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What will you gain today?

+ Knowledge of the ways you can value a business and why you would use which.

+ An understanding of how to use one of the most common valuation methods - Discounted
Cash Flow (DCF) Analysis.

+ Free spreadsheet template

+ A strange 6" sense for shareholder value?
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1.Valuation methods
and use cases



Valuing Valuation

Business valuation...

Can be understood as: a comprehensive process of determining the economic value of a business or business unit.

Is critical to: various financial decisions, including mergers and acquisitions, investment analysis, capital
budgeting, and financial reporting.

Is commonly performed by (a combination of) various valuation methods:

Discounted Cash Flow (DCF) Comparable Companies (Comps) Other methods:

This intrinsic valuation method involves This method involves valuing a This method looks at the prices paid for * Leveraged Buyout (LBO) Analysis
forecasting the company's free cash company by comparing it to other similar companies in past transactions. * Dividend Discount Model (DDM)
flows and discounting them back to publicly traded companies with similar It provides a relative valuation metric * Liquidation Value
their present value using the company's operational and financial based on historical sale prices and * Replacement Cost
weighted average cost of capital characteristics. often includes a control premium for
(WACC). acquiring a controlling stake in a

business.
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When to use which

Focus for today
Discounted Cash Flow (DCF) Comparable Companies (Comps) Precedent Transactions

Best suited to companies with stable and predictable Best suited to companies that have publicly traded peers  Best suited to companies in industries where mergers
cash flows, typically mature companies in stable with similar business models and financial metrics. and acquisitions are common and recent transaction
industries. data is available.

E.g. Utilities, mature technology firms, established E.g. Retail chains, banking institutions, large-cap tech E.g. Pharmaceutical firms, biotech companies,
consumer goods companies companies with clear industry benchmarks. technology startups with recent acquisition activity.
+ Intrinsic Value Focus + Market-Based + Real Transaction Data

+ Flexibility + Simplicity + Industry Specific

+ Long-term Perspective + Industry Benchmarking

- Sensitivity - Lack of Precision - Data Relevance

- Complexity - Limited Data Availability - Transaction Specific

- Subjectivity - Timing Issues

DCF walkthrough & Assumptions - Proctor & Gamble
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Discounted cashflow
(DCF) analysis deep dive



Fundamentals

Study the Target & Determine Key Performance Drivers

Project Free Cash Flow

Determine Terminal Value

Calculate Present Value
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1. Study the Target & Determine Key Performance Drivers

10K — Annual reporting

10Q — Quarterly reporting

MD&A — Management Discussion & Analysis
Equity Research




2. Project Free Cash Flow

Business value depends on the quantity and timing of future cash flows.
How do we calculate free cash flow and project it?

Historical period

Cash flow projection

Projection period
Terminal
Revenue $76.117 $80.187 $82.006 $85.129 $88.370 $91.735 $95.228 $98.854 $101.325
% growth 5,3% 2,3% 3,8% 3,8% 3,8% 3,8% 3,8% 2,5%
[ eBIT $17.986 $17.813 $18.134 $19.284 $20.018 $20.780 $21.571 $22.393 $22.952
% of revenue 23,6% 22,2% 22,1% 22,7% 22,7% 22,7% 22,7% 22,7% 22,7%
(-) Income Tax $3.263 $3.202 $3.615 $3.603 $3.740 $3.883 $4.030 $4.184 $4.288
% tax rate 18,1% 18,0% 19,9% 18,7% 18,7% 18,7% 18,7% 18,7% 18,7%
[EBIAT $14.723 $14.611 $14.519 $15.681 $16.278 $16.897 $17.541 $18.209 $18.664
- (+) D&A $2.735 $2.807 $2.714 $2.955 $3.108 $3.153 $3.328 $3.436 $3.529
Calculation % of CapEx 98,1% 88,9% 89,7% 92,3% 92,3% 92,3% 92,3% 92,3% 92,3%
(-) CapEx $2.787 $3.156 $3.026 $3.203 $3.369 $3.418 $3.607 $3.724 $3.826
% of revenue 3,7% 3,9% 3,7% 3,8% 3,8% 3,7% 3,8% 3,8% 3,8%
(-) Change NWC $(1.840) $ (4.004) $(2.411) $(2.937) $(3.049) $(3.165) $(3.286) $(3.411) $(3.496)
% change in revenue -2,4% -5,0% -2,9% -3,5% -3,5% -3,5% -3,5% -3,5% -3,5%
[Unlevered FCF $16.511 $18.266 $16.618 $18.370 $19.066 $19.798 $20.547 $21.331 $21.864 |




A company's weighted average cost of capital (WACC) is the blended cost a company expects to pay to finance its
assets.

