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Abstract. The article aims at evaluating a specific enterprise of the Real 
Estate segment using FCFF (Free Cash Flow to Firm) method. This 
technique determines the company’s value through free cash flows. 
Enterprise valuation presents a distinct discipline requiring appraiser's deep 
understanding not only of the evaluated enterprise but also other external 
decisive influences. The theoretical part focuses on calculation procedures 
using The CAPM (Capital Asset Pricing Model) model quantifying 
separate variables that determine discount rates. The suggested technique 
deals with specific financial data of the company and is applicable in 
evaluating small and medium-sized enterprises.  
Key words: enterprise valuation, FCFF, CAPM, cash flow, real estate, 
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1 Introduction 
Enterprise valuation currently presents an extensively discussed issue in terms of 

economy and finance. Adopting a good method facilitates a thorough valuation of the 
enterprise, which is a very important factor regarding finance as companies certainly need 
equity evaluated for purposes such as loans, mergers and seeking or making public tenders. 
Developed economies use the technique of property valuation upon business mergers or 
acquisitions. On the other hand, developing countries apply this method to foreign 
investments in a specific country. Growing globalization, market liberalization and cut-
throat competition prevent academic workers, company owners, and managers of advisory 
companies from precisely setting the value of equity of the enterprise [1-2].     

Successful determination of the value of an enterprise is subject to many aspects. 
Thriving companies have a high market value guaranteed only by long-term and complete 
stabilization, which is achieved by permanent financial balance and continuously positive 
economic results [3-4]. Financial soundness has a priority as yield methods apply only to 
the future potential of the company [5]. Upon conducting analyses, prognosis generators, 
e.g. revenue estimates, operating profit margin, working capital and investments, will 
deliver the valuation. These generators carry out a preliminary valuation of the company 
which is, however, informative and its value indicates only provisional estimate [6]. 
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The property valuation method presents a distinct and complex discipline, considering 
the enterprise value from different aspects. The first depends on the purpose of the 
valuation and the appraising subject; the second being the reason [7]. 

The article aims at applying the method of valuation by discount free cash flows 
conducted on a specific enterprise. The result suggests strong sides and shortcomings of the 
technique to recommend the use of this method of valuation.   

2 Literature Research 

Dong Yangig [8] regards the company valuation as a part of an economic discipline that 
grows in importance within the economic transformation. Free cash flow method contains 
information that may objectively and comprehensively reflect the ability of enterprises to 
generate the value, but also help companies clearly understand their market value. The 
market appraisal depends on the profit rate from previous periods and corporations’ current 
free cash flow [9]. The company value should thereby be of vital interest to future investors 
and managers. Measuring performance plays an essential role in the companies’ value 
generation [10]. The most challenging task for the management is to adopt an effective 
method of assessing accomplishments, which will precisely measure the performance of the 
organization within a specific period. The traditional accounting measures were subject to 
criticism for failing to consider overall capital costs [11-12].   

Dong [8] suggest methods of calculating the free cash flow in a text focused on 
analysing and appraising enterprises. The analysis of the balance-sheet report and valuation, 
in general, begins with business operations, i.e. units of accounts dealing with enterprise’s 
primary activities to generate incomes and subsequent addition of the value of its monies 
and other financial assets. The author claims that the valuation of a company’s property 
ownership should be the same for both methods of calculating the free cash flow. The 
analyst should, however, improve the technique to calculate capital costs (WACC), which 
will allow discounting of estimated free cash flows to the current value of the company. 

If free cash flow (FCF) value or the value of the cash flow is relevant, and managers 
submit prognoses to investors, Hoque and Rakow [13] constructed a model demonstrating 
the influence of these prognoses on the value of the company. On the other hand, 
corporations with positive free cash flows and high performance pressure their management 
to reduce profits to avoid the interest of state institutions and tend to lower or cover their 
performance by profit management.   

Shaikh [14] observe the diversion from traditional performance-related assessments 
based on accounting to performance-related values. Economic value added (EVA) and FCF 
are reliable indicators showing performance that considers values derived from a long-term 
goal of accumulating wealth, as contrasted to a short-term approach to maximize the profit 
[15-18]. Performance indicators built on values (including without limitation EVA) are 
superior to traditional ratios such as earnings per share (EPS), return on equity (ROE), 
return on assets (ROA) etc. These do not express value creation and, as they closely relate 
to accounting, can be effectively processed by senior workers and therefore are not very 
useful for shareholders as reliable performance ratios. 

