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ABSTRACT

THE INFLUENCE OF FINANCIAL PERFORMANCE ON COMPANY’S

IPO PRICE

(Research on Companies Issued Their Initial Stock on Indonesia Stock Exchange Period 2009-2011)

Rani Wulandari Lestari

0910233135

Supervisor:

Aulia Fuad Rahman, SE., M.Si., D.B.A, Ak

This research explains about the effect of financial ratios (Net Profit Margin

(NPM), Return on Assets (ROA) and Return on Equity (ROE)) to IPO’s pricing

Sampling method used is the census method that generates the sample of 32

companies that conduct Initial public Offering (IPO) on Indonesian Stock

Exchange (IDX) in the period 2009-2011.

Partially, the results of this study explains that the independent variables have a

significant influence on IPO price are NPM, ROI and but simultaneously, the

three independent variables have a significant influence on IPO price. The high

NPM, ROI and ROE showed that the company's financial performance runs very

well, which can increase the interest of investors and the price of IPO when the

company is going public

Key Word: IPO’s price, NPM, ROI, ROI



ABSTRAK

PENGARUH KINERJA KEUANGAN PERUSAHAAN TERHADAP

HARGA SAHAM PERDANA

(Studi Empiris pada Perusahaan yang Menerbitkan Saham Perdana di Bursa Efect Indonesia pada

periode 2009-2011)

Rani Wulandari Lestari

0910233135

Supervisor:

Aulia Fuad Rahman, SE., M.Si., D.B.A, Ak

Penelitian ini menjelaskan tentang pengaruh rasio keuangan yaitu Net Profit

Margin (NPM), Return on Investment (ROI) dan Return on Equity (ROE)

terhadap harga saham perdana.

Metode pemilihan sampel menggunakan metode sensus dengan menghasilkan

jumlah sampel sebesar 32 perusahaan yang melakukan penawaran saham perdana

di Bursa Efek Indonesia (BEI) pada periode tahun 2009-2011.

Secara partial hasil dari penelitian ini menjelaskan bahwa variabel independen

yang memiliki pengaruh signifikan terhadap harga saham perdana adalah NPM,

ROI dan ROE dan secara stimultan ketiga variable independen memiliki pengaruh

terhadap harga saham perdana sehingga dapat disimpulkan bahwa rasio-rasio

profitabilitas menjadi pertimbangan investor dalam membuat keputusan untuk

berinvestasi. Tingginya NPM, ROI dan ROE menunjukan bahwa kinerja

keuangan perusahaan berjalan sangat baik, yang dapat meningkatkan minat

investor dan harga saham perdana ketika perusahaan tersebut akan melakukan Go

Publik.

Kata Kunci: Harga Saham Perdana, NPM, ROI, ROI



CHAPTER 1

INTRODUCTION

1.1 Background

Along with economic development in Indonesia, each company is always in

demand to expand its business for expanding and earning money in various ways

and attempt for obtaining the desired funds. The company has two ways to obtain

these funds through debt financing or equity financing. If company chooses to

obtain funds from the equity financing, the company will issue shares in the

capital market. In equity financing activities, the company must go public and do

initial public offering (IPO). Hastoro and Yuliana (2010) argue that a benefit of

doing IPO is to raise capital for future funding activities so the operational

activities of company can run effectively. In order to get additional funding and

ease to raise funds, the company goes public. Going public is a process where a

company sells its stock to the public and all information about the company is

open so that public can directly assess the performance of the company. After a

company goes public, the company can trade on the stock market.

In the stock trading it will involve two parties. The first is the issuer as a

company issuing stock to raise money, and the second is the investor as a party

who invests to make profits in which those profits can be a capital gain or

dividend. Therefore, to achieve the expectations, investors should be cautious in

taking the decision for buying a stock in a company. Based on Fahmi (2012:4),

the main objective of investors to invest their funds in issuers corporate is getting



the maximum profit and creating prosperity for investor. In taking a decision to

invest, investors have to know the company’s finance condition by understanding

the financial report of that company.

According to Hanafi and Halim (2009:49), a financial report of the company

is one of the important sources for measuring the performance of company.

Financial reports are reports that show the health condition of the company and

the financial statements are a form of management accountability for the use of

existing resources in the company. These reports are prepared by management in

order to fulfill for the tasks assigned by the owners of the company. In addition,

the financial statements can also be used for comply other purposes as reporting

with outside parties of the company. If a financial reports show a healthy and

good condition of financial performance of company, it can be concluded that the

company is able to manage and put the resources effectively. Therefore, it is very

important for investors to know the issuer company's financial performance in

making a decision on the purchase stock so definitely it gives impact to IPO’s

pricing. But it is not enough for investors only know a company's financial

performance issuers such as sales, assets, profits and so on. Investors also need to

understand a company's financial statements properly; one way to understand the

financial reports is through financial ratios.

Fraser and Ormiston (2008:222) explained that financial ratio is a

calculation of ratio by using the financial statements that serves as a tool to

analyze a company's finances. Financial ratios are very closely related to the

valuation of a stock in the company. Stock market prices are formed through the



mechanism of demand and supply in the capital market. If a company has good

and healthy financial ratios then the demand will increase, which causes the

company's stock will increase as well. Therefore, it is necessary to know the

condition of the company through financial ratios.

Financial ratios have an influence in determining the company's IPO price,

this is due to gauge whether the company is registered as a company worthy of

Going Public. In the company's financial ratios, liquidity ratios, solvency ratios,

operating ratios, profitability ratios and market ratios are usually measured.

Before the company makes an offer on the primary market, it needs to

establish bid prices. Isfaatun and Jauharia (2010) explain that there are many

phenomena which often occur when a company determines its IPO’s price is

underpricing, which means the determination of stock prices in the primary

market is lower than the price of the same stock as traded on the secondary

market. However, if the company sets price too expensive then the stock less

attractive called overpricing. The determination of stock prices must go through a

comprehensive analysis to conclude that the stock price set is the most reasonable

price. Stock pricing can be seen from company’s financial report, investors should

be cautious in making decisions for buying stock by considering financial

performance in the financial reports of the issuer company. This research aims to

investigate whether the financial performance using a profitability ratio have an

influence on the IPO price.

Basic theory used is a theory developed by Ball and Brown (1968), which

study about the relation between stock price and accounting information. This



study found that accounting information was a part of information used in

forming stock price. The research which is examine by the author is development

of research conducted by Hastrida (2010), which examines the IPO pricing in the

IDX on during the period 2006-2008. This research addresses the issue price of

the shares on offer at IDX in 2006-2008 using seven financial ratios are current

ratio (CR), debt to equity (DER), net profit margin (NPM), return on investment

(ROI), earning per ratio (EPR), return on equity (ROE), and price earnings ratio

(PER). The results of this study are ROI, EPS and ROE significantly influence the

IPO price. The author wanted to research about the effect on the financial

performance of companies that have been listed on the Indonesia Stock Exchange

towards the IPO's pricing period 2009-2011 by using profitability ratios.

According to the Hanafi and Halim (2009:83), which include profitability ratios

are net profit margin (NPM), Return on Equity (ROE), Return on Assets (ROA).

Net Profit Margin calculate the extent of the company's ability to generate net

income of a certain level of sales, this ratio can also be interpreted as the

company's ability to lower costs efficiently in the company at a certain period.

