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ABSTRACT: An Initial Public Offering (IPO) is a pivotal moment in a company's life cycle. It's a process where a private company 

offers its shares to the public in the capital market to raise funds. The move from private to public affecting the company to prepare 

for many changes, including increased supervision and the responsibility of delivering value to shareholders. However, before 

stepping on this significant IPO step, the company needs a clear understanding of various factors, which includes macroeconomic 

conditions, the dynamics of the market it operates in, and the company's internal conditions. The company, PT XYZ, specializes in 

creating software solutions, a sector that is currently needed by a lot of company due to digitalization era. Fair share price for PT 

XYZ must be calculated when it goes public. In addition to understanding the macroeconomic condition, the Porter's Five Forces 

framework is described to assess the competitive aspect in the market and potential opportunities. After analysing the external 

factors, the next step is doing in-depth internal analysis. This involved a SWOT analysis by identifying PT XYZ's Strengths, 

Weaknesses, Opportunities, and Threats, and an evaluation of the company's financial health. The business solution proceeded to 

the valuation stage, using the Discounted Cash Flow (DCF) method with Free Cash Flow to Equity (FCFE). This process involved 

making growth projections for the next decade. It anticipates that the company's growth rate would eventually align with Indonesia's 

Gross Domestic Product (GDP), serving as the long-term growth rate. To ensure a holistic evaluation, there must be a 

complementary valuation method, Relative Valuation. Three similar companies in the software sector were picked and their 

EV/EBITDA was used as a multiplier ratio. The two separate valuation methodologies led to two distinct results. Thus the average 

of these two methods can be proposed. Overvalued or undervalued share pricing can significantly affect investor decisions and the 

amount of funds raised from the IPO. 
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INTRODUCTION 

To survive and develop its business, every company needs substantial capital. One of the ways to get the required funds is by 

obtaining funds internally, for example by retaining earnings or taking different loans against the assets of the company. The other 

source for obtaining funds can be raising capital from the capital market by issuing shares. Not only it helps them raise money, but 

it also provides investors with a medium of exchange through which they can receive dividends from share-holding companies that 

are owned by investors. 

As an offering of the shares, it can be easily purchased by investors and those people who want to own equity in the company. The 

initial public offering (IPO) is a process that a company uses to raise money for its operation by selling new shares (common stock) 

in the capital market. Compared to a bond or a bank loan, listing in the capital market means that the company is not bound to pay 

debts and interest. 

PT XYZ as a technology company considers that many companies need to adopt technology as fast as possible. Technology adoption 

in the world is very fast. No one expected the presence of blockchain technology that can be used as the basis of digital currency 

and the emergence of Artificial Intelligence (AI) could rapidly transform the world. PT XYZ believes by increasing its capability 

as a software development agency can be increasing the company’s growth. The increasing capability includes expanding the 

market, adding the number of high-calibre employees, and developing sustainable technology. Those areas of improvement will 

require considerable capital, therefore, to obtain these funds, PT XYZ plans to put an IPO on the IDX as the first option.  
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BUSINESS ISSUE 

This study is motivated by the concern that PT XYZ plans to use an Initial Public Offering (IPO) to raise money in 2024. The change 

to a public company will not only make it easier to get more revenue in new markets and increase its production capacity, but it will 

also make clients trust the company more. The IPO is supposed to make sure that the company will also guarantee business 

sustainability. An Initial Public Offering (IPO) refers to the process through which a privately held company begins selling its shares 

to the public. The primary aim is usually to generate funds, but companies may also pursue an IPO for reasons such as enhancing 

their prestige or facilitating an exit for existing shareholders [1]. There are numerous benefits for a company to go public: access to 

stock market funding, enhanced trust for loan access, cultivating professionalism, enhancing company image, liquidity & profitable 

divestiture opportunities for founding shareholders, fostering employee loyalty, increasing company value, and ability to sustain 

operation [2]. 

Analysing the external and internal of the company can also identify whether PT XYZ to be eligible to be listed in one of the 

boards in Indonesia Stock Exchange (IDX). There are three boards available in IDX. The Main Board of a stock exchange is designed 

for established, large-scale companies with a proven track record. The Development Board, in contrast, caters to companies that are 

unable to meet the Main Board's listing requirements or are currently in a state of reorganization. The Acceleration Board serves as 

a platform specifically for small and medium-sized enterprises (SMEs) to go public, facilitating their initial public offerings (IPOs) 

to garner capital for business growth and expansion [3]. 

