Asian Journal of Applied Business and Management (AJABM)

Vol. 4, No. 3, 2025: 1389-1402

The Effect of Capital Structure, Liquidity, and Operating Cash
Flow on Profitability with Sustainability Report Disclosure as a
Mediating Variable (An Empirical Study on Energy Sector
Companies Listed on the Indonesia Stock Exchange for the 2020-

2024 Period)

Mutiara Farianda!®, Hakiman?2
Department of Management, Faculty of Economics and Business, Mercu Buana

University, Indonesia

Corresponding Author: Mutiara Farianda mutiarafarianda06@gmail.com

ARTICLEINFO
Keywords: Capital Structure,
Liquidity, Operating Cash
Flow, Sustainability Report
Disclosure, Profitability

Received : 16, July
Revised : 30, July
Accepted: 26, August

©2025 Farianda, Hakiman: This is an
open-access article distributed under
the terms of the Creative Commons
Atribusi 4.0 Internasional.

Elm

ABSTRACT

This study aims to examine the effect of capital
structure, liquidity, and operating cash flow on
profitability, = with  Sustainability =~ Report
Disclosure as a mediating variable, in energy
sector companies listed on the Indonesia Stock
Exchange during 2020-2024. Using a quantitative
approach with panel data regression analysis, the
sample comprises 13 energy companies selected
through purposive sampling. The appropriate
regression model was determined through the
Chow, Hausman, and Lagrange Multiplier tests.
The Sobel test was then applied to assess the
mediating role of Sustainability = Report
Disclosure. The results reveal that among the three
independent variables, only operating cash flow
has a positif and signifikan effect on profitability,
while capital structure and liquidity show no
signifikan effect. For Sustainability Report
Disclosure (GRI), capital structure, liquidity, and
operating cash flow all exhibit no signifikan
influence. Furthermore, GRI does not signifikanly
affect profitability. The Sobel test confirms that
GRI fails to mediate the relationship between
capital structure, liquidity, or operating cash flow
and profitability. These findings indicate that,
within Indonesia’s energy sector, sustainability
reporting has not yet been a determining factor in
improving profitability, suggesting that other
factors outside the research model may play a
more dominant role.
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INTRODUCTION

Profitability is a fundamental indicator of corporate success, reflecting the
ability to generate sustainable returns for shareholders and maintain long-term
operational viability. In the energy sector particularly in mining profitability has
recently come under pressure due to volatile commodity prices, evolving
environmental regulations, and increasing stakeholder demands for
transparency. This sector remains strategically important for Indonesia’s
economy, contributing significantly to GDP and state revenues through taxes,
royalties, and exports. Yet, global market dynamics, such as the sharp decline in
coal and crude oil prices between 2024 and 2025, have disrupted operational
stability, weakened liquidity, and altered capital structures, ultimately affecting
profitability. These fluctuations are not merely economic phenomena but are also
shaped by global shifts toward renewable energy and the resulting
transformation of corporate strategies in high-emission industries.

From a phenomenological perspective, recent cases in leading international
mining companies highlight that profitability erosion often stems not solely from
reduced revenues but also from inefficient capital structures, increasing financial
liabilities, and constrained cash flows. Even companies with substantial
operating cash flows may struggle to maintain profitability when debt burdens
and capital inefficiencies outweigh operational gains. In the Indonesian context,
these challenges are compounded by the dual expectation for companies to
deliver financial returns and to demonstrate social and environmental
accountability. Sustainability Report Disclosure (SRD) has thus emerged as a
strategic mechanism, mandated under Law No. 40 of 2007 on Limited Liability
Companies, Article 74, enabling firms to communicate environmental, social, and
governance (ESG) performance while enhancing transparency, stakeholder trust,
and reputational capital.

