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SYLLABUS

FUNDAMENTALS OF BUSINESS VALUATION

undergraduate level

Lecturers: 

· Elena Shakina, PhD in Economics, Associate professor, Department of Financial Management NRU HSE-Perm

· Anna Bykova, PhD in Economics, Associate professor, Department of Financial Management NRU HSE-Perm

· Angel Barajas, PhD in Business Administration, Associate professor, Department of Accounting and Finance, University of Vigo (Spain)

Prerequisites 

An intermediate undergraduate course in corporate finance, strategic management, econometrics.

Course description

This course introduces the value-based view on companies’ activities emphasizing a particular importance of creation of shareholders value. This course considers fundamental valuation as a core approach to understanding companies’ performance on the market. It discloses the principle-agent conflict in the corporation and gives insight into aligning goals of companies’ investors and management. The course in business valuation for undergraduate students covers most relevant issues of theoretical and empirical finance related to corporate value: discounted cash flows, cost of capital, value drivers, the model of economic value added, market enterprise value, market capitalization, intangibles and intellectual property, comparables and multipliers. The module is designed to provide students with knowledge, skills, positive values and competencies to solve non-trivial problems and creative tasks in forecasting and interpretation of the results. 
Course objectives

The course aims at providing students with competences in estimating value of companies in the frame of value-based approach and relative methods. It moreover equips students with  relevant technics in value-based management.
Learning outcomes

By the end of this course students should be able to: 

· obtain data from all publicly available information: companies’ annual reports, financial markets, information agencies, search engines

· analyze companies financial reports

· make forecasts on the base of companies’ historical data and their corporate strategy

· design companies’ financial model

· apply methods of value-based approach to find fundamental value of companies

· apply methods of market-based approach to control fundamental values

· compare and interpret results of fundamental and relative valuation

· find value drivers and suggest ways to managing companies’ value

· apply methods of business valuation to solve problems of corporate governance related to mergers and acquisitions, compensations of companies’ top-management, management of companies’ intangibles etc.

Originality of the Course

The idea of the course is to develop understanding of corporate vision and strategy in terms of value creation. The value-based concept is considered as the most relevant for companies, which are either introduced on financial markets or focused on outperforming in rival environment. This course draws the line between companies’ investment attractiveness and competitive advantages. It seeks for efficient investment decisions applying relevant technics in business valuation.

The teaching delivery bases on the principle “learning by doing”. Students start with valuation of large famous corporation represented in the Dow Jones Industrial, they estimate companies’ value by employing all publicly available information, the try to forecast companies’ fundamentals just observing their activities from the outside. That contributes to deeper understanding of valuation process and avoids imposing traditional standards of value estimation. After completing the major topics of the course students are supposed to participate in group work dealing with the real problems, which were faced by small and medium enterprises in the Perm region. That provides students with practical achievements and explains how they could be valuable for companies in which they might work.

Teaching Delivery

1 two-hour lecture and 1 two-hour workshop per week for twenty-four consecutive weeks. Students are expected to do relevant reading and preparation before the workshop. It is strongly recommended that also they do additional reading to supplement the material. 

Students will be involved in watching and analysis of videos, reading and critical analysis of the books and relevant practical works in the specific fields of business valuation. Peer group networking on workshops allows to developing advanced skills in communications, roles sharing, feedbacks and assessment provision.

Assessment

The students are evaluated according to the quality of group projects, individual work on workshops, intermediate and and final assignments:

· 1st group project in valuation of a company listed in the Dow Jones Industrial Index – 20%

· 2nd group project in valuation of SME’s (application for solving corporate problems) – 20%

· Individual work on workshops – 10%

· intermediate assignment in fundamental valuation – 20%

· final assignment in fundamental and relative valuation – 30%

Competencies

Attending the course the student develops the following competencies:

	Course objectives/tasks
	Competencies 
	Code (from original standards for undergraduate program in Economics NRUHSE)

	obtain data from all publicly available information: companies’ annual reports, financial markets, information agencies, search engines

analyze companies financial reports
	is able to obtain information from different sources
	  ИК- 4

	design companies’ financial model


	is able to select the tools to proceed the economic data in accordance with the task, to analyze the results and justify the conclusions

is able to analyze and interpret financial and analytical information, to proceed data from company’s financial reports
	ПК-5

