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INDEXING ABSTRACT

Keywords: This study seeks to examine the influence of profitability and liquidity on
Keyword 1; Profitability stock returns in PT. The study method utilized is a quantitative approach,
Keyword 2; Liquidity specifically employing multiple linear regression analysis. To The stock
Keyword 3; Stock return return variable is calculated by determining the difference between the

current year's stock price and the previous year's stock price, thereafter
dividing this difference by the prior year's yearly price. The profitability
variable is assessed using ROA, while the liquidity variable is evaluated using
CR. This research was conducted on PT. Kimia Farma Tbk, utilizing the
yearly financial reports from the IDX for the period 2019-2023. The study's
findings demonstrated that neither profitability nor liquidity characteristics
significantly influenced stock returns. And simultaneously the profitability
and liquidity variables do not significantly affect stock returns, as their
significance values are negligible. Consequently, variations in profitability
and liquidity quality do not influence the company's stock return rate.
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INTRODUCTION

The capital market serves as a venue for corporations to procure funds, facilitating
direct financing of their operations by issuing shares to the public on the stock exchange,
sometimes referred to as going public (Pilbeam, 2018). Capital structure optimization is a
critical and intricate domain within company financial management, as performance
success, viability, and future sustainability hinge on financing decisions (Kontus$ et al.,
2023). The capital market in Indonesia has evolved swiftly, establishing itself as a vital
investment entity that substantially contributes to economic growth. Stock market investors
unequivocally seek to achieve earnings and returns (Yanita Sanjaya and Maulida, 2022).
Investors in the capital market require both fundamental and technical information.
Technique Technical knowledge includes the economic, social, and political conditions of
a nation. In addition to focusing on technical information, investors also started to consider
fundamental data derived from the company's internal metrics, particularly its financial
status, when executing stock transactions on the Indonesia Stock Exchange (Khan and
Islam, 2020). Positive working capital is essential for reducing the cost of capital and
enhancing corporate profitability (Alarussi and Gao, 2023). The analysis results (Hirdinis,
2019) indicate that capital structure positively influences company value, but firm size
negatively impacts firm value.

Financial statements are widely utilized as they are anticipated to furnish potential
investors and creditors with the necessary information to make informed selections
regarding the allocation of their cash (Bhattacharyya, 2017). Financial performance
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measurement serves as an indicator for investors to evaluate a company's success based on
its public and audited financial statements (Yanita Sanjaya and Maulida, 2022). Financial
ratio analysis is the predominant way for evaluating a company's financial performance in
Indonesia (Lestari et al., 2022).

The return rate is the ratio of investment revenue throughout many periods to the
total amount of capital invested. Investors generally anticipate substantial gains with
minimal danger of loss; thus, they want to ascertain the optimal investment return by
establishing a suitable investment strategy (Nofitasari and Adi, 2021). Stock returns are
determined by the variance between the current stock price and the price from the preceding
period. Enhancing the company's stock return will incentivize investors to allocate capital
to the firm (Yanita Sanjaya and Maulida, 2022). This study highlights various elements,
such as profitability and liquidity, that affect stock returns.

Profitability quantifies the profit generated from share capital, sales volume, and the
company's assets. The profitability of a corporation is evidenced by its success in
generating profits. Dewi and Fajri (2020) assert that the current level of profitability
indicates productivity and operational efficiency in its existing state (Liu et al., 2023).
Improving the company's financial performance is a primary objective. Research by Yanita
Sanjaya and Maulida (2022), and also Dewi and Fajri (2020) indicates that profitability
positively and significantly influences stock returns. This outcome contrasts with the
findings of Lestari et al. (2022) and Sunaryo (2020), which assert that profitability does
not influence stock returns. Research by Nofitasari and Adi (2021) indicates that
profitability has a favorable although insignificant effect on stock returns.

Liquidity is a metric that indicates a company's capacity to fulfill short-term liabilities
(Kasmir, 2019 in Akbar, 2022). The liquidity ratio assesses a company's ability to fulfill its
current obligations to both external and internal stakeholders. To meet the company's
imminent obligations, it must possess liquid cash or other current assets that can be swiftly
turned into cash (Husna and Ardiansari, 2019; Damayanti and Darmayanti, 2022).
Researched by Akbar (2022) indicates that liquidity significantly influences stock returns.
Research undertaken by Sari (2020) and Rahmi (2022) indicates that liquidity does not
affect stock returns.