These ratios are to analyze a company's ability profitable. Corporate profits would

eventually affect the price of existing shares on the stock exchange. ROA is a

ratio that measures the company's ability to generate net income by a certain level

of assets. If the company shows a high ROA then addressed the management

efficiency of assets and can also be interpreted as management efficiency. Return

on equity (ROE) is a measure of the ability of the company (issuer) to make a

profit by using specific capital. This ratio is a measure of profitability from the



point of view of shareholders. As ROA, the higher the ROE also shows the better

performance of the company and it is possible to give impact on increasing the

company's share price when initial offering. The three ratios are used by the

author to measure the financial performance of companies listed on the

Indonesian stock exchange in the year 2009-2011 which will give effect to the

IPO price

Based on explanation above, the author is interested in doing research with

the title: “THE INFLUENCE OF FINANCIAL PERFORMANCE ON

COMPANY’S IPO PRICE”

1.2 Research Question

The issues in this study are as follow:

1. Does net profit margin (NPM) affect company’s IPO price?

2. Does return on investments (ROI) affect company’s IPO price?

3. Does return on equity (ROE) affect company’s IPO price?

1.3 Research Purpose

The purpose of this study is to investigate the influence of net profit margin

(NPM), return on investments (ROI), and return on equity (ROE) on company’s

IPO price

1.4 Research Benefits

The results of this research can be useful for all parties concerned in particular:

1. Academics

a. The research could help researchers further in taking the data and

information as references



b. The research could provide information and knowledge in order to

participate in the development of the theory of capital markets in

Indonesia

2. The Management of the Company

This study may provide important information for the management of

the company for knowing the financial factors that may affect any

investor in making decisions to invest

3. Investors

This study can help investors to know the financial performance of

company so this research is very useful to help investors in making

decisions for investment.



CHAPTER 2

LITERATURE REVIEW

2.1 Capital Market

The capital market is a means of meeting the funding needs for the

company and also a place to make transaction of buying and selling securities.

According to capital market law no. 8 Year 1995, capital market is concerned

about activities of public offering, securities trading, public companies relating to

the issuance of their securities and professions related to the effect. Fahmi

(2012:55) stated that capital market is a place where various parties, especially

companies sell their stocks and bonds for the purpose of additional funding to

strengthen the company's capital. Koetin (2002: 53) said that the capital market is

a meeting place between individuals or business entities that have idle funds and

entities or individuals in need of funds to finance its operations or capital.

Through the above explanation it can be concluded that the capital market

is a meeting place for individuals or business that need funds to the individual or

business entity that has a surplus of funds, in which the two parties conduct a

public offering and trading of securities.

2.1.1 Types of Capital Market

According to Sunariyah (2006:12), there are four types of capital market:

1. Primary Market

Primary Market is a kind of market in which stock and other securities was

first sold to the public before the stock and securities are listed on the

stock exchange. This activity is called IPO (Initial Public Offering). Stock



prices in prime market are determined by issuers and underwriters based

on fundamental factors and other factors that need to be identified.

Underwriter’s roles are not only in determining the price of stock with the

issuer's but also doing a sales process. Trading in the primary market have

several characteristic, which are: the stock price offered is fixed, the

transaction is not subject to the commission, the transaction is limited for

buying transaction, the booking is made through underwriters or sales

agents with a limited offer period

2. Secondary Market

Secondary market is a stock market where stock and other securities of

company can be sold to public after selling in the primary market. The

stock price is determined by supply and demand of market which are

influenced by many internal factors such earning per share (EPS) or the

dividend policy and external factors such as monetary policy and inflation.

The characteristics of the secondary market such as: prices that fluctuate

based on market forces, all buy and sales transactions are equally charged

commission, bookings process through members of the stock exchange

and the transaction is not restricted period.

3. Third Market

The third market is place for trading stock or other securities outside the

stock exchange. Third markets can be called by the parallel market which

organizes system of securities trading outside the formal exchanges. The

third market is run by brokers who bring buyers and sellers of securities.



In the third market it has no central trading location called the trading

floor.

4. Fourth Market

The fourth market is a market that trades stock and other securities

between investors or in other words, this market is a place for transferring

stock and other securities from one stockholder to another stockholder

without going through a broker. The fourth market is made between large

capacity companies to avoid commissions to the broker. Commonly this

market uses a communication network for trading block sale stock.

2.2 Stock

According to Hanafi (2004:124), stock is proof of ownership where the

owner has the right of ownership of the company. By understanding the

description, it can be concluded that the stock is a sign of equity investment in a

company which owns stock in order to get benefits. According to Fahmi

(2012:81), the definitions of stock are:

1. Proof of ownership of equity/ funds of a company

2. A paper stated par value, the company name and followed by the rights

and also obligations which are described to each holder.

2.2.1 Types of Stock

According to Tjiptono and Hendy (2001:6), there are two types of stock, which

are:

a. Common Stock



Common stock is a stock that has a right to claims based on profit and

loss earned by the company. Holders of common stock received their

right of priority in the final dividend and the sale of assets if the

company's liquidation.

b. Preferred Stock

Preferred stock is stocks with fixed dividends. If the company suffered

a loss, the preferred stockholders will have a priority in the distribution

of proceeds on the sale of assets.

2.2.2 Stock’s Price

Stock prices are associated with the condition and performance of the

company. A good financial performance of the company will increase its value, so

the stock price will rise. The increase in stock prices will increase prosperity for

investors. If the stock price increases, stockholders will obtain a high profit. Stock

can be traded on the stock exchanges. Issuance of stocks will provide a variety of

benefits for company.

The market price indicates how good management duties on behalf of the

stockholders. Stockholders who are not satisfied with the performance of the

company can sell their stocks and invest their money in other companies. Such

condition can decrease the stock prices on the market, because the high and low

stock prices are basically influenced by the internal and external conditions. If a

company has a good internal condition, it is possible that its stock price is high so

that the investor will be attracted to buy the stock with a good internal condition.

2.3 Financial Statements



Sangkala (2008) explained that financial statements are made by the

management in order to account for duties levied by the owners of the company

during the period. Financial statements should present financial position and

financial performance fairly. The financial statements are the output of the

process of accounting reports which are useful for users of financial statements in

order to know the condition of a company. According to Fraser (2008:1) financial

statements serve as a map that forms the basis for understanding financial position

of the company, and to assess the financial performance of companies in the

distant past and its prospects in the future. The financial statements have the

ability to present clearly the financial health of the company in order to provide an

informative business decisions. Financial statements are an indicator of the

success of the company in conducting its operations.

A purpose financial statement is to provide information about the

company's financial position, the success of the operation, policies, management

strategies, and also provides a view on future performance. It is also described in

PSAK no.1 (revise 2009) , which states that the purpose financial statements is to

provide information concerning the financial position, performance of an

company that benefits in making economic decisions. According to Subramanyam

and Wild (2009:13), the purposes of financial statements are to analyze a

company’s financial performance and to predict the future financial performance.

Based on book of Indonesian Stock Exchange (2008:46), the complete

financial statements typically have five statements which arre:

1. Balance Sheet



The balance sheet is a report that describes the financial position, which

indicates assets, liabilities and equity of a company on a particular date. In the

balance sheet, current assets are presented separately from non-current assets

and current liabilities are also separated from non-current liabilities, except for

certain regulated industries. Current assets are presented according to the

measure of liquidity while liabilities are presented in order of maturity.

2. Income Statement

The income statement is a summary of the company's activities for a certain

period which reports net profit or loss arising from operating activities and

other events.

3. Statement of Cash Flow

This report shows revenue and expenditures in the company's activities during

the period and classified by operating, investing and financing activities.

4. Statement of Owner’s Equity

Statement of changes in equity is a report that shows the changes in the

company's equity which describes the increase or decrease of wealth during

the reporting period.