ПК-7

	apply methods of value-based approach to find fundamental value of 

companies

apply methods of market-based approach to control fundamental values
	is able to apply traditional valuation methods


	ПК-2

	find value drivers and suggest ways to managing companies’ value

compare and interpret results of fundamental and relative valuation
	is able to analyze and interpret financial and analytical information, to proceed data from company’s financial reports


	ПК-7



	apply methods of business valuation to solve problems of corporate governance related to mergers and acquisitions, compensations of companies’ top-management, management of companies’ intangibles etc. (case studies)
	is able to critically evaluate the proposed options for management decisions and to develop and validate proposals for their improvement with regard to the criteria of economic benefits, risks and possible socio-economic impacts

is willing and able to organize the activities of a small group set up to elaborate specific economic project
	ПК-13

ПК-11




Topics and the Teaching Plan 

	№


	Topics
	Total

(hours)
	Class hours
	Self Study

	
	
	
	including
	

	
	
	
	Lectures
	Workshops/Practices
	

	 1
	Introduction into Business Valuation
	 12
	 2
	 
	 10

	 2
	Principles of the income-based approach
	 16
	 4
	6
	 6

	3
	Technics in the income-based approach
	30
	4
	6
	16

	4
	Companies’ fundamentals: free cash flows, cost of capital, growth rates, rates of return
	30
	4
	6
	20

	5
	Concepts in Value-based management: Economic Value Added (EVA), Shareholders Value Added (SVA), Cash Value Added (CVA)
	28
	4
	4
	20

	6
	Principles of Relative Valuation
	30
	6
	4
	20

	7
	Technics in the Market-based approach
	26
	4
	6
	16

	8
	Valuation of Companies’ Intangibles
	30
	6
	4
	20

	9
	Application of Business Valuation for Corporate Governance
	30
	6
	4
	20

	 
	Total:
	 228
	 40
	 40
	 148


Course Outlines

Topic 1. Introduction into Business Valuation

Purposes of business valuation. Approaches in business valuation and related concepts: Income-based approach, Relative valuation, Assets-based approach. Concepts: Cost,  Price, Value, Book Value of Assets, Market Capitalization, Benefits for Investors. Income-based approach: What benefits are expected while being the company’s investor? Asset-based approach: How much money is to be spent for establishing the company?  Relative valuation (market-based approach): How much would the company cost if it would be traded on the market? 

Face value, nominal value, real value. Enterprise value, investment value, intrinsic value. Concept of true value. Market capitalization. Current enterprise value.

Topic 2. Principles of the income-based approach

Income approach: definition, conditions of application, classification of the procedures used. Interpretation of the results in the frame of income-based approach. Comparative analysis of values estimated in the income-based, asset-based and market-based approaches. Scenario analysis. Sensitivity analysis. Determinants of the value in the frame of income-based approach. Income-based approach: advantages and shortcomings, limitations for use.
Topic 3. Technics in the income-based approach

Key principles of the capitalization procedure. Key principles of the discounting cash flows technics. Two stages of companies’ business cycle: forecast period, terminal period. Conditions of forecast period: how to find the beginning of terminal period. Two-stages model of discounted cash flows. Three-stages model of discounted cash flows: application for crisis and recovery cases. Terminal value: technics for estimation. Steady state in corporate finance: application for business evaluation. Specific cases of valuation: companies on emerging markets, fast-growing companies. small companies.  
Topic 4. Companies’ fundamentals: free cash flows, cost of capital, growth rates, rates of return

Definition and classification of cash flows: net cash flow, operational cash flow, investment cash flow (NCF), financial cash flow, free cash flow to firm (FCFF), free cash flow to equity (FCFE). Calculating cash flows: approaches, methods. Approaches to determine the duration of the forecast period. Cost of capital and discount rates. Determination of the discount rate in DCF method. Cost of equity: CAPM model, the cumulative technics, APT, Fama-French three-factor model. Cost of debts: internal rate of return, bonds, yields, credit rating method , the method of synthetic credit rating. The weighted average cost of capital (WACC). Modification of CAPM : global CAPM , the national CAPM model , a hybrid model of the CAPM. Growth rates estimation: historical growth in EPS, arithmetic and geometric growth, fundamental growth rates, expected long term growth in EPS, changes in ROE, leverage and expected growth.
Topic 5. Concepts in Value-based management: Economic Value Added (EVA), Shareholders Value Added (SVA), Cash Value Added (CVA)

