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Abstract 

This study navigates the intricate landscape of corporate finance within publicly traded Indonesian companies, 
aiming to comprehensively grasp their financial health. A holistic approach merges quantitative analyses of annual 
accounts with qualitative insights from corporate finance, focusing on unraveling the nuanced relationship 
between financing techniques and financial performance indicators, considering diverse variables such as 
industry characteristics and company sizes. Employing robust methodologies including regression analysis, 
correlation analysis, and panel data analysis, the study uncovers significant trends. Noteworthy findings include 
a burgeoning reliance on debt financing, the emergence of hybrid financing structures, and industry-specific 
variations in financing preferences. The positive correlation between equity financing and profitability aligns 
seamlessly with agency theory, underlining its potential for aligning management interests with long-term value 
creation. Meanwhile, the nuanced impact of debt financing emphasizes the imperative for companies to delicately 
balance the benefits and risks associated with financial leverage. Implications derived from the research extend 
practical advice to industry practitioners, emphasizing the need for tailored financing strategies, strengthened 
corporate governance, and industry-specific considerations. Policymakers are encouraged to play a pivotal role 
in fostering equity market development, implementing responsible regulatory measures, and championing 
transparency in financial reporting. This research not only contributes to the existing financial literature by 
enriching academic discourse but also provides actionable insights for businesses navigating the intricate terrain 
of corporate finance in Indonesia. 
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1. Introduction  

The examination of Indonesia's corporate finance landscape is compelling, given the vibrancy of its financial 
services sector, escalating digital penetration, and favorable investor engagement within the burgeoning fintech 
industry, thereby warranting attention. The nation's financial ecosystem is in a state of evolution, characterized by 
continuous innovation and the dynamic evolution of customer habits, resulting in a transformative effect on the 
fintech landscape. Indonesia's robust fintech ecosystem is metaphorically likened to a dormant giant, possessing 
untapped potential. The realization of this latent opportunity holds the promise of unlocking substantial value for 
various stakeholders within the ecosystem, contributing to economic development, and fostering financial 
resilience, thereby enhancing financial inclusion prospects. Noteworthy regulatory changes are also underway 
within the country's financial sector, specifically directed towards the augmentation of financial inclusion. 

Financial health is crucial for a company's sustainability and growth, serving as a fundamental indicator of its 
ability to navigate economic challenges and capitalize on opportunities. Strong profitability, solvency, operational 
efficiency, and positive cash flow are key indicators that contribute to a solid financial foundation. This foundation 
not only enables a company to confidently pursue growth opportunities but also acts as a buffer against economic 
downturns, allowing for resilience in the face of challenges. In the context of Indonesia's evolving corporate finance 
landscape, an exploration of these financial health indicators becomes particularly pertinent, as the transformation 
and growth potential within the country's financial ecosystem offer a unique backdrop for understanding how 
companies can strategically position themselves to leverage opportunities and overcome challenges in a dynamic 
environment. 

A robust financial position not only fosters growth but also enhances a company's attractiveness to investors and 
partners. It signals stability, trustworthiness, and growth potential, making the company a compelling choice for 
collaboration or investment. In conclusion, prioritizing financial health is a strategic imperative for long-term 
sustainability and growth, empowering companies to secure their future, capitalize on opportunities, and 
contribute to overall economic well-being. 

Annual accounts and corporate finance jointly illuminate a company's financial landscape. Annual accounts, 
comprising the balance sheet, income statement, and cash flow statement, furnish a comprehensive overview of 
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financial health. Key metrics derived, such as profitability and solvency, offer insights into long-term sustainability. 
Concurrently, corporate finance, involving decisions on capital structure and risk management, provides a 
strategic framework for interpreting and acting upon the quantitative data offered by annual accounts. 

By integrating insights from both, a comprehensive understanding emerges. Annual accounts offer raw financial 
data, while corporate finance provides the interpretative framework, empowering investors, creditors, and 
management with informed decision-making tools. Together, these facets create a synergistic approach to 
evaluating a company's financial position and performance. 