5. Notes of Financial Statement

Notes of the financial statements provide a general description of the

company, an overview of accounting policies, explanations posts of financial

reports and other important information.

2.4 Characteristics of Financial Statement



SFAC No. 2 explains the hierarchy of accounting qualities, which are

described below:

1. Understandability

A financial statement should be easily understood by all users of financial

statements. The information provided to users must be clear and adequate

with economic and business activity.

2. Relevance

Accounting information must be able to make a difference in a decision. If

it does not affect the decision, the information is not relevant to the

decision. Relevant information will help users make predictions about the

outcome of events past, present, and future. Relevant information also

helps users to justify or correct expectations of the past, i.e., havinng the

value of feedback. To be relevant, information must also be available to

decision makers before the information losses the capacity to influence

decisions (Kieso, 2002).

3. Reliability

The information submitted by the financial statements should be free of

material misstatement, faithfully representation and also free from any

misleading for anyone who reads and uses such information

4. Comparable

The user of financial statements can compare the financial statements

between periods to identify the position and condition of the company's

financial statements. The users of financial statements may also be



comparing the financial statements of other companies to become the

benchmark and evaluate the position and condition of the company's

operations

5. Neutrality

The financial statements should be prepared for general needs

user and not for particular party so that financial statements can be used in

general.

6. Timeliness

Financial statements should be submitted as early as possible so that it can

be used as a basis for economic decision making and help to avoid the

delayed decision making for users.

7. Complete

Financial statements should be presented completely by covering

all accounting data needed by the user to assess and determine the

financial performance.

2.5 Financial Ratios

According to Ou and Panman (1989), financial statement analysis

identifies the aspects of financial statements that are relevant to investment

decisions. One goal of the analysis is to assess firm value from financial

statements. Assessing and analyzing a financial statement required financial ratio.

Financial ratios are tools used to analyze the financial statements so it can

determine the position and condition of the company and will be reported to users.

Financial ratios are useful for indicators of a firm's performance and financial



situation. Most ratios can be calculated from the information provided by the

financial statements. Financial ratios can be used to analyze trends and to compare

the firm's financials to those of other firms.

Hanafi and Halim (2009:76) explain that it is essential that the ratio

analysis can be grouped into five types of categories:

1) Liquidity Ratios

This ratio measures the ability of short-term liquidity of the company by

looking at the company's current assets relative to current liabilities.

2) Activity Ratio

This ratio looks at some assets and then determines what level of activity

of those assets at the level of activity. If activity was low in certain sales

levels it will result in increasing the amount of excess funds enshrined in

those assets. The excess funds would be better invested in other assets

more productively.

3) Solvability Ratio

This ratio measures the company's ability to fulfill its long-term liabilities.

If some corporate is not solvable, it means corporate liability is greater

than the total assets. This ratio measures the company’s long-term

liquidity and thus on the right side of the balance sheet.

4) Profitability Ratios

Profitability is the ability of a company to make a profit in a given period.

It is also explained by Hanafi (2009:83) that profitability ratio is the ratio

measures a company's ability to generate a profit on the level of sales,



assets, and certain stock capital. The profitability of a firm will affect the

policy of the investor on the investment made. The company's ability to

generate profits will be able to attract investors to invest their funds in

order to expand their business, instead of low level of profitability that will

cause investors take their funds. For the company, on the other hand, the

profitability ratio can be used as an evaluation of the effectiveness of the

management.

5) Market Ratio

The last ratio is the ratio of the market that measures the market price

relative to book value. This ratio is based on viewpoint of investors,

although the management is also interest in these ratios.

2.6 Go Public

Each private company has the opportunity to go public, which means it

sells some of its stocks to the public and list its stocks on the Stock Exchange.

According to Fahmi (2012:70), the definition of go public is the activity of

publicly traded stock or other securities deals that have been made by the issuer to

sell stocks to the public. If the company does go public, it means that the company

has decided to sell its stocks to the public and ready to be judged by the public

based procedures which are regulated by the Capital Market Law and Regulation

of Implementation. Before company goes public, it must do the public offering

process. In the public offering, the company needs to carry out internal

preparations and documents in accordance with the requirement of public

offering, as well as meeting the requirements which is set by Bapepam.



2.6.1 The purposes of Go Public

According to the guideline which is published by Indonesia Stock

Exchange with the title "Go Public" it explained that by going public, there are

many benefits that can be obtained from the company in doing go public,

including:

a. Capital Access

Many companies face the problem of funding the company’s

development, working capital and business expansion. By becoming a

public company, this problem of funding will be easier to solve because:

i. The company can sell its stocks to the public. By this way,

company can obtain a huge amount of fund all at once with a

relatively smaller cost of fund, compared to that obtained from the

bank. Besides, in the future, company can hold a secondary

offering without any limit, if it had become become a public

company.

ii. Public company has an easier access to banking. By going pubic

and having its· stocks traded in the Exchange, banking community

will be able to know the company better and put its trust on it

because they can learn company’s financial condition anytime

through the information disclosure announced by the company

through the Exchange. This condition will not only make the

process of loan easier, but it also gives an additional benefit of low



interest rate because the credit risk of a public company is

relatively smaller compared to private enterprise.

iii. Public company has an easier access to money market by issuing

short or long term bonds. Generally, buyers will prefer if the bond

issuer is a public company. By going public, company’s image and

name will be well known by the banking community. This

condition will not only help company to issue the bonds, but will

also give it the opportunity to issue them in a competitive interest

rate because the market tends to trust going public issuers than

private ones.

b. Competitive Advantage for Business Development

By going public, a company will receive a lot of competitive

advantages for business expansion in the future, for example:

i. By becoming a public company, company can has the opportunity

to invite its business partners such as suppliers and buyers to

become the stockholders. By doing so, its relationship will not only

become a business relationship, but it will grow to a deeper kind of

relationship that involves quality and loyalty. This is because as

stockholders, they feel a higher commitment to participate in

developing the company.

ii. A public company is required by many parts to continuously

improve the quality of its operational performance, such as in the

service to its customers and other stakeholders, the reporting



system and surveillance aspects. This condition will improve the

product performance of the company from day to day and open the

chance of expansion in the future. Many companies that go public

are able to maintain their business for a long period.

c. Source of Funding for Merger or Company’s Acquisition

Business development though merger or acquisition is a popular

way to improve the company’s business development. Stocks of a public

company traded in the Exchange have certain market value. Therefore,

public company, whose stocks are traded in the Exchange, will have an

easier access to gather fund needed for the merger by issuing new stocks.

d. Improving Ability of Going Concern

The ability of going concern is the ability of a company to keep

going in any condition, even in conditions that lead to bankruptcy, such as

the failure to pay the company’s debts to the third party, the rift between

company’s founders, or even the changes of the market movement. By

going public, a company will be able to maintain its business better than

private company

e. Publicity

By going public, a company is likely to receive attention from the

media and financial community. It means that the company will get free

publicity that will improve its image. A strong image of the company will

bring positive influence to the company’s development in the future. This

is very beneficial especially for smaller and medium companies because as



they go public and have their stocks traded in the Exchange, their image

will be equivalent to that of big companies with a wide scale business and

long historical experience.

f. Higher Company’s Value

By going public and having its stocks traded in the Exchange, the

valuation of the company’s value can be obtained at anytime. Every

improvement in the company’s operational and financial performance will

generally increase the price of its stocks traded in the Exchange and also

the value of the company as a whole.

