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Abstrak

Indonesia Capital Market has improved steadily these days. Investment in go public
companies stock listed in capital market has become attention not only to domestic investors
but also many foreign one. Indonesian listed pharmaceutical companies have shown their
endurance and performance during economic crisis. Since investor will most likely put a lot
of attention to stock price, it is also important to try to determine the variables that will affect
stock price. This research tries to examine the effect of Net Profit Margin (NPM), Operating
Profit Margin (OPM), Economic Added Value (EVA), and Earning per Share (EPS) to stock
price. The research was done in Indonesia listed pharmaceutical companies during 2008-
2011 periods. This research uses path analysis to explain the correlation between the
variables examined. The end result from path analysis 1 shows that NPM have positive effect
to EPS; EPS have positive effect to stock price; EVA in path 1 have no positive effect to stock
price, NPM have no effect to stock price; and EPS proved to be mediator variable for NPM
in giving effect toward stock price. The end result from path analysis 2 shows that OPM have
positive effect to EPS; EPS have positive effect to stock price; EVA in path 2 have no effect to
stock price, OPM have no effect to stock price; and EPS proved to be mediator variable for
OPM in giving effect toward stock price.

Keywords: NPM, OPM, EPS, EVA, stock price

l. INTRODUCTION

Indonesian Capital Market has experience growth and improvement. Stock investment
in various Indonesian go public companies has attracted not only domestic investors but also
foreign one. Stock or share can be simply defined as a sign of ownership of a company. Stock
itself has a value that is called stock price which represent the value of a company. Stock
prices in general will experience a change in either the rise or fall over time. Performance of
the company allegedly would greatly affect the stock price movement. Logically, if the
company performs well and is able to generate good profits, then it will certainly boost the
company's value which can be interpreted as maximizing the wealth of the owner of the
company. Gitman and Zutter (2012:543) states that although profit maximization does not
necessarily mean maximizing wealth, but it must be recognized that there is a relationship
between income and the value of the company.

The company's profit in a period can be distributed to shareholders or retained by the
company for the operational activities in the next period or for other various investments.



Retained earnings will generally increase the value of the company, but the decision to hold
this profit must also pay attention to whether there is an opportunity to use or invest these
funds or not. Funds reinvested will also create opportunities to generate profits for companies
in the future.

Stocks in IDX (Indonesia Stock Exchange) are grouped into nine major sectors which
are: agriculture; mining; basic industry and chemicals; miscellanous industry; consumer
goods industry; property, real estate and building construction; infrastructure, utilities and
transportation; finance; trade, services and investment. There are also sub sectores that
divides the companies into more detailed groups. The stock used and examined in this study
is the stock of companies belongs to the pharmaceutical industry which also is included basic
and chemical industry as research material.

Interest in examining the pharmaceutical industry in Indonesia is because the
companies in this industry shows good performance and can stay upright despite the global
economic crisis in 2007. Pharmaceutical companies are not even suffered a significant
damage because of the crisis and can survive until now. This study is also related to previous
research from the author which is examine the influence of Return on Assets (ROA) and
Return on Equity (ROE) to the company's Earnings per Share (EPS) and the company's stock
price which is a reflection of the value the company itself . In this research the author will
examine the effect of the Net Profit Margin (NPM), Operating profit margin (OPM),
Economic Value Added (EVA), and Earnings per Share (EPS) to the company's stock price.
OPM and NPM are considered to provide better information to explain the influence of the
profitability of the company to the stock price of the company. Stock prices is chosen with
the assumption that stock price is reflecting the value of the company. Nowadays the main
goal of the company is to maximize the wealth of the owners/shareholders of the company.
EVA is a ratio that already covers the cost of capital that is generally regarded as a really pure
net profit. This study will also examine the value of EVA in pharmaceutical companies in
Indonesia and its relationship with the company's stock price. This study is expected to
provide a clearer picture and a consideration in decision making and investments in
pharmaceutical companies that have been inspected.