The enterprise value and share price are key factors in whether an IPO is successful. It affects both investor interest and the 

amount of money that PT XYZ can raise. If the share price is higher than the fair market value, buyers may not want to buy, even 

though PT XYZ would get more money. On the other hand, an underpriced offering might bring in buyers, but it would mean less 

funding for PT XYZ. 

 

LITERATURE REVIEW 

Valuation is the process of determining the current worth of an asset or a company. It involves the use of financial and economic 

principles to calculate and analyse a firm's intrinsic or relative value. Various methods can be used for this, each with its own 

strengths and weaknesses, and each suitable for different scenarios. Valuation is not only essential for financial analysts and 

investors but also plays a crucial role in strategic decision-making for companies [4]. 

Discounted cash flow valuation is one way to approach valuation, and even though the other valuation method is relative valuation, 

discounted cash flow valuation serves as the basis upon which all other valuation techniques are constructed. It is common practice 

to start with a discounted cash flow valuation before applying option pricing models to the process of assets valuation. (Damodaran, 

2012). DCF is a fundamental valuation technique that involves forecasting the company's free cash flow and discounting it back to 

the present value using a required rate of return [5]. 

There are two key versions of the DCF model based on the type of cash flows that are discounted: Free Cash Flow to the Firm 

(FCFF) and Free Cash Flow to Equity (FCFE) [4]. A company's free cash flow from operations (FCFF) is the cash that it generates 

from its core activities and belongs to all capital sources (both debt and equity). When FCFF is discounted using the cost of capital, 

the resulting number represents the worth of the company's operational assets. The value of the non-operating assets must be added 

to determine the value of the company [6]. The Free Cash Flow to Equity Model (FCFE) is the highest cash flow remaining after 

interest and basic payments, which is used for capital expenditures to maintain current assets and acquire new assets for future 

growth [6]. The Free Cash Flow to Equity (FCFE) model is used to calculate the equity value of a firm. It measures how much 

"cash" a firm can return to its shareholders and is calculated after considering the taxes, capital expenditure, and debt cash flows. 

Relative valuation, also known as multiples-based valuation or comparable company analysis, is a method that values an asset by 

comparing it to the values assessed by the market for similar or comparable assets. This approach stands on the premise that similar 

assets should trade for similar prices [4]. Relative valuation is widely used because of its simplicity and the intuition behind it. 

However, it's important to ensure the comparability of the firms being compared and to understand the fundamentals that might 

cause multiples to vary across the firm’s [5]. 

The weighted average cost of capital (WACC) for the company is determined by taking into account the proportions of debt (wd), 

preferred stock (wp), and common equity (wc), as well as the costs associated with those components [7]. 
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In the context of the FCFE model, the Cost of Equity is used as the discount rate. This is because FCFE represents the cash flows 

available to equity investors after all expenses, reinvestments, and debt repayments are considered. Therefore, it is only logical to 

discount these cash flows at a rate that reflects the equity investors' required return for bearing the risk of the investment [8]. 

 

METHODOLOGY 

The research framework aims to assist this research in answering the identified research questions and achieving its objectives, as 

well as resolving business concerns. In the early phases, business issues are defined to figure out which research questions and 

objectives will be answered by this study. Financial analysis is carried out by looking at financial reports, including balance sheets, 

income statements, and company cash flows. This data will determine the financial ratios to see the company's performance as a 

basis for making a valuation. To determine a company's value using the DCF method, it is important to forecast its 10-year growth 

rate. This is visible both through external and internal analysis. To determine the valuation using a comparable multiple, it is 

important to choose a comparable stock exchange company. This can be obtained by evaluating the PT XYZ profile and business 

from multiple angles. The two results obtained will be a price range that can be recommended to PT XYZ for the pre-IPO valuation 

price. 