2.6.2 Consequences

According to the guideline which is published by Indonesia Stock

Exchange with the title "Go Public ", there are some consequences that can be

obtained by the company in going public, including:

a) Sharing Ownership

It means that the percentage of ownership will be lessened. Many

companies that plan to go public feel worried of losing their control of the

company. Actually, it is nothing to worry about because the minimum

amount of stocks that has to be sold to the public through Initial Public

Offering (IPO) will still maintains the founders’ control of their company.

b) Subject to the Prevailing Capital Market Regulations

The capital market does issue various regulations. But basically, all those

things have the purpose to help a company to develop better in the future.

All stockholders, founders and management of the company need not to



worry about many requirements they need to fulfill because there are quite

many professional services that they can ask for help.

2.6.3 Process to Become Public Company

There are some provisions that may be applicable to public companies, but

basically these requirements are not difficult to be done by the company. Overall,

each limited company (PT) which has been operating for at least 12 months, has a

at least Rp 5,000,000,000.00 of net tangble asset with the audited financial

statements last year of obtaining Authentic Without Exception opinions from the

public accountant registered in the BAPEPAM, sold at least 50,000,000 (fifty

million) of stocks or thirty-five percent of the number of stocks issued and the

number of public stockholders of at least 500 (five hundred) party, can become a

public company whose stocks are traded in the Bourse.

To help the preparation process of all document needed, including the

process of public offering, a company has to meet an underwriter. The issuing

company may choose one or more underwriter to help and support its process of

going public.

1. The approval of stockholders through the General Meeting of

Stockholders.

2. Appointment of underwriter to help preparing all documents and arranging

marketing effort so that the Public Offering will achieve a success. A

company needs to prepare some documents needed, such as:

a. Financial Report audited by a public accountant registered in the

BAPEPAM-LK;



b. Corporate budgeting along with its amendments prepared by the

notary and approved by the competent authority;

c. Legal audit by a legal consultant registered in the BAPEPAM-LK;

d. Report from an independent appraiser, if needed;

e. Several other documents as arranged in the prevailing provisions.

2.7 Initial Public Offering (IPO)

The term IPO is the initial process of selling stocks of a company that will

do go public to the public. IPO is a change status of certain company from private

to public company. At this moment, for the first time the public has had the

opportunity to take stock of a public company. IPO is an offer activity undertaken

by the issuer to sell securities to the public by the procedures set in applicable

laws and regulations. The securities is a letter of acknowledgment of debt

securities, commercial paper, stocks, bonds, evidence of debt, units of collective

investment contracts, futures contracts on securities and any derivatives of

securities.

The company intends to sell the securities to investors, may do it in the

capital market through an initial public offering (IPO). When the company will

issue securities, company must be a public company which is listed on the

Indonesia Stock Exchange (IDX). Wardani and Fitriati (2010) stated that all

information about the company should be submitted to Bapepam and various

company documents will be checked. The company which intends to list its stocks

on IDX must meet the requirements. Initial public offering is one of the preferred

businesses to raise funds to finance the survival.



2.8 Research Framework

In determining the performance of the company, it can be seen from

analyzing financial statements. In this study the authors used profitability

financial ratios, which are net profit margin (NPM), return on asset (ROA) and

return on equity ratio (ROE). These financial ratios are used by investors to

determine the company’s performance condition

Graph 1 Research Framework

2.9 Previous Research and Hypotheses Research

This study discusses the influence of the financial performance of the

company's IPO pricing. In determining the financial performance, it usually uses

financial ratios. Financial ratios that will be investigated in this study are the Net

Profit Margin, Return on Investment and Return on Equity

1. The Influence of Net Profit Margins (NPS) on Company’s IPO Price

Net Profit Margin is the ratio between the profits after tax (EAT) with the

sales. Net Profit Margin is included in one of the profitability ratios. This ratio is

used to measure the profit generated by each sale. This ratio gives an idea of the

profit for the stockholders as a percentage of sales. Net Profit Margin can also be
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used to measure all the efficiency, production, administration, marketing, and

finance determination of price and tax management

The higher the ratio of Net Profit Margin means the profit generated by the

company is also getting bigger that will attract investors to conduct transactions

with the company concerned. Theoretically, if the company's ability to generate

earnings is greater, the company's stock price will also then increase, thus

theoretically NPM positive effect on stock returns and of course it can give an

impact to IPO’s price. A company which has high value of NPM shows good

conditions in financing performance, so it can give great opportunities in the

future that make investor attracted to invest in that company so the price of IPO

possibly increases. Syed and Amir (2012) tells that NPM has a significant impact on

the share prices which means when NPM changes it has an positive impact on the

share prices, so that NPM also gives positive impact to price of IPO. This

research is also supported by Gumelar (2004), if the value of NPM high it can be

said that financial performance of company is good, it can increase the value of

IPO.

H1: Net Profit Margins gives positive influence on company’s IPO price

2. The Influence of Return on Investment (ROI) on Company’s IPO Price

Fahmi (2012:98) explains that ROI is a ratio that measures the

effectiveness of the company which is able to generate returns on investment that

has been invested by the stockholders. ROI values can influence investor's

decision to invest in a company. If a company has a high ROI, it can show that the

company has efficient management.



The supported research conducted by Hastrida (2010) which examines the

influence of the current ratio (CR), debt to equity ratio (DER), net profit margin

(NPM), return on investment (ROI), earnings per share (EPS), price earnings ratio

(PER), return to equity on stock prices in the primary market. Samples were taken

using a census method using 46 companies who bid prices of IPO at IDX in 2006-

2008. These results clarify that the ROI has a significant impact on the IPO price.

This research is also supported by Handayani (2003) and Gumelar (2004).

According to Sari (2011) and Fitriani (2012) who do research about the influence

of financial ratio on underpricing, and the results show that ROI gives significant

effect to underpricing, because underpricing is caused by IPO’s price, so this

research can be adopted as a supported research. Every investor has the same

expectations of wanting to get high returns and expected outcomes of the capital

invested. If a company has a higher ROI then the rate of return on invested by the

stockholders will also be greater. This also affects the price of its initial stocks

because of the higher ROI then the stock price that will be offered in the primary

market will be higher as well. The conclusion was that the ROI has a positive

influence on the IPO price.

H2: Return on Investment gives positive influence on company’s IPO price

3. The Influence of Return on Equity (ROE) on Company’s IPO price

According to Fahmi (2012:98), ROE is the ratio used to assess the

company uses its resources to be able to provide a return on equity. ROE is one of

the profitability ratios as a measure of corporate performance. The research is

supported by a study conducted by Hastrida (2010) which proved result that ROE



provides a significant and positive effect on IPO price which addresses the issue

price of IPO offering at IDX in 2006-2008 and uses seven financial ratios are

current ratio (CR), debt to equity (DER), net profit margin (NPM), return on

investment (ROI), earning per ratio (EPR), return on equity (ROE), and price

earnings ratio (PER). The results of this study are ROI, EPS and ROE

significantly influence the IPO price. This research is also supported by Setiawan

(2006) who explained that the increasing and the decreasing stocks price are

affected by ROE. Bartov, Partha and Chandrakanth (2002) also conduct a similar

study which proves the influence of ROE on stock price as profitability

measurement. ROE is measured by a net income divided by total equity of the

company at the last annual financial statements before the period of IPO. With

reference to this research, with higher ROE, then the offering price will increase,

so that initial returns are to be higher.