1. LITERATURE REVIEW
Financial Statement Analysis

Financial statement is basically a report made by the company to report a wide range
of economic transactions from period to period. This report is in the form of historical data
and compiled into a format that is commonly used. Gitman and Zutter (2012:59) states that
there are four key financial statements which is needed as reporting requirements for
shareholders, namely : income statement balance sheet, statement of shareholders' equity,
and cash flows.

Although financial statement is made from historical data but the financial statements
can be analyzed by a variety of specific ways to produce a variety of useful information for
interested parties. For potential investor, Brigham and Houston (2010:133) states that
financial statements can be used to predict future earnings and dividends. This profit
forecasting is the real purpose of financial analysis.



Financial Ratio Analysis

One form of financial statement analysis is ratio analysis. Brigham and Houston
(2010:133) state that financial ratios are designed to help us evaluate the financial statements.
Financial ratios that are calculated from financial statements can be compared with previous
years to determine the performance of companies or can be compared with the industry ratio
to determine the company's performance compared to other companies in the same industry.

Net Profit Margin

One financial ratios examined in this study is the Net Operating Margin (NPM) ratio.
Sugiono (2009:86) states that the net profit margin shows how much the company earned net
profit. Another suggestion is from Callahan, et.al. (2011:30) states that the net profit margin
(NPM) indicates the percentage of sales remaining after paying all expenses and income
taxes.

Operating Margin

For OPM ratio, Callahan, et. al. (2011:30) stated that the Operating Profit Margin
(OPM) indicates the percentage of sales remaining after paying all expenses except income
tax.

Earning Per Share

Claymanet.al. (2008) stated that the Earning per Share (EPS) is the amount of revenue
generated in a period for each share of common stock. EPS of a company in general is
considered important by management and shareholders and reflects the amount of money that
is generated from common stock investments (Gitman and Zutter, 2010:79)

Income available for Common Stock Holders

EPS =

Number of ordinary shares matured
Or
EPS = EBIT —interast —tax ) Own Capital

Own Capital number of shares outstanding

Economic Value Added

Grant (2003:4) stated that basically Economic Value Added (EVA) theory based on
two principles: first, a company has not been truly profitable before the company is able to
produce return of invested capital that exceeds the "opportunity cost of capital™ and second,
that that wealth is created when corporate managers make positive NPV investment decisions
for shareholders.

EVA formula is as follow:
EVA = NOPAT - Cost of Capital
NOPAT = Invested Capital x ROIC



Cost of Capital = Invested Capital x WACC
ROIC = Return on Invested Capital
WACC = Weighted Average Cost of Capital

Brigham and Houston (2010:165) states that EVA is different from traditional
accounting measure of profits due to the EVA is explicitly not only consider the cost of debt,
but also the cost of equity. This means that the use of EVA also pay attention to capital
structure, and can be used to identify activities or projects that provide a higher return than
the cost of capital. Brigham and Houston (2010:165) states that EVA depends on three
factors: the rate of return as reflected in the ROE; risks that will affect the cost of equity, and
size which is measured by equity used. Because EVA requires a more complete calculation
with various estimations, not all companies are able to use the EVA calculation.

Stock/share can be simply interpreted as a sign of ownership of a company. Stock
itself consists of several kinds including common stock and preferred stock. Performers of
investing activities in stock are called investors. Weston and Brigham (1993) stated that the
stock price is the price at the time of the stock sold in the market. Stock price is generally
regarded as a measure that reflects the value of a company. The stock price will generally
undergo changes from time to time. Investors who intend to invest the funds will certainly put
attention to the movement of the stock price to ensure that the investment does not suffer loss
or even better can obtain the expected profit. There is ample factors that affect stock prices.
The internal factor is the performance of the company itself which logically will affect the
stock price of a company. But beyond that there is also the possibility of other factors that
could affect the stock price of a company. Tandelilin (2010) states that the stock price is a
reflection of investors' expectations of the factors of earnings, cash flow, and the rate of
return from required by investors. These three factors are also greatly influenced by macro-
economic performance.

I1l. RESEARCH METHODS

Research Object

This study was conducted with the object of research is the go public pharmaceutical
industry companies listed in Indonesia Stock Exchange during the period 2008 to 2011.

