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Abstract. The objective of this research is to study the influence of undervaluation, free cash flow, leverage and
dispersion of ownerships toward company’s stock repurchase (An empirical study of Indonesia stock exchange
public listed companies). Many researchers have shown that the Stock repurchase is the best alternativ for the
company to recover the decrease of stock value by doing ‘buyback’ of the stock from the market which is mostly
caused by the negative sentiment, especially during the crisis. The research methodology approach has used 26
samples of manufacturing companies by using a purposive sampling method which means its sampling technique
is based on the ‘sample criteria. Samples are from the public listed companies which are listed on Indonesia
Stock Exchange (IDX) during the period of 2010-2014. The major criterion is that companies are consistently
publishing their stock repurchase announcement. In order to conduct the hypothesis test, it used a multiple lin-
ear regression analysis to analyze the influence of independent variables undervaluation, free cash flow, leverage
and dispersion of ownerships toward stock repurchase. The findings show that R-Square amount is 0.783, which
means that the independent variables have influences of 78.3% toward its dependent variable. And, F-test shows
the significant simultaneous impact of undervaluation, free cash flow, leverage and dispersion of ownerships to-
ward company’s stock repurchase. And, as per t-test only leverage, and dispersion of ownerships have a partial
influence toward company’s stock repurchase. Undervaluation, and free cash flow show negative and above sig-
nificantlevel of (a), or more than the confidence level of 95%. This study may contribute to providing an overview
of the factors of undervaluation, and free cash flow ownerships toward company’s stock repurchase in Indonesia
which can be used by the managers and shareholders decision-making and also supporting the best fundamental
preparation on stock repurchase.
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INTRODUCTION 2005). Although open market stock repurchases are in-

One form of corporate action that is already popular in for-
eign capital markets is a stock repurchase or stock buy-
back for the more popular term in the Indonesia capi-
tal market IDX. Stock repurchase of shares is stock re-
purchase by the company that published it in the open
market or through a buyback offer (Horne & Wachowicz,
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creasingly common and have recently received much pub-
licity, they are surprisingly difficult to measure (Jagan-
nathan, Stephens & Weisbach, 2000). A firm can legally
repurchase its own stock whenever it chooses without an-
nouncing its intention to do so; however, by announcing a
repurchase program the firm protects itself from liability
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under BAPEPAM regulation which currently has 2 (Two)
major rules, first, rule of Bapepam-LK Nomor X.K.1 on the
regulation of BAPEPAM No. Peraturan (1996) Keputusan
Ketua Bapepam No.Kep-86/PM/1996 about the Open in-
formation to public and second, rule of Peraturan Nomor
XI.B.2. (1998) of the regulation Keputusan Ketua Bapepam
No.Kep-45/PM/1998. Its related with to ‘Buyback’ stock
procedures which is stock repurchase should base on the
agreement of Meeting of Shareholders of public company
Rapat Umum Pemegang Saham (RUPS).