In determining investment decisions, investors always see how far the

company's ability to manage its own capital to generate profit. When a company

has a high value of ROE, it means the company used its capital efficiently and it

can attract investors to invest because the company guarantees investors to get the

expected profit as investors’ desires by showing a good performance in

conducting its operations. The high investor’s interest of stock would lead to

higher stock prices, because of that the price of IPO of a company which will

make an offer on the primary market possibly increases, it can provide great

opportunities for generate high profit in the future. Finally, ROE is one of the

factors that affect the pricing of IPO



H3: Return on Equity gives positive influence on company’s IPO price



CHAPTER 3

RESEARCH METHOD

3.1 Research Type

According to research questions of the two previous chapters, this research

includes quantitative research because this research tends to measure phenomena

with variable accuracy and hypothesis testing.

3.2 Data Source

The source of data in this research is obtained from fact book on 2010

until 2012 and prospectus of company listed in Indonesian Stock Exchange (IDX)

in period of 2009 until 2011. Data which was taken from fact book is the list of

companies name and their IPO’s price when publishing the initial stock, while the

information of financial ratios (NPM, ROI and ROE) is taken from company’s

prospectus. These data is classified into secondary data which is obtained from

Indonesia Capital Market Electronic Library in IDX.

3.3 Research Population and Research Sample

The population in this study is companies which conducted the initial

public offering and listed on Indonesian Stock Exchange (IDX) during the period

2009-2011. The procedure in choosing samples is a census method because this

research is a study that covers all elements of the population or use the population

as a research subject.

3.4 Research Variable

Referring to hypotheses, the variables in this study are grouped into two



variables; dependent variable and independent variable.

a. Dependent variable

Dependent variable in this study is IPO’s price (Y) listed on IDX in 2009-

2011, This dependent variable is the initial stock price per share which is

measured in Indonesian rupiah.

b. Independent variable

The independent variables are the variables that allegedly

independently affect the dependent variables (Y). Those variables are

consisting of:

i. Net Profit Margin (NPM) – X1

NPM is a ratio that describes how a large percentage of revenue

generated from each sale, the greater the percentage of NMP means

that the greater opportunities for company in generating high profit.

The formula of NPM is described below:

NPM =
Net Income After Tax

Total Sales

ii. Return on Investment (ROI) – X2

This ratio is addressing how far company’s ability to generate profit

which is available for investor with all of company’s assets. If the

value of ROI is higher, it means company is more profitable and it is

followed with the increase of IPO’s price. The formula of NPM is

described below:

ROI =
Net Income After Tax

Total Assets

iii. Return on Equity (ROE)



Return on Equity measures of how well company use their equity to

generate profit, ROE is equal to a fiscal year's after-tax income divided

by book value, expressed as a percentage. It is used as a general

indication of the company's efficiency, investors usually look for

companies with high returns on equity. The formula is described

below:

ROE =
Net Income After Tax

Stockholders′ Equity

3.5 Research Analytical Method

In this section, the author intends to explain what methods are used to

analyze the data in this study.

3.5.1 Descriptive Statistic

This descriptive statistics is providing an overview or description from

both of independent and dependent variables such as the mean, standard

deviation, maximum and minimum. This section describes a quick and brief each

on independent variables and the dependent variable.

3.5.2 Classical Assumption Test

Classical assumption test was done to know the studies of variables tested

are comply with the assumptions of classical regression equation in this research

or not. Research variables are tested to meet the assumptions of classical if not

marked by the presence of autocorrelation, multicollinearity, and

heterocedastisity. Classical assumption test consists of the following tests:

a. Normality Test



According to Ghozali (2007:170) it is said that the test for normality is the

residual value of the regression equation which was normally distributed.

Testing is done to know whether the data were normally distributed or not.

A regression model is a good model if the data is normally distributed. In

this study, normality test was performed using the SPSS program

Kolmogorov Smirnov Googness of First Test. In practice, normality test

data can be retrieved hypotheses as follows:

Ho : The data came from a normal population

Ha : The data came from an abnormal population

b. Multicollinearity Test

Multicollinearity shows a linear correlation between two or more

independent variables from the regression model. Detecting the occurrence

of multicolinearity of the independent variables can be seen in the

independent variable VIF (Variance Inflation factor) and Tolerance, the

value of VIF in each independent variables must be smaller than 10 so the

regression model have no indication of multicollinearity.

c. Heterocedastisity Test

Heterocedastisity means that there is no similar variance of variables in all

research, if there is any heterocedastisity in a regression model, it can affect

the validity of result.

The steps of heterocedastisity are as follows:

Ho : There is no heterocedastisity

Ha : There is heterocedastisity



The basic decision-making are as follows:

If Sig. <0.05, then Ho is rejected

If Sig. > 0.05, then Ho is accepted

d. Autocorrelation Test

Autocorrelation is a test to determine the relationship between the errors that

appear in the data. This test aims to test the correlation between research

data which are sorted by time. If there is correlation then the problem is the

accuracy of the result. The presence or absence of autocorrelation can be

detected using the test Durbin Watson (DW).

Table 3.1
Examination of Autocorrelation with Durbin Watson Test (DW)

Zero Hypothesis Decisions If

There is no positive autocorrelation Rejected 0 < d < dl

There is positive autocorrelation No decision dl ≤ d ≤ du 

There is no negative autocorrelation Rejected 4 - dl < d < 4

There is negative autocorrelation No decision 4 - du ≤ d ≤ 4 - dl 

There is no autocorrelation, positive or
negative

No rejected du < d < 4 - du

Source: Ghozali (2007:100)

3.5.3 Multiple Linear Regression Analysis

To determine the effect of NPM, ROA, and ROE toward IPO’s price of

company, the researcher used multiple regression analysis. Equation model will

be tested in this study are:

Y=a + b1 x1 + b2 x2 + b3 x3 + e

Explanations:



Y = Stock Price

a = Constanta

b1, b2, b3 = Coefficient of regression for x1, x2, x3

x1 = NPM

x2 = ROA

x3 = ROE

e = Variable Disruptors

3.6 Hypotheses Testing

The methods of statistical analysis were used to test the hypotheses which

are the F test, T test and Determination of Coefficient (R²). The explanations are

described above:

1. F Statistic Test

Test statistic of F essentially indicates whether all the independent

variables of this research collectively affect the dependent variable.

Hypothesis is to be tested is Ho: b1 = b2 = b3 = b4 = 0. Meanwhile, the

alternative hypothesis (Ha) is Ha: b1 ≠  b2 ≠ b3 ≠  b4 ≠ 0. To test these two 

hypotheses used statistic F, by comparing the value of F-count with the F-table. F-

count can be calculated by the following formula (Sugiono, 2002):

F =
ோమ

ൗ

(ଵିோమ)
(ିିଵ)൘

Explanation:

R² : Determination Coefficient

k : Total of Independent Variable



n : Total of Observation

If the value of F-count is greater than F-table, then Ho is rejected and Ha

accepted. Another method that can be used to test the value of F is to look at the

value of the probability of significance. Testing can be done with the following

criteria:

a) Probability of significance > 0.05 : Ho accepted

b) Probability of significance < 0.05 : Ha accepted

2. T-Test

Test statistic of T is basically shows how much influence an individual

independent variable in explaining the variation in the dependent variable

(Ghozali, 2001). Hypothesis 0 (Ho) in which you want the test was Ho: bo = 0.

While the alternative hypothesis (Ha) is Ha: bi ≠ 0. How to do a t-test (Ghozali, 

2001) is to compare the value of statistical t calculate the value of t that can be

seen in table t (T-table). T value can be calculated using the following formula

(Sugiono, 2002):

t =
ఉ

ௌఉ

Explanation:

βi : Regression coefficient of the variable number-1

Sβi : Error Standard of βi 

If the value of t-count is higher than t-table, then we accept the alternative

hypothesis which states that an individual independent variable affects the

dependent variable. Another method used to calculate the t-count is to look at the



value of the probability of significance (in the SPSS output). Testing can be done

with the following criteria:

a. Probability of significance > 0.05 : Ho accepted

b. Probability of significance < 0.05 : Ha accepted

3. Determination of Coefficient (R²)

Coefficient of determination essentially measures how far the ability of a

regression model in explaining the variation in the dependent variable.