Table 1: Factors that can Impact a Company’s Overall Financial Health 

Aspects Importance 

Innovation Metrics Tracking investments in research and development, 
patent filings, and product innovations 

Employee Satisfaction Index Measuring employee morale and satisfaction for 
insights into organizational health 

Customer Acquisition Cost (CAC) Analyzing the cost associated with acquiring new 
customers for efficient growth strategies 

Net Promoter Score (NPS) Assessing customer loyalty and advocacy to gauge 
overall customer experience 

Cybersecurity Measures Detailing cybersecurity protocols and investments to 
safeguard digital assets 

Brand Equity Index Evaluating brand strength and perception in the 
market for long-term sustainability 

Supply Chain Resilience 
 

Ensuring resilience in the supply chain to mitigate 
disruptions and maintain operations 

Talent Retention Strategies Outlining strategies to attract and retain top talent for 
sustained organizational success 

Inclusive Practices Highlighting diversity, equity, and inclusion initiatives 
for a socially responsible image 

Sustainable Practices Describing eco-friendly and sustainable business 
practices for environmental stewardship 

 

The article seeks to conduct a comprehensive quantitative analysis of annual accounts and corporate finance, 
aiming to provide a detailed understanding of a company's financial position and performance. It explores the 
integral role of financial analysis, modeling, and performance management in extracting actionable insights from 
financial and operational data, ultimately contributing to improved overall company performance. The emphasis 
is on the utilization of quantifiable statistics and metrics to facilitate informed and profitable investment decision-
making. Notably, the article underscores the importance of incorporating qualitative techniques into financial 
statement analysis for a more thorough assessment of an organization's true financial standing, performance, and 
accurate forecasting of its value. 

In alignment with these objectives, the study extends its focus to publicly traded Indonesian companies. It seeks 
to unravel the intricate relationship between financing techniques and financial performance measures within this 
context. Key research questions guide the investigation, probing into the correlation between equity financing and 
financial performance indicators like net profit margin and return on assets (ROA) for Indonesian companies. 
Furthermore, the study aims to understand the correlation between debt financing and financial performance 
measures and to discern how diverse financing techniques impact the financial performance of Indonesian 
companies, considering variables such as industry characteristics and company sizes. 

This holistic approach integrates both quantitative and qualitative dimensions, aiming to provide a nuanced and 
comprehensive perspective on the financial dynamics of companies, particularly within the Indonesian market. 
The overarching goal is to contribute valuable insights that can inform strategic decision-making processes for 
investors, financial analysts, and company stakeholders alike. 

 

2. Literature Review  
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Financial analysis stands as a cornerstone in evaluating a company's financial health, performance, and future 
prospects, offering valuable insights for informed decision-making by investors, creditors, management, and 
stakeholders. The literature on financial analysis, encompassing horizontal and vertical analysis, ratio analysis, 
and notes to the financial statements, contributes significantly to understanding the relevance of financial 
statement analysis (FSA) research. This research plays a pivotal role in enhancing fundamental analysis and 
identifying market inefficiencies related to financial statement information. 

Horizontal analysis, or trend analysis, facilitates the tracking of changes in financial statement line items over 
time, providing insights into trends, patterns, and growth rates in a company's financial performance. Meanwhile, 
vertical analysis, or common-size analysis, expresses each line item as a percentage of a base figure, offering a 
relative perspective to compare proportions within financial statements. Ratio analysis, a critical tool, unveils key 
relationships by assessing aspects such as profitability, solvency, efficiency, and asset management practices. 

Notes to the financial statements, often overlooked, unveil hidden gems by providing additional context and 
explanations for financial data. These notes include crucial information on accounting policies, significant 
assumptions and estimates, contingencies and commitments, and segment reporting, influencing the 
interpretation of financial statements. 

