
Corporate 
 valuation



Preface by the authors

Dear readers,

Nowadays the topic of Corporate Valuation gains more and more importance 
in the course of buyouts, succession plans or stock research. In the past, a 
variety of different methods were developed that help to determine a »fair« 
enterprise value under fundamental or quantitative aspects. The present 
manual therefore aims at providing the reader with an overview of these 
methods:

• What Corporate Valuation methods are applied in practice?
• How does the respective procedure determine an enterprise value?
• What are the advantages and disadvantages of the particular method?
• Which factors have to be particularly considered for Corporate 

Valuation?

In order to optimize comprehensibility for our reader we decided to use 
consistent annual accounts to calculate a valuation for each method. The 
main focus is not on displaying the individual methods in detail but rather on 
communicating the concept and on creating a general understanding for the 
practical application of Corporate Valuation methods.

Thus, the guide at hand is an ideal and constant companion for all those who 
have dealt little with the topic of Corporate Valuation so far and want to get a 
general idea, or else for experts who want to quickly refresh their knowledge.

When dealing with Corporate Valuation, especially one thing should be kept in 
mind: There is no really objectively measurable, fair value for an enterprise! 
If one wants to negotiate successfully, it is essential to be familiar with the 
mechanisms and corresponding pros and cons, in order to being able to 
realize one‘s own interests.

Sincerely, your authors.

P.S.: Please do not hesitate to mail us to valuation@cometis.de



Table of contents 

1. Exemplary annual accounts

1.1 Balance sheet 12

1.2 Profit and loss statement 13

1.3 Cash flow statement 14

1.4 Additional information 16

2. Introduction Corporate Valuation 

2.1 Reasons for Corporate Valuation 18

2.2 Check list of critical factors 19

3. The capitalization rate

3.1 Introduction 22

3.2 Beta 23

3.3 Cost of equity capital (CAPM) 24

3.4 Cost of equity capital (multiple-factor method) 25

3.5 Cost of debt capital 26

3.6 Weighted average cost of capital (WACC) 27

3.7 Opportunity interest 28

4. Methods of Corporate Valuation

4.1 Net asset value method 30

4.2 Liquidation value method 32

4.3 Gross rental method 34

4.4 Arithmetic mean value method 36

4.5 Multiples method 38

4.6 Discounted cash flow (entity method) 40

4.7 Discounted cash flow (equity method) 42



Table of contents 

4.8 Adjusted present value (APV) 44

4.9 Dividend discount method 46

4.10 Real options 48

4.11 Sum-of-parts valuation 50

4.12 Economic value added (EVA) 52

4.12.1 Net operating profit after taxes (NOPAT)  54

4.12.2 Invested capital 55

4.12.3 Economic value added (per year) 56

4.12.4 Market value added (MVA) 57

4.13 Summary of results 58

5. Performance indicators of Corporate Valuation/multiples

5.1 Earnings per share (EPS) 62

5.2 Cash flow per share 63

5.3 Price earnings ratio (P/E) 64

5.4 Price/earnings-to-growth ratio (PEG)  65

5.5 Price-to-cash flow ratio 66

5.6 Dividend yield 67

5.7 Market capitalization 68

5.8 Market capitalization to sales  69

5.9 Price-to-book ratio 70

5.10 Enterprise value (EV) 71

5.11 Enterprise value/EBIT 72

5.12 Enterprise value/EBITDA 73

5.13 Net debt 74



Table of contents 

6. Cash flow performance indicators

6.1 Cash flow from operating business 76

6.2 Cash flow from investing activities 77

6.3 Cash flow from financing activities 78

6.4 Free cash flow 79

6.5 Cash flow (direct)  80



18

Reasons for Corporate Valuation2.1

Nowadays, qualitative and quantitative valuation of an enterprise is an 
everyday process, carried out from vastly diverse angles and by a variety 
of different methods. In practice, most significant reasons for conducting 
Corporate Valuation include:

• a company going public
• capital increases 
• fundamental stock research as basis for buy or sell recommendations
• investments by stock funds or investment trusts 
• mergers and acquisitions (M&A) 
• management of subsidiaries 
• strategic management control 
• private equity transactions (e. g. buy-outs) 
• financing rounds of venture capital financed companies
• distribution of the estate
• basis for compensation systems of executives
• admission or retirement of partners

A variety of diverse methods to calculate a »fair valuation« of a company 
have been established in the past. This manual presents the most popular 
methods in a short and concise way. But no matter which method is used, 
from an objective perspective it is almost impossible to determine a truly 
»correct« value. It mostly depends on expectations and forecasts as well 
as on current market situations. After all, every corporate sale comes with 
a buyer often pursuing other interests than his counterpart as regards the 
price to be paid. This fact may be expressed in form of different costs of 
capital based on the respective capital structure, or else different tax rates. 
It must be pointed out that Corporate Valuation can only be as good as 
previous market and company analysis (due diligence). The valuation process 
is thus a necessary precondition for an investment decision. But it can never 
be other than a benchmark, simultaneously serving as a basis for possible 
negotiations.
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Discounted cash flow (equity method)4.7

Explanation

Other than for the entity method as described above, valuation by the equity 
method only accounts for surpluses of payment that the investors are entitled 
to. The value of the stockholder equity is thus calculated directly without 
deducting the debt capital. The cash flow that is used for discounting is 
determined by the so-called flow to equity (FTE) method; it is based on the 
free cash flow (cf. page 148) adjusted by the debt capital interest. Outside 
creditors are entitled to this interest and thus it is not part of the calculation 
basis of the equity method. As the weighted average cost of capital (WACC) 
also accounts for the effect of reduced tax of debt capital (tax shield) it is not 
a suitable discount factor. Instead, only the costs of stockholder equity are 
used to calculate the market value of the stockholders‘ equity, e. g. according 
to the CAPM model as a discount factor (cf. page 40). In order to determine 
the market value of the stockholders‘ equity (shareholder value) the non-
operating assets (e. g. securities of the current assets) are to be added in a 
last step.

Advantages Disadvantages

• Accounts for interest expenses 
as well as a change of the debt 
capital level

• Very suitable for company 
comparisons

• Direct way to determine the 
shareholder value 

• Prognosis of the FTE requires 
exact planning as a change in 
outside financing has an influence 
on the FTE figure

• Future changes of the debt capital 
are to be established for the 
calculation

• The same results between entity 
and equity method are only hard 
to achieve in practice


