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Abstract: This paper explores the application of the Dividend Discount Model
(DDM) and Free Cash Flow to the Firm (FCFF) in valuing companies, particu-
larly focusing on CyberAgent Inc., a leading digital media and Internet group in
Japan. The analysis demonstrates how DDM, with its emphasis on dividend pay-
outs, serves as a reliable tool for evaluating companies with stable dividend his-
tories, providing a straightforward method for estimating intrinsic value based on
future dividends. In contrast, FCFF offers a comprehensive valuation framework
that considers all cash flows available to capital providers, making it particularly
useful for growth companies that reinvest earnings rather than distribute divi-
dends. The paper concludes the business valuation methods by emphasizing the
importance of selecting the appropriate valuation model based on the specific
characteristics of the company, highlighting how both DDM and FCFF contrib-
ute to wisely investment decisions and deeper insights into a company's financial
position and future prospects.
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1 Introduction

In today’s interconnected global economy, accurately assessing a company’s intrinsic
value is critical for investors, financial analysts, and company managers. The health of
financial markets is influenced by numerous macroeconomic factors, including interest
rates, inflation, and geopolitical tensions, and plays a crucial role in shaping investor
sentiment and driving market dynamics. There are about 4000 company closed in 2023,
which is half as many as 2021 [1]. And in early Augest this year, Japan’s Nikkei expe-
rienced the biggest rout since 1987, caused decline in market value for many companies
[2]. These external factors create a complex environment where knowing the actual
value of a company is crucial to making informed investment decisions.

As the sight moves from the global financial landscape to the scope of corporate
finance, the question of how to value a firm becomes more salient. Investors and ana-
lysts employ various models to estimate a company’s intrinsic value, each offering a
different perspective based on the company’s financial data and prospects. The two
most widely known valuation models are the dividend discount model (DDM) and the
corporate Free cash flow (FCF) approach. Zhuo used DDM and FCF method in his
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article about valueing Apple’s stock [3]. And Nenkov mentioned in the article that
about 86.9% analyzers uses free cash flow to value a company [4]. Although different
in methodology, these models are all designed to help stakeholders understand the com-
pany’s financial position and long-term growth potential.

2 Methodology

DDM is based on a precondition that the value of a firm is fundamentally tied to its
ability to generate and distribute dividends to shareholders. The model assumes that the
value of the stock is equal to the present value of all future dividends, which is seen as
a direct reflection of the profitability and financial stability of the firm. DDM is partic-
ularly useful for companies where dividend payments are consistent and predictable,,
making it a popular choice for evaluating mature, stable companies (for example, in the
utilities or consumer staples industries). However, DDM’s reliance on dividends as the
sole measure of value can be limiting, especially for firms that reinvest earnings in
growth rather than paying dividends. DDM assumes that the firm will pay dividends
indefinitely, which may not necessarily hold. Many companies may not pay dividends;
instead, they may reinvest profits in business expansion. In Xu’s article, DDM is prac-
tical; however, due to the instability of the dividend market, there could be some errors
in the result [5].

The corporate free cash flow approach provides a more comprehensive valuation
framework by focusing on the total cash flows available to all capital providers, includ-
ing debt holders and equity holders. FCF represents the cash flow a company generates
after deducting capital expenditures and working capital requirements before interest
and dividend payments. This approach is precious for valuing companies in growth
industries, where dividends and companies with complex capital structures may be ir-
regular or non-existent. The versatility of FCFF makes it applicable to a wide range of
companies, from startups to large, mature companies, enabling analysts to assess a com-
pany’s cash-generating capacity independently of how it chooses to distribute its cash
to its stakeholders.

As the focus move from these broader valuation techniques to the specifics of this
paper, the discussion will focus on a detailed usage of DDM and FCFF to evaluate a
company. Both models have advantages and limitations; understanding these nuances
is essential to applying them effectively. The simplicity of the DDM and its direct link
to shareholder returns make it a straightforward tool for certain types of firms, while
the flexibility and broader scope of the FCF provide a more nuanced view of a firm’s
financial condition. By using these models, this paper aims to understand how DDM
and FCF can be used to value companies.

3 Company Introduction

CyberAgent, Inc. is a leading digital media and Internet group based in Tokyo, Japan.
Since its founding in 1998 by Susumu Fujita, CyberAgent, Inc. has become a dominant
force in multiple digital economy sectors. The company’s dynamic approach to
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innovation and diversified business strategy has propelled it to the forefront of Japan’s
technology and entertainment industries. CyberAgent operates through six main busi-
ness segments: Media, Artificial Intelligence (Al), Advertising, Gaming, Entertainment
Technology, and Digital Transformation (DX), contributing significantly to the com-
pany’s growth and impact.