Meanwhile, according to Gujarati (1997), the coefficient of determination can be

used to determine the contribution of all independent variables (X1, X2, X3) of

the dependent variable (Y), while the remainder is explained by the independent

variables that are not incorporated into the model. R ² equation form in general

can be formulated as follows (Gujarati, 1997):

R² =
ఉଵ∑௬௫ଵ�ା�ఉଶ∑௬௫ଶା⋯ା�ఉ∑௬௫�

∑௬²

Explanation:

R² : Determination of Coefficient

Β : Coefficient of Regression 

y : Independent Variable

x : Dependent Variable



CHAPTER 4

ANALYSIS AND DISCUSSION

4.1 Research Analysis

4.1.1 Descriptive Statistic

The results of the descriptive statistics for the study variables are shown in

Table 4.1.

Table 4.1
The Result of Descriptive Test 2009-2011

Variables
No. of

Samples Minimum Maximum Mean Std. Deviation

NPM 32 -1.40 35.50 9.03 9.78

ROI 32 -0.17 19.30 6.45 5.68

ROE 32 -0.48 47.96 17.43 13.68

IPO’s Price 32 102 2100 541.62 489.75

The results of descriptive analysis from 2009 to 2011 show the minimum

and maximum values of variable IPO’s price are amounting to 102 and 2100

rupiah with the values of mean and standard deviation for 541.62 and 489.75

rupiah. In variable NPM, the results of descriptive test indicate minimum and

maximum values respectively by -1.40% and 35.50% with the value mean and

standard deviation for -9.03 and 9.78. The results of descriptive test were

generated the minimum and maximum value of ROI with the respective figures of

-0.17% and 19.30% with the values of mean and standard deviation are 6.45 and

5.68. While the results of minimum and maximum values of the descriptive test



for ROE are -0.48% and 47.96% with the values of mean and standard deviation

are amounted by 17.43 and 13.68.

4.1.2 Classical Assumption

The hypothesis test in this study is done by using multiple regression tests. In

getting the best regression model, the nature of “Unbiased Best Linear Estimator.”

Requirements classical assumptions that must be met are:

i. Distribution data should be normal.

ii. Non-multicollinearity. Between one and other independent variables in

the regression model should not be interconnected perfectly or near to

perfect.

iii. Non-heterocedasticity. The requirement that must be fulfilled in the

regression model is the absence of symptoms of heterocedasticity with

the dissimilarity of the residual variance for all observations in the

regression model.

iv. Non-autocorrelation. The errors or disturbances that enter the

regression function are not correlated.

1. Normality Test

A normally distributed is said if the data has a value of Asymptotic

Significance (p) which is greater than 0.05 (p> 0.05).

Table 4.2
The Result of Normality Test

Explanations Unstandardized Residual (P) Conclusion

Asymptotic Significance 1.000
Data is normally

distributed



According to the table 4.2 on the results of the Kolmogorov-Smirnov of

normality test on the data IPO's price, the p-value obtained is equal to 1.000 (p>

0.05), thus it can be concluded that the data was normally distributed and

qualified to do parametric test. Based on these results it can be concluded that the

data meets the assumption of normality.

2. Multicollinearity Test

In detecting the regression model, the author did multicollinearity analysis

which is performed using the Inflation Factor (VIF). Terms of the

multicollinearity is a VIF value> 10, this condition indicates there has been a

serious multicollinearity in regression model.

Table 4.3
The Result of Multicollinearity Test

a. Dependent Variable: IPO’s price

Based on the above test results multicollinearity on table 4.3, VIF values

are obtained for the independent variable NPM, ROI and ROE is smaller than 10

(NPM = 1.998; ROI = 2.891; and ROE = 2.743), so it can be concluded that there

is no serious multicollinearity in linear regression model.

3. Heterocedastisity Test

Heteroscedasticity test is used to determine whether there is any deviation of

the classical assumption that the inequality of variance heteroscedasticity of

residuals for all observations on the regression model. A prerequisite that must be

Variables
Collinearity Statistics

ConclusionTolerance VIF
NPM 0.500 1.998 There is no multicollinearity
ROI 0.346 2.891 There is no multicollinearity
ROE 0.365 2.743 There is no multicollinearity



fulfilled in the regression model is the absence of symptoms heteroscedasticity. In

this study the authors used Spearman test in testing for the heteroskedasticity

symptoms. Spearman test is done by processing the absolute value of residuals

against independent variables. A model said to be free of symptoms when

heteroscedasticity overall not statistically independent variables affects the

dependent variable.

Table 4.4
The Result of Heteroscedasticity

Variables Significance Interpretation

NPM 0.180 Homoscedasticity

ROI 0.558 Homoscedasticity

ROE 0.433 Homoscedasticity

a. Dependent Variable: IPO’s price

Based on the test results Spearman above on table 4.4, it can be seen that

the significant value of three independent variables (NPM, ROI, ROE) of more

than 0.05 ( p = 0.180; p = 0.558; p = 0.433). It can be concluded that there was no

trouble heteroscedasticity on the regression model.

4. Autocorrelation Test

In this study, using the Durbin-Watson test, the test is only used for one

level autocorrelation (first order autocorrelation).

Table 4.5
The Result of Autocorrelation

No dl du 4-du 4-dl dw Interpretation

1 value 1.2437 1.6505 2.3495 2.7563 2.110
There is no

autocorrelation
a. Independent: NPM, ROI, ROE
b. Dependent Variable: IPO’s price



Based on the results of the Durbin-Watson test in table 4.5 it was found

the value of DW is 2.110. When viewed with the Durbin-Watson table, the

values of du and dl for the total sample (n) = 32 and the number of independent

variables (k) = 3 so the value of du is 1.6505 while dl = 12437. Because value

DW is located between du (1.6505) and 4-du (2.3495) so there is not

autocorrelation.

4.1.3 Multiple Linear Regression Analysis

Regression test aims to demonstrate the influence of financial performance

(NPM, ROI, ROE) to the IPO price. Tests are done partially to each independent

variable. The result of Regression Analysis test can be seen in below:

Table 4.6
The Result of Multiple Linear Regression Analysis

Variables Coefficients t Significance Conclusions

Constant -4.188 -0.065 0.949 -
NPM 18.217 3.179 0.004 Significant
ROI 27.832 2.345 0.026 Significant
ROE 11.575 2.412 0.023 Significant
a. Dependent Variable: IPO’s price

Regression model formed an equation that shows the direction of the

relationship and the level of influence of each independent variable on the

dependent variable. Based on the results of the regression test in Table 4.6, the

regression model can be described in equation form as follows:

y = 18.217 X1 + 27.832 X2 + 11.575 X3 – 4.188 + e

Explanation:

y= IPO

X1= NPM; X2 = ROI; X3 = ROE



The explanation of the above regression model can be described as

follows:

1. NPM gives a positive effect on the IPO's price which can be seen in the

regression coefficients of NPM obtained at 18.217. These results show when

the value of NPM is increasing, assuming other variables fixed value, then the

value of the IPO's price (Y) is also increasing

2. ROI gives a positive effect on the IPO's price which can be seen in the

regression coefficients of ROI obtained at 27.832. These results show when

the value of ROI is increasing, assuming other variables fixed value, then the

value of the IPO's price (Y) is also increasing.

