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ABSTRACT

This research aims to analyze the influence of financial indicators and underwriter reputation on the
level of stock underpricing during Initial Public Offerings (IPOs) on the Indonesia Stock Exchange
(IDX). The phenomenon of underpricing has gained attention in securities market research in various
countries. This study adopts a conceptual analysis approach based on a review of existing literature.
The theory of asymmetric information also serves as the foundation for explaining the underpricing
phenomenon in IPOs. Factors include Return on Equity (RoE), Financial Leverage, Current Ratio,
Earnings per Share (EPS), Size, Proceeds, Company Age, Auditor Reputation, Underwriter, and
Industry Type. Therefore, this research aims to test the influence of financial indicators and
underwriter reputation on the level of stock underpricing in IPOs on the IDX. Consequently, the
findings from this research can be used as a basis for comparison with similar studies in other
countries. This can help in understanding the differences and similarities in the phenomenon of stock
valuation in various global capital markets.

Keywords: IPO Underpricing, Financial indicators and Underwriter reputation

INTRODUCTION

Underpricing in Initial Public Offerings (IPOs) refers to a situation where the offered price of
shares to the public during an IPO tends to be lower than the market price on the first day of
trading. This phenomenon has garnered attention in previous research in the securities markets
of various countries. Some researchers who have observed and documented this underpricing
phenomenon include Gonzélez et al. (2019), Jamaani & Alidarous (2019), Dehghan et al.
(2021), Krause et al. (2021), and Kang & Lam (2023). Underpricing in IPOs can have
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significant consequences for various parties involved in the IPO process, including the issuing
company, existing shareholders, and investors purchasing IPO shares. In this context,
researchers have conducted studies to understand the causes and impacts of underpricing. One
explanation proposed by researchers is the presence of asymmetric information between the
issuer and investors. During an IPO, the issuing company is not yet listed on the stock exchange
and has limited publicly available information. This creates uncertainty for investors, and as a
result, they may demand a discounted price as compensation for higher risks.

The phenomenon of underpricing in Initial Public Offerings (IPOs) attracts investors' attention
because it provides them with the opportunity to gain significant profits. Generally, the stock
price during an IPO tends to be valued lower than its true value or intrinsic value. This means
that investors have the chance to purchase shares at a lower price than their actual value. The
expected benefits of buying underpriced IPO shares have been the focus of attention for
researchers and investors. Several studies, such as Abdullah et al. (2019), Hartana (2019), and
Yuliani et al. (2019), have observed this phenomenon and indicated that IPOs are considered
profitable investments. Meanwhile, research conducted by Nadeem (2020) and Duong et al.
(2022) has investigated the relationship between stock prices during IPOs and the amount of
funds obtained by companies. Underpriced stock prices can trigger high interest and demand
from investors, which, in turn, increases the amount of funds obtained by the company during
the IPO. Therefore, underpriced IPO prices can benefit companies that aim to raise larger funds
for their development and growth.

To explain the phenomenon of underpricing in Initial Public Offerings (IPOs), the theory of
asymmetric information has been proposed by several experts. This theory highlights the
imbalance of information between the issuing company and underwriters, as well as between
informed investors and uninformed investors. Some experts who introduced this theory include
Baron (1982), Rock (1986), and Beatty (1989). According to the theory of asymmetric
information, when a company launches an IPO, they have better access to information about
the company's performance and future prospects compared to investors. This information may
include financial reports, business strategies, revenue projections, and other factors that affect
the company's value. On the other hand, individual investors or the general public may have
limited access to such information (Tian et al., 2019; Zhu et al., 2019; Lotito et al., 2020;
Momtaz, 2021; Pavlov et al., 2022). They have to rely on the information presented in the IPO
prospectus, which is a document containing details about the company and the share offering.
In this regard, the IPO prospectus becomes a vital source of information for investors in making
investment decisions.

Previous research has observed and identified several factors that are believed to influence the
level of underpricing in Initial Public Offerings (IPOs). Financial information factors that have
been the focus of research include Return on Equity (RoE), Financial Leverage, Current Ratio,
Earnings per Share (EPS), Size, and Proceed. The research findings indicate that companies
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with higher profitability, lower leverage, good liquidity, and larger size tend to experience lower
underpricing during an IPO. This indicates that companies with strong financial performance
and larger size have higher attractiveness to investors, resulting in their IPO stock prices tending
to approach their true value (Daniswara & Daryanto, 2020; Ugwu et al., 2020; Lim & Rokhim,
2021; Basdekis et al., 2023; Jatoi & Rasheed, 2023; Karima & Ghazali, 2023; Will &
Simorangkir, 2023). Additionally, research also shows that non-financial information factors
such as Company Age, Auditor Reputation, Underwriter, and Industry Type also influence the
level of underpricing. Companies that have been in existence for a longer period, have a good
auditor reputation, are supported by experienced underwriters, and operate in specific
industries, such as the growing technology sector, tend to experience lower underpricing.

