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Advantages of DCF

Theoretically, it is one of the most sound methods of valuation.
It focuses on cash which is the key driver of value

Since the emphasis is on cash, there should not be accounting
issues that can distort measures such as P/Es

It does gives you a rough gauge to get started if you have
absolutely no idea how to determine a fair value of the stock
price.

Disadvantages of DCF

The accuracy of the valuation is very much dependent on the
assumptions made regarding the free cash flow, discount rate
etc.

It is challenging to predict the company's growth for the next
5-10 years. Past performance does not guarantee future
results.

The complexity of the calculation is putting off many retail
investors (the use of our given spreadsheet make it much
easier though)
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Best Practices On DCF Valuation

. The company has consistent track record of cashflow, EPS
(earnings per share) and ROE (return on equity)

. Min. 5 years of financial record; best with 10 years history
. Credible Management
. Strong Economic Moat

. The company's business revenue is somewhat predictable
(Coca-Cola, Visa, Starhub, Breadtalk, Vicom etc)

. It is only roughly right BUT it is better than precisely wrong

. Need to calculate DCF yearly to go inline with economy
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Disclaimer:

The material from BigFatPurse.com and this document have no regard to the
specific investment objectives, financial situation, or particular needs of any
visitor. Information, tools and articles published are solely for informational
purposes and are not to be construed as a solicitation or an offer to buy or sell
any securities or related financial instruments.

References made to third parties are based on information obtained from
sources believed to be reliable, but are not guaranteed as being accurate.
Visitors should not regard it as a substitute for the exercise of their own
judgment.

Any opinions expressed in this site are subject to change without notice and
BigFatPurse.com or any affiliated sites or authors are not under any obligation
to update or keep current the information contained herein.

BigFatPurse.com accepts no liability whatsoever for any loss or damage of any
kind arising out of the use of this spreadsheet.

Our comments are an expression of opinion. While we believe our statements
to be true, they always depend on the reliability of our own credible sources.
The findings from this spreadsheet are merely a start to a means of further
research and uncovering a great business and investment. BigFatPurse.com
holds no responsibility for any investment whatsoever

http://www.BigFatPurse.com



http://www.BigFatPurse.com/

