aside from the asset and profit, the company debt policy also influences firm value. The higher the debt,
the higher would be its stock price.

Huang, Shih, Huang and Liu (2006) asserted promoting firms’ real economic value is an important objective.
Because of these, different studies were conducted to determine the factors affecting the corporate firm value. For
example, Gherghina (2014) studied the relationship between corporate governance and firm value. In addition,
marketers are now shifting to search on the effect of marketing on the firm value (O'Sullivan & McCallig, 2012).
This is an indicator that study on firm value is relevant in all aspects of business. This is the reason why different
measurements of firm value were used. Such as Earning Capitalization Model, Market Value Added, Economic

Published by Sciedu Press 149 ISSN 1927-5986  E-ISSN 1927-5994



www.sciedupress.com/afr Accounting and Finance Research Vol. 5, No. 2; 2016

Value Added, Market Value of year-end stocks (Huang, Shih, Huang and Liu, 2006), Return on Asset, Earnings Per
Share (Gherghina, 2014) and Tobin’s Q.

To measure the value of the firm, this study used Tobin’s Q. Tobin’s Q measures the relationship of the firm stock
market value to the firm’s resources replacement cost (Sahay and Pillai, 2009). It is considered as the best predictor
of market correction (Pett, 2013) and it can also explain the majority of the investment variability (Cooper and
Ejarque, 2003). It can also be applied in the financial condition analysis of the company which means that the
investors who acquire the firm stock would first calculate the Tobin’s Q. High firm value indicated that the
replacement value of the plant and equipment of the company was low and vice versa. By this situation, the
companies with high Q coefficient were appropriate (Jahani, Zalghadr-Nasab and Soofi, 2013).

The purpose of the study was to determine the factors that influence the firm value of diversified listed companies in
the Philippines using Tobin’s Q method.

2. Method
2.1 Research Design

A predictive correlational design was employed in this quantitative research in order to determine if there is a
significant influence of profile of the company on firm value using Tobin’s Q. This research design was chosen
because it allowed for any relationships that exist between the variables to be identified (Warner, 2013). The
correlational design was appropriate because no treatments were applied to any of the participants instead; existing
conditions were investigated so as to explain any potential relationships that might exist amongst the variables.

2.2 Data

The subject of the research involved 86 diversified listed companies in the Philippines with 2014 annual financial
reports. This study used purposive sampling in selecting the subjects.

2.3 Data Gathering Procedure

The study was based on financial data. The main sources of these data were financial statements such as balance
sheet and income statement. The variables in the study, both dependent and independent, all were calculated and
drawn from financial data generated from the financial statements downloaded from the Philippine Stock Exchange
webpage. The approximate Tobin’s Q as proposed by Pruitt and Chung (1994) was computed using the following
formula:

Approximate Q = ((STDEBT - STASSET) + LTDEBT + (No. of CS X MP) + PS)/TOTAL ASSET @)
Where:
STDEBT = short term debt
STASSET = short term asset
LTDEBT = long term debt
CS = common shares
MP = market price
PS = liquidating value of preferred stock

The ideal value is one (1), which means the market value of company stocks is equal to the price of replacing the
asset. Q which is lower than one means that it is more expensive to acquire the asset of the company than to acquire
their stocks. In this case the company is undervalued. On the other hand, if the Q is greater than one means that
purchasing company’s stock is higher than purchasing their assets so the company is overvalued.

3. Results and Discussion
Table 1. Distribution by Industry of Diversified Firm

Industry Frequency Percent
Industrial 20 23.3
Holding Firms 17 19.8
Property 17 19.8
Others 32 37.2
Total 86 100.0
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Data (table 1) shows industry distribution of diversified listed companies in the Philippines. Industry classification
was done according to their total frequency. It coincidentally showed that the industrial sector had the highest
frequency which was almost one fourth of the total respondents compared to others. Also, industries such as
Financials, Services, Mining and Oil, and Small, Medium and Emerging Board were the components of the others
which had the least frequency.