3. ROE gives a positive effect on the IPO's price which can be seen in the

regression coefficients of ROE obtained at 11.575. These results show when

the value of ROE is increasing, assuming other variables fixed value, then the

value of the IPO's price (Y) is also increasing.

4.1.4 Test of Hypotheses

1. T-test

T-test statistic indicates how far the influence of each independent variable

is explaining the dependent variable. Based on the test results shows regression in

Table 4.6 that can be explained as follows:

Testing the first hypothesis is a purpose to prove the influence of NPM on

the IPO’s price. The test results showed that the value of T-count is equal to 3.179

with significance value of 0.004. Based on these results, because the significance



value (p) of NMP is smaller than 0.05, so it can be concluded that the first

hypothesis has proven successfully.

Testing the second hypothesis is a purpose to prove the influence of ROI

on the IPO’s price. The test results showed that the value of t is equal to 2.345 a

with significance value of 0.026. Based on these results, because the significance

value (p) of ROI is smaller than 0.05, so it can be concluded that the second

hypothesis has proven successfully.

Testing the third hypothesis is a purpose to prove the influence of ROE on

the IPO’s price. The test results showed that the value of t is equal to 2.412 with a

significance value of 0.023. Based on these results, because the significance value

(p) of ROE is smaller than 0.05, so it can be concluded that the third hypothesis

has been proven successfully

2. F-test

According to table 4.7, the value of F is 41.517 with amount of significance is

0.000.

Table 4.7
The Result of F-test

Variables Value of F Significance
NPM, ROI, ROE 41.517 0.000

a. Dependent Variable: IPO’s price

The amount of significance is smaller than 0.05, it can be concluded that

all independent variables (NPM, ROI and ROE) affected the price of IPO.

3. Coefficient of Determination (R²)

The amount of coefficient of determination (R²) indicates the extent to

which the proportion of change can explain the variation in the independent



variable on the dependent variable changes. The greater value of the

coefficient of determination indicates that the independent variables are used

as predictors of the value of the dependent variable have high predictive

provisions. The coefficient of determination will be shown in Table 4.8 as

follows:

Table 4.8
Coefficient of Determination (R²)

Variables R
R

Square
Adjusted R

Square Conclusion

NPM
ROI
ROE

0.904 0.816 0.797
Independent variables

give effect to dependent
variable for 79.7%

According to the result of regression test on table 4.8, the coefficient of

determination (R²) is 0.797. This Result shows that independent variables give an

effect to dependent variable for 79.7%, while the remaining is 20.3% is affected

by other variables outside variables that are used in this research.

4.2 Discussion

1. First Hypothesis Discussion

Based on the test results of the third hypothesis, the study was able to

prove that Net Profit Margin (NPM) gives a positive and significant effect of the

to the IPO’s price. According to Syed and Amir (2012) tells that NPM has a

significant impact on the share prices which means when NPM changes it has an

positive impact on the share prices, so that NPM also gives positive impact to

price of IPO. The results is supported the previous research written by Gumelar

(2004). The relationship between net profits with sales shows the ability of the



management to manage the company. The high or low value of this ratio indicates

competence of management to control cost of sales, operational expenses, and

interest expense. The high value of NPM shows that company can prove that

company can effectively manage the good financial performance, which is

increasing the IPO’s price and also increasing the investors’ interest. The higher

value of NPM will cause the increasing of IPO’s price.

2. Second Hypothesis Discussion

Based on the results of the tests performed on the second hypothesis, this

research shows a significant influence of the Return on Investment to IPO’S price.

The results is successfully supported by a previous research conducted by

Hastrida (2010) and Darmaastuti (2004) which shows the significant effect of ROI

to the IPO's price. This result also explained by and Hossein and Fathi, who do

the similar research explaining that ROI give influence on stock price.

ROI is a ratio that indicates a company's financial performance in

generating net income from assets that are used for company operations. ROI is a

fundamental factor that may affect the company's IPO price. Increasing ROI

shows the better performance of the company and its shareholders will benefit

from the dividends received is also increasing.

Based on the results of regression test conducted on the second hypothesis,

this research was able to show the existence of a significant effect of ROI on the

IPO price. It can be proved that if the company has a high ROI, the operational

and financial performance is running well. This condition is the desired condition



by investors in buying the shares from Issuer Company, because investor wants to

invest in company which has a good financial performance.

3. Third Hypothesis Discussion

Based on the test results of the third hypothesis, the study was able to

prove that Return on Equity (ROE) gives a positive and significant effect on the

IPO’s price. The results is also supported previous research conducted by by

Hastrida (2010), Setiawan (2006) and Anggraeni (2004) which shows the

significant effect of ROE on the IPO’s price.

Based on the result of hypotheses testing, it was found that ROE gives A

significant effect on IPO’s price which means the increasing and decreasing of

ROE will affect IPO’s, the higher value of ROE will generate the higher price of

IPO. The high value of ROE indicates that the use of funds is efficient and

effective so company can get the higher value of net profit and also can raise the

price of IPO.

Investors have to be aware of the value of ROE which is generated by

issuer company, the high value of ROE shows that the financial performance of

company in good condition and this company can effectively manage its funds so

the company can get high profit and raise the investors’ interest to invest in that

company.



CHAPTER 5

CONCLUSION AND RECOMMENDATION

5.1 Conclusion

This research discuses the influence of financial performance on IPO’s

price which is related to the measurement of financial performance using the

ratios of profitability ratios. The aim of this research is to analyze the significance

of profitability ratios affecting IPO’s price. Profitability ratios used in this

research are net profit margin (NPM), return on equity (ROE), return on

investment (ROI).

Based on the results of the analysis in the previous chapters, the

conclusions that can be taken from this research are:

1. Based on the test results of the first hypothesis, this study proves

successfully that the net profit margin (NPM) positively affects the IPO's

price. This shows that the high value of ROE is followed by the high

profit. So in this case the investors thought that the company conducts

effectively its operations so can get the higher profits which cause the

increasing of investors’ interest. The increasing of investors’ interest can

raise the price of IPO. The conclusion NPM positively and significantly

affects the investor's decision to buy an initial stock.

2. Based on the test results of the second hypothesis, this study was able to

prove that the return on investment (ROI) positively affects the IPO's

price. This shows the company can use the profits generated to the



maximum. Income generated is used well, especially in terms of investing.

When a company can manage the investments of the investors well, the

company will get a higher return on investment and profitability levels

will also increase. This describes the condition of good long-term as

investors will invest and will certainly affect the IPO's price.

3. Based on the test results of the third hypothesis, this study enables to

prove that return on equity (ROE) positively affects the IPO's price.

Because this research shows that the high of ROE can increase IPO’s

price, when a company has a high value of ROE, it means the company

has used its capital efficiently and it can attract investors to invest because

the company guarantees to investors to manage the company well and get

the expected profit. The high investor’s interest of stock would lead to

higher stock prices, because of that the price of IPO of a company which

will make an offer on the primary market possibly increases and it can

provide great opportunities for generate high profit in the future.

5.2 Research Limitations

This study has several limitations and weaknesses that are described

below:

1. This study used a three-year period. As a result, the sample size in this

study was relatively limited, so that the results are less than the maximum

expected.



2. This study uses only independent variables that focus on three variables

(NPM, ROI and ROI) that are internal so the discussion in this study is

less extensive.