Types of Research

This study, based on its explanation level can be defined as associative research.
Riduwan (2008:165) states that associatives is a problem that link or influence between two
or more variables. This study was included in the study simmetrical associative and causal.
Riduwan (2008:165) states that the simetrical relationship is a relationship that is
characterized by togetherness between two or more variables, whereas the causal relationship
is a relationship that is characterized by affecting action between two or more variables.

This study was made to test the hypothesis by using historical data; the hypothesis is
formulated by using the theory, empirical research, or exploratory studies (Suliyanto,
2005:67).



Data Collection Method

Data collection methods are techniques or methods that can be used by researchers to
collect data (Riduwan, 2008:51)

The method used here to collect data is done by collecting documentation data.
(Secondary data collection techniques) and data collected is relevant to this study. Other
method used here to support the theory is analytical strategis using the financial statements of
the companies in the industry. These financial statements are examined and processed using
SPSS.

This study also used purposive sampling method. The method is a sampling technique
used by researcher if the researcher has specific considerations in the determination of sample
collection or can be said sample are taken for a particular purpose (Riduan, 2008:20).

Certain Criteria is set out in the stock sample selection. The sample used was a sample
of stock in the pharmaceutical industry with data collection from the period 2010 to 2011.
Companies that are taken into the sample are companies that have been listed in IDX as the
go pulic companies for at least 5 years and have been audited. The data used is the historical
data which is yearly financial statement of companies that have been audited and published.

Method of Data Analysis and Research Paradigm

Classic assumption test has become requirement that must be implemented to support
the accuracy of subsequent statistical tests. The classic assumption made in this study is
multicollinearity test, autocorrelation test, and heteroscedasticity test. After a series of these
early tests, then the regression analysis can be performed in order to determine how the
relationships of NPM variables, OPM, EVA, and EPS to stock price.

Besides those analyses, path analysis is also conducted in order to determine how
NPM, OPM, EVA, and EPS variables deliver its impact to company stock proce.

It also conducted a path analysis to determine how the variables NPM, OPM, EVA,
and EPS provide / deliver impact to the company's stock price. The objective of the analysis
is to describe the pathway due to direct or indirect cause of several variables, against some of
the other variables selected as the variable result. Here is the track correlation developed as a
research paradigm

EVA

EPS >

/ Price
OoPM

NPM —
Stock "

Figure 1
Path Analysis Research Paradigm



From the picture above it is seen that this research will also test the role of EPS
variables as mediating variable for variable NPM or OPM in giving its effect to the
company's stock price. From this paradigm is then defined two pathways in path analysis
such as:

EVA
NPM > EPS » Stock Price |«

Figure 2

Path Analysis 1 Research Paradigm

EVA
OPM > EPS »{ Stock Price |«

Figure 3

Path Analysis 2 Research Paradigm

Hypothesis

Riduwan (2008:163) states that hypothesis is a temporary answer or alleged to be
tested again truth. While the research hypothesis is the working hypothesis which is
formulated to address the problem by using existing theories related/relevant to the research
problem and not yet based on facts and real field data support (Riduwan, 2008:163).



The hypothesis that will be used by the authors in this study is causal hypothesis
which states the relationship between variables where one variable changes will or can cause
changes in another variable.

Based on the formulation of the problem and based on framework developed by the
authors, hypotheses are formulated in the form of associative hypothesis. Riduwan
(2008:168) states that the associative hypothesis is formulated to provide an answer to the
problem which is characterized by relationship. In accordance with other research then the
author made the causal associative hypothesis. The formulation of this hypothesis is as
follows:

H1: NPM has positive effect on EPS

H1: EPS has a positive effect on stock prices

H1: EVA has positive effect on stock prices (path analysis 1)

H1: NPM has a positive effect on stock prices

H1: EPS acts as a mediating variable for the effect of NPM to stock prices
H1: OPM has positive effect on EPS

H1: EPS has a positive effect on stock prices

H1: EVA positive effect on stock prices (path analysis 2)