Based on the background mentioned, the researchers are interested in conducting a study titled
"Conceptual Analysis: how Financial Indicators and Underwriter Reputation Influence the
Level of Stock Underpricing during Initial Public Offerings (IPOs) in the Indonesia Stock
Exchange (IDX)". This study aims to examine the dominant influence of these factors on the
level of stock underpricing during IPOs and is expected to contribute to the development of
knowledge in the field of accounting. Through this research, a deeper understanding of the
factors that influence underpricing in IPOs is expected to be obtained, providing valuable
insights for investors, issuing companies, and other stakeholders in making investment
decisions in the stock market. Overall, this research aims to provide a better understanding of
the factors that influence underpricing in the context of IPOs. Therefore, it is described as
follows.

LITERATURE REVIEW

To prove that Financial Leverage affects underpricing during Initial Public Offerings (IPOs),
this study aims to examine the relationship between Financial Leverage and underpricing during
IPOs. Underpricing refers to the difference between the IPO offer price and the market price
when trading begins (Bertoni et al., 2023; and Ilbasmis, 2023). The objective of this research is
to determine whether companies with higher levels of Financial Leverage tend to experience
lower or higher underpricing. In this regard, the study will test the hypothesis that Financial
Leverage influences the level of underpricing during IPOs.

To prove that Return on Investment (ROI) affects underpricing during Initial Public Offerings
(IPOs), this study aims to investigate the relationship between Return on Investment (ROI) and
underpricing during IPOs. Return on Investment (ROI) is a ratio that measures the rate of return
on an investment for a company (Thusini et al., 2022; and Fachrian & Hidayat, 2023). This
research will test the hypothesis of whether companies with higher levels of Return on
Investment (ROI) tend to experience lower or higher underpricing during Initial Public
Offerings (IPOs). The main objective of this study is to determine whether a company's Return
on Investment (ROI) can influence the level of underpricing during IPOs.
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To prove that Return on Equity (RoE) affects underpricing during Initial Public Offerings
(IPOs), this study aims to examine the relationship between Return on Equity (RoE) and
underpricing during IPOs. Return on Equity (RoE) is a ratio that measures the rate of return on
the company's equity (Li et al., 2023; and Nejjari & Aamoum, 2023). This research will test the
hypothesis of whether companies with higher levels of Return on Equity (RoE) tend to
experience lower or higher underpricing during Initial Public Offerings (IPOs). The objective
of this study is to determine whether a company's Return on Equity (RoE) can influence the
level of underpricing during IPOs.

To prove that Auditor Reputation affects underpricing during Initial Public Offerings (IPOs),
this study aims to investigate the relationship between auditor reputation and underpricing
during IPOs. Auditor reputation reflects the quality and integrity of the auditor who audits the
company's financial statements (Hamza & Ayadi, 2023; and Khuong et al., 2023). This research
will test the hypothesis of whether companies audited by auditors with higher reputations tend
to experience lower or higher underpricing during Initial Public Offerings (IPOs). The main
objective of this study is to determine whether auditor reputation can influence the level of
underpricing during IPOs.

To prove that Underwriter Reputation affects underpricing during Initial Public Offerings
(IPOs), this study aims to test the relationship between underwriter reputation and underpricing
during IPOs. Underwriter reputation reflects the quality and expertise of the underwriter in
facilitating the IPO process (Khatami et al., 2023; and Kirschbaum et al., 2023). This research
will test the hypothesis of whether companies that use the services of underwriters with higher
reputations tend to experience lower or higher underpricing during Initial Public Offerings
(IPOs). The objective of this study is to determine whether underwriter reputation can influence
the level of underpricing during IPOs. Therefore, it is formulated as follows.

H1: Financial Leverage Significantly Influences the Level of Stock Underpricing
H2: Return on Investment (Rol) Significantly Influences the Level of Stock Underpricing

H3: Return on Equity (RoE) Significantly Influences the Level of Stock Underpricing
H4: Auditor Reputation Significantly Influences the Level of Stock Underpricing
H5: Underwriter Reputation Significantly Influences the Level of Stock Underpricing

METHODOLOGY

This study is an associative research that aims to identify the relationship between the variables
under investigation. The population for this study consists of all companies that conducted
Initial Public Offerings (IPOs) in the Indonesia Stock Exchange (IDX) from 2020 to 2022,
which serves as the research sample. The sampling method used is purposive sampling, where
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the sample is intentionally selected based on specific criteria relevant to the research objectives.
Data for this study were collected through documentation from various sources, such as
financial statements, Initial Public Offering (IPO) prospectuses, and historical stock market
data. These data will then be used for statistical analysis. The data analysis technique employed
in this research is parametric statistical testing using Statistical Product and Service Solution
software version 23.0. Multiple linear regression analysis is used to test the relationship
between the research variables. Multiple linear regression is chosen because there are more than
one independent variables that will influence the dependent variable.

