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Customer Lifetime Value is the net profit
contribution of the customer to the firm over time
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Monte Carlo
Simulation

[mdn-té ‘kdr-‘l6 sim-ya-‘la-shan]

A model used to predict
the probability of a variety
of outcomes when the
potential for random
variables is present.



Introduction to Monte Carlo Simulation
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Setting up a Monte Carlo Simulation Model

1' Define the problem

2‘_ Collect data

3 Create probability distributions
4. Run the simulation

5. Analyze the results




Key Components of a Monte Carlo Simulation Model

Random Variables

Probability Distributions

® Correlation Structure
@‘

Simulation lterations

Sensitivity Analysis

Results Analysis



Estimating the parameters for Monte Carlo simulation

Estimating stock price - The stock price today is typically known,
but for future time steps, it is uncertain

Estimating risk-free rate - The risk-free rate is usually estimated
using government bonds or other risk-free instruments

! Estimating volatility - Volatility is the measure of the stock
- price's variability over time

Estimating time horizon - The time horizon is the length of time
until the option's expiration
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