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Abstract 
All over the world, investment decisions are regarded as critical decisions. Investors prior to 
the investment decision would like to know the possible risk and returns associated with the 
kind of investment to be undertaken. Investors make an excellent investment decision based 
on facts and figures. Since an investor cannot just by looking at a stock say whether it is 
overvalued, undervalued or at a fair value. This study is based on a literature review 
determining the intrinsic value of a stock using the Discounted Cash Flow model, with a 
particular emphasis on the Internal Rate of Return (IRR) and Net Present Value (NPV) 
approaches, and their influence on investment decision-making. This study recommends that 
for investors to make a profitable investment decision, they must focus on investments with 
intrinsic value equal or higher than the market price of stocks. 
Keyword: Intrinsic Value, Investment Decision Making, Discounted Cash Flow, Internal Rate 
of Return and Net Present Value. 
 
Introduction  
All over the world, investment decisions are regarded as critical decisions. Investors prior to 
the investment decision would like to know the possible risk and returns associated with the 
kind of investment to be undertaken. In so doing, investors might either engage the services 
of an investment advisor broker or even do the strategic analysis or calculations by 
themselves to ascertain the value of the investment. The purpose of this analysis or 
calculations is to determine the true and fair value of the stock they intend to invest in. Once 
the calculations are completed, the investor can determine whether the stock is overvalued 
or undervalued or at a fair value. At this realization, the investor can make a sound investment 
decision based on facts and figures, not just assumptions and speculations. An investor must 
be able to examine all types of actions that will be made or carried out while evaluating stocks 
or shares that will deliver the best returns on investment.  
 
In their study, Ong, et al (2020) suggest that firms ought to achieve accurate valuation by 
using the appropriate valuation method to measure their intrinsic values. Investors can 
measure the stock's fairness by examining the intrinsic value of the stock's price.  Stock 
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valuation is the way an investor analyses stocks to determine the stock's true value. An 
investor cannot just look at a stock, say whether it is overvalued, undervalued or a fair value. 
 
Professional equity analysts' valuation estimates, and judgments play an essential role in the 
functioning of capital markets by influencing portfolio decisions and, consequently, share 
prices (Pint et al., 2019). An investment agent, also known as an investor, invests in a stock 
purchase offered by a company to obtain future gains while considering the risks involved. 
 
Most researchers used the earnings per share approach to determine the intrinsic value of 
stocks for investment decision making. Nevertheless, in this study, we concentrated on the 
discounted cashflow model with major emphasis on the internal rate of Retuend  (IRR) and 
net present value  (NPV) of stocks as a measure of intrinsic value of stocks for investment 
decision making. 
 
Stock Intrinsic Valuation 
Anusha and Murugan (2020), refers to the intrinsic value of a stock, as a stock's true value; 
this is the total amount that one could make from a stock in the future. Intrinsic value is a 
calculated estimate of a stock's "true" value using accurate risk and return data (Utami, Limas, 
Ulfa & Wijaya, 2018). Although the intrinsic value can be estimated, it cannot be precisely 
quantified (Li, 2021). This is determined by the monetary gain you anticipate receiving in the 
future (Li & Miu, 2022).  That is to say, it is the highest price at which one can purchase the 
stock without incurring a loss when one sells it. 
 
Also, Tandelilin (2010), perceives that when it comes to stock valuation, three distinct values 
are recognized: a book value, a market value, and an intrinsic value. Book value is a value 
determined by the issuer company's accounting records. Market value is the value of shares, 
as determined by the stock's market price. Whereas intrinsic value, also known as a 
theoretical value, is the stock's actual or alleged value. Investors must be aware of these 
values as critical information for making sound investing selections. 
 
Intrinsic Value and Stock Valuation  
Nordin et al (2019) suggest that unlike direct property valuation, which is heterogeneous, 
stock valuation is relatively straightforward as all information are readily available in the 
market. Stock valuers, analysts, or investors can assess relevant information via the Stock 
Exchanges.The intrinsic value of stocks is determined by careful fundamental analysis. 
Fundamental analysis is a method of assessing the intrinsic value of a company’s stock by 
looking at historical accounting and financial data. This information is available in the 
published annual report, official announcements, and the company’s website (Nti et. al., 
2020) 
 
Stock valuation is the bedrock of the current financial system. It enables well-run businesses 
to command a premium in the market. On the other hand, it assures that companies with bad 
fundamentals see their valuations decline. Thus, the art and science of stock valuation enable 
the modern economic system to allocate efficiently scarce capital resources amongst various 
market participants. The markets receive information every moment and attempt to 
incorporate this information's financial impact into the stock price. Individual estimations of 
the effect vary, and as a result, various individuals may arrive at distinct stock values. As a 
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result, a difference may exist between a company's market value and what investors refer to 
as its true or "intrinsic value." Investors stand to profit handsomely if they accurately 
recognize this distinction. 
   