Despite its growing importance, the literature reveals inconsistent empirical
findings regarding the influence of capital structure, liquidity, and operating
cash flow on profitability, as well as limited investigation into the mediating role
of SRD. Some studies report positive and significant relationships, while others
find negative or insignificant effects. This inconsistency signals a research gap
and a theory gap —particularly in applying and integrating agency theory and
signaling theory to explain how financial policy decisions interact with
sustainability disclosure in shaping corporate profitability. The present study
addresses these gaps by focusing on a niche sample of energy sector companies
listed on the Indonesia Stock Exchange (IDX) during 2020-2024, a period marked
by high market volatility, energy transition pressures, and heightened
sustainability disclosure requirements. The contribution of this research lies in its
empirical testing of SRD as a mediating variable within this unique industry
context, providing theory enrichment by integrating financial and non-financial
determinants of profitability, and offering practical insights for corporate
strategy formulation in capital-intensive and environmentally sensitive sectors.

Accordingly, this study seeks to examine the direct and mediated effects of
capital structure, liquidity, and operating cash flow on profitability through SRD,
with the objective of generating a deeper theoretical understanding and
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producing actionable recommendations for practitioners, investors, and
policymakers in the energy sector.

LITERATURE REVIEW
Agency Theory

Agency theory explains the relationship between the owners (principals)
and management (agents), where the agent is authorized to manage company
resources for the benefit of the principal. Conflicts of interest can arise when
agents prioritize their own interests, making monitoring mechanisms such as
Sustainability Report Disclosure (SRD) essential to reduce information
asymmetry. In this research context, capital structure, liquidity management, and
operating cash flow can influence profitability, with SRD acting as a positive
signal to shareholders. Previous research: Yasir & Soraya (2024) found that
capital structure has a positive and significant effect on profitability, while
Priscillia & Jati (2023) found a negative effect. These mixed results indicate a
research gap to be examined further.
H1: Capital structure has a significant effect on profitability.
H2: Liquidity has a significant effect on profitability.
H3: Operating cash flow has a significant effect on profitability.

Signaling Theory

Signaling theory focuses on how companies send signals to the market to
reduce information asymmetry. SRD can serve as a strong signal of a company’s
commitment to sustainability, which in turn influences investor perceptions and
profitability.Previous research: Tjahjadi et al. (2022) reported that companies
with higher sustainability disclosure tend to have better financial performance,
whereas Rahmawati & Sari (2023) found the effect to be insignificant.
H4: Sustainability Report Disclosure has a significant effect on profitability.

Capital Structure and Sustainability Report Disclosure

Capital structure influences a company’s ability to finance sustainability
projects. Firms with high leverage may face limitations in performing optimal
SRD, which can then impact profitability. Previous research: Buana et al. (2023)
found a positive effect of capital structure on SRD, while Noviana et al. (2024)
reported no significant effect.
Hb5: Capital structure has a significant effect on Sustainability Report Disclosure.

Liquidity and Sustainability Report Disclosure

Adequate liquidity provides flexibility for companies to allocate resources
to sustainability activities. Previous research: Some studies (e.g., Setiawan, 2023)
indicate a positive relationship, whereas others (Pradana & Mulyani, 2022) found
no significant relationship.
Hé: Liquidity has a significant effect on Sustainability Report Disclosure.

Operating Cash Flow and Sustainability Report Disclosure
Strong operating cash flow enables companies to fund sustainability
initiatives without compromising operational efficiency.
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Previous research: Santoso & Yuliani (2023) reported a positive and
significant relationship, but Siregar & Widodo (2024) found it to be insignificant.
H7: Operating cash flow has a significant effect on Sustainability Report
Disclosure.

Mediation Role of Sustainability Report Disclosure

SRD may mediate the effect of financial policies on profitability by
enhancing reputation, investor trust, and access to financing.
Previous research: International studies (Khan et al., 2022) support the mediating
role of SRD, but evidence in the Indonesian context remains limited.

HB8: Sustainability Report Disclosure mediates the relationship between capital
structure and profitability.

HO: Sustainability Report Disclosure mediates the relationship between liquidity
and profitability.