CyberAgent’s media division is a cornerstone of its operations, highlighted by the
success of Ameba, one of Japan’s largest blogging and social networking platforms.
Ameba, launched in 2004, quickly became a hub for user-generated content, enabling
CyberAgent to build a strong presence in the digital media space. In 2016, the company
launched AbemaTV, an Internet TV station that provides a wide range of original pro-
grams and live broadcasts, further consolidating its position in the digital entertainment
sector and expanding its media footprint.

CyberAgent’s advertising business has been the driver of its continued growth. The
company offers comprehensive advertising solutions that leverage its deep understand-
ing of digital marketing and consumer behaviour. CyberAgent has enhanced its adver-
tising capabilities by integrating Al technology to provide clients with highly targeted
and efficient advertising services. The company’s Al initiatives go beyond advertising,
as it actively explores and implements Al-driven innovations to stay ahead in a highly
competitive digital environment.

The gaming division is another important pillar of CyberAgent’s business, and the
2011 acquisition of Cygames marked a pivotal moment in the company’s expansion
into mobile gaming. Hit games such as Granblue Fantasy and Shadowverse drew a
global audience and established CyberAgent as a strong presence in the gaming indus-
try.

Sustainability is the key focus of CyberAgent as it tackles the future of digital busi-
ness. The company is committed to reducing its environmental footprint and integrating
sustainable practices. This includes optimizing data centres for energy efficiency, pro-
moting digital solutions that reduce the need for physical resources, and using artificial
intelligence to develop more sustainable business practices. CyberAgent also recog-
nizes the importance of social sustainability, working to create inclusive and supportive
workplaces while ensuring its digital platform promotes positive social impact.

CyberAgent’s diversified approach has made it a leader in Japan’s digital economy.
The company’s ability to innovate and adapt in these industries ensures its continued
relevance and growth in an ever-changing digital world, while its commitment to sus-
tainability underscores its commitment to creating long-term value for society and the
environment.

4 Business Valuation

Valuing a company is a key aspect of financial analysis, and two widely accepted mod-
els for this purpose are the dividend discount model (DDM) and the Company Free
cash flow model (FCFF). These models offer different perspectives on firms’ intrinsic
value, each with its unique strengths. DDM focuses on the value of dividends, making
it particularly suitable for companies with stable and predictable dividend histories. It
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assumes that the value of the stock is equal to the present value of all future dividends.
FCFF, on the other hand, is a more general model that can be applied to any firm re-
gardless of its dividend policy. FCFF considers the total cash flow available to all cap-
ital providers, including equity and debt holders, making it an ideal tool for valuing
companies that do not pay dividends but reinvest earnings for growth. The information
that will use in the following analysis is from CyberAgent’s financial report in 2023 [6,
71

4.1 Value the company using DDM

The Dividend discount model (DDM) is a widely employed approach for valuing cor-
porate equity, grounded in the theory that the value of a stock corresponds to the present
value of all its future dividend payments, discounted accordingly. This methodology
proves particularly effective for companies with an extensive track record of dividend
distribution and an anticipated continuation thereof. The primary assumption behind
DDM is that dividends represent the primary return to shareholders, and therefore, the
intrinsic value of stock can be derived from the dividends it will pay in the future. The
basic formula for the DDM, often known as the Gordon Growth Model, is expressed as
Equation (1).

D,
DDM = —— ey
(r—g9)
Where D1 is the dividend expected in the next fiscal year, r is the required rate of return,
or so called the discount rate, and g is the expected constant growth rate of dividends.
CyberAgent’s expected dividend per share for next fiscal year is ¥15, according to fi-
nancial report. Given the growth prospects of the companyt, the dividend growth rate

can be calculated as in equation (2).
Dividend

Dividend Growth Rate = ( - 1) +100%  (2)

Dividend in past year

The financial report shows that the 2023’s dividend per share is ¥15, and last year is
¥14. So the dividend growth rate is in equation (3).

15
(ﬁ - 1> *100% = 7.14% 3)
The discount rate, also called cost of equity, can be calculated by equation (4).
Cost of Equity = Ry + [ * (Rm - Rf) 4)

Where the Ry isrisk free rate, B is the stock’s beta, and R, is expected market return.
The risk-free rate can be assumed using Japanese national debt, and according to in-
vesting.com, the 10-year national debt of Japanese return rate is 0.887%, which will be
employed in the risk free rate [8]. The B of CyberAgent company is 0.4, according to
Yahoo Finance [9]. The expected market return, in this case, can be assumed using
Nikkei 225’s average return, and according to Yahoo Finance [10], this return rate in
the past 10 years (2013-2023) is 8.102%, with inflation adjusted. So the discount rate
is expressed in equation (5).