H1: OPM has positive effect on stock prices

H1: EPS acts as a mediating variable for the effect of OPM on stock prices

o Se@ e a0 o

IV. RESULT AND DISCUSSION

The data analyzed is a financial statement data that is on the annual balance sheet and
income statement that ends on each December 31. After doing a search on the ratio of NPM,
OPM, and EVA and added with the ratio of EPS and stock price then the next step is to
perform statistical tests as described earlier. From the analysis conducted statistical
descriptions are obtained and it shows:

Table 1. Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Stock Price 54 50.00 152000.00 18272.7593 36585.45315
EVA 54 -08048.3300| 1049667.0000 | 64367.149815| 199945.8633761
OPM 54 -.1031 4713 .134581 1234130
NPM 54 -.0930 .3512 .094420 .0968611
EPS 54 -7061.2100 14162.6400 1638.397130 4094.7962710
Valid N (listwise) 54

From the above table it is known that the number of samples are 54 and shows the
minimum value, maximum value and average value of each variable. Because the sample is
derived from a variety of different companies, it shows big difference from minimum and
maximum value from each examined variables.



Here are discussed the results of the analysis of the first path analysis:

EVA -0.031
(0.810)
0.887
(0.000)
NPM > EPS »| Stock Price |«
0.666
(0.021)
-0.207
(0.462)
Figure 4. Alternative Result of Path Analysis 1 Model
Table 2. First Path Analysis Model Equation
Model [Model Equation R-square |Z(error) |Sumber
1 [EPS=f(NPM) 0.786| 0.462601|Appendix 5
2 |Stock Price = f(NPM, EPS, EVA) 0.246| 0.868332|Appendix 6

Table 3. Dirrect Effect and Indirect Effect of Path Analysis 1

Types of Effect Variables Dirrection Stand. Beta Effect
Direct Effect EVA --> Stock Price -0.031 0.031
Direct Effect NPM --> Stock Price -0.207 0.207
Indirect Effect NPM --> EPS --> Stock Price [0.887*0.666 0.590742

From the results shown in figure 4 (the first path analysis) indicated that the
pharmaceutical companies that are examined shows EPS acts as a mediating variable, due to
the indirect effect (NPM - Stock Price > EPS) is greater than the direct effect ( NPM >
Stock Price). This means that this path is accepted as the correct path and then the next step is

to examine hypotheses pertaining to the first path analysis.

The Test results conducted to the pharmaceutical companies examined showed that
NPM has positive effect on EPS which is equal to 78 percent (H1 is accepted), but the results
of hypothesis testing showed that the NPM has no direct effect to stock prices but give its
effect to the stock price by first giving effect to mediation variable EPS. Then EPS variable
give positive effect to stock prices. (H1 is accepted). While EVA variables do not have a
positive effect to stock prices (H1 rejected). NPM variables also had no effect on stock prices

(H1 rejected).




Table 4. Summary of First Path Analysis Hypothetical Test

Research Model

Hypothesis Estimation Result Conclusion
H1;: NPM has positive effect to | bl =0.887 H1 is supported by test result
EPS .
Sig. b1 =0.000
H1,: EPS has a positive effect to | b2 = 0.666 H1 is supported by test result
stock prices ]
Sig. b2 =0.021
H1;: EVA has positive effect to | b3 =-0.0.31 H1 is not supported, EVA has no
stock prices (path analysis 1 ositive effect to stock price
P P ysis 1) Sig. b3=0.810 P P
H1,: NPM has a positive effect to | b4 =-0.207 H1 is not supported, NPM has
stock prices ] no effect to stock price
Sig. b4 = 0.462
H1ls: EPS acts as a mediating | b1*b2 > |b4| H1 is supported by test result,
variable for the effect of NPM to EPS act as mediation variables
0.5907 > 0.207

stock prices

for NPM effect to stock price.