The data collection method used to obtain information for the research was collected from two main sources: primary data and 

secondary data. Primary data was gathered through interviews with the CEO and CFO of PT XYZ. The interviews aimed to gather 

information on the company's strategy and reasons for the IPO. The interview questions were designed to gain insights into the 

company's financial performance, growth potential, and competitive advantages. The interviews were conducted in person and were 

recorded to ensure accuracy in data collection. Secondary data was obtained from the financial reports of PT XYZ, including the 

company's audited annual reports, financial statements, and other relevant financial data. These reports were collected from company 

financial databases. The secondary data provided a comprehensive understanding of the company's financial performance, revenue 

streams, expenses, and other financial metrics that are crucial for the valuation process. The data was also collected from other 

publicly available sources such as the news portal, Bank Indonesia publication reports, and IMF to quantify the projected growth 

for the technology sector. Overall, the combination of primary and secondary data collection methods provided a comprehensive 

understanding of the company's strategy and financial performance, which is essential for the valuation of the company's shares 

during the IPO process. 

The data analysis method used in this study involves a top-down analysis approach. The analysis started with an assessment of 

macroeconomic conditions and industry analysis before moving on to a qualitative and quantitative analysis of the company's 

financial performance, which was then used to value the company. The top-down analysis approach provides a comprehensive 

understanding of the external factors that impact a company's performance, as well as a detailed analysis of the company's financial 

performance, which is essential for valuing the company. The valuation methods used in this study include the discounted cash flow 

(DCF) method and the relative valuation method, which are commonly used in the financial industry to value companies. The 

modified data will be utilized in the discounted cash flow (DCF) method to estimate the fair value of the company. The valuation 

will be undertaken utilizing the method which provides a sound theoretical framework for a dependable valuation foundation [9]. 

The discounted cash flow method, which uses cash flows to the firm over its existence and a discount rate that represents the overall 

risk of the firm's assets, can be used to value a company. To value a company, first one must determine how long high growth will 

last, how fast it will expand, and what its cash flows will be during that time. By calculating a terminal value and discounting all 

the future cash flows, including the terminal value, back to the present, one can determine a firm's value [6]. Figure 1 provides an 

illustration of this. 
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Figure 1. Discounted cash flow valuation [10] 

 

To do relative valuation then, comparable assets need to be identified. The first step in the relative valuation method is to find 

companies that are similar to PT XYZ. Some things are very important in this process, like how close the business lines are and 

how big the company's assets are. For a good review for valuation, it is best to choose more than one company. Once the companies 

that are similar have been found, the next step is to figure out the multiple ratios. Some ratios, like the Enterprise Value to Earnings 

Before Interest, Taxes, Depreciation, and Amortization (EV/EBITDA), the Enterprise Value to Revenue (EV/Revenue), and the 

Price Earnings Ratio (PER), are often used to figure out how much company is worth compared to other company. These numbers 

can be used to figure out how much the enterprise value of PT XYZ. 

After figuring out how much the valuation is, the fair value per share for PT XYZ can be calculated. This calculation is important 

for possible investors because it helps them decide where to put their money. The stock value is divided by the number of shares 

that will be sold in the IPO to get the fair value per share. Most of the time, the number of shares includes both the shares that were 

already there before the IPO and any new shares that were given as part of the IPO. This information gives buyers a way to figure 

out if the price of the IPO is right. 

 

RESULT AND DISCUSSION 

A. External Analysis 

PESTEL Analysis: PESTEL analysis is a top-down approach that helps organizations identify and analyse external factors such 

as political, economic, social, technological, environmental, and legal, which they cannot control but can affect their competitive 

advantage [11]. There are many factors in the political category that influence PT XYZ, one of which is the government's tax policy. 

Taxation policies can have a significant impact, as they can affect the company's profitability and competitiveness. Factors such as 

economic growth, inflation, and unemployment rates could affect the demand for PT XYZ services, as well as the cost of doing 

business. Social factors are elements of the external environment that can impact PT XYZ by influencing the attitudes, behaviours, 

and values of a society. The adoption of new technologies in Indonesia could also impact PT XYZ. Environmental factors are 

aspects of the surrounding environment that have the potential to influence a company by changing the natural conditions and then 

affecting the business. Legal factors are elements of the external environment that can impact a business by influencing the laws 

and regulations that apply to it. 

