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Abstract

This study aims to find out and analyze the fair value of stocks and stock conditions in banking
companies using dividend discount model (DDM) and free cash flow to firms (FCFF) during the
2016 — 2020 period. The population is in research in as many as 70 companies. Determination of
samples with purposive sampling techniques, so that the samples obtained by 2 companies. The
data used is secondary data and calculations by using Microsoft Excel 2016 application. The
results showed that of the 2 banking companies listed in JII, bris and BTPS shares have different
intrinsic values. Valuation Results using DDM show that the intrinsic value of BRIS Shares is in
an Overvalued condition, for BTPS shares are undervalued. While the valuation result using
FCFF obtained intrinsic value of BRIS shares is undervalued, for BTPS shares is in an
Overvalued condition.
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INTRODUCTION

In making investments there is a high level of risk and high profit. Stock prices are
subject to change at any time, up and down the share price depending on the state of the
economy at the time. Before making an investment an investor must conduct an analysis of the
company/issuer he/she chooses. Stocks need to be assessed in order to know the performance
of a company. Stock valuation needs to be done to find out if the company covers the stock at a
market price against its intrinsic value aka fair value (fair valued) is in low condition
(undervalued) or expensive (overvalued). The first thing an investor sees is the share price of the
company, because knowing the share price can reflect the return of the invested capital. Basically
investors buy shates for profit / dividends and when the shates are at higher price (capital gain)
investors can sell them. Calculating fair valued stock price often uses Fundamental Analysis
because it can directly inform important criteria in the company's financial performance as
contained in the company's financial statements. In the technique using Fundamental Analysis is
divided into 3 analysis, macroeconomic analysis, industrial analysis and company analysis. For
company analysis, according to Damodaran (2002:13) three approaches that can be used are

discounted cash flow approach, relative valuation, contingent claim, and liquidation and
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accounting valuation. This study will use a discount cash flow approach, which by calculating the

discount of future cash flow using an overview of past performance. The discount cash flow

approach itself consists of 3 methods, namely, Dividend Discount Model, Free Cash Flow to

Firm, and Free Cash Flow to Equity. In this study, researchers only used DDM and FCFF

methods.

METHOD

This is a descriptive and quantitative study using secondary data. Descriptive research is a

study that is used to analyze data by describing the data that has been collected as it is without

intending to generalize conclusions in general (Sugiyono, 2008). The techniques used in this

study are fundamental techniques using dividend discount model (DDM) valuation, and Free

Cash Flow to Firm (FCFF). With banking companies listed in the Jakarta Islamic Index.

Table 1. Number of samples with purposive sampling criteria

No. Purposive Sampling

sum

1 Companies listed in jii index for the period 2016-2020

30 Companies

2 Reduced inconsistent company

16 Companies

banking sector

Reduced companies that are not included in the

14 Companies

4 Total

2 Companies

1. Analyzing financial condition using financial ratios

Calculating Earning Per Share (EPS)

' Net Income
" Outstanding shares

EPS

Calculating Dividen Per Share (DPS)

Dividen

DPS :
Outstanding shares

Calculating Dividen Payout Ratio (DPR)

Calculating Return on Equity (ROE)

Net Income
ROE

: Shareholder’s Equity
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2. Calculating Dividend Discount Model (DDM)

Calculating expected earning growth rate (g):

g =ROE xb
= ROE x (1 - DPR)

Source: Tendelilin (2010:376)

Information :

g = expected earning growth rate

ROE = Return On Equity observation period

b = retained earnings rate

DPR = Dividend Payout Ratio observation period
Determining the expected dividend estimate

Dy=Dogx(1+g9)

Source: Tambunan (2007:230)

information :

g = expected earning growth rate
Do = Dividend per Share

D1 = estimated Dividend per Share

Specifying the expected return value (k)

=2t

Source: Brigham and Huston (2010:394)

information :

k = expected return

D = estimated Dividend per Share

P = stock price of the previous period

Calculating intrinsic values with the DDM method of constant growth

D,y
k—g

Source :Tendelilin (2010:308)