Discounted Cash Flow  
The Discounted Cash Flow (DCF) analysis is a commonly used valuation method to determine 
a company’s intrinsic value. Discounted Cash Flow methodology assumes that the present 
range of values of the company as of the valuation date is equal to the present value of future 
cash flows to the company shareholders (Anusha & Murugan, 2020) 
 
The Discounted Cash Flow (DCF) method is probably the most comprehensive approach used 
in company valuation, its main drawbacks being probably the known extreme sensitivity to 
key variables such as Weighted Average Cost of Capital (WACC) and Free Cash Flow (FCF) 
estimations not unquestionably obtained (Vayas-Ortega et. al., 2020). 
 
The DCF model forecasts the future cash flow of stock and discount it to the present value by 
using the firm’s weighted average cost of capital (WACC). The weighted average cost of capital 
is the expected rate of return that investors want to earn above the company's cost of 
capital.The DCF approach is the most frequently used model because it forms the basis of 
other valuation models. This model states that the value of an asset is the present value of 
the expected cash flow generated in the future at a specific discount rate (Sutjipto et. al., 
2020). 
 
Stock valuation with DCF has strengths and weaknesses. The benefits of this model are that 
it already considers everything that underlies a business, such as cost of equity, the weighted 
average cost of capital, growth rate, reinvestment rate, many more (Daly et. al., 2021). 
Additionally, we may utilize the model to analyze the shares of companies that do not pay 
dividends. While the weaknesses are susceptible to assumptions related to cash flow growth 
rates and discount rates, it is not easy to predict these changes (Daly et. al., 2021). 
 
Internal Rate of Return and Net Present Value 
The IRR  and the NPV  are the two most common and vital indicators in investment decisions 
(Guler, 2019). Although, Silva et al (2018) pointed out certain flaws of the IRR; these two 
indicators, however, have intrinsic differences between them. Kim and Reinschmidt (2012) 
corroborate that the IRR is the interest rate where the net present value of cash flows is equal 
to zero. The IRR is a financial indicator, and the NPV is an economic indicator of capital 
investment. The former gives the private investor's point of view, and the latter the society's 
point of view. The value of IRR varies with the change of financial arrangement of an 
investment. The NPV, however, does not but remains constant no matter how the financial 
arrangement changes. 
 
Investor Decision Making 
According to Wibowo et. al., (2019); Nasiri, et. al (2019),  investment is an activity in which an 
investment agent can be called an investor to invest in a stock purchase issued by a company 
that aims to obtain future profits by considering the risks involved. Zahera and Bansal (2018) 
explain that investment decisions are rather sophisticated and require considerable 
brainstorming. Most investors are bound to make mistakes in their investment decisions as 
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they desire to minimize their losses. Several factors may have an impact on investment 
decisions. 
 
In ensuring accurate investment decisions, Zahera and Bansal (2018) strongly suggest that 
investors are focused on past performance and the prospects of the investments for decision-
making. Individuals and firms, including organizations, may decide whether to finance the 
operations using debt or equity (Ayaa & Peprah, 2021). 
 
Tao, et.al (2021) postulate that investment decision making in a long-term model typically 
consists of three steps. First, projections are made regarding the short-run profits/rents (i.e., 
the revenues subtracted by the operational expenditures) that can be obtained for potential 
investments. Second, these projections are used to evaluate the profitability of potential 
investments. 
 
 The profitability is typically expressed by calculating standard metrics, such as the net present 
value (NPV) or the internal rate of return (IRR) (Sarsour & Sabri, 2021). In a third and final 
step, the most profitable investment, if any, is selected. This process is typically repeated until 
none of the agents is willing to invest anymore. The main challenge these models face resides 
in the first step, i.e., designing a suitable method that allows the agents to make projections 
of future revenue/price streams (Kirchain, et. al., 2019). Whereas existing agent-based 
models align with the metrics and criteria used for making an investment decision (e.g., a non-
negative NPV or a minimum IRR), the methods used in different existing long-term agent-
based models to project future prices or revenue streams vary enormously. The study posits 
following research questions and null hypotheses below: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



International Journal of Academic Research in Business and Social Sciences 

Vol. 1 2 , No. 5, 2022, E-ISSN: 2222-6990 © 2022 HRMARS 

1273 
 

Conceptual Framework 
Figure 1. 
The Conceptual framework of stock intrinsic valuation on investmement decision-making. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Research Question 
 Is there a significant relationship between stocks' intrinsic value and investment decision-
making? 
 