Furthermore the second path analysis will be discussed as follows:

EVA 0.006
(0.963)
0.909
(0.000)
OPM > EPS —»| Stock Price |«
0.977
(0.002)
-0.542
(0.078)

Figure 5. Alternative Result of the Second Path Analysis Model




Table 5. Second Path Analysis Equation Model

Model [Model Equation R-square |Z (error) [Sumber
1 |EPS =f(OPM) 0.909| 0.301662|Appendix 7
2 [Stock Price = f(OPM, EPS, EVA) 0.246| 0.868332|Appendix 8

Table 6. Direct Effect and Indirect Effect of Path Analysis 2

Types of Effect Variables Direction Stand. Beta Effect
Direct Effect EVA --> Stock Price 0.006 0.006
Direct Effect OPM --> Stock Price -0.542 0.542
Indirect Effect OPM --> EPS --> Stock Price [0.909*0.977 0.889002

From the results shown in Figure 5 (the second path analysis) indicated that the
pharmaceutical companies that are inspected, EPS turns out to act as a mediating variable,
due to the indirect effect ( OPM > EPS - Stock Price ) is greater than the direct effect
( OPM -> Stock Price). This means that the second path is accepted as the correct path and
then continued by examining hypotheses pertaining to the second path analysis.

Test results of pharmaceutical companies examined showed that OPM has positive
effect to EPS which is equal to 90 percent (H1 is accepted), but the results of hypothesis
testing showed that OPM has no direct effect to stock prices but giving its effect to the stock
price by first passing the mediation variable EPS. EPS then has positive effect to stock prices
(H1 accepted). While variable EVA gives no effect to stock prices (H1 rejected). OPM has no

effect to stock prices (H1 rejected).

Table 7. Summary of Second Path Analysis Hypothetical Test

. Research Model .
Hypothesis Estimation Result Conclusion

H1;: OPM has positive effect to | bl =0.909 H1 is supported by test result
EPS .

Sig. b1 =0.000
H1,: EPS has poaitive effect to | b2 =0.977 H1 is supported by test result
stock prices ]

Sig. b2 = 0.002
H1;: EVA has positive effect to | b3 = 0.006 H1 is not supported, EVA has
stock prices ) no positive effect to stock price

Sig. b3 =0.963
H1,: OPM has positive effect to | b4 =-0.542 H1 is not supported, OPM has
stock prices ] no effect to stock price

Sig. b4 =0.078
H1ls: EPS acts as a mediating | b1*b2 > |b4| H1 is supported by test result,
variable for the effect of OPM to EPS act as mediation variables

- 0.888 > 0.542 :

stock prices for OPM effect to stock price.
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The results showed that in the pharmaceutical companies that are examined, NPM
variables, OPM, EPS and EVA can be used to predict the value of the company as reflected
by its stock price so these varoables are important for making investment decisions and for
management to achieving the goal of maximizing shareholder wealth.

CONCLUSION

In the pharmaceutical companies examined which is listed on the Stock Exchange in
the period 2008-2011, there are several findings such as:
e In the first path analysis NPM has positive effect to EPS. This means that an increase
in NPM variables will result in an increase in EPS.

e In the first path analysis EPS has positive effect to stock prices. This means that the
increase in EPS will result in an increase in stock price.

e In the first path analysis EVA has no positive effect to stock prices. This means that
the increase in EVA will actually followed the decline in stock prices.

e In the first path analysis NPM has no effect to stock prices.

e In the first path analysis EPS proved to act as a mediating variable for the effect of
NPM to stock prices. The fact that NPM does not give direct effect to the stock price
is because in the pharmaceutical companies examined there are other influences
outside the examined variables that affect the company's stock price.

e In the second path analysis OPM has positive effect to EPS. This means that an
increase in NPM variables will result in an increase in EPS.

¢ In the second path analysis EPS has positive effect to stock prices. This means that the
increase in EPS will result in an increase in the stock price.

e In the second path analysis EVA has no effect on stock prices. This is because stock
prices are affected by other variables outside EVA

e In the first path analysis OPM has no effect on stock prices. This is because stock
prices are affected by other variables outside OPM.

e In the first path analysis EPS proved to act as a mediating variable for the effect of
OPM to stock prices. The fact that OPM does not give direct effect to the stock price
is because in the pharmaceutical companies examined there are other influences
outside the examined variables that affect the company's stock price.