First, descriptive analysis will be used to provide an overview of the sample characteristics,
such as the mean, median, and standard deviation of the variables under investigation. Then, a
test of normality will be conducted to examine whether the data follows a normal distribution.
Next, classical assumption tests will be performed, including autocorrelation test to assess the
linear dependence among residuals, multicollinearity test to observe the interrelatedness of
independent variables, and heteroscedasticity test to examine the non-uniformity of residual
variances. Finally, multiple linear regression analysis will be conducted to test the relationship
between the independent variables (Financial Leverage, Return on Investment (Rol), Return on
Equity (RoE), Auditor Reputation, Underwriter Reputation) and the dependent variable
(underpricing). Multiple linear regression will provide information on the extent to which the
independent variables influence the dependent variable, as well as the statistical significance of
the relationship. By using this method, this study aims to provide in-depth statistical analysis
that supports the findings of the relationships between the variables under investigation in the
context of Initial Public Offering (IPO) in the Indonesia Stock Exchange.

RESULT AND DISCUSSION

Table 1. Descriptive Statistics

Predictor N Min Max Mean Std. Dev
Reputation_Underwriter 87 .01 2 .33 471
Reputation_Auditors 87 .01 2 .33 471
Level_Under Pricing 87 .0029 1.1251 .31 7476 .2601 951
sqrt_Debt to Equity Ratio 87 .04 3.09 1.4018 .67490
sqrt_Return on Equity 87 .04 .64 .3678 14712
sqrt_Return on Investment 87 .03 .46 .2105 .1 0248
Valid N (listwise) 87

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Based on the descriptive statistics above, the average level of underpricing in this research
sample is 31.74%. This means that based on the descriptive statistical analysis, the average
value of underpricing (the difference between the offering price and the closing price) in this
research sample is 31.74%. The lowest level of underpricing is 0.29%. This indicates that in
this research sample, there are companies with the lowest underpricing level of 0.29%,
indicating a very small price difference between the offering price and the closing price. The
highest level of underpricing is 112.51%. Conversely, in this research sample, there are also
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companies with the highest level of underpricing of 112.51%. This indicates a significant price
difference between the offering price and the closing price.

In terms of financial leverage, as formulated by the Debt to Equity Ratio (DER), the minimum
Debt to Equity Ratio (DER) of companies is 4%. In the context of analyzing financial leverage
through the Debt to Equity Ratio (DER), the company with the lowest Debt to Equity Ratio
(DER) in this research sample is the company with a percentage of 4%. This indicates that the
company has a lower proportion of debt compared to its equity. The average financial leverage,
as measured by the Debt to Equity Ratio (DER), in this research sample is 140.18%. This
indicates that the average Debt to Equity Ratio (DER) of all companies in this research sample
IS 140.18%. This figure suggests a tendency for the sampled companies to have a higher
proportion of debt compared to their equity.

In terms of profitability, as formulated by the Return on Investment (ROI), the minimum Return
on Investment (ROI) of companies is 2%. In terms of profitability analysis based on Return on
Investment (ROI), the company with the lowest Return on Investment (ROI) in this research
sample is 4%. This figure reflects a relatively low level of profit compared to the investment
made by the company. The maximum Return on Investment (ROI) achieved by a company in
this research sample is 46%. Conversely, there are companies in this research sample that
achieved a maximum Return on Investment (Rol) of 46%. This indicates a high level of profit
compared to the investment made by the company. Meanwhile, the average Return on
Investment (ROI) of the sample in this research is 21.05%. This means that the average Return
on Investment (ROI) of all companies in this research sample is 21.05%. This figure reflects
the average level of profit obtained by the companies in this research as a percentage of their
investment.

Table 2. Skewness Testing and Kurtosis

Predictor _ Skewness _ Kurtosis
Statistic Std. Error Statistic Std. Error

Sqrt_Level Underpricing 0,085 0,283 -1,053 0,559

sqrt_Debt to Equity Ratio 0,228 0,283 -0,265 0,559

sqrt_Return on Equity 0,314 0,283 -0,491 0,559

sqrt_Return on Investment -0,202 0,283 -0,157 0,559

Reputation Underwriter 0,793 0,283 -1,416 0,559

Reputation Auditors 0,793 0,283 -1,416 0,559
Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Table 3. Skewness Testing and Kurtosis

Predictor Skewness Kurtosis

Sqrt_Tingkat Underpricing 0,294 -1,881

sqrt_Debt to Equity Ratio 0,799 -0,469

sqrt_Return on Equity 1,103 -0,875

sqrt_Return on Investment -0,707 -0,278
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Reputation Underwriter 0,225 -0,791
Reputation Auditors 0,225 -0,791

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

The conclusion that can be drawn based on the above data is as follows: If skewness approaches
zero, the data distribution tends to be symmetric. On the other hand, if kurtosis has a positive
value, the data distribution has a sharper peak (steeper) than the normal distribution. If kurtosis
has a negative value, the data distribution has a flatter peak than the normal distribution. In the
research, the calculation results of skewness and kurtosis indicate that their values are between
-2 and 2. This indicates that the data distribution in the research is relatively symmetric and has
a peak steepness similar to the normal distribution. Generally, when skewness and kurtosis have
values between -2 and 2, it can be concluded that the research data has a distribution that
approaches a normal indication.