It is crucial to understand the relationship between different performance values and 
empirically verify the conceptual equivalence of the FCF and EVA [19-20]. In his analysis, 
Shaikh [14] proves a strong correlation between FCF and EVA. EVA and FCF are 
favourably close, which means they yield similar results to measure the performance of the 
enterprise. Discounting of carefully defined FCF is conceptually equivalent to the discount 
of economic profits (EVA) for the output and decision-making process. 

Although there are lots of approaches to determine the value of the company, experts 
entertain conflicting opinions as to the efficient method of valuation. The methodological 
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part thereby shows a financial model suitable for calculating capital costs and value of the 
company, considering only components essential to the operation and capacity of the 
enterprise; i.e. those which reflect the financial soundness of the enterprise. 

3 Data and methods 

The case study analysed a medium-sized enterprise, “Malá Šárka plc.”, with publicly 
available financial data from 2015-2018.  

Determining the value of the enterprise employs the method of discounted free cash 
flow FCFF. The technique involves all cash flows of owners and creditors generated by the 
enterprise from operational assets, providing the company’s value as a whole. What follows 
is the subtraction of the foreign capital to achieve the value of equity. Calculations proceed 
in two steps. The first part deals with discount FCFF followed by subtracting the value 
from the foreign capital to evaluate the equity of the enterprise.   

The first step involves determining the earnings of the enterprise before paying taxes 
and interests. 

EBIT = EBT + I       (1) 

EBIT: Earnings before Interest and Taxes, 
EBT:  Earning before Taxes, 
I:  Interest. 
To determine FCFF we modify EBIT values. The first phase monitors periods reduced 

by the tax rate for a specific year, amortization and other costs. The second phase considers 
investments in operational working capital and investments in fixed assets.  

 
The final value of the formula for calculating FCFF is determined according to 

aforesaid operations. 

FCFF = EBIT * (1 – t) + A – INV     (2) 

t:  Tax rate, 
A:  Amortization, 
INV:  Long-Term Investments + Invests in Working Capital. 
We further determine WACC by CAPM, which fixes re – costs of equity calculated by 

risk-free profit rate on the market, risk rate and equity risk premium. The risk-free rate on 
the market is based on the interest rate of long-term and medium-term government bonds 
[21]. Specific values arise from issuing calendars of 2015, 2016, 2017, 2018 available on 
the internet portal of the Ministry of Finance of the CZ. Beta Parameter is determined on 
the value accessible on websites of Professor A. Damodaran. Our case explores Real estate 
operations & services. The equity risk premium also originates from websites of the 
respective professor as a value of the entire Czech Republic valid for 2015, 2016, 2017, 
2018. 

re = rf + β * ( rm  – rf )       (3) 

rf:  Risk-free Rate, 
β:  Volatility of Company´s Stock Price in the Capital Market, 
𝑟𝑟𝑚𝑚  -  𝑟𝑟𝑓𝑓: Equity Risk Premium. 
To determine weighted costs of the total market value of the company, we apply a 

formula considering both – the equity and foreign capital. 

3

SHS Web of Conferences 91, 01042 (2021) https://doi.org/10.1051/shsconf/20219101042
IES2020



  WACC = 𝐸𝐸
𝐶𝐶

∗ 𝑟𝑟𝑒𝑒 + 𝐷𝐷
𝐶𝐶

∗  𝑟𝑟𝑑𝑑 ∗ (1 − 𝑡𝑡)    (4) 

re:  Cost of Equity, 
rd:  Cost of Debt, 
C:  Total Market Value of the company, 
D:  Market Value of the company´s debt, 
E:  Market Value of the company´s equity, 
t:  Corporate tax rate. 
The first step encompasses determining FCFF value for individual years and discount 

WACC value to calculate the enterprise value. 

𝐸𝐸𝐸𝐸1 = ∑ 𝐹𝐹𝐶𝐶𝐹𝐹𝐹𝐹𝑡𝑡
(1+𝑊𝑊𝑊𝑊𝐶𝐶𝐶𝐶)𝑡𝑡

𝑡𝑡=𝑛𝑛
𝑡𝑡=1       (5) 

 
EV1:  Enterprise Value,  
t:  the Specified Year, 
n:  the Number of Years. 
The second step consists in fixing a going value of the company. This calculation uses 

Gordon Model including growth rate g, assessing gross national product (GNP) growth and 
inflation. The essential requirement is also a steady growth of cash flows. 