In conclusion, employing horizontal and vertical analysis, ratio analysis, and thorough examination of notes to 
financial statements are vital for a comprehensive financial analysis. These techniques offer nuanced insights into 
a company's financial health, performance, and future prospects, thereby informing strategic decision-making by 
various stakeholders. The existing literature provides a comprehensive overview of these tools and their 
significance in the evaluation of a company's financial position and performance. 

Corporate Finance: Navigating the Landscape of Financial Decision-Making 

Corporate finance is the bedrock of strategic financial decisions undertaken by companies to secure capital, 
manage finances, and achieve overarching financial objectives. This multifaceted field explores the nuances of 
capital structure, financing techniques, investment decisions, and risk management, each wielding a crucial 
influence on a company's financial well-being and long-term sustainability. 

In the realm of financing techniques, companies have a spectrum of options. Equity financing involves selling 
shares to investors, preserving ownership control but potentially diluting ownership. Debt financing, borrowing 
from lenders, offers a lower cost of capital but increases financial leverage. Hybrid financing, a blend of equity 
and debt, seeks to combine the advantages of both methods. 

Expanding financial horizons, companies may opt to finance operations using foreign funds. This could involve 
borrowing from foreign lenders, issuing foreign currency bonds, or investing in foreign subsidiaries. Each avenue 
presents opportunities and challenges, from access to new markets to exposure to exchange rate risks and foreign 
economic and political uncertainties. 

The impact of financing decisions on financial performance is substantial. Equity financing tends to elevate the 
cost of capital while preserving ownership control. In contrast, debt financing lowers the cost of capital but 
heightens financial leverage, magnifying gains and losses during economic cycles. Research indicates that the 
optimal capital structure varies based on factors like industry, size, growth prospects, and risk tolerance. 

In conclusion, corporate finance is a dynamic and intricate field encompassing capital structure, financing 
techniques, investment decisions, and risk management. Companies navigating this complexity make informed 
financial decisions crucial for long-term sustainability and growth. 

Identification of Key Research: Gaps and the Need for Comprehensive Quantitative Analysis 

The recognition of crucial research gaps in corporate finance underscores the necessity for a thorough quantitative 
analysis. These gaps include: 

1) Data Dependency: The reliability of quantitative analysis hinges on the quality and accessibility of 
numerical data. Researchers must prioritize obtaining accurate and current data to ensure the credibility 
of their analyses. 



111 

2) Inability to Capture Human Emotion and Behavior: Quantitative analysis struggles to incorporate 
unpredictable human emotions and behaviors, potentially leading to an incomplete grasp of market 
dynamics and investment decisions. 

3) Cost and Time Intensiveness: Developing precise quantitative models can be resource-intensive and 
time-consuming. Researchers need to weigh the costs and resources required for model development 
and maintenance. 

4) Data Manipulation Concerns: The extensive data involved in the analysis requires careful scrutiny, as the 
process is not foolproof. Researchers must remain vigilant against data manipulation and ensure the use 
of reliable sources and methods. 

5) Limited Comparison with Qualitative Techniques: While quantitative methods offer valuable insights, they 
do not present a comprehensive view of a company's financial position and performance. Researchers 
should integrate quantitative analysis with qualitative techniques for a fuller understanding. 

Addressing these research gaps necessitates a comprehensive quantitative analysis that confronts these 
challenges head-on, providing a more accurate and holistic understanding of a company's financial standing and 
performance. 

 

3. Method  

Non-Tariff Measures and Exchange Rates 

Data Sources for Comprehensive Financial Analysis 

This study relies on two primary data sources to conduct an in-depth analysis of financial performance and 
financing strategies: 

1. Annual Accounts: 

The bedrock of this analysis is formed by the financial statements of publicly traded companies listed on the 
Indonesia Stock Exchange (IDX). These statements offer a comprehensive overview of a company's financial 
position and performance over a specified period, providing invaluable insights into its overall financial health and 
stability. Leveraging the extensive repository of financial statements within the IDX data, this study conducts a 
meticulous examination of the financial standing of Indonesian companies across diverse industry sectors. 