Information:
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PO = intrinsic value using constant growth
D1 = estimated Dividend per Share
K = expected return

g = expected earning growth rate

3. Calculating Free Cash Flow to Firm (FCFF)
Calculating FCFF Values
FCFF = EBITx(1 — taxrate) + DA- CAPEX - WC

Information :

FCFF = Free Cash Flow to The Firm
EBIT = Earning Before Interest and Tax
Tax rate = tax paid

DA = Amortization Depreciation
CAPEX = Capital Expenditure

WC = Working Capital

Calculating Value Of Firm

Valueof firm = —E-FL—
(WACC - g,)
Calculating Weighted Average Cost Of Capital (WACC)
WACC = [(Dxrd)(1 — tax) + (Exrd)]
Which :
Capital Level (D) :

_ Liability « 100%
"~ Liability&equity »
Cost of Debt (rd) :
Int expense
— 0,
v Long Term Liability *100%

Capital/Equity Level (E) :
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E Equity 100%
= Liability & Equity 07
Cost Of Equity (re) :
Net Income
re=———x100%
Equity
Tax Rate :
Tax Expense
tax al 4 x 100%

= Income before tax
Calculating Total equity

total Equity = Value of firm — Liability
Calculating intrinsic values with the FCFF method

Equity
Outstanding shares

Intrinsic value =

Source : Damodaran (2002:385)

4. Making Investment Decisions

Table 2. Investment Decision Making

Information Stock Conditions Investment Decisions
Intrinsic Value > Market Price Undervalued Buying Stocks
Intrinsic Value < Market Price Overvalued Selling Shares
Intrinsic Value = Market Price Fair valued Holding Stocks

RESULTS AND DISCUSSION

Valuation with Dividend Discount Model method Dividend Discounted Model (DDM)
approach with a constant growth model (constant growth model). Calculations include several
aspects, including growth, estimated cash dividend per share, expected rate of return, and

intrinsic value determination. The calculation results can be seen in table 3.

Table 3. DDM Method Share Price Valuation Results

Falr Value Market Stock Conditions Investment Decisions
(Rp) Value (Rp)
BRIS 330 1.905 Overvalue sell
BTPS 4.250 2.900 Undervalued Hold / Buy

Source : data processed in 2021
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Based on the table above, BRIS shares are in an overvalued condition with investment
decisions worth selling. Meanwhile, BTPS shares are undervalued with two investment decisions
that are worth buying for investors who do not already own BTPS shares and held for investors
who own BTPS shares to wait for the market value to rise and then be sold in order to gain
capital gains. Valuation with Free Cash Flow to Firm method The intrinsic value of the shares
can be identified after the total equity value has been obtained. The result of the reduction of
value firm with total debt so that it will produce total equity. Value firm obtained by means of
calculation of Free Cash Flow to Firm (FCFF) divided by wacc reduction and growth. The
intrinsic value of shares is obtained from the distribution between the total equity and the
number of shares outstanding each share. The intrinsic value of the stock for the entire sample

can be seen in table 3. following,.

Table 4. FCFF Method Stock Price Valuation Results

Fair Value Market
K o I -
(Rp) Value (Rp) Stock Conditions nvestment decisions
BRIS 26.309 1.905 Undervalued Hold/Buy
BTPS 1.272 2.900 Overvalue Sell

Source : data processed in 2021

Based on the table above, BRIS shares are undervalued with two investment decisions
that are worth buying for investors who do not have BRIS shares and held for investors who
own BRIS shares to wait for the market value to rise and then be sold in order to get capital
gains. Meanwhile, BTPS shares are in an overvalued stock condition with investment decisions

worth selling.

CONCLUSION
1. Based on the analysis that has been done using the dividend discount model (DDM)
method, it is obtained that BRIS shares are in a condition of overvalued worth selling
while BTPS is in a condition of undervalued worth buying or on hold.
2. Based on the analysis that has been done using the free cash flow to firm (FCFF)
method, it is obtained that BRIS shares are undervalued or undervalued while BTPS

shares are in an overvalued condition worth selling.
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SUGGESTION

For further researchers who want to discuss stock valuation using this method it is
recommended to add free cash flow to equity method, also conduct accuracy test using Root
Mean Squred Error (RMSE) to see the accuracy of calculations of the method used as well as

add sample data.
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