FCFFn+1 = FCFFt * (1 + g)    (6) 

g:  Growth Rate of FCFF. 
   The specific discount rate is derived from future costs of the capital WACC, requiring 

the enterprise’s stability in cash flow growth.   
The applied formula is as follows: 

𝐺𝐺𝐸𝐸 =  𝐹𝐹𝐶𝐶𝐹𝐹𝐹𝐹𝑛𝑛+1
𝑊𝑊𝑊𝑊𝐶𝐶𝐶𝐶−𝑔𝑔

      (7) 

GV:  Going Value  
The total value of the enterprise involves the sum of partial results of both steps. 

𝐸𝐸𝐸𝐸 = ∑ 𝐹𝐹𝐶𝐶𝐹𝐹𝐹𝐹𝑡𝑡
(1+𝑊𝑊𝑊𝑊𝐶𝐶𝐶𝐶)𝑡𝑡 +  𝐹𝐹𝐶𝐶𝐹𝐹𝐹𝐹𝑛𝑛+1

𝑊𝑊𝑊𝑊𝐶𝐶𝐶𝐶−𝑔𝑔
 𝑡𝑡=𝑛𝑛

𝑡𝑡=1     (8) 

EV:  Enterprise Value, 
t:  the Specified Year last year of first step, 
n:  the Number of Years in first step, 
g:  Perpetual Grow. 

4 Results 
“Malá Šárka plc.” was the selected enterprise for the application of accounting data and 

validation of the devised method. The company’s core business is to provide services and is 
located in Prague.  

4.1 Enterprise value in the first step 

Publicly available balance-sheet statements reported the profit rate before interest and 
EBIT tax deductions. 
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Table 1. Calculating earnings before interest and tax payments (EBIT) within 2015-2018 (in 
thousands CZK) 

Value 2015 2016 2017 2018 

Economic result before taxation (+) 87 196 233 194 

Interest costs (+) 0 0 0 0 

EBIT 87 196 233 194 

Sources: Own processing. 
 

Table 1 depicts the perpetual growth of earnings of the enterprise – the economic result 
before taxation and, subsequently, before paying interests and taxes (EBIT). The year of 
2017 saw an increase in its earnings caused by revenue growth for provided services.  

Table 2. Values of free cash flows (FCFF) within 2015-2018 (in thousands CZK) 

Value 2015 2016 2017 2018 

EBIT 87 196 233 194 

Tax – tax rate t=19% (-) 17 37 44 37 

Amortization (+) 5 612 5 983 6 026 6 264 

Working capital change (-) n/a 313 524 477 

Investment changes in fixed assets (-) n/a 5 759 5 622 5 879 

FCFF n/a 70 69 65 

Sources: Own processing. 
 

Table 2 suggests the free Cash Flow rate. The tax rate 19% and company’s amortization 
is overall equal, with the only fluctuation in 2017 caused by revenue growth and 
subsequently influenced by the change in the working capital. 
     Table 3 shows statistical values within separate periods as published in annual balance-
sheet reports within the business sphere of the Ministry of Industry and Trade. Beta 
Coefficient and risk premiums are available on websites of Professor A. Damodaran. 
Calculations determined the rate of average capital costs paid by the company to ensure its 
business activities (WACC). Furthermore, costs of capital and equity fixed WACC for 
individual periods. 

Table 3. Weighted average capital costs (WACC) within 2015-2018 (in thousands CZK) 

Value 2015 2016 2017 2018 

Surcharge for the financial stability; rf  0.54% 0.46% 0.79% 1.90% 

Beta 0.89 0.99 0.62 0.80 

Premium for market risk in CZ; rm-rf 5.60% 6.30% 6.20% 5.90% 

Equity yield; r 5.52% 6.70% 4.63% 6.62% 
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Cost of debt; rd 0.00% 0.00% 0.00% 0.00% 

Market value of the company’s debt; D 0 0 0 0 

Market value of the company’s equity; E 34 287 34 376 34 496 34 588 

Total market value of the company; C 34 287 34 376 34 496 34 588 

WACC 5,52% 6,70% 4,63% 6,62% 

Sources: Own processing. 