H10: Sustainability Report Disclosure mediates the relationship between
operating cash flow and profitability.

This study’s conceptual framework positions Capital Structure (X1),
Liquidity (X2), and Operating Cash Flow (X3) as independent variables;
Profitability (Y) as the dependent variable; and Sustainability Report Disclosure
(Z) as the mediating variable. The framework examines both direct and indirect
effects, integrating agency theory and signaling theory to explain the
relationships in the Indonesian energy sector context.

Struktur Modal
(x4)

Sustainability Report
Liabilitas Disclosure i Profitabilitas

(x2) A (M) m ()

Arus Kas Operasional
(x3)

Figure 1. Conceptual Framework

METHODOLOGY
Research Design

This study applies a quantitative research design with a panel data
regression approach to analyze the direct and mediating effects of capital
structure, liquidity, and operating cash flow on profitability, using Sustainability
Report Disclosure (SRD) as a mediating variable. The research is classified as
basic research, aimed at expanding theoretical understanding in the field of
financial management and sustainability reporting.
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Population and Samples
The population consists of all energy sector companies listed on the
Indonesia Stock Exchange (IDX) during 2020-2024. Samples were selected
through purposive sampling with the following criteria:
1.  Consistently listed in the IDX energy sector classification during the study
period.
2. Published audited annual reports and sustainability reports for all years of
observation.
3. Provided complete financial data for all research variables.
Based on these criteria, 13 companies were selected, yielding 86 firm-year
observations.
Table 1. Sample

No Code Company
1 ADRO Adaro Energy Tbk
2 PTBA Bukit Asam Tbk
3 MEDC Medco Energi Internasional Tbk
4 PGAS Perusahaan Gas Negara Tbk
5 INDY Indika Energy Tbk
6 ITMG Indo Tambangraya Megah Tbk
7 ENRG Energi Mega Persada Tbk
8 TINS Timah Tbk
9 TBS TBS Energi Utama Tbk
10 ABMM ABM Investama Tbk
11 PGEO Pertamina Geothermal Energy Tbk
12 BREN Barito Renewables Energy Tbk
13 POWR Cikarang Listrindo Tbk

Data Sources and Collection

The research uses secondary data obtained from:

a.  The official IDX website (www.idx.co.id)

b.  Official company websites for annual and sustainability reports

c. Global Reporting Initiative (GRI) standards for SRD indicator

references

Data were compiled in tabular form and verified for completeness before

analysis.

Variables and Measurement
a. Capital Structure (X1): Debt to Equity Ratio (DER) = Total Debt / Total
Equity
b. Liquidity (X2): Current Ratio (CR) = Current Assets / Current Liabilities
Operating Cash Flow (X3): Cash Flow from Operations / Total Assets
d. Sustainability Report Disclosure (Z): Disclosure index based on GRI
indicators using binary scoring (1 = disclosed, 0 = not disclosed)
e. Profitability (Y): Return on Assets (ROA) = Net Income / Total Assets

n
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Data Analysis Tools

The study employed EViews 12 for statistical processing. The analysis
stages were:

1.  Descriptive Statistics - to describe data characteristics.

2. Model Selection Tests - Chow, Hausman, and Lagrange Multiplier
tests to determine the most suitable model (Pooled OLS, Fixed Effects,
or Random Effects).

Panel Data Regression - to test direct effects between variables.

4.  t-tests and F-tests - to determine the significance of individual and

simultaneous effects.

5. Coefficient of Determination (R?) - to measure explanatory power.

6.  Sobel Test - to evaluate the mediating role of SRD.

The study used three regression equations:

1.  SRD = f (Capital Structure, Liquidity, Operating Cash Flow)

2. Profitability = f (Capital Structure, Liquidity, Operating Cash Flow)

3.  Profitability = f (Capital Structure, Liquidity, Operating Cash Flow,

SRD)

Provide clear and concise versions of your methods of conducting research,

population and samples, and data analysis tools.