Many of the research results of stock repurchase indi-
cated that the stock repurchase would be followed by an
increase in the company's share price. It may indicate that
positive reaction was given by the market related to the
theory of information signaling (Vermaelen, 1981). It has
different conditions with the foreign companies which have
conducted many of the stock repurchase actions. Indonesia
local company has rarely to conduct the ‘buyback’ action
(Kurniawan & Moeljadi, 2013). Stock buyback program is
conducted by a corporation having the strong cash flow
and the companies running their course on stock buyback
action should have a healthy cash flow. Researchers have
indicated that stock repurchase is an important financial
policy instrument that could affect other multiple corporate
decisions, such as payout, structure of capital, investment
policies, and management compensation policies (Pacheco
& Raposo, 2007; Purnamasari & Fitdiarini, 2016). In ad-
dition, stock repurchase are becoming highly important
actions in most developed stock market (Andriosopoulos
& Lasfer, 2015; Grullon, Michaely & Swaminathan, 2002;
Ikenberry, Lakonishok & Vermaelen, 2000; Stephen & Weis-
bach, 1998). Why do firm need stock repurchase? Jensen
(1986) has commented that firms conduct the stock re-
purchase in order to distribute excess cash flow (free cash
flow). Stephens & Weisbach (1998) also have found that
stock repurchase and level conditions of company’s cash
flow have a positive relationship. Unfortunately, research
on company’s action in capital market in Indonesia capital
marKket is still limited for such kind merger research, cash
dividend, and rights issue (Kurniawan & Moeljadi, 2013)
and this research is including the topic which is carried
out only on a group of companies towards stock buyback
research topics (stock repurchase) (Bhana, 2007; Hussin,
Ahmed & Ying, 2010; Hyderabad, 2009; Kinsler & Bacon,
2008). And, only a few researches that focused on the stock
repurchase and its factors of influence are there, because
not only a limited number of companies
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perform a stock repurchase during current period of re-
search which is 2010-2014, but also lack of research fo-
cuses on the individual of the 4 (Four) factors of underval-
uation, leverage, free cash flow, and dispersion of owner-
ships having influence toward its stock repurchase. It is a
research gap and it is deemed necessary to do the research
on it. In 2008, Indeks Harga Saham Gabungan (IHSG) de-
clined until it reached 1.089 and then it was closed at 1.111
on October, 28. Negative sentiment in the Indonesia mar-
ket stock exchange has made the government focus on it.
And, Indonesia government has considered that it will need
some actions to anticipate it, and it’s purposed to calm the
market. One of its government actions was doing ‘Buyback’
towards the shares of Indonesia state owned companies
and it was considered workable to make the stock price
stable. Therefore, based on the above background, this re-
search is purposed to conduct an overview of the factors
of undervaluation, leverage, free cash flow, and dispersion
of ownerships toward company’s stock repurchase in In-
donesia which can be utilized by the investors/managers
for decision making and fortifying the best key of prepa-
ration on stock repurchase. Furthermore, this exploration
is to give a comprehension to the public, particularly to in-
vestors that the stock repurchase is legitimate and it has
been demonstrated that stock repurchase is a route for
company to recover the diminishing stock value by doing
‘buyback’ from the market which is mostly caused by the
negative sentiment from the investors, particularly during
the crisis.

LITERATURE REVIEW

Undervaluation toward Stock Repurchases
Undervalued is a kind of financial terminology which refers
to the type of security or others towards the investment that
it sells at a price considered to be below the investment's
true real value (Investopedia, 2015). Many researches have
found about the influences of undervaluation on the stock
repurchase including the research from Adel (2014) which
has explained about the theory of “market timing”. It is de-
scribed that share repurchase action is taken whenever the
firm's value is undervalued. Also, Firth & Yeung (2005) also
described that the impression of underestimated shares
and the accessibility of money surplus are turning into the
main considerations in the choice for the firms to do the
stock repurchase. Hence, the undervalue motives is a part
of the explanations for the management of a company doing
‘buyback’ in order to recover its stock’s value.
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These reviews were also validated by Brockman &
Chung (2001), Cook, Krigman & Leach (2003), and Fu,
Chung, Luk & Ng (2007) who affirmed that in the decision
of the "market timing" theory which characterizes that the
repurchase is on account using asymmetric information be-
tween the investors and managers once the firms stock is
undervalued, both investors and managers will perform the
stock repurchase. In what it concerns the moment of share
repurchase, and literature has affirmed the availability of
particular waves or cycles of this symptoms, for some differ-
entreasons and motives. One of those different reasons and
motives is when company’s stock is undervalued and then
managers will consider to repurchase as an appropriate ac-
tion, or a necessity to adjust the market price (Amelia, 2016;
Brav, Graham, Harvey & Michaely, 2005; Hosban, 2016).

Free Cash Flow toward Stock Repurchases

According to Heydary, Mirza & Javadghayedi (2014) Free
cash flow is a requirement to measure the execution of
organizations which demonstrates the measure of money
possessed by the organization after its costs keeps expand-
ing the properties and different costs required. Heydary et
al. (2014) commented that in order to increase the stock-
holder’s asset opportunities, the free cash flow is becoming
an essential thing. Therefore, in order to fulfill it, sharehold-
ers have to decide to distribute the excess of cash flow to
increase the ownership structure by doing ‘buyback’ as well
as the management has to use its free cash flow for ‘buy-
back’ to recover the undervalued stock. This has also been
supported by Jensen (1986) research that it states the com-
panies which with surplus free cash flow and less positive
investment opportunity will have issues on the agency cost;
therefore, share repurchase is a method to help minimize
the agency cost. The most popular theory about the ‘buy-
back’ phenomenon (share repurchase/stock repurchases)
is the Signaling theory (Bharucha, 2016; Hsu & Utami, 2016;
Lie, 2005; Peyer & Vermaelen, 2008). The managers have
to announce that in a positive perspective the shares are
undervalued, and the free cash flow prescribes the distri-
bution of cash-flow to shareholders for stock repurchases
instead of using itin inefficient projects (Grullon & Michaely,
2004). And, the best hypothesis related to it, is from a refer-
ence research belonging to Liang, Chan, Lai & Wang (2013)
who studied the motivational factors behind the choice to
repurchase shares as a major assets. The analysis of Liang
etal. (2013) states that the researchers pick the variables of
firm's age, its size, sales and dividends and use as principle
pointers on measuring price ratio and free cash flow ratio.