 Table 4. Enterprise value EV in the first step (in thousands CZK) 

1st step 2015 2016 2017 2018 

FCFF   70 69 65 

WACC 5.52% 6.70% 4.63% 6.62% 

EV 1st step   65 63 54 

EV 1st step 182 
Sources: Own processing. 

 
Table 4 demonstrates enterprise values in the first step of the calculation. Discount rates 

applied to calculate weighted average capital costs. The resulted value discounted and 
subsequently added up free cash flows FFCF.   

4.2 Calculating values in the second step 

The resulting value of free cash flows for the following period (FCFFn+1) and the 
growth rate is based on the estimated year-to-year GNP growth and inflation. GNP rate 
2.4% and inflation 2.6% was built on statistical data with final sum 5.2%. 

  𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹2019 =  65 ∗  (1 +  0.052)  =  69 𝑡𝑡ℎ𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜 𝐹𝐹𝐶𝐶𝐶𝐶    (9) 

The going value for the consecutive year equals to: GV = 4,826 thousands CZK. 

4.3 Total market value of the company 

The total market value of the company is given by summarizing partial results of both 
steps: 

           𝐸𝐸𝐸𝐸 = 182 + 3982 = 4,164 𝑡𝑡ℎ𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜 𝐹𝐹𝐶𝐶𝐶𝐶    (10) 

5 Discussion  
To valuate an enterprise using Discount Free Cash Flows to Firm Method, we randomly 

chose an organization within Real Estate segment.   
The procedure considered all aspects that may influence the precision of the calculation, 

i.e. a large scale of variability of calculating the enterprise value and essential variables to 
determine the discount rate. Honque and Rakow [13] argue that we also must take into 
account the ability of the management to achieve high performance and free cash flows.  
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i.e. a large scale of variability of calculating the enterprise value and essential variables to 
determine the discount rate. Honque and Rakow [13] argue that we also must take into 
account the ability of the management to achieve high performance and free cash flows.  

If the discount rate arose only from WACC calculation from equity costs from CAPM, 
the foreign capital and capital structure, there could be a risk of an inadequate assessment 
of the discount rate value. What might potentially cause this fault would be measuring the 
risk by CAPM, which indicated a slight deficiency, as the risk rate is an inevitable part of 
all investments. The risk rate, therefore, requires quantification.     

A different decisive factor is the number of periods involved in the first step of 
assessing the enterprise value. Their lower number negatively influences the final price, as 
they do not inform on the perpetual growth of the company. The positive effect would be 
discernible in the event of recalculating the whole development of the monitored periods 
since the company’s foundation. 

The evaluated enterprise met all the decisive parameters. The method’s applicability 
strongly depends on a precise calculation. Valuation of enterprises presents a 
comprehensive discipline established on appraiser’s understanding not only the evaluated 
organization but also other external influences involved.  

The validity of the result depends on the data available to the appraiser. His ability to 
predict the stability (or instability) of the development of the market economy is vital. 

6 Conclusion  
The goal was achieved. The method for evaluating an enterprise by free cash flows 

applied to a randomly selected corporation (small or medium-sized) within the designated 
segment.     

The findings showed that valuation standards comply with value standards; the 
enterprise price agrees with the qualified estimate. Throughout the experiment of setting a 
discount rate and risk premium, we found out common contact points relating to enterprise 
capital value regarding the risk for its current shareholders and potential investors.   

The selected enterprise met all required parameters for setting the enterprise value. The 
method used in this study has qualifications regarding the precision of the calculation. 
However, we can expect its application upon necessary modifications. On the other hand, 
some computations may give grounds for further research. The risk rate presents an issue 
for in-depth analysis and could become a central topic of another scholarly article.       

Findings relating to the applicability of the technique in questions can serve as 
appraisers’ decision-making criteria or clues for data collection to evaluate the enterprise. 
We may predict its higher potential for owners who want to know the up-to-date value of 
their companies and dispose of fresh and accurate information and data.    

The research revealed that evaluating assets of enterprises mostly involves yield 
methods to fix the discount rate of the company. Disregarding the risk rate when pricing the 
enterprise and ignoring the value of risk premium of the discount rate may result in a 
simplification, as the amount of risk premium of the discount rate provides useful 
information for determining a discount rate within the project management’s investment 
decision-making. 
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