Table 3. Autocorrelation Testing
dL du 4 -duU 4 -dl DW Interpretation

Value 1,3820 1,5968 2,4030 2,6178 1,575 Happened
Autocorrelation

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

The table above shows the results of data processing using SPSS. This table is used to examine
the presence of autocorrelation in the data. Autocorrelation occurs when there is a correlation
between values in a time series or sequence of observations. Based on the Durbin-Watson value,
it can be concluded that there is autocorrelation in the data. The obtained Durbin-Watson value
(1.3820 < 1.575 < 1.5968) indicates that the data is between the lower bound (dL) and upper
bound (dU). Autocorrelation can be addressed by transforming the data and adding observation
data. The observation data, originally only for 1 year, was increased to 2 years and the data was
transformed into square root form. Data transformation is an action to change the scale or form
of data to meet certain statistical assumptions. In this case, the transformation was done by
taking the square root of each value in the data. After performing data transformation and
adding observation data, the autocorrelation test was conducted again. The results of this
autocorrelation test can be seen in the table below, which is used to determine whether the data
transformation and addition of observations successfully reduced autocorrelation in the data or
not.

Table 4. Durbin-Watson Testing
dL du 4-du 4-dl DW Interpretation

Value 1,5611 1,6751 2,3249 2,4389 1,685 Does Not Happen
Autocorrelation

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

The Durbin-Watson test result in the regression model shows a value of 1.685. This value
represents the result of the Durbin-Watson statistical calculation used to test the presence of
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autocorrelation in the regression model. The Durbin-Watson value of 1.685 falls within the
range between dU and 4-dU. In this context, the value of dU (upper bound) is 1.6751, and the
value of 4-dU is 2.3249. The range between dU and 4-dU is the area where the Durbin-Watson
value can fall without indicating significant autocorrelation in the regression model. The value
of dL (lower bound) in this context is 1.5611. By comparing the Durbin-Watson value (1.685)
with dL and dU, it can be concluded that the DW value is within the range indicating no
autocorrelation. Therefore, based on the Durbin-Watson test result, there is not enough evidence
to conclude the presence of autocorrelation in the regression model. The conclusion drawn is
that based on the Durbin-Watson test result with a value of 1.685, the value falls within a range

that does not indicate significant autocorrelation in the regression model.
Table 5. Multicollinearity Level Testing

Predictor Variance Inflation Factor Tolerance
Debt to Equity Ratio 1,705 0,589
Return on Equity 10,409 0,098
Return on Investment 10,012 0,102
Reputation Auditors 1,138 0,882
Reputation Underwriter 1,118 0,898

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

In the analysis results, it can be observed that the values for the Return on Investment (Rol) and
Return on Equity (RoE) variables have Variance Inflation Factor (VIF) values greater than ten
(> 10). Variance Inflation Factor (VIF) is used to measure the level of multicollinearity, which
refers to high correlation among independent variables in a regression model. If the Variance
Inflation Factor (VIF) exceeds 10, it indicates a significant indication of multicollinearity in the
model. Additionally, it is noted that the Tolerance value for the Return on Investment (Rol)
variable is less than 0.1, specifically 0.096. If the Tolerance value is very low, such as less than
0.1, it also indicates an indication of multicollinearity in the model.

In this case, the presence of multicollinearity issues in the regression model is detected based
on the VIF values exceeding 10 and the very low tolerance value (0.098) for the Return on
Investment (Rol) variable. To address the multicollinearity problem, several steps can be taken.
One approach is to remove one of the variables that exhibit multicollinearity issues. Another
approach is to perform data transformation. Data transformation in the form of square root is
carried out as an effort to reduce multicollinearity. Data transformation is one strategy that can
be used to mitigate multicollinearity by altering the scale or form of the data, thereby making
the independent variables more independent from each other in the regression model.

Table 6. Multicollinearity Level Testing

Predictor Variance Inflation Factor Tolerance
Debt to Equity Ratio 1,820 0,547
Return on Equity 3,038 0,327
Return on Investment 3,017 0,329
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Reputation Auditors 1,107 0,900
Reputation Underwriter 1,212 0,822

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Based on the results of the Tolerance and Variance Inflation Factor (VIF) tests in the regression
model, it can be concluded that there is no issue of multicollinearity. This is because the
Tolerance values of all independent variables are greater than 0.1, and the Variance Inflation
Factor (VIF) values are less than 10. This conclusion indicates that the variables in the
regression model are independent of each other, and there is no significant correlation among
the independent variables in the model.