ISSN: 2414-309X
DOI: 10.20474/jabs-3.5.3

2017

The main conclusion of the study is that firms in the growth
phase take the decision to repurchase their shares/stocks
with the motivation of signaling, while many mature com-
panies choose to buyback in order to use their cash surplus
(Liang et al., 2013).

Leverage toward Stock Repurchases

Some researchers such as Dittma (2000), Ofer & Thakor
(1987), Wansley, Lane & Sarkar (1989) have found that in
order to increase the leverage of the firms one may conduct
the stock repurchases by diminishing an outstanding eq-
uity towards an ideal level that could minimize agency and
financing costs. Also, some existing studies of share repur-
chases in general, have found for positive market responses
toward its repurchase announcements. Including that the
research stated that increasing leverage might have a posi-
tive signaling motivation of management in order to decide
the ‘buyback” of company’s shares. Those research findings
are also supported by (Chan, Ikenberry, Lee & Wang, 2010;
Dann, 1981; Grullon & Michaely, 2004; Ikenberry et al.,
2000; Vermaelen, 1981). Based on the hypothesis, for some
different reasons the positive price responses could incre-
ment by utilizing such as picking up a tax advantage for
dividend substitution purposed, expanding leverage and
signaling the undervaluation of companies’ equity. Also,
Grullon et al. (2002) declared that in order to adjust the
leverage ratio, some firms may choose the contrasting op-
tion of stock repurchases.

Dispersion of Ownerships toward Stock Repurchases

There are only a few studies that expressly look at the re-
lationship between ownership structure and share repur-
chases. This in spite of the way that the start of a repur-
chase plan is a basic corporate occasion could change the
ownership composition significantly and as time goes on
it perhaps impacts the estimation of a firm through cor-
porate governance (Skjeltorp & Odegaard, 2004). Owner-
ship structure may have an effect on shareholders so as
to take control of the company. Ownership structure also
shows up likewise to be connected to stock repurchases
(Liljeblom & Pasternack, 2006). Ginglinger & L'Her (2006)
stated that the market response to the announcement of
stock repurchase programs differs with ownership struc-
ture, to such a degree that market reacts more insistently
when the firm has large foreign ownership and when no
single shareholder can overwhelm the decision making and
hence utilize repurchases for minority seizure purposed.
According to El Houcine (2013) there are a few researches
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which investigate the relationship between the ownership
structure and the company’s policy on repurchasing their
own shares. And, the aftereffects of the examination have
demonstrated that it has a positive relationship with the

managerial ownerships toward the repurchases which fur-
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thermore infers supporting the manager’s.

RESEARCH MODEL
Based on the research background and the theory above,
the research model is reflected in Figure 1.
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FIGURE 1. Research model

Research Hypothesis

Based on theory, previous studies and the research model
outlined, this study makes hypotheses to examine the rela-
tionship between variables:

H1: Undervaluation (X1), free cash flow (X2), leverage (X3)
and dispersion of ownerships (X4) have simultaneously di-
rect effect on stock repurchase (Y).

H2: Undervaluation (X1), free cash flow (X2), leverage (X3)
and dispersion of ownerships (X4) have partially direct ef-
fect on stock repurchase (Y).

TABLE 1. Qualitative research design

Methods

The object of this research is those firms that implement
Stock repurchase during 2010 until 2014, while the units
of analysis in this research are the Annual Reports and Fi-
nancial Reports of the companies that are listed on IDX and
have been audited. From those observation units, the au-
thor observes the undervaluation (XI), free cash flow (X2),
leverage (X3) and dispersion of ownerships (X4) and their
influence toward stock repurchase (Y). Those are explained
in details as shown in Table 1.