Value-based management (VBM): applications for corporate governance. Strategic vision of a company in frame of VBM. Key value drivers and performance indicators. Shareholders value by A. Rappoport: application for evaluation of corporate strategies. Economic profit concept by A. Marshal. Economic profit by Copeland and economic value added by Stern&Steward: common understanding and differences. Cash value added: two concepts. Demanded cash flow and CFROI. Market value added (MVA) as an indicator of companies’ investment attractiveness. Economic value added as an indicator of competitive advantages. Future growth value: option for companies’ growth. Application of economic profit concept for business valuation: hybrid method.
Topic 6. Principles of Relative Valuation.
Definition of relative valuation. Relative Approach: basic assumptions & major features. Basic steps of relative valuation. Criteria for comparable company selection. Obstacles in relative valuation. 

Topic 7. Techniques in the Market-based approach.
The use of multiples in valuation. Choosing multiples for business valuation. The most commonly used multiples and its determinants. Market-to-Book Value Multiples. Price-Book Value Multiples. Price-to-Earnings Multiples. EV-to-EBITDA Multiples. Price/Sales Multiples. Other multiples. Relationships among valuation multiples. Relative valuation in emerging capital markets.

Topic 8. Valuation of Companies’ Intangibles.
Definition & Main Features of Intangibles. Main Types of Intangibles. Intellectual capital components. Basics of Intangibles Valuation Approach. Main Approaches to Intangibles Valuation. Income-based approach: royalty method, relief from royalty method, excess earnings method. Market-based approach. Cost-based approach. Nature of goodwill. Calculating goodwill: purposes and methods. Intangible asset valuation in practice. Valuing brands: BRANDZ, Interbrand method, Brand Metrics, Brand asset valuation. 

Topic 9. Application of Business Valuation for Corporate Governance

Application of business evaluation for: portfolio management (case-study – attachment 1), mergers and acquisitions, CEO’s compensations (case-study - attachment 2).
Course texts:

1. Damodaran A.  Investment Valuation: Tools and Techniques for Determining the Value of Any Asset. Wiley Finance, 3rd Edition, 2012. 
       http://library.books24x7.com/toc.aspx?bookid=46153
1. Main texts:
2. Моделирование стоимости компании. Стратегическая ответственность совета директоров / И.В. Ивашковская. - М.: ИНФРА-М, 2009. - 430 с.: 60x90 1/16. - (Научная мысль; Экономика). http://znanium.com/bookread.php?book=330375
Supplementary texts:

1. Copeland T., Koller T., Murrin J., Valuation: measuring and managing the value of companies, Third edition, John Wiley&Sons, 2000, (hse electronic library «Books 24x7»)
2. Pratt S.P., Niculita A.V., Valuing a Business: The Analysis and Appraisal of Closely Held Companies, 5th Edition, McGraw-Hill Co., 2008.

3. Hitchner J.R., Financial Valuation: Applications and Models, second edition, John Wiley&Sons, 2006, (hse electronic library «Books 24x7»)

4. Fernández  P. Valuation Methods and Shareholder Value Creation. Academic Press (Elsivier) , 2002
5. Stewart G.B. The Quest for Value: A Guide for Senior Managers, 1991

6. Young D.S.,  O'Byrne  S. EVA and Value-Based Management: A Practical Guide to Implementation, 2000

7. Koller T. Valuation: Measuring and Managing the Value of Companies. Wiley Finance, 2010

8. Mard M.J., Hitchner J.R., Hyden S.D., Valuation for financial reporting: fair value measurements and reporting, intangible assets, goodwill and impairment, 2nd Edition, John Willey&Sons, 2007, (hse electronic library «Books 24x7»)

9. King A.M., Fair value for financial reporting: meeting the new FASB requirements, John Wiley&Sons, 2006, (hse electronic library «Books 24x7»)