Tabel 7. Glejser Test

Unstandardized Standardized
Predictor Coefficients Coefficients t Sig.
B Std Beta
(Constant) .196 .049 4.087 .000
Reputation_Underwriter -.044 033 -174 -1.348 184
Reputation_Auditors .027 .031 108 .875 .386
sqrt_Debt to Equity Ratio -.045 .028 -.256 -1.628 .190
sqrt_Return on Equity .368 .160 466 2.303 .026
sqrt_Return on Investment -.366 231 -.323 -1.591 118

a. Dependent Variable: glejser
Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Based on the results of the heteroscedasticity test using the Glejser test, it was found that the
Sig value is greater than 0.05. This indicates that statistically, there is not enough evidence to
reject the null hypothesis, which suggests the absence of heteroscedasticity in the regression
model. However, there is one variable, namely Return on Equity (RoE), whose significance is
less than 0.05. This means that Return on Equity (ROE) has a significant influence on the
independent variable in the regression model. Although Return on Equity (ROE) is statistically
significant, it does not necessarily mean that there is heteroscedasticity in the overall model. In
this context, the conclusion that can be drawn is that the occurrence of heteroscedasticity in the
regression model is very small. The Return on Equity (RoE) variable has a significant influence
on the dependent variable, but other independent variables also have a significant influence.
Therefore, the assumption of homoscedasticity can still be justified, which means that the
residual variance in the regression model remains constant.

Tabel 8. Square Root Regression Model Testing

Unstandardized Standardized
Model Prediktor Coefficients Coefficients t Sig.
B Std Beta

(Constant) .623 .095 6.518 .000

Reputation_Underwriter -.150 .063 -.288 -2.364 .020

Reputation_Auditor -.109 .060 -.209 -1.802 .075

sqrt_Debt to Equity Ratio -.002 .053 -.006 -.043 .964

sqrt_Return on Equity -.258 319 -.154 -.806 421

sqrt_Return on Investment 311 461 130 .675 .500
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a. Dependent Variable: sqrt_Tingkatunderpricing
Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Sqrt_Level_Underpricing = 0,623 - 0,002 Sqrt_Debt to Equity Ratio + 0.311 Sqrt_Return on
Investment - 0,258 Sqrt_Return on Equity - 0,109 Reputation_Auditors - 0,150
Reputation_Underwriter + e

The next step is to return the regression model from The Square Root to the initial form, while

the regression equation as follows :

Level_Underpricing = 0,389 - 0,000002 Debt to Equity Ratio + 0,097 Return on Investment -
0,067 Return on Equity - 0,0121 Reputation_Auditors - 0,022 Reputation_Underwriter + e

The constant of 0.389 in this context represents the influence or change in the dependent
variable (underpricing level) when all independent variables Debt to Equity Ratio (DER),
Return on Investment (Rol), Return on Equity (ROE), auditor reputation, and underwriter
reputation) have a value of 0 or no influence from the independent variables. In the results, it is
stated that if all independent variables have a value of zero, the underpricing level will be
0.389%. This means that when there is no influence from the mentioned factors, the expected
underpricing level will reach 0.389%. This indicates that there are other factors that affect the
underpricing level besides the mentioned independent variables. The influence of these
independent variables has not been accounted for in the constant value, and the value of 0.389%
represents the underpricing level that can be directly attributed to other factors not included in
the regression model. It is important to note that this interpretation is based on the assumption
that the regression model used is adequate and relevant to depict the relationship between the
independent and dependent variables.

The regression coefficient of Debt to Equity Ratio (DER) is -0.000002 with a significance of
96.5%, depicting the relationship between the independent variable DER and the dependent
variable underpricing level in the regression model. In this context, it is stated that if Debt to
Equity Ratio (DER) increases by 1%, the underpricing level will decrease by 0.0002%,
assuming that all other independent variables remain stable or unchanged. In this case, the
regression coefficient of Debt to Equity Ratio (DER) of -0.000002 indicates the expected
change in the underpricing level when Debt to Equity Ratio (DER) changes by 1%. The
negative sign on the coefficient indicates an inverse relationship between Debt to Equity Ratio
(DER) and the underpricing level. This means that the higher the Debt to Equity Ratio (DER),
the lower the expected underpricing level.

The regression coefficient of Return on Investment (Rol) is 0.097 with a significance of 50.1%,
depicting the relationship between the independent variable Return on Investment (Rol) and the
dependent variable (underpricing level) in the regression model. In this context, it is stated that
if Rol increases by 1%, the underpricing level will increase by 9.7%, assuming that all other
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independent variables remain stable or unchanged. The regression coefficient of Return on
Investment (Rol) of 0.097 indicates the expected change in the underpricing level when Return
on Investment (Rol) increases by 1%. The positive sign on the coefficient indicates a positive
relationship between Return on Investment (Rol) and the underpricing level. This means that
the higher the Return on Investment (Rol), the higher the expected underpricing level.