Research Variables Indicator

Item Measurement Instruments

Price to book value
ratio (P/B or MKBK)

Undervaluation (X1)

Free cash flow (X2)

Leverage (X3)

Dispersion of ownerships (X4)
Stock repurchase (Y) REP;;

Free cash flow (FCF;(;_1)) ratio
Leverage (LEV) ratio; ;1)
Dispersion of ownership (DIS); ;1)

Market value of equity-debt/

Book value of assets

Ratio FCF;(;_)/total asset

Total debt/total asset

LNCAP

Stock repurchase valueit/market equity;;_1)
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Sampling Criteria
The methodology approach of this research has used 26
samples of companies with purposive sampling method to

TABLE 2. Sample research

J. Admin. Bus. Stud.
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determine ‘sample criteria’ on public listed companies
listed in period of 2010-2014, which consistently pub-
lish their stock repurchase Announcement Report on the
database of IDX.

No Company Kode No Company Kode
1 PT. Multifiling Mitra Indonesia Tbk MFMI 14 PT. Jaya Agra Wattie Tbk JAWA
2 PT. Bank Sinarmas Tbk BSIM 15 PT. Buana Listya Tama Tbk BULL
3 PT. Krakatau Steel (Persero) Tbk KRAS 16 PT. Mitrabahtera Segara Sejati Tbk MBSS
4 PT. Indofood CBP Sukses Makmur Tbk ICBP 17  PT. Garuda Indonesia Tbk GIAA
5 PT. Golden Retailindo Tbk GOLD 18 PT. Waskita karya (Persero) Tbk WSKT
6 PT. PP (Persero) Tbk PTPP 19 PT Wismilak Inti Makmur Tbk WIIM
7 PT. Saranacentral Bajatama Tbk BAJA 20 PT. Adi Sarana Armada Tbk ASSA
8 PT. Visi Media Asia Tbk VIVA 21 PT Gading Development Tbk GAMA
9 PT. Golden Energy Mines Tbk GEMS 22 PT. MNC Sky Vision Tbk MSKY
10 PT. Indo Straits Tbk PTIS 23 PT. Tiphone Mobile Indonesia Tbk TELE
11 PT. Sidomulyo Selaras Tbk SDMU 24 PT. Multi Agro Gemilang Plantation Tbk MAGP
12 PT. Alkindo Naratama Tbk ALDO 25 PT Sarana Meditama Etropolitan Tbk SAME
13 PT. Tifa Finance Tbk TIFA 26  PT. Pelayaran Nasional Bina Buana Raya Tbk BBRM

Note. Data from companies listed in IDX (2010-2014)

Sample Research

As shown in Table 2 below is the list of sample research
of those 26 companies which are suitable with the criteria
mentioned.

DATA ANALYSIS

The data provided were analyzed by utilizing multiple lin-
ear regression analysis and Analysis of Variance (ANOVA).
Multiple linear regression analysis was managed using the
Statistical Package for Social Sciences (SPSS) version 20.0.
And, the data were extracted from the annual reports of fi-
nancial reports published by companies listed on the IDX.
In order to compute the ratios needed by each company, it
used Microsoft Excel spreadsheet. And the data would be
formatted and then exported to SPSS applications.

In order to get the assessment of the informative force
of the regression model, ANOVA was directed to examine
whether any of the independent variables had influences
on the dependent variable by utilizing the following hy-
pothesis:

Hy: p1=p2=p3=p4 =0: That undervaluation (X1), leverage
(X2), free cash flow (X3) and dispersion of ownership (X4)
have no partially significant influence toward Company’s
stock repurchases (Y).

H1: Atleast one p is not equal to zero/p should be above or
below zero: That undervaluation (X1), leverage (X2),
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free cash flow (X3) and dispersion of ownership (X4) have
partially significant influence toward Company’s stock re-
purchases (Y).

If the null hypothesis is accepted, then there is no influ-
ence of independent variables towards stock repurchases.
If the null hypothesis is rejected, then it shows influences of
independent variables toward the dependent variables of
stock repurchases.

In the regression model, to test the F value, it was dic-
tated by its noteworthy p esteem got from the SPSS PC pro-
gramming at Confidence level of 95 percent. The computed
F value mwas ascertained as taken after: Computed F value
= mean sum of squares/mean sum of error terms.

The technique utilized at appropriation and tried on the
incomplete autonomous factors to characterize which one
is significant, may utilize the following hypothesis:

Hy: p = 0: That undervaluation (X1), leverage (X2), free
cash flow (X3) and dispersion of ownership (X4) have no si-
multaneously significant influence toward Company’s stock
repurchases (Y).

