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Problems in DCF method to evaluate Enterprise Value and
Shareholders value

— Focus on treatment of holding cash, forecasting term and growth rate in terminal value —

Shigeru Nishiyama

Abstract

The purpose of this paper is to consider some problems, especially three points, in calculation
system of DCF method, which is one of the popular method for the evaluation of Enterprise Value and
Shareholders Value, based on literature reviews. The results are the following. Firstly, with regard
to the treatment of holding cash, theoretically cash necessary to do business should be treated as
working capital and the residual surplus cash should be treated as one of the non-operating assets.
Secondly, with regard to forecasting term, the period should be theoretically and also generally the
period when the company would be stable and under the equilibrium situation. Thirdly, with regard
to the growth rate in terminal value, the total of the inflation rate and actual growth rate is a
theoretical option, however only the inflation rate is used to make a conservative assumption under
the practice.
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