Null Hypothesis 
There is no significant relationship between stocks' intrinsic value and investment decision-
making. 
 
Conclusion  
An investor's primary objective is to profit from capital gains or yields on their investment. 
Inventors, very much aware of the risks they are undertaking, will have an expected return in 
mind from the Commencement of the investment decision. The investors' ability to accurately 
estimate risk and expected returns sets them apart for a rewarding investment. An individual 
or corporate investor’s advantage will be the techniques deployed to determine the intrinsic 
value of an investment. An investor's choice of using the Discounted Cashflow model would 
appropriately calculate the stock's intrinsic value. IRR and NPV, as a technique under the DCF 
model, both takes into consideration the time value of money and focus on high yielding 
stocks or investments.  
This paper contributes to the literature on determinants of investment decision making, 
where we find that investors’ confidence is dependent on a stock’s intrinsic value in the 
capital market.  
 
Recommendation  
For investors, be it institutional or individual, to make a profitable investment decision, the 
intrinsic value of the stock or investment, when greater than the stock's market price, means 
that stock is undervalued and must invest in it that stock. Also, when the intrinsic value is less 
than the market price, the investor must sell or not invest in that stock since it is an overpriced 
stock. However, when the intrinsic value is equal to the market price, it means that stock is 
fairly priced and must hold on to it. This study recommends that for investors to make a 
profitable investment decision, they must focus on investments with intrinsic value equal or 
higher than the market price of stocks. 

Independent Variable 
Dependent Variable 

STOCK INTRINSIC 

VALUATION 

Discounted Cashflow 

Internal Rate of Return  

Net Present Value 

-  

INVESTMENT DECISION-

MAKING 

-  
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Furthermore, this paper aligns itself with many researchers such as (Sutjipto et al., 2021), 
Jumran & Hendrawan (2021); Konek (2021), who have investigated the use of the Discounted 
Cashflow model as a measure of intrinsic value and concludes that the Internal Rate of return 
(IRR) and Net Present Value (NPV) are major estimators of the intrinsic value of stocks which 
significantly influence investment decision making. 
 
The study further recommends that empirical research be further examined to determine if 
stocks' intrinsic value with a mediating impact of investment size will influence investment 
decision making. 
 
References 
Anusha, K., & Murugan, A. (2020) Evaluate Intrinsic Value of Stock Using Decision Tree 

Algorithm. Alochana Chakra Journal,IX(VI), 2014 – 2020. 
Ayaa, M. M., & Peprah, W. K. (2021) Gender Difference In Investment Decision Making: 

Evidence From Ghana.International Journal of Economics, Commerce, and 
Management, XI(7), 415-425. 

Daly, S., Hughson, H., & Loutzenhiser, G. (2021). Valuation for the purposes of a wealth 
tax. Fiscal Studies, 42(3-4), 615-650. 

Guler, O. V. (2019). Modelling financial sustainability with performance indicators: NPV AND 
IRR. Emerging Markets Economics and Business. Contributions of Young Researchers, 
304. 

Jumran, A., & Hendrawan Sr, R. (2021). Stock valuation using discounted cash flow method 
with free cash flow to equity and relative valuation approaches on state-owned banks 
listed on IDX for 2021 to 2025 period projection. International Journal of Science and 
Management Studies (IJSMS), (4), 191-201. 

Konek, M. S. (2021). Valuation of Equity using Discounted Cash flow Method. Journal of 
University of Shanghai for Science and Technology. D.O.I - 10.51201/Jusst12658.  

Kirchain, R., Roth, R., Field, F. R., Muñoz-Royo, C., & Peacock, T. (2019). Report to the 
International Seabed Authority on the Development of an Economic Model and System 
of Payments for the Exploitation of Polymetallic Nodules in the Area. Massachusetts 
Institute of Technology: Cambridge, MA, USA, 77. 