The regression coefficient of Return on Equity (RoE) is -0.067 with a significance of 42.2%,
depicting the relationship between the independent variable Return on Equity (RoE) and the
dependent variable (underpricing level) in the regression model. In this context, it is stated that
If ROE increases by 1%, the underpricing level will decrease by 6.7%, assuming that all other
independent variables remain stable or unchanged. The regression coefficient of Return on
Equity (RoE) of -0.067 indicates the expected change in the underpricing level when Return on
Equity (RoE) increases by 1%. The negative sign on the coefficient indicates an inverse
relationship between Return on Equity (RoE) and the underpricing level. This means that the
higher the Return on Equity (RoE), the lower the expected underpricing level.

The regression coefficient of auditor reputation is -0.0121 with a significance of 7.6%, depicting
the relationship between the independent variable auditor reputation and the dependent variable
underpricing level in the regression model. In this context, it is stated that if auditor reputation
increases by 1 unit, the underpricing level will decrease by 1.21%, assuming that all other
independent variables remain stable or unchanged. The regression coefficient of auditor
reputation of -0.0121 indicates the expected change in the underpricing level when auditor
reputation increases by 1 unit. The negative sign on the coefficient indicates an inverse
relationship between auditor reputation and the underpricing level. This means that the higher
the auditor reputation, the lower the expected underpricing level.

The regression coefficient of underwriter reputation is -0.022 with a significance of 2.1%,
depicting the relationship between the independent variable underwriter reputation and the
dependent variable (underpricing level) in the regression model. In this context, it is stated that
if underwriter reputation increases by 1 unit, the underpricing level will decrease by 2.2%,
assuming that all other independent variables remain stable or unchanged. The regression
coefficient of underwriter reputation of -0.022 indicates the expected change in the underpricing
level when underwriter reputation increases by 1 unit. The negative sign on the coefficient
indicates an inverse relationship between underwriter reputation and the underpricing level.
This means that the higher the underwriter reputation, the lower the expected underpricing
level.

Table 9. Multiple Linear Regression Model Testing

R R Square Adjusted R Square Std. Error of the Estimate Durbin
Watson
Predictors 436 190 291 .22858 1.685
a. Predictors: (Constant), sqrt_Return on Investment, Reputasi_auditor, sqrt_Debt to Equity Ratio,
Reputasi_underwriter, sqrt_Return on Equity
b. Dependent Variable: sqrt_Level_Underpricing
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Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Based on the multiple regression analysis results, the coefficient of determination (R”2) value
obtained from the Adjusted R"2 is 0.291 or 29.1%. This value indicates how much of the
variability in the dependent variable (stock underpricing level) can be explained by the
combination of independent variables in the regression model, namely Debt to Equity Ratio
(DER), Return on Investment (Rol), Return on Equity (RoE), Auditor Reputation, and
Underwriter Reputation. In this case, the value of 0.291 indicates that approximately 29.1% of
the variability in the stock underpricing level can be explained by the included independent
variables in the regression model. In other words, the variables Debt to Equity Ratio (DER),
Return on Investment (Rol), Return on Equity (RoE), Auditor Reputation, and Underwriter
Reputation collectively can explain about 29.1% of the variation in the underpricing level.
However, the remaining variability of 70.9% suggests that there are other factors beyond the
variables included in the regression analysis that affect the underpricing level. This indicates
that there are other variables not included in the regression model that contribute to explaining
the unexplained variation in the underpricing level by the used variables.

Table 10. ANOVA Testing

Predictors Sum of Squares df Mean Square F Sig
Regression .810 5 .162 3.100 .014
Residual 3.448 66 .052

Total 4.258 71

c. Predictors: (Constant), sqrt_Return on Investment, Reputasi_auditor, sqrt_Debt to Equity Ratio,
Reputasi_underwriter, sqrt_Return on Equity

d. Dependent Variable: sqrt_Level _Underpricing

Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

From the ANOVA test results, an F-test value of 3.100 was obtained with a significance level
of 0.014. In this context, a significance level smaller than 0.05 or 5% indicates that there is a
significant relationship between the independent variables Debt to Equity Ratio (DER), Return
on Investment (Rol), Return on Equity (RoE), Auditor Reputation, and Underwriter Reputation
collectively with the dependent variable, Underpricing Level. Based on these results, it can be
concluded that the regression model used is valid or reliable. The model can be used to predict
the underpricing level by considering the included independent variables in the model.