0.887% + 0.4 = (8.102% — 0.887%) = 3.813% (5)
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With these detailed information, the stock price can calculate through the DDM.

15
= 450.85 h .
7.14% — 3.813% yen per share (6)

So, according to the calculation (Equation (2)), the intrinsic value of CyberAgent’s
stock, on account of the company’s dividend payments, is approximately ¥450.85 per
share. This valuation approach is particularly reliable for those companies which have
stable dividend policies and a clear trajectory for future earnings, making it a useful
tool for long-term investors focusing on income from dividends.

4.2  Value the company using FCF

Free Cash Flow to the Firm (FCFF) is a valuation method that focuses on a company’s
cash flows that are available for distribution to all its capital providers—both equity
holders and debt holders. Unlike the Dividend Discount Model, which only applies to
dividend-paying companies, FCFF can be applied universally. It offers a comprehen-
sive gauge of a company's profitability, taking into account the capital expenditures
necessary for maintaining and expanding the business as well as changes in working
capital. FCFF is particularly valuable for evaluating companies which do not pay divi-
dends, like high-growth firms that reinvest earnings to fuel expansion. This model is
also favoured for its ability to reflect the overall financial health of a company, as it
considers both operational efficiency and capital management. The FCFF is calculated
using the following formula as in Equation (7).
FCFF = EBIT = (1 — Tax Rate) + Depreciation — Capital Expenditures
—Change in Working Capital 7
Where the EBIT is earnings before interest and taxes, to calculate FCFF for Cyber-
Agent, the following financial data will be used for the fiscal year ending in September
2023, according to the CyberAgent’s financial report: Earnings Before Interest and
Taxes (EBIT) of ¥24,557 million, a tax rate of 30%, depreciation of ¥8,104 million,
capital expenditures of ¥13,078 million, and a change in working capital of ¥7,653 mil-
lion. For EBIT calculation, this research use Equation (8).

EBIT = Gross Profit — Operating Expenses (8)
Where gross profit is calculated in Equation (9).
Gross Profit = Revenue — Cost of Goods Sold 9

The revenue, according to the financial report, is ¥720,207 million, and cost of goods
sold is ¥527,802 million. So gross profit is calculated by equation (10).

¥720,207 million — ¥527,802 million = ¥192,405 million (10)
With gross profit and operating expenses, which is ¥192,405 million and ¥167,847 mil-
lion separately, the EBIT can be calculated using these information in equation (11):

¥192,405 million — ¥167,847 million = ¥24,558 million a1y
And with this information, the FCFF can be calculated by substituting the formula.
(Equation (12)).

24557 * (1 — 0.3) + 8104 — 13078 — 7653 = 4563 million yen (12)
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It shows that CyberAgent generated ¥4,563 million in free cash flow available to all
capital providers during the period. This method is particularly valuable for evaluating
companies in growth phases, as it accounts for the economic value generated by the
firm beyond just dividends. By considering operational efficiency and investment
needs, FCFF offers a holistic perspective on the financial health and prospective growth
of the company [11, 12].

5 Conclusion

In the field of corporate valuation, the Dividend discount model (DDM) and corporate
free cash flow (FCFF) are fundamental tools to meet the needs of different types of
companies and investors. The application of these models goes beyond their theoretical
framework to provide practical insights into a company's financial health and future
prospects.

Using DDM, investors can focus on companies with established dividend policies,
allowing them to directly calculate intrinsic value based on expected future dividends.
This model is especially useful in stable industries where companies have a predictable
history of dividends. FCFF, on the other hand, offers a more holistic perspective by
capturing the value generated through a company's operations while considering capital
expenditure and working capital requirements. This approach is particularly effective
for firms that prioritize reinvestment over dividend distribution, providing all stake-
holders with a comprehensive measure of a firm's cash flow generation capability.

In practice, the choice of DDM and FCFF should be guided by the specific charac-
teristics of the company being evaluated. For companies that pay dividends on an on-
going basis, DDM provides a simple and straightforward approach. For companies in
growth industries or with more complex capital structures, FCFF provides a more flex-
ible and detailed approach. For CyberAgent, the company studied in this article, both
approaches apply. This provides an intuitive way to assess the value of cyebragent.

Overall, both models make a significant contribution to the valuation process, help-
ing investors and analysts make informed decisions. By carefully selecting an appro-
priate model and considering the company's unique characteristics, stakeholders can
enhance their comprehension of the company's value and make strategic investment
decisions.
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