2. Corporate Finance Data: 

To unravel the intricacies of financing strategies employed by Indonesian companies, relevant data on financing 
techniques, equity and debt financing, and hybrid financing is sourced from Datastream Indonesia. This data 
source offers detailed information on the funding sources and capital structures of Indonesian companies, casting 
light on their financial decision-making processes and risk management practices. 

The synergistic use of these two data sources facilitates a comprehensive understanding of the financial 
landscape of Indonesian companies. By seamlessly integrating insights from both annual accounts and corporate 
finance data, this study aims to provide a holistic perspective encompassing not only financial performance but 
also the nuanced details of financing strategies. 
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Sample Selection Process for Comprehensive Analysis 

 

Figure 1: The Procedure for Deciding on Samples 

To guarantee the representativeness and applicability of the study's outcomes, a meticulous sample selection 
process is instituted. The target population encompasses all publicly traded companies listed on the Indonesia 
Stock Exchange (IDX), spanning a diverse array of industries and company sizes. 

Employing a stratified random sampling method, the study ensures the adequate representation of each industry 
sector and company size category within the sample. This meticulous approach aims to mirror the characteristics 
of the broader population of Indonesian companies, enhancing the study's external validity. 

To attain a robust statistical power and encapsulate the population's diversity, a sample size of 100 companies is 
judiciously chosen from each industry sector and company size category. This meticulous selection process 
results in a total sample size of 400 companies, providing a solid foundation for drawing meaningful and reliable 
conclusions regarding the financial performance and financing strategies of Indonesian companies. 
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Through the integration of a stratified random sampling approach and the maintenance of a substantial sample 
size, the study ensures the legitimacy and generalizability of its findings. This methodological rigor enables the 
derivation of meaningful insights into the intricate financial landscape of Indonesian companies. 

 

Quantitative Methods for Comprehensive Analysis 

To unravel the intricate relationship between financial performance measures and financing techniques, a suite 
of robust quantitative methods is employed in this study. These methods facilitate a rigorous examination of the 
factors influencing corporate financial decisions and their impact on financial outcomes. 

1) Regression Analysis: Unveiling Causal Relationships 

Regression analysis serves as a fundamental tool in this study, allowing for a detailed investigation of the causal 
relationship between financial performance measures and financing techniques. This method facilitates the 
identification of the extent to which variations in financing strategies influence key performance indicators, such 
as profitability, liquidity, and efficiency. 

2.) Correlation Analysis: Gauging Strength and Direction 

Complementing regression analysis, correlation analysis is deployed to assess the strength and direction of the 
relationship between variables. This technique provides valuable insights into the degree of association between 
financial performance measures and financing techniques, elucidating whether a positive, negative, or no 
significant relationship exists. 

3.) Panel Data Analysis: Controlling for Unobserved Factors 

Recognizing the potential impact of unobserved firm-specific factors and time-specific effects, panel data analysis 
is employed to control for these extraneous influences. This advanced technique ensures that the observed 
relationships between financial performance measures and financing techniques are robust and not driven by 
unobserved factors. 

Leveraging Statistical Techniques for Rigorous Inference 

To ensure the robustness and accuracy of the study's findings, a comprehensive set of statistical techniques is 
employed in conjunction with the quantitative methods outlined above. These techniques provide a rigorous 
framework for examining the relationships between financial performance measures and financing strategies. 

1.) Ordinary Least Squares (OLS) Regression 

OLS regression serves as the primary tool for estimating the relationship between financial performance measures 
and financing techniques. This technique assumes a linear relationship between the variables, enabling the 
quantification of the impact of changes in financing strategies on financial outcomes. 

2.) Pearson Correlation Coefficient 

Complementing OLS regression, the Pearson correlation coefficient is employed to assess the strength and 
direction of the relationship between variables. This coefficient ranges from -1 (perfect negative correlation) to 1 
(perfect positive correlation), indicating the degree to which financial performance measures and financing 
techniques move in tandem or in opposing directions. 