5.3 Recommendation

The result of this shows that profitability ratios are to measure the

financial performance of company used by investor to make decisions for

investing, it can be seen from the result of hypotheses testing, but it is also

possible that there are many indicators such as macroeconomic of Indonesia that

can be considered other indicators to make decisions for investing.

With a few limitations to this study, another implication for next

researcher is that the next researcher should extend period of years in the research

to ease the analysis process in order to get the strong conclusions and gain

maximum result.
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APPENDIX A

COMPANY LIST

2011

No Code Company Name NPM ROI ROE

Offering
Price
(Rp)

1 MBTO Martina Berto Tbk. 4.30% 8.03% 24.51% 740

2 GIAA
Garuda Indonesia (Persero)
Tbk. 5.70% 3.30% 31.70% 750

3 MBSS
Mitrabahtera Segara Sejati
Tbk. 35.50% 19.30% 35.70% 1600

4 TIFA Tifa Financing Tbk. 26.30% 4.90% 18.20% 200

5 STAR Star Petrochem Tbk. 3.23% 0.75% 1.26% 102

6 SMRU SMR Utama Tbk. -1.40% -0.17% -0.48% 600

7 ERAA Erajaya Swasembada Tbk. 5.00% 17.00% 21.00% 1000

8 BAJA Saranacentral Bajatam Tbk. 0.73% 0.98% 4.10% 250

9 GWSA Greenwood Sejahtera Tbk. 14.30% 4.50% 19.50% 250

2010

No Code Company Name NPM ROI ROE

Offering
Price
(Rp)

1 EMTK
Elang Mahkota Teknologi
Tbk. 3.30% 2.90% 8.40% 720

2 PTPP PP (Persero) Tbk 3.10% 4.40% 28.60% 560

3 ROTI
Nippon Indosari Corpindo
Tbk. 11.80% 17.40% 38.30% 1275

4 GOLD Golden Retailindo Tbk. 15.22% 14.55% 22.72% 350

5 SKYB Skybee Tbk. 1.16% 15.15% 18.97% 375



6 IPOL
Indopoly Swakarsa Industry
Tbk. 7.60% 5.50% 24.10% 210

7 GREN Evergreen Invesco Tbk. 0.31% 0.09% 0.13% 105

8 BUVA Bukit Uluwatu Villa Tbk. 1.00% 1.00% 2.00% 260

9 BRAU Berau Coal Energy Tbk. 10.30% 7.00% 24.40% 400

10 KRAS Krakatau Steel (Persero) Tbk. 2.90% 3.50% 8.50% 850

11 APLN Agung Podomoro Land Tbk. 4.10% 0.80% 2.70% 365

12 BRMS Bumi Resource Minerals -1.17% -0.01% 0.07% 635

13 MFMI
Multifiling Mitra Indonesia
Tbk. 20.70% 11.80% 14.50% 200

2009

No Code Company Name NPM ROI ROE

Offering
Price
(Rp)

1 AMRT Sumber Alfaria Trijaya Tbk. 2.10% 7.90% 26.70% 395

2 BPFI Batavia Prosperindo Finance 15.31% 6.10% 19.69% 110

3 INVIS Inovisi Infracom Tbk. 5.91% 3.06% 4.34% 125

4 MKPI Metropolitan Kentjana Tbk. 35.20% 12.90% 23.10% 2100

5 RINA Katarina Utama Tbk. 7.60% 2.20% 2.61% 160

6 BWPT Bumi Plantation Tbk. 23.30% 11.80% 43.90% 550

7 DSSA Dian Swastatika Sentosa Tbk. 11.35% 5.12% 9.65% 1500

8 BCIP Bumi Citra Permai Tbk. 6.38% 1.76% 2.96% 110

9 NIKL Pelat Timah Nusantara 5.00% 9.00% 28.00% 325

10 GDST Gunawan Dianjaya Steel Tbk. 2.75% 3.97% 47.96% 160



APPENDIX B

DESCRIPTIVES ANALYSIS

APPENDIX C

CLASSICAL ASSUMPTION

1. Normality Test

2. Multicollinearity Test

Descriptive Statistics

32 102,00 2100,00 541,6250 489,75502

32 -1,40 35,50 9,0275 9,78106

32 -,17 19,30 6,4525 5,67976

32 -,48 47,96 17,4309 13,68185

32

Offering Price

NPM

ROI

ROE

Valid N (listwise)

N Minimum Maximum Mean Std. Deviation

One-Sample Kolmogorov-Smirnov Test

32

,0000000

209,82137209

,062

,059

-,062

,352

1,000

N

Mean

Std. Deviation

Normal Parameters a,b

Absolute

Positive

Negative

Most Extreme
Differences

Kolmogorov-Smirnov Z

Asymp. Sig. (2-tailed)

Unstandardiz
ed Residual

Test distribution is Normal.a.

Calculated from data.b.

Coefficientsa

-4,188 64,509 -,065 ,949

18,217 5,731 ,364 3,179 ,004 ,500 1,998

27,832 11,870 ,323 2,345 ,026 ,346 2,891

11,575 4,800 ,323 2,412 ,023 ,365 2,743

(Constant)

NPM

ROI

ROE

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig. Tolerance VIF

Collinearity Statistics

Dependent Variable: IPO's Pricea.



3. Heterocedasticity Test

4. Autocorrelation Test

du= 1,6505 ; dl= 1,2437 ; du < dw < 4-du (1,6505 < 2,110 < 2,3495)

APPENDIX C

REGRESSION ANALYSIS

Correlations

1,000 ,492** ,486** -,243

. ,004 ,005 ,180

32 32 32 32

,492** 1,000 ,748** -,108

,004 . ,000 ,558

32 32 32 32

,486** ,748** 1,000 -,144

,005 ,000 . ,433

32 32 32 32

-,243 -,108 -,144 1,000

,180 ,558 ,433 .

32 32 32 32

Correlation Coefficient

Sig. (2-tailed)

N

Correlation Coefficient

Sig. (2-tailed)

N

Correlation Coefficient

Sig. (2-tailed)

N

Correlation Coefficient

Sig. (2-tailed)

N

NPM

ROI

ROE

Unstandardized Residual

Spearman's rho
NPM ROI ROE

Unstandardiz
ed Residual

Correlation is significant at the 0.01 level (2-tailed).**.

Model Summaryb

,904a ,816 ,797 220,77584 2,110

Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate

Durbin-
Watson

Predictors: (Constant), ROE, NPM, ROIa.

Dependent Variable: IPO's Priceb.

Variables Entered/Removedb

ROE, NPM,
ROI

a . Enter

Model
1

Variables
Entered

Variables
Removed Method

All requested variables entered.a.

Dependent Variable: IPO's Priceb.

Model Summaryb

,904a ,816 ,797 220,77584 2,110

Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate

Durbin-
Watson

Predictors: (Constant), ROE, NPM, ROIa.

Dependent Variable: IPO's Priceb.



ANOVAb

6070884 3 2023628,082 41,517 ,000a

1364775 28 48741,973

7435660 31

Regression

Residual

Total

Model
1

Sum of
Squares df Mean Square F Sig.

Predictors: (Constant), ROE, NPM, ROIa.

Dependent Variable: IPO's Priceb.

Coefficientsa

-4,188 64,509 -,065 ,949

18,217 5,731 ,364 3,179 ,004 ,500 1,998

27,832 11,870 ,323 2,345 ,026 ,346 2,891

11,575 4,800 ,323 2,412 ,023 ,365 2,743

(Constant)

NPM

ROI

ROE

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig. Tolerance VIF

Collinearity Statistics

Dependent Variable: IPO's Pricea.