H1: p # 0 : That undervaluation (X1), leverage (X2), free
cash flow (X3) and dispersion of ownership (X4) have si-
multaneously significant influence toward Company’s stock
repurchases (V).

If the null hypothesis is accepted, then there is an influ-
ence of the independent variables toward the stock repur-
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chases. If the null hypothesis is rejected, then the individ- Descriptive Analysis
ual independent variable has influences toward the stock The descriptive data analysis of the minimum, maximum,
repurchase. mean and its standard deviations is shows in Table 3.

TABLE 3. Descriptive statistics

N Minimum Maximum Mean Std. Deviation
MKBK 26 -.24 8.19 1.6532 2.10870
LEV 26 .00 .76 .2992 .22373
FCF 26 -94 .65 -.0421 .33130 S
DIS 26 11.03 13.91 12.1258 .73449
REP 26 .00010 .09180 .0171846 .02332700

VALID N (listwise) 26

Mean was found for undervaluation (MKBK) (X1) 1.6532 (SD 2.10870),
Mean for leverage (LEV) (X2) was 0.2992 (SD 0.22373), Mean for free cash
flow (FCF) (X3) was -0.0421 (SD 0.33130), Mean for dispersion of owner-
ship (DIS) (X4) is 12.1258 (SD 0.73449) and, Mean for stock repurchases

(REP) (¥) 0.0171846 (SD 0.02552700)

DISCUSSION TABLE 4. Kolmogorov-smirnov test (KS test)
Normality Test-Kolmogorov-Smirnov Test (KS Test) Statistical Test

Value Status

The Kolmogorov-Smirnov test (Chakravart & Laha, 1967) Kolmogorov-smirnovZ 0.606 Normal distributions
was used to determine whether a sample of a population Significant 0.856

comes with a specific normal distribution. This is a step Note. From SPSS version 20.0 output, 2016

function that increases by 1/N at the value of each ordered

data point. Table 3 has shown that the significant amount As we can see in Figure 2 the P-Plot has indicated that
shows 0.856 more than a 0.05 which means that it has nor- the equality of the distribution is normal. The normal prob-
mal distributions. ability plot shows a straight line, implying normality (Park,

Ribiére & Schulte, 2004).

Dependent Variable: REP
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FIGURE 2. Normal P-Plot of regression standardized
residual
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Multicollinearity Analysis
According to Batterham, Tolfrey & George (1997) this is
an issue that happens when at least one free factors has a

TABLE 5. Multicollinearity test

2017

high connection with a blend of the other autonomous fac-
tors/independent variables on a regression analysis.

Independent Variable (Dimension) (VIF) Collinearity Statistic Remarks
MKBK 1.125 Not multicoll
LEV 1.577 Not multicoll
FCF 1.059 Not multicoll
DIS 1.428 Not multicoll

Note. From SPSS version 20.0 output, 2016

Heteroschedasticity Analysis

Williams (2015) has stated that heteroschedasticity term is
actually referred to as the error terms which do not have
a constant variance (different variance). As shown in Ta-
ble 6 the significant level for each independent variables is
more than 5%. Thus, it accepts the null hypothesis that the
variance of the residuals is constant and it concludes that
heteroscedasticity does not exist. In order to detect the ex-
istences of the heteroschedasticity, it can also be inferred
from the pattern on graphical scatter plot. It shows that
there is absolutely no heteroscedastity, because its pattern
on graphical scatter plot has a completely random, equal
distribution of points throughout the range of X axis and its
spread above or under the 0 points on Y axis. As see in the
Figure 3. It shows that there is no heteroschedasticity exist-
ing, because the plots are spread throughout the graphics.