Furthermore, since the significance level of 0.014 is smaller than the threshold of 0.05, it can
be concluded that there is sufficient evidence to state that at least one independent variable has
a significant influence on the underpricing level. In this case, the variables Debt to Equity Ratio
(DER), Return on Investment (Rol), Return on Equity (RoOE), Auditor Reputation, and
Underwriter Reputation collectively have an influence on underpricing and possess predictive
value in the regression model. In conclusion, the regression model used is valid, and the
variables Debt to Equity Ratio (DER), Return on Investment (Rol), Return on Equity (RoOE),
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Auditor Reputation, and Underwriter Reputation collectively have an influence on the
Underpricing Level.

Table 11. ANOVA~ Testing

Unstandardized Standardized
Predictors Coefficients Coefficients t Sig.
B Std Beta
(Constant) .623 .095 6.518 .000
Reputation_Underwriter -.150 .063 -.288 -2.364 .020
Reputation_Auditors -.109 .060 -.209 -1.802 .075
sqrt_Debt to Equity Ratio -.002 .053 -.006 -.043 .964
sqrt_Return on Equity -.258 319 -.154 -.806 421
sqrt_Return on Investment 311 461 130 .675 .500

a. Dependent Variable: sqrt_Underpricing_Level
Sources: the data is processed, researchers from IBM SPSS Statistics version 25.0.

Based on the table of the analysis results of the influence of independent variables on the
dependent variable, it can be seen that out of the 5 analyzed independent variables, 4
independent variables, namely Debt to Equity Ratio (DER), Return on Investment (Rol), Return
on Equity (RoE), and Auditor Reputation, do not have a significant partial influence on the
level of stock underpricing. Only the Underwriter Reputation variable shows a significant and
negative partial influence on the level of stock underpricing. This means that in the regression
model used, the variables Debt to Equity Ratio (DER), Return on Investment (Rol), Return on
Equity (RoE), and Auditor Reputation do not individually contribute significantly to explaining
the variation in stock underpricing. This indicates that in the context of the analyzed data, these
variables do not have a strong partial influence on the level of underpricing. On the other hand,
the Underwriter Reputation variable shows a significant and negative partial influence on the
level of stock underpricing. This indicates that the underwriter's reputation has a strong
influence in reducing the level of stock underpricing. For example, companies that use the
services of underwriters with a good reputation or belonging to a certain category such as Top
5 Underwriters tend to have a lower level of underpricing.

In the context of investment decisions or stock valuation, financial leverage refers to the use of
debt by companies to finance their operations and investments. This factor can affect the risks
and returns associated with the company's stock. In the statement, although the analysis
conducted using Debt to Equity Ratio (DER) does not show a significant influence on the level
of stock underpricing, it is still important to consider this financial leverage factor in
conjunction with other variables. The importance of considering financial leverage in the
context of investment decisions or stock valuation can be seen from research conducted by
Abbas et al. (2022), Castafio et al. (2022), Ehiedu et al. (2022), Isynuwardhana & Febryan
(2022), and Salerno et al. (2019). This research indicates that financial leverage plays a
significant role in a company's financial performance and can affect the risks and returns
associated with stock investments.
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However, in the context of stock underpricing analysis, despite the lack of significant influence
from Debt to Equity Ratio (DER), as evidenced by research conducted by Harasheh & De
Vincenzo (2023), Huang et al. (2023), Paeleman et al. (2023), Yan et al. (2023), and Yandes &
Nugroho (2023), it is because financial leverage does not impact the company's capital
structure, cost of capital, and financial risks associated with the company's stock. This means
that if the capital structure of the company, which refers to the proportion between equity
(stock) financing and debt financing, does not have a significant impact, and the absence of cost
of capital as the expected rate of return by investors compensates for investment risks.
Furthermore, the financial risks associated with the company's stock may not necessarily be
influenced by financial leverage. This is because companies with high levels of debt may face
greater bankruptcy risks, which can affect stock underpricing. Therefore, monitoring the use of
debt by companies is crucial to obtaining a more comprehensive picture of the company's
financial health and the potential risks associated with its stock investments.

The partial testing results indicate that Return on Investment (Rol) does not have a significant
influence on stock underpricing. This is consistent with the findings of Capizzo & Harrison
(2023), Ferri et al. (2023), Hubagek & Sir (2023), Peters et al. (2023), and Sadik et al. (2023).
Return on Investment (Rol) may not fully reflect the intrinsic value of the company or its actual
operational performance, thus diminishing its significance in relation to stock underpricing.
Different interpretations of stock underpricing are often influenced by investors' perceptions
and expectations of the company's prospects. Return on Investment (Rol) may not directly
reflect future expectations or the growth potential of the company, which can affect investor
assessment of stock prices. Additionally, there may be other factors that have a greater influence
on stock underpricing than Return on Investment (Rol). For example, general market factors,
investor sentiment, economic conditions, or specific industry factors may have a more
significant impact on stock underpricing compared to a company's Return on Investment (Rol).