@

RESEARCH RESULT
Descriptive Statistics

Descriptive statistics were calculated to provide an overview of the
variables before hypothesis testing. Table 1 shows the classification of variable
scores using the Three Box Method.

Table 2. Descriptive Statistics

ROA DER CR OCFR GRI
Mean 0,084934 | 1,368760 | 3,058126 | 4.78E-17 | 0,552224
Median 0,053680 | 1,122511 1,980774 | -4.463021 | 0,606838
Maximum | 0,452670 | 4,394781 11,35050 | 3.173517 | 0,666667
Minimum | -0,309297 | 0,201162 | -0,836075 | -1.611833 | 0,227920
Model Selection Tests

1.  Chow Test - Model 1 (p = 0.0015) )— Reject Ho — use Fixed Effects Model
(FEM); Model 2 (p = 0.0379)— Reject Ho — use Fixed Effects Model (FEM).

2. Hausman Test - Model 1 (p = 0.0570) — Reject Ho — use Random Effects
Model (REM); Model 2 (p = 0.0025)— Fail to reject Ho — FEM preferred.

3.  Lagrange Multiplier Test - Model 1 (p = 0.0246) — Fail to Reject Ho — use
Random Effects Model (REM), Model 2 — FEM preferred.

Panel Regression Analysis

Formula (1):

GRI=al + bl.DER + c1.CR + d1.OCFR + el.GRI + ¢,

Results: CS (p = 0.5140, p > 0.05) — Not Significant; LIQ (p = 0.4839, p >
0.05) — Not Significant; OCF (p = 0.8270, p < 0.05) — Not Significant.
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ROA = al + b1.DER + c1.CR + d1.OCFR + &
Results: CS (p = 0.7166, p > 0.05) — Not Significant; LIQ ( = 0.2265, p >
0.05) — Not Significant; OCF (p = 0.0331, p < 0.05) — Significant (+).

Hypothesis Testing Summary

Table 3. Summary of Hypothesis Testing
Hypothesis Path Result Sig. Level
H1 CS — PROF Not Significant p > 0.05
H2 LIQ — PROF Not Significant p>0.05
H3 OCF — PROF Significant (+) p <0.05
H4 CS — SRD Not Significant p>0.05
H5 LIQ — SRD Not Significant p>0.05
Hé6 OCF — SRD Not Significant p>0.05
H7 SRD — PROF Not Significant p>0.05
H8 CS — SRD — PROF No Mediation -
H9 LIQ — SRD — PROF No Mediation -
H10 OCF — SRD — PROF No Mediation -

Mediation Test (Sobel)

Sobel test statistics for all three mediation paths (CS — SRD — PROF, LIQ
— SRD — PROF, OCF — SRD — PROF) were below the critical value £1.96 at a
= 5%, confirming no mediation effect of SRD.

Interpretation

a. Direct Effects: Capital structure and liquidity positively and significantly
affect profitability, while operating cash flow has a negative significant effect.

b. SRD Determinants: Capital structure and operating cash flow significantly
affect SRD, but liquidity does not.

c. Mediation: SRD neither directly affects profitability nor mediates the effects
of financial variables on profitability.

DISCUSSION

The findings of this study indicate that capital structure (CS) does not have
a significant effect on profitability (ROA) of energy sector companies in
Indonesia. This means that the level of debt used in financing does not directly
determine firm performance, which is inconsistent with Agency Theory that
typically views debt as a disciplining mechanism. The absence of significance
suggests that in this sector, debt may primarily function to fund capital-intensive
projects without immediately improving profitability.

Similarly, liquidity (LIQ) does not show a significant effect on profitability.
Despite Working Capital Management Theory suggesting that higher liquidity
provides flexibility to meet short-term obligations and seize investment
opportunities, the findings here imply that excess liquidity in Indonesian energy
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firms may not necessarily translate into improved returns. This could be due to
high idle cash or conservative cash management that does not directly enhance
profitability.