10. Reilly Robert, Schweihs Robert. Valuing Intangible Assets. IRWIN Library of Investment Finance. McGraw-Hill, 2001.

11. The Appraisal of Real Estate, 13th Edition, Thirteenth Edition Appraisal Institute, 2008

12. Estridge J., Lougee B. Measuring Free Cash Flows for Equity Valuation: Pitfalls and Possible Solutions. Journal of Applied Corporate Finance, Vol.19, No.2, 2007, pp.60-71

13. Garcia-Sanchez J., Preve L., Sarria-Allende V., Valuation in Emerging Markets: A Simulation Approach. Journal of Applied Corporate Finance, Vol.22, No2, 2010, pp.100-108

14. Pereiro L.,E., The Valuation of Closely-held Companies in Latin America, Emerging Markets Review, Vol.2, 2001, pp. 2213-2253

15. Luehrman T.A., Corporate Valuation and Market Multiples, Harvard Business Review, No16, 2009.

16. Fernandez P., 80 common and uncommon errors in company valuation, IESE Research Papers D/550, IESE Business School, 2004.
17. Baker M., Wurgler J. Market Timing and Capital Structure. The Journal of Finance, Vol. 57, No. 1. (Feb., 2002), pp. 1-32.

18. Berens J.L. Cuny C.J. The Capital Structure Puzzle Revisited. The Review of Financial Studies, Vol. 8, No. 4. (Winter, 1995), pp. 1185-1208.

19. Berger P.G., Ofek E., Yermack D.L. Managerial Entrenchment and Capital Structure Decisions. The Journal of Finance, Vol. 52, No. 4. (Sep., 1997), pp. 1411-1438.

20. Berglof E., Thadde E. Short-Term Versus Long-Term Interests: Capital Structure with Multiple Investors. The Quarterly Journal of Economics, Vol. 109, No. 4. (Nov., 1994), pp. 1055-1084.

21. Biddle, Gary C., Bowen, Robert M. and Wallace, James S., Evidence on EVA. Journal of Applied Corporate Finance, Vol. 12, No. 2, Summer 1999. Available at SSRN: http://ssrn.com/abstract=178168 or http://dx.doi.org/10.2139/ssrn.178168

22. Bontis, N. (2001) “Assessing knowledge assets: a review of the models used to measure intellectual capital”. International Journal of Management Reviews. Vol. 3, №1, pp. 41-60   

23. Brick I.E., Frierman M., Kim Y.K., Asymmetric Information Concerning the Variance of Cash Flows: The Capital Structure Choice. International Economic Review, Vol. 39, No. 3. (Aug., 1998), pp. 745-761.

24. Bruton G.R., Filatotchev I., Chahine S., and Wrigh M. (2010) Governance, ownership structure, and performance of IPO firms: the impact of different types of private equity investors and institutional environments. Strategic Management Journal, 31 (5), pp. 491-509

25. Chang C. Capital Structure as an Optimal Contract Between Employees and Investors. The Journal of Finance, Vol. 47, No. 3, Papers and Proceedings of the Fifty-Second Annual Meeting of the American Finance Association, New Orleans, Louisiana January 3-5, 1992. (Jul., 1992), pp. 1141-1158.

26. Chen, Y. M., and F. J. Lin (2006). "Regional development and sources of superior performance across textile and IT sectors in Taiwan," Entrepreneurship and Regional Development, 18 (3), 227-248

27. Chirinko, R. S., Singha, A. R. Testing Static Trade-off Against Pecking Order Models of Capital Structure: a Critical Comment. - Journal of Financial Economics , 2000, n. 58,pp. 417-425

28. Chui C.W., Lloyd Alison.E., Kwok C.Y. The Determination of Capital Structure: Is National Culture a Missing Piece to the Puzzle? Journal of International Business Studies, Vol. 33, No. 1. (1st Qtr., 2002), pp. 99-127.

29. Colak, G. (2010). Diversification, Refocusing, and Firm Value. European Financial Management, 16, 422-448. Retrieved from http://onlinelibrary.wiley.com/doi/10.1111/j.1468-036X.2008.00472.x/full
30. Donaldson T. and Preston L, (1995) The stakeholder theory of the modern corporation: Concepts, evidence and implications. Academy of Management Review, 20, pp. 65-91.