Firm growth is a pivotal focus in entrepreneurship research and is typically regarded
as a favorable performance outcome (Mansikkamaki, 2023). The superior financial
performance of a company might influence investors' perceptions of its shares, thereby
impacting the returns generated. Kimia Farma Tbk (KAEF) is a publicly traded state-
owned enterprise listed on the Indonesia Stock Exchange (IDX). It is the inaugural
pharmaceutical firm in  Indonesia, formed by the Dutch East Indies
government.Consequently, Kimia Farma Tbk has contributed to the nation's development
for over a century, closely monitoring the advancement of Indonesian health. At present,
Kimia Farma and its affiliated enterprises manage a network of 10 manufacturing facilities,
1,234 pharmacy outlets (Pharmacy Kimia Farma), 419 health clinic outlets, 72 laboratory
clinic outlets, 8 optical clinics, and 3 beauty clinics (biofarma.co.id). Consequently, the
researcher is compelled to concentrate this investigation on Kimia Farma Tbk. This study
aims to assess the influence of profitability and liquidity on the stock returns of PT. Kimia
Farma Tbk.
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The return is the yield derived from an investment. Returns may manifest as actual
returns that have transpired or as anticipated returns that are projected to occur in the future.
Capital gain or capital loss is the disparity between the present investment price and the
price from a previous period (Jogianto, 2013 in Sunaryo, 2020). The stock return is
calculated as the difference between the current year's stock price and the previous year's
stock price, divided by the stock price of the prior period (Sukmawati and Tarmizi, 2022).

Profitability refers to the company's capacity to effectively manage its assets to
generate profits and enhance shareholder confidence. Furthermore, profitability indicates
the company's capacity to produce income relative to expenses during a specified duration
(Harmono, 2022 in Komalasari and Yulazri, 2023). This profitability ratio assesses the total
performance of management in respect to sales and investments. A greater profitability
ratio more correctly indicates the company's ability to earn profits (Sunaryo, 2020).
Calculate the profit rate in the profitability ratio using Return on Assets (ROA), Return on
Equity (ROE), Net Profit Margin (NPM), and Gross Profit Margin (GPM) (Aini et al.,
2021, in Aisyah and Hernawati, 2024).

Liquidity refers to a company's capacity to fulfill its obligations or settle its short-
term liabilities. The liquidity ratio measures a company's capacity to fulfill its short-term
obligations when they come due. A corporation is considered liquid if it can fulfill its short-
term commitments upon maturity, and conversely, it is deemed illiquid if it cannot. A
corporation must possess sufficient cash or other current assets that can be promptly turned
into cash to fulfill its short-term obligations (Iman et al., 2021). Short-term improvement
in the company indicates little liquidity risk, hence attracting numerous investors to acquire
shares (Rusardi and Hermanto, 2017 in Hardiani et al., 2021). The current ratio (CR), quick
ratio (QR), and cash ratio (CAR) can be utilized to determine the liquidity ratio.

RESEARCH METHOD

This study employs a quantitative methodology. Widiyanto (2013) in Iman et al.
(2021) asserts that the quantitative approach involves data acquired as numerical or
quantitative information, which is subsequently processed, evaluated, and analyzed to
derive conclusions. This study utilized pre-existing data from the Indonesia Stock
Exchange, concentrating on the pharmaceutical sector, specifically PT. Kimia Farma Thbk,
with an examination of annual financial statements. Annual financial statements are
utilized across a five-year term, specifically from 2019 to 2023. The data collecting method
utilizes documentation techniques, examines existing data, and integrates secondary data
from the company's financial records available on the Indonesia Stock Exchange. The
sample employs a purposeful sampling strategy, wherein it has been specifically identified
and evaluated.
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Table 1. Variable Operational Definition

No

Variable

Definition

Indicator

Scale

Return on Shares

(Y

Stock return is the difference
between the current share price
and the previous share price
where the difference in stock
price can provide profits or
losses for shareholders who
buy shares of companies listed
on the IDX (Jogianto, 2010 in
Hardiam et al., 2021)

P1—Pt—1
Return saham = R
—1

Information:

P1 = The company's
share price in the current
period

Pt-1 = The company's
share price in the previous
period

Ratio

Feturn On Asset
(X1)

ROA is a ratio that shows the
return on the number of assets

used m  the company
(Cashmere 1n Iman 2021).

Net Profit
Total Asset

ROA=

Ratio

Current Ratio (X2)

Current Ratio 1z a ratio used to
measure a company's ability to
meet its short-term obligations
that are due soon using the total
current assets owned. The
Current Ratio indicates the
adequacy of the company's
current assets to pay 1ts
obligations due (Hery in Iman
etal 2021).

CR = Current Asset

- Current Liability

Ratio

This study used the multiple linear regression analysis technique for data analysis. This
study used multiple linear regression analysis to assess the impact of profitability and
liquidity on stock returns. SPSS version 29 is utilized for data processing.