In addition, there are other indicators that can have a greater influence on stock underpricing.
In some cases, Return on Investment (Rol) has a more significant and dominant impact on stock
price movements, as found in research conducted by Almagsoosi et al. (2022), Gangadhar &
Shaikh (2021), Mun (2022), Murimi & Mungai (2021), and Omran et al. (2021). The research
findings indicate that Return on Investment (Rol) has a significant influence on stock
underpricing in certain cases. This factor can be used by investors and analysts as an important
financial performance indicator in assessing the intrinsic value of the company and predicting
future stock price movements. Therefore, it should be considered in the analysis of stock
underpricing, along with market factors, investor sentiment, economic conditions, and specific
industry factors.

Although Return on Equity (RoE) has not been proven to have a partial influence on the level
of stock underpricing in this analysis, this is consistent with the research findings of Astuti &
Djamaluddin (2021), Barros et al. (2021), Hu et al. (2021), Kumar & Shaikh (2021), and Peng
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et al. (2021). The factor of Return on Equity (RoE) does not help interpret its role in predicting
stock underpricing. The research findings indicate that Return on Equity (RoE) does not have
a direct relationship or significant influence on the level of stock underpricing. Stock
underpricing refers to a situation where the offer price of shares in an initial public offering
(IPO) is lower than the actual market price. This can occur because the issuing company wants
to attract investor interest or due to weaknesses in the IPO share pricing process.

On the other hand, Ferri et al. (2023), Katti et al. (2023), Liu et al. (2023), Meng et al. (2023),
and Wibowo et al. (2023) state that in predicting stock underpricing, Return on Equity (ROE)
can provide useful information. Stock underpricing occurs when the offer price of shares in an
Initial Public Offering (IPO) is lower than the actual market price. Investors are often attracted
to IPOs that have the potential for long-term profitability. In this case, Return on Equity (RoOE)
can provide insights into how efficiently a company generates profits for its shareholders. If a
company has a high Return on Equity (RoE), it indicates that the company is capable of
generating significant earnings compared to the invested equity. This can be an indication that
the company has strong performance and good growth potential.

In the conducted analysis, it has been found that the auditor's reputation does not have a
significant partial influence on the level of stock underpricing. However, despite not being
proven to have an influence in the analysis, the auditor's reputation still holds important value
in the context of investor trust and the credibility of the company's financial reports. These
findings support the research findings by Choi et al. (2023), Du et al. (2023), Jaffar et al. (2023),
and Lee et al. (2023), indicating that the auditor's reputation remains important in providing
confidence to investors regarding the integrity and quality of the company's financial reports.
Although not significant in the regression model used in this analysis, the recognition of the
value of the auditor's reputation by previous research indicates that the auditor's reputation is
still considered a relevant factor in assessing a company's credibility.

Meanwhile, the variable of underwriter reputation has been proven to have a partial and
significant effect on the level of stock underpricing. A good underwriter reputation, especially
if included in the Top 5 Underwriters category, can help companies reduce the level of stock
underpricing during IPO or stock offerings. This is in line with Jhawar & Seal (2023), Liao
(2023), and Yandes & Nugroho (2023), who state that a good reputation demonstrates the
credibility and reliability of underwriters in the market. Investors tend to have more trust in
underwriters with a good reputation because they are considered to have the knowledge and
expertise in evaluating and selecting stocks to be offered in IPOs.

SUMMARY

In the conducted analysis, it has been found that the auditor's reputation does not have a
significant partial influence on the level of stock underpricing. However, despite not being
JAF (Journal of Accounting and Finance), Vol.7, No.2, 2023 Page | 98

E-ISSN 2581-1088
DOI: 10.25124/jaf.v7i2.6239



Adi Gunanto

proven to have an influence in the analysis, the auditor's reputation still holds important value
in the context of investor trust and the credibility of the company's financial reports.

The variable of underwriter reputation has been proven to have a partial and significant effect
on the level of stock underpricing. A good underwriter reputation, especially if included in the
Top 5 Underwriters category, can help companies reduce the level of stock underpricing during
IPO or stock offerings.

For future research in the context of stock valuation, there are several important
recommendations to consider. Firstly, further research should be conducted to analyze the
impact of financial leverage. This may involve a more detailed study on how a company's
capital structure and the types of debt used influence stock valuation. Additionally, research
should also take into account industry-specific factors that can significantly affect stock
valuation. Exploring the role of investor sentiment in stock valuation should also be delved into
to understand how investor expectations and perceptions influence this process.

Furthermore, upcoming research can explore the relationship between financial leverage and
Return on Investment (Rol) in the context of stock valuation. An analysis of how external
factors such as global market events or regulatory changes affect stock valuation can also be a
focus area. In an era increasingly focused on sustainability, research can delve into how
financial factors interact with sustainability aspects and their impact on stock valuation.
Utilizing more advanced research methods and complex analytical techniques can provide
deeper insights. Additionally, comparing stock valuations across different countries with
varying factors and considering data quality and robust methodologies will strengthen future
research in comprehending the dynamics of stock valuation more comprehensively.
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