Table 2. Distribution by Company Age of Diversified Firm

Variable Minimum Maximum Mean Std. Deviation
Company Age 4.00 110.00 43.8721 24.80503
Table 2 shows the distribution of company age or years of operation of diversified firms. The maximum company

age synonymous to oldest firm was well established and more experienced when it comes to operating activities, but
then it had no basis in determining their firm value.

Evans (1987) said that younger firms were more vibrant and unstable in their growth experience than older firms.
However, Driffield et al. (2007) mentioned that older firms, though, may be less open to new technology as well as
more inflexible in terms of smartness and effectiveness of managerial supremacy.

Table 3. Distribution by Profitability of Diversified Firm

Variable Minimum Maximum Mean Std. Deviation
Profitability -.16 .45 .0502 .07935

The minimum profitability which was measured by Return on Assets shows that some companies still have negative
ROA. It means they were having a net loss in the balance sheet period. In other words, the company cannot compete
and gain profit from the utilization of company assets (Hidayah, 2014). The Return on Assets reflected how well a
company management was using the company real investment resources to generate profits. Also, it was widely used
to compare the efficiency and operational performance of the company as it looked at the returns generated from the
assets financed by the company (Kaguri, 2013).

Table 4. Firm Value of Diversified Companies using Tobin’s Q

Variable Minimum Maximum Mean Std. Deviation

Tobin's Q .00 9.35 1.1995 1.20250
Table 3 shows the Tobin’s Q of diversified companies. The lowest firm value using Tobin’s Q means that the cost to
replace a firm’s assets was greater than the value of its stock. This implies that the stock was undervalued.

Conversely, the highest firm value means that a firm’s stock was more expensive than the replacement cost of its
assets, which implies that the stock was overvalued.

According to Salehi (2002), if Tobin’s Q ratio is more than 1, this implies that investment in assets leads to the
earnings is more than their capital expenditures. Conversely, if Tobin’s Q ratio is less than 1, this means that
investment in assets rejects. The Tobin’s Q Tobin (1969), which is a method to ease investment analysis, was mainly
used to simplify an investment analysis and used as a measure of how to make worthy investments. When the firm
value is higher than one, the firm has some control of intangible assets, but if it’s lower than one, the firm has to pay
more than it gets. A value of one explains that the company neither makes a profit nor a loss.

In addition, Allayanis and Weston (2001) stated that the firm’s Tobin’s Q ratio may persist high since they undertake
only positive Net Present Value (NPV) projects if management drop investment projects as they were not able to
obtain the required financing. Also, it’s most likely to be capital constrained and may thus have a lower Q if a firm
pay dividend.

Table 5. Estimates of Firm Value using Multiple Regression

Model B Std. Error Sig.
(Constant) .680 .357 .060
Industry 124 .099 215
Company Age -.004 .005 .389
Profitability 7.216 1.488 .000

R-Square: 0.23
Std. Error of Estimate: 1.07
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The multiple regression reveals that of the three factors assumed to influence value of the firm using the Tobin’s Q,
only the profitability of the business was able to statistically affect the firm value using the Tobin’s Q. Different
investigators concluded that profitability has significant influence on firm value (Bartram et al. 2011; Naito and Laux
2011).

The R-squared result shows that 23 percent of the firm value can be explained by the regression model, the rest can
be explained by other factors. Multiple determination coefficient (R2) disclosed impact levels of all variables
encompassed in the scope of the study on firm value and it was an index, which shows whether the sample regression
line suitable for the data or not at all (Gujarati, 2006).

4. Conclusions

One of the duties of the firm management is to create value for their stockholders. Research on value creation must
be prioritized to help the companies enhance their competitive advantage. Based on the result, profitability can
influence the firm value using Tobin’s Q. This means that improving firm performance can create value to the firm.
The result signifies that having a good firm value attracts more investors and other parties’ interests to take part of
the company. Thus, it is important to determine first a company’s firm value for a reliable investment.
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