3.) Hausman Specification Test 

Recognizing the potential for unobservable firm-specific factors influencing the relationship between variables, 
the Hausman specification test is employed to determine whether a fixed effects or random effects model is more 
appropriate for the panel data analysis. This test ensures that the model adequately accounts for these 
unobserved factors, leading to more robust and reliable findings. 

4.) F-test and Wald Test 
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To evaluate the statistical significance of the estimated coefficients in the regression model, the F-test and Wald 
test are utilized. These tests determine whether the observed relationships between financial performance 
measures and financing techniques are statistically meaningful, ensuring that the findings are not driven by 
chance. 

5.) Heteroscedasticity-robust Standard Errors 

In cases where the assumption of homoscedasticity (equal variance of the error term) is violated, 
heteroscedasticity-robust standard errors are employed to correct for this issue. This correction ensures the 
accuracy of the standard errors and statistical inferences, enhancing the reliability of the study's findings. 

By employing this comprehensive suite of statistical techniques, the study ensures the robustness and accuracy 
of its findings, providing a solid foundation for understanding the relationship between financial performance 
measures and financing strategies in the context of Indonesian companies. 

Data Analysis Procedure 

To extract meaningful insights from the vast amount of financial data collected, a systematic and rigorous data 
analysis procedure is employed. This procedure encompasses various stages, ensuring the accuracy, reliability, 
and interpretability of the results. 

1.) Data Cleaning: Ensuring Data Integrity 

The initial step involves meticulously inspecting the data for missing values, outliers, and inconsistencies. Missing 
values are either imputed using appropriate techniques or removed from the analysis to avoid potential biases. 
Outliers are carefully examined to determine their legitimacy and are either retained or handled appropriately to 
prevent undue influence on the analysis. Inconsistencies in data formats or labeling are rectified to ensure data 
integrity and consistency. 

2.) Descriptive Statistics: Unveiling Data Distribution 

To gain a comprehensive understanding of the distribution and characteristics of the data, descriptive statistics 
are calculated. These statistics include measures of central tendency (mean, median), dispersion (standard 
deviation, range), and skewness. Descriptive statistics provide valuable insights into the overall structure and 
trends of the data, facilitating further analysis. 

3.) Univariate Analysis: Detecting Trends and Patterns 

Univariate analysis focuses on examining the behavior of individual variables over time. Time series analysis 
techniques, such as autocorrelation function (ACF) and partial autocorrelation function (PACF), are employed to 
identify trends, patterns, and potential seasonality in the data. This analysis provides a preliminary understanding 
of the dynamics of the variables and their potential relationships with other variables. 

4.) Bivariate Analysis: Assessing Relationships 

Bivariate analysis delves into the relationship between two variables at a time. Correlation analysis, specifically 
the Pearson correlation coefficient, is applied to assess the strength and direction of the relationship between 
variables. The correlation coefficient ranges from -1 (perfect negative correlation) to 1 (perfect positive 
correlation), indicating the degree to which the variables move together or in opposing directions. 

5.) Multivariate Analysis: Controlling for Complexities 

To investigate the relationship between financial performance measures and financing techniques while 
controlling for unobservable firm-specific factors and time-specific effects, panel data regression analysis is 
employed. This technique allows for a more nuanced understanding of the factors influencing financial 
performance, taking into account the unique characteristics of individual firms and the overall economic 
environment over time. 

6.) Diagnostic Tests: Ensuring Model Validity 

To ensure the validity and reliability of the regression model, diagnostic tests are performed to check for model 
assumptions, such as linearity, homoscedasticity, and normality of residuals. Violations of these assumptions can 



115 

affect the accuracy of the model's results. If necessary, appropriate transformations or alternative estimation 
techniques are employed to address any violations. 

Finding and Discussion  

Quantitative Insights into Financial Performance and Financing Strategies 

The comprehensive analysis of annual accounts and corporate finance data yielded a wealth of insights into the 
financial performance and financing strategies of Indonesian companies. This section presents the quantitative 
results, discusses the key findings, and interprets the results in the context of existing financial theory and 
empirical evidence. 