In contrast, operating cash flow (OCF) has a positive and significant impact
on profitability. This finding aligns with Free Cash Flow Theory (Jensen, 1986),
which emphasizes that stronger operational cash generation supports value
creation when allocated efficiently. For energy firms, robust cash inflows from
operations enable them to maintain stability and generate sustainable returns,
even in the face of high capital expenditure requirements.

Regarding Sustainability Report Disclosure (SRD), the results show that
capital structure, liquidity, and operating cash flow do not significantly influence
the extent of disclosure. This indicates that sustainability reporting practices in
Indonesian energy companies are not strongly driven by financial conditions, but
may instead be influenced by regulatory compliance or external stakeholder
expectations.

Furthermore, SRD itself does not have a significant direct effect on
profitability, nor does it mediate the relationship between financial variables (CS,
LIQ, OCF) and profitability. This suggests that sustainability reporting in the
Indonesian energy sector remains more compliance-oriented and has not yet
been fully integrated as a strategic tool to enhance firm value. Unlike some
international evidence where SRD contributes to improved reputation and
stakeholder trust, its measurable impact on financial performance is still limited
in the Indonesian context.

Overall, these results emphasize that operating cash flow is the key driver
of profitability, while capital structure and liquidity show no direct influence.
SRD, although increasingly relevant in corporate governance, has not yet
emerged as a determinant of profitability in the short term. For practitioners, this
highlights the importance of focusing on efficient cash flow management to
strengthen profitability. For policymakers, the findings suggest a need to
encourage deeper integration of sustainability disclosures into corporate
strategies so that SRD can evolve beyond compliance and begin contributing to
long-term financial performance.

CONCLUSION

a. Capital Structure — Profitability: Capital structure has no significant effect on
the profitability of energy sector companies listed on the IDX during 2020-
2024.

b. Liquidity — Profitability: Liquidity has no significant effect on the
profitability of energy sector companies listed on the IDX during 2020-2024.

c. Operating Cash Flow — Profitability: Operating cash flow has a positif and
significant effect on the profitability of energy sector companies listed on the
IDX during 2020-2024.

d. Capital Structure — SRD: Capital structure has no significant effect on
Sustainability Report Disclosure (SRD) in energy sector companies.

e. Liquidity — SRD: Liquidity has no significant effect on SRD in energy sector
companies.
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f. Operating Cash Flow — SRD: Operating cash flow has no significant effect
on SRD in energy sector companies.

g. SRD — Profitability: SRD has no significant effect on the profitability of
energy sector companies.

h. Mediation of SRD (Capital Structure — Profitability): SRD does not mediate
the effect of capital structure on the profitability of energy sector companies.

i. Mediation of SRD (Liquidity — Profitability): SRD does not mediate the effect
of liquidity on the profitability of energy sector companies.

j.  Mediation of SRD (Operating Cash Flow — Profitability): SRD does not
mediate the effect of operating cash flow on the profitability of energy sector
companies.

RECOMMENDATION

a. Future research should expand the observation period and include more
sectors to determine whether the findings are unique to the energy sector or
reflect broader market dynamics.

b. Consider additional mediating or moderating variables —such as corporate
governance quality, firm size, or innovation capability —to capture indirect
pathways from financial policies to profitability.

ADVANCED RESEARCH

This study is not without limitations. First, while the results highlight the
importance of financial variables and sustainability reporting, the practical
contribution of this research suggests that companies should pay greater
attention to operating cash flow management as the primary lever to improve
profitability (ROA). Firms are encouraged to accelerate receivables collection,
tighten credit policies, optimize inventory management, and maintain discipline
in the cash conversion cycle to strengthen financial performance.

From a theoretical perspective, further research is recommended to expand
the sample size and extend the observation period, particularly by covering years
beyond 2021 when the use of sustainability reports (SRD) became more
widespread and standardized. This would provide a more comprehensive
understanding of the role of financial management and sustainability disclosure
in enhancing profitability, while also capturing the long-term structural effects
of sustainability practices on firm performance.
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