31. Fama E.F., French .R. Testing Trade-Off and Pecking Order Predictions about Dividends and Debt. - Review of Financial Studies,2002,n.15,pp.1-33

32. Fernandez P. (2002) EVA, Economic profit and Cash value added do not measure shareholders value. IESE Research paper #452 (Fernandez, Pablo, EVA and Cash Value Added Do Not Measure Shareholder Value Creation (May 22, 2001). Available at SSRN: http://ssrn.com/abstract=270799 or http://dx.doi.org/10.2139/ssrn.270799)
Attachments

1 1.

2 Task “Valuating shares for investing in Stock Exchange”

Directions

Items that the work of valuing a business must have: The work you have to present in the final session will need to have a structure similar to the example ‘Caterpillar’.

As you can see, there are some fundamental elements: 

1. Company Name

2. Industry and sector 

3. Data of analysts team conducting the study 

4. Target price you estimate for your share

In addition, the report should include: 

· How you have made the assessment 

· Some comments on the company (not very long) 

· Conclusions on the opportunity to buy or sell (justifying the recommendation, section 5)

· Shareholder structure (if you have) 

· Results

· Ratios

· Chart of the price 

· Details of P & L (historical and estimates) 

· Balance Sheet Data (historical and estimates)

· Sensitivity analysis

This report is a summary of a couple of pages (4 maximum). On the other hand, you can included as annexes, the explanation of the values used for the analysis based on the estimates you have done for: Each member of the group will perform its self-assessment and assess the work of his/her team mates.

3 2.

4 Task “Valuation of the Company in Perm Region”

Task Description: 

Students are divided into groups of 3 persons. Each group decides about the role will be taken on:

· Company’s shareholder

· Company’s potential investor

As a result, two groups, which have chosen the same company, should agree on a price and make a deal. Bargaining power has to be based on the valuation report and persuasive presentation. Each of the group tends to gain a benefit, which is equal to a spread between the price suggested by this group and the final price. 

The Stages of a Case Solution:

1. Groups evaluate the company independently

2. Groups conduct the first round of bargaining searching for a true value 

3. Groups try to correct their decisions taking into account the 2nd step

4. Groups negotiate defending their evaluation reports and agree on the final price

The process of case solution is evaluated by experts and members of all other groups (excluding a group which participate in bargaining) 

Evaluation Criteria:

· The evaluation of the company considering the role group has taken and proving the results have got as well. 

· Bargaining power of the group
· Making a deal considering all evaluation goals presented in the Case. 
Case Description:

Each group should choose one company situated in Perm region. из групп выбирает одну из четырех компаний, расположенных в Пермском регионе. According to the role group has chosen there are different evaluation goals:  

	The Company’s Name
	Company’s Shareholder
	Company’s Potential Investor

	PROGNOZ
	In order to get the loan for project “Development and implementation of Information and Control System for traffic police” in frame of Federal Program “Improvement of a Road Safety 2006-2012”. The loan equals 13 mln. roubles.  
	According to the bank’s experts company’s shares are the best mortgage for the loan. 



	OJSC “Kamskaya Dolina”
	In order to leave the construction market and completely participate in real estate development market. 


	PIK Group interested in strengthening the positions  in the construction market of Perm region, that’s why there are ready to buy OJSC “Kamskaya Dolina”

	Holding “Novomet”
	According to the Investment Memorandum between Novomet-Perm, State company ROSNANO and Direct venture Funds “Baring Vostok” and “Russia Partners” the Large-scale Investment Project will be implement. It is related with development of production of one of the famous company’s product - Electric submersible pumps.

The total budget – 18.6 bil.roubles, including ROSNANO investments are equaled 10 bil.roubles. Moreover, ROSNANO buys the share of additional issue of “Novomet” shares. Nobody except participants of the deal knows the exact figures, but it is known that the controlling interest will be saved by “Nomovet” and the blocking interest will be transferred to ROSNANO. 

As analysts expect, Novomet can increase their global market share to 7% after the end of this project (to 2016). Moreover, the power of the company in the Russian market can gain also (Novomet had 23% of the Russian market in 2010) 

	CJSC "ER-Telecom Holding"
	In order to expand the Value chain on the communication services, comprising broadband internet, cable and  HD-TV and fixed-line telephony ER-Telecom would like to swallow Holding “ICS”. This company deals with design and installation of information cable systems, power networks, call centers and data processing.
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