TABLE 6. Heteroschedasticity test-pearson

correlation
Abs Res
MKBK Pearson correlation -.373
Sig. (2-tailed) .061
N 26
LEV Pearson correlation -.314
Sig. (2-tailed) 119
N 26
FCF Pearson correlation -.353
Sig. (2-tailed) .077
N 26
DIS Pearson correlation 233
Sig. (2-tailed) .253
N 26

Note. from SPSS version 20.0 output, 2016
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FIGURE 3. Scatter plot of the heteroschedasticity test

Autocorrelation Assumption Test-Durbin Watson Test
The autocorrelation (Box, Jenkins, Reinsel & Ljung, 2015)
function can be utilized for the accompanying 2 goals:

1. Autocorrelation is utilized to recognize non-haphazard-
ness in data (non randomness in data).

2. Autocorrelation is utilized to recognize a suitable time
series data model of those non haphazard data.

According to Montgomery, Peck & Vining (2001) a test
for the residuals from the independent linear regression or
multiple regression is considered as an Autocorrelation as
it has been commented by them.
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TABLE 7. Durbin watson test

C. Bahri, S. E. Mahsina, A. Poniwati — The influence of undervaluation, free. . . . 242

Model R R Square

Adjusted R Square

Std. Error of the Estimate Durbin-Watson

1 .885¢ .783 741

.01297967 1.915

Note. a. Predictors: (Constant), DIS, MKBK, FCF, LEV
b. Dependent variable: REP
c. From SPSS version 20.0 output, 2016

According to Table 7 it shows that the Durbin-Watson
coefficient is 1.915. And as showing in Table of Durbin-
Watson dy, = 1.061 dan dy = 1.759 then it may consider
thatdy <d <4-dy (1.759 < 1.915 < 2.241) and it may con-
clude that the errors are negatively autocorrelated.

Regression Analysis
From the SPSS linear regression output as in Table 8, the
regression line was estimated as follows:
REP=-0.213-0.001 MKBK + 0.054 LEV - 0.004 FCF + 0.018
DIS + €

The objective of this research was to establish the re-
lationship and its influences between undervaluation (X1),
free cash flow (X2), leverage (X3) and dispersion of own-
erships (X4) toward company’s stock repurchase (Y) with
26 samples of IDX public listed companies. For achieving

this objective, two sets of tests were carried out; an F test
for testing the overall significance of the regression model
and a t test for testing the significance of the independent
variables partially in the regression model.

In this section, we present the results of our analysis,
mainly regarding the relation between undervaluation (X1),
free cash flow (X2), leverage (X3) and dispersion of owner-
ships (X4) toward company’s stock repurchase (Y). Based
on the Regression analysis using SPSS version 20.0, it's been
stated from table 6 that the Rsquare shows amount of 0.783
which means that all the dependent variables undervalua-
tion (X1), free cash flow (X2), leverage (X3) and dispersion
of ownerships (X4) have influence on the company’s stock
repurchase (V) for about 78.3%. Or, it may consider that
21.7% is influence by other factors.

TABLE 8. SPSS multiple regression analysis results

Variable

Coefficient t Sigh.

Constant

Undervaluation (X1)
Leverage (X2)

Free cash flow (X3)
Dispersion of ownership (X4)
R

R Square

F

F-Table (df1= 4, df2 = 21, a = 0.05)

Sig
T

-0.213
-0.001
0.054
-0.004
0.018
=0.885
=0.783
=18.924
=2.840
=0.000
=2.080

-0.961
3.704
-0.528
4.221

0.347
0.001
0.603
0.000

Note. Summary from SPSS version 20.0 output, 2016

Hypothesis Test-F-test

For testing to the overall significance of the regression
model, the F test was carried out to assess whether there
was a linear relationship between the independent variable
Un dervaluation (X1), free cash flow (X2), leverage (X3) and
dispersion of ownerships (X4) toward company’s stock re-
purchase (Y). ANOVA was performed to test whether any of
the independent variables has influences on the depe-ndent
variable. The results of the ANOVA are as shown in Table 9.

ISSN: 2414-309X
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The F test tested the following hypothesis:

Hj : Undervaluation (X1), leverage (X2), free cash flow (X3)
and dispersion of ownership (X4) have no simultaneously
significant influence toward Company’s stock repurchases
.

H1 : Undervaluation (X1), leverage (X2), free cash flow (X3)
and dispersion of ownership (X4) have no simultaneously
significant influence toward Company’s stock repurchases

(Y).
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TABLE 9. ANOVA results
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Model Sum of Square df Mean Square F Sig.
1 Regression .013 4 .003 18.924 .000¢
Residual .004 21 .000
Total .016 25