RESULT AND DISCUSSION

Table 2. Multicollinearity Test Results

Unstandardized Standardize Collinearity
Coefficients d Statistict
Std. Coefficients
Model B Error Beta t Sig.  Tolerance _ VIF
1 (Constant) 508 930 535 003
ROA -.038 195 -.146 -.196 863 765 1.307
CR -.012 021 --430 -.576 623 765 1.307

Sowrce: Data Processed,

2024

The variance-inflation factor (VIF) for the profitability variable is 1.307, and for

the liquidity variable, it is also 1.307. The VIF value of the second independent variable is
less than 10, and since the profitability variable has a VIF of 0.765 and the liquidity variable
also has a VIF of 0.765, which is greater than 0.100, the assumption of multicollinearity is
satisfied, indicating that symptoms of multicollinearity are absent.
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Table 3. Results of the Normalization Test (Kolmogorov Smirnov)

Unstandardize d

Residual

N 5
Normal Parameters® Mean 20000000
Std. Deviaton 1.16376026

Most Extreme Differences Absolute 272
Positive 272

Negative - 191

Test Statistics 272
Asvmp. Sig. (2-tailed)® 2008
Monte Carlo Sig. (2-tailed)® S1g. 272
99% Confidence Internal Lower Bound 261

Upper Bound 284

Source: Data Processed, 2024

The asym.sig (2-tailed) value obtained is 0.200 or greater than 0.05, indicating a
normal distribution of the data.

Table 4. Results of the Heteroscedasticity Test (Park Test)
Unstandardized Coefficients Standardized

Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 065 264 0248 845
ROA .106 .051 183 -2.079 285
CR -051 .006 -.793 -8.409 075

Source: Data Processed, 2024
The profitability variable exhibits a significance value of 0.285, while the liquidity
variable displays a significance value of 0.075. Since both variables exhibit significance
values over 0.05, signs of heteroscedasticity and the assumption of the heteroscedasticity
test are not present.

Table 5. Test Result F

Sum of Mean
Model Square df Square F Sig.
1 Regression .923 2 461 170 .854°
Residual 5.417 2 2.709
Total 6.340 4

Source: Data Processed, 2024

The significance value found is 0.854, exceeding 0.05; thus, it is inferred that the
profitability and liquidity variables do not concurrently influence stock returns.
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Table 6. Hypothesis Test Results (T-Test)

Unstandardized
Coefficients
Std. Standardized
Model B Error Coefficients Beta t Sig.
1 (Constant) .508 950 535 .646
ROA -.038 195 -.146 -.196 .863
CR -.012 021 -430 -.576 .623

Source: Data Processed, 2024

According to the table above, the profitability variable has a significance value of
0.863, exceeding 0.05, indicating that the profitability variable does not significantly affect
the dependent variable, which is stock return. The liquidity variable, with a significance
value of 0.623 (>0.05), indicates that it does not significantly influence stock returns.

The results of the hypothesis test in this study demonstrate that the share returns of
PT are not affected by profitability. The findings do not corroborate the studies conducted
by Yanita Sanjaya and Maulida (2022), and Dewi and Fajri (2020), which asserted that
profitability influences stock returns. Nonetheless, the findings of this study corroborate
the studies by Lestari et al. (2022) and Sunaryo (2020), indicating that profitability does
not influence stock returns. Increasing profitability does not influence investors'
willingness to allocate their capital, as the net profit generated is not commensurate with
the company's total assets, resulting in a decline in stock prices and a reduction in the
returns received by investors (Wingsih, 2013 in Lestari et al., 2022). The findings of this
demonstration indicate that organizations exhibiting favorable or enhanced profitability
circumstances lack the capacity to recruit investors. Investors possess faith that the
company's stock potential would enhance, notwithstanding periods of suboptimal
profitability (Lestari et al., 2022).

The hypothesis test results demonstrated that liquidity did not influence the stock
return in PT Kimia Farma. This conclusion contradicts the findings of Musneh et al (2020)
and Akbar (2022), which illustrate the influence of liquidity on stock returns. Indeed, the
findings of this study align with the research conducted by Sari (2020) and Rahmi (2022),
which indicated that liquidity does not affect stock returns. The fluctuations in stock return
rates are unaffected by liquidity. Liquidity does not affect stock returns. Stock returns are
not influenced by current assets and current liabilities within liquidity. Conversely,
liquidity is not influenced by the closing price of the shares included in the stock return
(Rahmi, 2022).

CONCLUSION

The study's findings indicate that profitability and liquidity do not significantly affect
stock returns at PT. Kimia Farma Thk, as evidenced by a significance value of 0.854 (>0.05).
The profitability variable does not significantly affect share returns. Profitability, whether
favorable or unfavorable, does not enhance a company's appeal to investors, who prioritize
other criteria that yield greater long-term benefits. The liquidity variable does not
significantly influence stock returns, indicating that fluctuations in stock returns are
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independent on the level of liquidity of PT. Despite the lack of substantial outcomes, this
study offers vital insights and paves the way for other research opportunities. The researcher
recommends extending the research duration to 10 years and incorporating other factors or
alternative approaches in future studies to achieve a more comprehensive knowledge of the
link between these variables.
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