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Business valuation of a Hungarian firm using the WDCF model
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One could easily argue that today's most well-spread business valuation tools are the discounted cash-flow based models. These are usually built in two steps: first, estimating the expected cash-flows, then discounting these with factors corresponding to the riskiness of the business entity. This way, the uncertainty is only evaluated through the factors, and the cash-flows are only represented through the expected value. The expected value does not distinguish between two distributions with fundamentally different variance, the model can only offset with higher return in exchange for the risk, resulting in a decrease of the expected value. In this paper we try to create a new model, treating the cash-flow elements as random variables instead of point estimates, and simulating the distribution of the firm's value. We aim to expose additional information about the distribution to help investors positioning the investment oppurtunity in their preference ordering.