Porter’s Five Forces: The model known as Porter's Five Forces defines and analyses five competitive forces that assist the 

company in determining the areas in the industry for its strengths and weaknesses. The analysis known as the "Five Forces" is used 

rather frequently to define company strategy by determining the structure of the industry. Porter’s five competitive forces are 

themselves highly interdependent with each other [12].  
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Figure 2. Porter’s five forces of PT XYZ 

 

B. Internal Analysis 

SWOT Analysis: A SWOT analysis is a method for strategic planning that helps a business organization evaluate its strengths 

and weaknesses, as well as opportunities and threats that may exist in a particular business environment. The acronym SWOT stands 

for “strengths, weaknesses, opportunities, and threats.” [13]. The Table 1 is a summary of the internal and external aspects included 

in the SWOT analysis of PT XYZ. 

 

Table 1. The SWOT analysis of PT XYZ 

Strength 

 Good branding in first jobber/interns 

 Team independent & healthy WFA culture 

 High-profile experience & portfolio 

 Loyal customers 

 Google Cloud Partner Support 

 Strong digital marketing 

Weakness 

 R&D less adaptive to trend 

 Lack of customer discovery in product 

development 

 Long-time of internal approval 

 Hiring lead time for new project 

 Not enough development time for automation test 

Opportunity 

 Education platform partnership with 

government, Google, and Microsoft 

 DTO BUMN and government 

 Trend in quick commerce & Omnichannel 

 Growth of web3, blockchain, and DAO 

 ESG, Green Economy Exchange 

Threat 

 Slowing down investment in technology 

 Client budget shift to non-digital 

 More backed investor startups opening in Bandung 

 New & emerging IT company/agency with 

cheaper cost 

 Shifting to hybrid (online to offline) 

 

 

Financial Analysis: An analysis of PT XYZ's financial ratios in Table 2. reveals valuable insights into the company's performance 

and profitability trends over the years. 
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Table 2. Financial ratios of PT XYZ from 2019-2022 

 
 

C. DCF Method Using FCFE 

The business solution to determine the enterprise value of PT XYZ for the IPO plan involves the application of Discounted Cash 

Flow (DCF) valuation and Relative Valuation methods. Based on each item's trend over the previous year, a forecast for the year 

after 2022 is generated in Table 3. PT XYZ is currently in the growth phase of its life cycle and is projected to transition into the 

maturity stage in the next five years. During the growth phase, the company is experiencing a rapid increase in its sales and profits 

due to innovation in technology, including AI implementation. However, it's anticipated that PT XYZ will eventually enter the 

decline stage. This change is predicted primarily due to the widespread adoption and increased accessibility of the market regarding 

the technology. As the technology becomes more common and easy, the implementation costs for companies will decrease, reducing 

the revenue of PT XYZ. 

 

Table 3. Performance projections of  PT XYZ in 10 years 

 
 

The rate of return that investors demand when making investments in a firm is known as the cost of equity [6]. The capital asset 

pricing model (CAPM) approach is used to calculate the cost of equity. According to the CAPM technique, the needed rate of return 

is calculated by multiplying the risk-free interest rate by the company's beta and the risk premiums. 
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Table 4. Cost of equity of PT XYZ 

 
 

According to the FCFE formula, net income is calculated based on the company’s earnings after taxes and interest expenses using 

growth on the financial forecast in Table 5. 

 

Table 5. FCFE of PT XYZ 

 
 

This formula assumes that PT XYZ will continue to generate FCFE at the same rate as in the final year of the projection and that 

the long-term growth rate will be constant. The cost of equity can be estimated using the capital asset pricing model (CAPM). The 

terminal value is then discounted back to its present value using the appropriate discount rate. The constant growth rate is 5.31% in 

accordance with Indonesia GDP growth rate in 2022. 

This is the output of the computation for the terminal value of PT XYZ: 

 

𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑉𝑎𝑙𝑢𝑒 (𝑇𝑉) =
𝑅𝑝 29,580,135

(14.08% − 5.31%)
=  𝑹𝒑 𝟑𝟑𝟕, 𝟐𝟎𝟔, 𝟗𝟑𝟒   

 

The equity value can be calculated by adding the present value of the company's net cash flows to the present value of the terminal 

value during a stable growth period. 