Note. a. Predictors: (Constant), DIS, MKBK, FCF, LEV

b. Dependent variable: REP
c. From SPSS version 20.0 output, 2016

From the ANOVA Table 9, the computed F value of
18.924 is greater than the p value of 0.000 and thus, it
means that the null hypothesis was rejected. Therefore,
it can be said that this study found a statistically significant
influence of undervaluation (XI), leverage (X2), free cash
flow (X3) and dispersion of ownership (X4) toward Com-
pany’s stock repurchases (Y). Based on above results it may
conclude that stock repurchase can still be the best option
for investors to distribute the excess fund, as we have seen
that the indicators of investors based valuation also sup-
ported this issue. This research result is in line with the
results from Elton & Gruber (1968) who commented that
some of the companies’ shareholders will prefer to choose
cash dividends and alternate stockholders might prefer to
choose the stock repurchase for their money disbursement
technique purposed. Therefore, the factors of the indepen-
dent variables undervaluation (X1), leverage (X2), free cash
flow (X3) and dispersion of ownership (X4) are still becom-
ing the best consideration for stockholders in performing
stock repurchase, thus, also supporting that the purpose of

TABLE 10 . T-test results

stock repurchase is to recover the decline of stock value. It
is supported by the research from El Houcine (2013) that
institutional investor’s ownership has positive influence to-
wards the repurchase of stocks which can likewise be clar-
ified by the reality of appropriating the accessibility of the
free cash flow in the form of repurchases as an additional
method for choices for managers to control and maintain a
strategic distance from assets extortion.

Hypothesis Test -t-test

In order to test for the significance of the independent vari-
ables, each coefficient of the independent variables was
tested individually or partially using the t test to assess
whether there was a linear relationship and its influences
on the independent variables undervaluation (X1), leverage
(X2), free cash flow (X3) and dispersion of ownerships (X4)
toward company’s stock repurchase (Y). The results from
the SPSS regression output with regard to the independent
variables are as shown in Table 10.

Unstandardized Coefficients

Standardized Coefficients

Collinearity Statistics

Model B Std. error Beta t Sig. Tolerance VIF
1 (constant) -.213 .049 -4.353 .000
MKBK -.001 .001 -.104 -.961 .347 .889 1.125
LEV .054 .015 473 3.704 .001 .634 1.577
FCF .004 .008 -.055 -.528 .603 944 1.059
DIS .018 .004 513 4.221 .000 .700 1.428

Note. a. Dependent variable: REP
b. From SPSS version 20.0 output, 2016

Hypothesis of undervaluation (X7) toward stock repur-
chases (Y)
The ¢ test tested the following hypothesis:
Hy: Undervaluation (X1) has no partially significant influ-
ence toward stock repurchase (V).
H1: Undervaluation (X1) has partially significant influence
toward stock repurchase (Y).

The sig. value of undervaluation (X1) is.347 greater than
0.05 (a 5%) and the t value shows negative -.961. Thus it

ISSN: 2414-309X
DOI: 10.20474/jabs-3.5.3

means that the null hypothesis with regard to these inde-
pendent variables was accepted. Hence, this study found
that undervaluation (X1) has partially no significant in-
fluence toward Stock Purchase (Y). The results are also
suitable with the research from Liang et al. (2013) which
stated that undervaluation of shares is not the reason why
company decides to buy back shares (share/stock repur
chases). Also, the research from D'mello & Shroff (2000)
has found that undervaluation prediction can't preclude
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the free cash flow motivation for stock repurchases. It im-
plies the presumptions that most companies actually do
‘buy back’ mostly not as a result of the undervaluation mo-
tive but simply because of the company still concerning the
dispersion of ownerships, so, the majority shareholders still
could be able to take control of the company and make the
decision.

Hypothesis leverage (X2) toward stock repurchases (Y)
The t test tested the following hypothesis:
Hy: Leverage (X2) has no partially significant influence to-
ward stock repurchases (Y).
H1: Leverage (X2) has partially significant influence toward
stock repurchases (Y).

The sig. value of leverage (X2) is .001 less than 0.05
(@ 5%) and the t value shows positively as 3.704. Thus it
means that the null hypothesis with regard to these inde-
pendent variables was rejected. Therefore, this study found
that leverage (X2) has partially significant influence toward
stock repurchases (Y). The results are also suitable with the
note of signaling model similar to the one created by Ross
(1977) who contends that of a positive signal on financial
leverage. Also, it supported the theory from Heydary et al.
(2014) that depicts the nearness of a positive relationship
between financial leverage and performance. Thus, it then
turns in to an interest factor from the stockholders to do
stock repurchases. It implies that the companies have more
intention to increase leverage in order to control the com-
pany by doing ‘buyback.