This study still has some limitations. One of them is the variables examined is limited
the profitability ratios NPM, OPM, EVA and EPS, while there is a possibility of other ratios
that affect the stock price changes. In previous studies conducted by the author, other
variables such as Return on Assets (ROA) and Return on Equity (ROE) are used as the
independent variables. Still there are many other variables that may affect the company's
stock price which is not observed such as capital structure decisions, liquidity, etc. Then the
calculation is also carried out by factors related to accounting while of course there are still
factors beyond the company's finances such as the rate of inflation, the political conditions of
a country, etc. which may affect the stock price. However, this research is expected to at least
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provide input and a clearer picture of the factors that will affect the value of a company
which is reflected in its share price.
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APPENDIX 1. SPSS Output Result for Regression Model Equation

EPS =f (NPM)
Variables Entered/Removed”
Variables Variables
Model Entered Removed Method
1 NPM? Enter
a. All requested variables entered.
b. Dependent Variable: EPS
Model Summary
Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .887°% .786 .782 1910.9798556
a. Predictors: (Constant), NPM
ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression 6.988E8 1 6.988E8 191.348 .000%
Residual 1.899E8 52 3651844.009
Total 8.887E8 53
a. Predictors: (Constant), NPM
b. Dependent Variable: EPS
Coefficients®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -1901.141 364.830 -5.211 .000
NPM 37487.022 2709.996 .887 13.833 .000

a. Dependent Variable: EPS

14



APPENDIX 2. SPSS Output Result for Regression Model Equation
Stock Price = f (NPM, EPS, EVA)

Variables Entered/Removed”

Variables
Model Variables Entered Removed Method
1 EVA, EPS, NPM Enter
Model Summary
Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .496° .246 .201 32709.98708

a. Predictors: (Constant), EVA, EPS, NPM

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression 1.744E10 3 5.814E9 5.434 .003?
Residual 5.350E10 50 1.070E9
Total 7.094E10 53
Coefficients?®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 16290.179 7713.508 2.112 .040
NPM -78348.100 105651.244 -.207 -.742 462
EPS 5.950 2.489 .666 2.391 .021
EVA -.006 .024 -.031 -.242 .810

a. Dependent Variable: Stock Price
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APPENDIX 3. SPSS Output Result for Regression Model Equation

EPS = f (OPM)
Variables Entered/Removed”
Variables Variables
Model Entered Removed Method
1 oPM? Enter
a. All requested variables entered.
b. Dependent Variable: EPS
Model Summary
Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .909° .826 .823 1722.3230651
a. Predictors: (Constant), OPM
ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression 7.344E8 1 7.344E8 247.579 .000?
Residual 1.543E8 52 2966396.740
Total 8.887E8 53
a. Predictors: (Constant), OPM
b. Dependent Variable: EPS
Coefficients®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -2420.968 348.556 -6.946 .000
OPM 30162.877 1916.973 .909 15.735 .000

a. Dependent Variable: EPS
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APPENDIX 4. SPSS Output Result for Regression Model Equation
Stock Price = f (OPM, EPS, EVA)

Variables Entered/Removed”

Model

Variables Entered

Variables

Removed

Method

1

EVA, EPS, OPM

Enter

a. All requested variables entered.

b. Dependent Variable: Stock Price

Model Summary

Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .533% .284 241 31871.18074

a. Predictors: (Constant), EVA, EPS, OPM

ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression 2.015E10 3 6.717E9 6.613 .001°
Residual 5.079E10 50 1.016E9
Total 7.094E10 53
a. Predictors: (Constant), EVA, EPS, OPM
b. Dependent Variable: Stock Price
Coefficients?®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 25531.006 8992.058 2.839 .007
OPM -160656.029 89174.169 -.542 -1.802 .078
EPS 8.725 2.682 977 3.253 .002
EVA .001 .023 .006 .046 .963

a. Dependent Variable: Stock Price
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