 

Table 6. Equity value of PT XYZ 
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In anticipation of its Initial Public Offering (IPO) scheduled for 2024, PT XYZ needs to establish the number of shares to be issued. 

This number plays a crucial role in the determination of the per-share stock price, which is a significant aspect for potential investors. 

The process begins with identifying the Book Value of equity that PT XYZ will get in 2024. This information can be gathered from 

the company's projected balance sheet, which is forecasted from the historical company's financial status. 

 

Table 7. Number of shares of PT XYZ 

 
 

D. Relative Valuation Method 

In the relative valuation, examining the comparison for PT XYZ is an important step. As a company operating in the field of IT 

consultancy and providing software as a service, PT XYZ has certain similarities to other firms listed on the Indonesian Stock 

Exchange. Specifically, these companies: WGSH, RUNS, and JATI which offer comparable services. 

Table 8 shows how equity value and enterprise value can be calculated from the share price, share outstanding, and net debt from 

selected comparable companies, JATI, WGSH, and RUNS, which operate in similar business domains and have recently entered 

the Indonesian Stock Exchange. 

 

Table 8. Equity and enterprise value of selected comparable companies 

 
 

Sourcing from the revenue, EBITDA, and net income data obtained from each of the respective companies, the next step involves 

the calculation of the ratios, specifically EV/Revenue, EV/EBITDA, and Price-to-Earnings (P/E). These ratios will provide insights 

into the companies' valuation relative to their operational performance and profitability in Table 9. 

 

Table 9. Average multiple ratios of selected comparable companies 

 
 

Based on the calculations on Table 10, PT XYZ’s enterprise value using EV/EBITDA multiple is 83,086,719,902 IDR. To get equity 

value, the enterprise value can be reduced by net debt to get an equity value of IDR 82,660,155,90. By dividing it by the number of 

shares, the share price would be IDR 360. 
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Table 10. Share price of PT XYZ using relative valuation 

 
 

E. Average Share Price 

The FCFE Valuation and the Relative Valuation methods come to different conclusions about how much the valuation of PT XYZ 

is. The FCFE method says that the price per share is IDR 639, but the Relative Valuation method says it is IDR 360. If the Relative 

Valuation method's price of IDR 360 per share is taken as the market price, then the FCFE method's price of IDR 639 per share 

shows that PT XYZ's stock is overpriced. The share price needs to be re-adjusted by taking the average of the values from both 

valuation methods. In this case, the average price of a share comes out to be IDR 500. This new price will be used as a point of 

reference or standard for PT XYZ's IPO in 2024. 

 

CONCLUSIONS 

The result of equity value estimation using the method of free cash flow to equity obtained by the present value at the end of 2022 

is IDR 146,668,226,662. This value was computed using an estimation of a long-term growth rate of 5.31%, a figure that aligns 

with Indonesia's GDP growth rate in 2022. This long-term growth projection provides a reasonable outlook for PT XYZ's future 

performance. From the equity value, the stock price per share by using the FCFE method with the number of outstanding shares at 

229,526,251 is IDR 639. 

On the other hand, the Relative Valuation method utilizes the valuation multiple of comparable firms as a benchmark for PT XYZ. 

Specifically, the EV/EBITDA multiple, which offers a useful comparison of a company's enterprise value to its earnings before 

interest, taxes, depreciation, and amortization, was employed. JATI, RUNS, and WGSH were chosen as comparable companies due 

to the similarity in their business and similarity on EV/EBITDA ratio. The comparable companies used in this analysis had an 

average EV/EBITDA ratio of 21.4. By applying this multiple to PT XYZ's own EBITDA, we obtained an equity value of IDR 

101,647,022,902. From this value, using the number of outstanding shares at 229,526,251, it is obtained that the price per share 

using relative valuation is IDR 360. 

Assuming the share price of IDR 360 derived from the Relative Valuation method represents the market benchmark, the share price 

of IDR 639 generated from the FCFE method suggests an overpriced valuation (overvalued) for PT XYZ's stock. Consequently, PT 

XYZ will need to adjust its proposed share price downward. Taking both valuation methods into account, the average share price 

stands at IDR 500 per share. 
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