Hypothesis free cash flow (X3) toward stock repur-
chases (Y)

The ¢ test tested the following hypothesis:

Hy: Free cash flow (X2) has no partially significant influence
toward stock repurchase (Y).

H1: Free cash flow (X3) has partially significant influence
toward stock repurchase (V).

The sig. value of free cash flow (X3) is .603 greater than
0.05 (o 5%) and the t value shows negative - .528. Thus it
means that the null hypothesis with regard to these inde-
pendent variables was accepted. Hence, this study found
that free cash flow (X3) has partially no significant influ-
ence toward the Stock Purchase (Y). The results are also in
line with the research of Chan et al. (2010), which reported
the free cash flow wwas not connected to the abnormal re-
turns of its repurchase program. However it was rather
connected to choices to change the companies’ adapting
levels and signal managerial trust in future income levels.
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It might imply that the management has a strong intention
to invest the money in the operational company in order to
provide more profit and the management prefers the cash
dividend.

Hypothesis Dispersion of ownership (X4) toward stock
repurchases (Y)

The ¢ test tested the following hypothesis:

H): dispersion of ownership (X4) has no partially signifi-
cant influence toward stock repurchases (Y).

H1: dispersion of ownership (X4) has partially significant
influence toward stock repurchases (Y).

The sig. value of dispersion of ownership (X4) is .000
less than 0.05 (a 5%) and also the t value shows positively
as 4.221. Thus it means that the null hypothesis with regard
to these independent variables dispersion of ownerhips
(X4) was rejected. Therefore, this study found that disper-
sion of ownership (X4) has partially significant influences
toward stock repurchases (Y). The result are also suitable
with Skjeltorp & Odegaard (2004) which has found that the
trend for firms with a particular true objective to pronounce
their repurchase program and lead their stock repurchases
is relies upon the ownership structures. It implies that the
company is more interested in the stock repurchase to in-
crease their ownership structure of the company regarding
the objective to take control of the company and increase
the potential returns in the form of dividends.

Implications of the Hypothesis Test

The results of the research mainly of the F Test Hypothesis
create the implication that all those independent variables
still become a major attentions for the company to do the
‘buy back’ for many purposes such as a). To protect the stock
value during the crisis, as we know that during the period
of research (2010-2014) the uncertainty or global crisis
had already happened in Europe, due the debt/bankruptcy
scandals of the Greek; b). To increase the dispersion of own-
erships of the major shareholder in order to take control of
the company. But, itis still open on further research that any
others factors except those 4 (Four) independent variables
undervaluation (X1), leverage (X2), free cash flow (X3) and
dispersion of ownership (X4) which might have influences
toward the stock repurchase. And, other options except do-
ing ‘buy back’ in order to recover from the de crease of stock
value as the option of company’s action during the market
crisis or otherwise for the shareholders main objective to
take control of the company.
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CONCLUSION

This study provides a detailed examination of the influ-
ence of undervaluation, free cash flow, leverage and disper-
sion of ownerships toward company’s stock repurchase (An
Empirical Study of Indonesia Stock Exchange Public Listed
Companies). The main motivation is that stock repurchase
is an important corporate event, whose benefit is to recover
the decrease of stock value from the market which mostly
caused by the negative sentiment from the investors, espe-
cially during the crisis. The study has provided the results
that are theoretically in line. The study on F-test has found
a statistically significant influence of undervaluation (X1),
leverage (X2), free cash flow (X3) and dispersion of owner-
ship (X4) toward Company’s stock re purchases (Y). Based
on above results it may be concluded that stock repurchase
is still the best option for investors to distribute the excess

2017

fund, as we have seen that the indicators of investors based
valuation also supported this issue. This result is in line
with the results from Elton & Gruber (1968) whereas in
any corporation's there will usually be some stockholders
who will lean cash dividends and some who will incline
stock repurchase as a method of cash disbursement. Based
on the t test to assess whether there was a linear influence
of the independent variables undervaluation (XI), lever-
age (X2), free cash flow (X3) and dispersion of ownerships
(X4) toward company’s stock repurchase (Y), the study has
shown that leverage and dispersion of ownerships show
a positive and significant influence toward the company’s
stock repurchase. It is contrary to the 2 (Two) other vari-
ables which are undervaluation and free cash flow having
negative signaling toward the company’s stock repurchase.
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