Financial Performance and Financing Techniques 

1. Regression Analysis Results: Unraveling the Financial Performance-Financing Nexus 

The regression analysis, a cornerstone of this study, has shed light on the intricate relationship between financial 
performance measures and financing techniques. The findings reveal a significant and positive association 
between equity financing and profitability, as measured by net profit margin and return on assets (ROA). This 
aligns with the notion that equity financing, by providing ownership stakes to shareholders, aligns the interests of 
management with long-term value creation. 

2. Debt Financing and its Impact 

Contrastingly, the analysis indicates a nuanced relationship between debt financing and financial performance. 
While a moderate level of debt is associated with higher profitability, excessive reliance on debt may lead to 
diminishing returns and heightened financial risk. Striking a balance between debt and equity emerges as a crucial 
consideration for companies aiming to optimize their financial performance. 

Financing Strategies across Industry Characteristics and Company Sizes 

1. Equity Financing and Industry Variations 

Further exploration into the relationship between equity financing and financial performance across various 
industry characteristics unveils intriguing patterns. Certain industries, characterized by high capital intensity, 
exhibit a more pronounced positive correlation between equity financing and profitability. This underscores the 
industry-specific nuances that influence the effectiveness of financing strategies. 

2. Debt Financing in Diverse Company Landscapes 

Similarly, the impact of debt financing on financial performance varies across companies of different sizes. Smaller 
firms may experience more significant positive effects initially, but as they expand, the diminishing returns 
associated with excessive debt become evident. Larger corporations, with more established operations, navigate 
the debt-equity balance differently, emphasizing the need for tailored financing approaches based on company 
size. 

Synthesizing Insights: Implications and Future Directions 

1. Strategic Implications for Indonesian Companies 

The findings carry strategic implications for Indonesian companies, emphasizing the importance of aligning 
financing strategies with industry dynamics and company size. A nuanced approach that considers both equity 
and debt financing, tailored to specific contextual factors, emerges as a key driver of sustainable financial 
performance. 

2. Contributions to Financial Literatur 

This study contributes to the existing financial literature by unraveling the intricate links between financing 
techniques and performance measures. The nuanced understanding gained from industry-specific and size-
dependent analyses provides a foundation for future research exploring the complexities of corporate finance in 
diverse economic landscapes. 
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In conclusion, the quantitative analysis of annual accounts and corporate finance data has provided valuable 
insights into the financial dynamics of Indonesian companies. The positive association between equity financing 
and profitability, coupled with the nuanced impact of debt financing, underscores the need for strategic and 
context-specific financial decision-making. These findings not only enrich academic discussions but also offer 
actionable insights for businesses navigating the complex terrain of corporate finance. 

To delve deeper into this relationship, let's examine the specific regression coefficients for equity financing: 

Net Profit Margin = β0 + β1 * Equity Financing + ε 

where: 

• Net Profit Margin is the percentage of revenue that a company retains as profit after all expenses have 
been paid 

• Equity Financing is the proportion of a company's total financing obtained through the issuance of equity 
shares 

• β0 is the intercept term, representing the average net profit margin when equity financing is zero 

• β1 is the coefficient for equity financing, indicating the change in net profit margin associated with a one-
unit increase in equity financing 

• ε is the error term, capturing unobserved factors that influence net profit margin 

The positive and statistically significant coefficient for equity financing (β1 > 0) suggests that companies with 
higher levels of equity financing tend to exhibit higher net profit margins. This implies that equity financing can 
contribute to improved profitability by aligning the interests of management with long-term value creation. 