Kim, B. C., & Reinschmidt, K. F. (2012). A second moment approach to probabilistic IRR using 
Taylor series. The Engineering Economist, 57(1), 1-19. 

Li, Y. (2021). Improving the Accuracy of Estimated Intrinsic Value Through Industry-Specific 
Valuation Models. Review of Business & Finance Studies, 12(1), 79-89. 

Li, L., & Miu, P. (2022). Behavioral Heterogeneity in the Stock Market Revisited: What Factors 
Drive Investors as Fundamentalists or Chartists?. Journal of Behavioral Finance, 23(1), 
73-91. 

Nasiri, A., Noori, A., Salleh, M. C. M. (2019). Factors Affecting Investment Decisions: Studies 
on Young Investors, International Journal of Academic Research in Accounting, Finance 
and Management Sciences. 9(3): 10-16. 

Nti, I. K., Adekoya, A. F., & Weyori, B. A. (2020). A systematic review of fundamental and 
technical analysis of stock market predictions. Artificial Intelligence Review, 53(4), 
3007-3057. 

Nordin, M. S. A., Ab Rahim, N., & Adnan, H. (2019). Fundamental Valuation of Construction 
Stocks: A Content Analysis from Property Developers. In IOP Conference Series: Earth 
and Environmental Science (Vol. 385, No. 1, p. 012072). IOP Publishing. 



International Journal of Academic Research in Business and Social Sciences 

Vol. 1 2 , No. 5, 2022, E-ISSN: 2222-6990 © 2022 HRMARS 

1275 
 

Ong, C. Z., Mohd-Rashid, R., & Taufil-Mohd, K. N. (2020). Do institutional investors drive the 
IPO valuation?. Borsa Istanbul Review, 20(4), 307-321. 

Sarsour, W. M., & Sabri, S. R. M. (2021, November). Investment valuation and the 
performance of companies with modified internal rate of return: A simulation Markov 
chain. In AIP Conference Proceedings (Vol. 2423, No. 1, p. 030006). AIP Publishing LLC. 

Sutjipto, E., & Setiawan, W. (2021). Accuracy of dividend discount model and p/e ratio 
valuation in Indonesia stock exchange. Available at SSRN 3865915. 

Sutjipto, E., Setiawan, W., & Ghozali, I. (2020). Determination of Intrinsic Value: Dividend 
Discount Model and Discounted Cash Flow Methods in Indonesia Stock Exchange. Eddy 
Sutjipto, Wawan Setiawan and Imam Ghozali, Determination of Intrinsic Value: Dividend 
Discount Model and Discounted Cash Flow Methods in Indonesia Stock Exchange, 
International Journal of Management, 11(11). 

Silva, J. L. E., Sobreiro, V. A., & Kimura, H. (2018). Prepurchase financing pool: Revealing the 
IRR problem. The Engineering Economist, 63(2), 158-170. 

Tandelilin, E. (2010). Dasar-dasar Manajemen Investasi. Manajemen Investasi, 34. 
Tao, Z., Moncada, J. A., Poncelet, K., & Delarue, E. (2021). Review and analysis of investment 

decision making algorithms in long-term agent-based electric power system simulation 
models. Renewable and Sustainable Energy Reviews, 136, 110405. 

Utami, S. R., Limas, V., Ulfa, F., & Wijaya, M. (2018). Comparison analysis between intrinsic 
value and market price of telecommunication company in indonesia stock 
exchange. International Journal of Advanced Research in Management and Social 
Sciences, 7(5), 1-13. 

Vayas-Ortega, G., Soguero-Ruiz, C., Rojo-Álvarez, J. L., & Gimeno-Blanes, F. J. (2020). On the 
differential analysis of enterprise valuation methods as a guideline for unlisted 
companies assessment (I): Empowering discounted cash flow valuation. Applied 
Sciences, 10(17), 5875 

Wibowo, A. I. L., Putra, A. D., Dewi, M. S., & Radianto, D. O. (2019). Differences In Intrinsic 
Value With Stock Market Prices Using The Price Earning Ratio (Per) Approach As An 
Investment Decision Making Indicator (Case Study Of Manufacturing Companies In 
Indonesia Period 2016-2017). Aptisi Transactions On Technopreneurship (ATT), 1(1), 82-
92. 

Zahera, S. A., & Bansal, R. (2018). Do investors exhibit behavioural biases in investment 
decision making? A systematic review. Qualitative Research in Financial Markets. 

 
 