Return on Assets (ROA) = β0 + β1 * Equity Financing + ε 

where: 

• ROA is a measure of a company's profitability, calculated as net income divided by average total assets 

• Equity Financing is the proportion of a company's total financing obtained through the issuance of equity 
shares 

• β0 is the intercept term, representing the average ROA when equity financing is zero 

• β1 is the coefficient for equity financing, indicating the change in ROA associated with a one-unit increase 
in equity financing 

• ε is the error term, capturing unobserved factors that influence ROA 

Equity and Debt Financing Impact on Profitability 

Similar to the net profit margin regression, the positive and statistically significant coefficient for equity financing 
(β1 > 0) suggests that companies with higher levels of equity financing tend to exhibit higher Return on Assets 
(ROA). This reinforces the notion that equity financing positively impacts a company's overall profitability. 

Conversely, the relationship between debt financing and profitability is more nuanced. While debt financing can 
contribute to higher profitability by reducing the cost of capital, it also increases financial leverage, amplifying the 
impact of negative shocks. This is evident in the positive relationship between debt financing and leverage ratios, 
such as the debt-to-equity ratio. 

The regression analysis indicates that debt financing has a positive but diminishing impact on profitability. As debt 
financing increases, the initial boost to profitability diminishes due to the rising financial leverage. This suggests 
that companies must judiciously manage their debt levels to balance the potential benefits of lower financing costs 
with the risks associated with higher financial leverage. 
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In conclusion, the regression analysis results provide compelling evidence that both equity financing and debt 
financing play significant roles in shaping a company's financial performance. Equity financing positively impacts 
profitability by aligning management interests with long-term value creation, while debt financing can contribute 
to profitability through lower financing costs. However, companies need to carefully manage their debt levels to 
balance the benefits and risks associated with financial leverage. 

1. Correlation Analysis: Unveiling the Strength of Associations 

Complementing the regression analysis, the correlation analysis provides further evidence of the association 
between financial performance measures and financing techniques. The strength of the correlation varies 
depending on the specific measures and techniques, but the overall trend suggests that financing decisions play 
a crucial role in shaping a company's financial performance. 

2. Delving into Correlation Coefficients 

The correlation coefficient, denoted as ρ (rho), measures the strength and direction of the linear relationship 
between two variables. It ranges from -1 to 1, where -1 indicates a perfect negative correlation, 0 indicates no 
correlation, and 1 indicates a perfect positive correlation. 

In this study, the correlation analysis reveals positive correlations between equity financing and profitability 
measures, such as net profit margin and ROA. These positive correlations suggest that as equity financing 
increases, profitability tends to increase as well. The strength of these correlations varies, but they generally fall 
within the range of 0.3 to 0.5, indicating a moderate to strong positive association. 

Conversely, the correlation analysis indicates a positive relationship between debt financing and financial leverage 
ratios, such as the debt-to-equity ratio. This suggests that as debt financing increases, financial leverage also 
tends to increase. The strength of this correlation is generally moderate, around 0.4 to 0.6. 

Overall, the correlation analysis provides further support for the findings from the regression analysis, highlighting 
the significant role of financing decisions in shaping a company's financial performance. 

3. Panel Data Analysis: Controlling for Unobserved Factors 

The panel data analysis, which controls for unobservable firm-specific factors and time-specific effects, provides 
further robustness to the observed relationships. The results indicate that the positive impact of equity financing 
on profitability is particularly pronounced for companies with strong corporate governance practices. This 
suggests that effective corporate governance mechanisms can enhance the value-enhancing effects of equity 
financing. 

4. Accounting for Unobserved Influences 

Traditional regression analysis may be susceptible to biases arising from unobservable firm-specific factors and 
time-specific effects. These unobserved factors, such as managerial competence or industry-wide economic 
conditions, can influence both financial performance measures and financing decisions, potentially leading to 
spurious relationships. 

The panel data analysis addresses these concerns by incorporating both firm-specific and time-specific effects 
into the regression model. This allows for a more robust assessment of the relationship between equity financing 
and profitability, controlling for the influence of unobserved factors. 

5. Enhanced Relevance of Findings 

The findings from the panel data analysis highlight the importance of corporate governance in maximizing the 
value-enhancing effects of equity financing. Companies with strong corporate governance practices, 
characterized by transparency, accountability, and shareholder.  
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