WACC Formula and Calculation

WACC — (IE/ y Re) n (5 « Rd x (1 Tc)) Lets use assumptions today

where:

Company Type WACC Range (%)

E = Market value of the firm’s equity
D = Market value of the firm’s debt
V=FE+D Established Companies 7% to 12%

Re = Cost of equity

Rd = Cost of debt High-Growth or High- 10% to 20%
Risk Companies

T'c = Corporate tax rate

Startups and Early- >20%
Capital Asset Pricing Model (CAPM) Formula Stage Companies
The formula for calculating the expected return of an asset, given its risk, is as
follows: ‘1!
FR,=R;—3/(FR,, — Ry)
where:
ER; = expected return of investment
R; = risk-free rate

beta of the investiment

(ER,, — R;) = market risk premium




4. Determine Terminal Value

Discrete forecast Projection period

When the company is expected to grow faster than the When the company is expected to grow at the same rate
economy as the economy

Grow by company specific growth assumption(s) Grow by GDP growth assumption(s)

Typically 5-10 years for DCF modelling purposes Terminal Year

Calculate using:
* Perpetuity growth method
* Exit multiple method

Terminal Value

Perpetuity Approach Exit Multiple Approach
The perpetuity approach attaches a constant growth rate onto the The exit multiple approach applies a comps-derived valuation multiple
forecasted cash flows of a company after the explicit forecast period. to a metric of the company to estimate its terminal value.

Final Year FCF x (1 + Perpetuity Growth Rate)

TR VG = — et P Parmelilty G BRI Terminal Value = Final Year EBITDA x Exit Multiple
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5. Calculate Present Value

To account for the time value of money, we need to discount future cashflows.

Discounted Cash Flow Formula
The formula for DCF is:

CFy n CFy CF,

DOr =Gy " e TGy

where:

CF, = The cash flow for year one

CF; = The cash flow for year two

CF,, = The cash flow for additional years

r = The discount rate

Unlevered FCF $18.370 $19.066 $19.798 $20.547 $21.331

Present value of FCF $17.330 $16.968 $16.623 $16.275 $15.940




6. Determine Valuation

Enterprise Value is calculated by summing up Present Value

Present Value,, + Present Value,, + Present Value, + Present Value.,,,...., = Enterprise Value

Equity value is calculated by adding cash and subtracting net debt

Enterprise Value + Cash — Net Debt = Equity value

Share Price is calculated by dividing Equity Value by Shares Outstanding

Equity Value / Shares Outstanding = Share Price



DCF walkthrough & Assumptions — Proctor & Gamble

Ticker PG
[Weighted average cost of capital (WACC) 6,0% |
[Terminal Growth Rate 2,5% |
Implied value

Equity Value $469.017
Shares Outstanding 2.483
[implied Share Price $ 189

Historical period

Projection period

1 2 3 4 5 6]
Cash flow projection 2021 2022 2023 2024 2025 2026 2027 2028 Terminal

Revenue $76.117 $80.187 $ 82.006 $85.129 $88.370 $91.735 $95.228 $98.854 $101.325
% growth 5,3% 2,3% 3,8% 3,8% 3,8% 3,8% 3,8% 2,5%
EBIT $17.986 $17.813 $18.134 $19.284 $20.018 $20.780 $21.571 $22.393 $22.952
% of revenue 23,6% 22,2% 22,1% 22,7% 22,7% 22,7% 22,7% 22,7% 22,7%
(-) Income Tax $3.263 $3.202 $3.615 $3.603 $3.740 $3.883 $4.030 $4.184 $4.288
% tax rate 18,1% 18,0% 19,9% 18,7% 18,7% 18,7% 18,7% 18,7% 18,7%
|EBIAT $14.723 $14.611 $14.519 $15.681 $16.278 $16.897 $17.541 $18.209 $ 18.664
(+) D&A $2.735 $2.807 $2.714 $2.955 $3.108 $3.153 $3.328 $3.436 $3.529
% of CapEx 98,1% 88,9% 89,7% 92,3% 92,3% 92,3% 92,3% 92,3% 92,3%
(-) CapEx $2.787 $3.156 $3.026 $3.203 $3.369 $3.418 $3.607 $3.724 $3.826
% of revenue 3,7% 3,9% 3,7% 3,8% 3,8% 3,7% 3,8% 3,8% 3,8%
(-) Change NWC $ (1.840) $ (4.004) $(2.411) $(2.937) $(3.049) $(3.165) $(3.286) $(3.411) $(3.496)
% change in revenue -2,4% -5,0% -2,9% -3,5% -3,5% -3,5% -3,5% -3,5% -3,5%
|Unlevered FCF $16.511 $ 18.266 $16.618 $18.370 $ 19.066 $19.798 $20.547 $21.331 $21.864
Present value of FCF $17.330 $16.968 $16.623 $16.275 $15.940
|Termina| Value $ 640.293
Present value of terminal value 451.381
|Enterprise Value $534.517
(+) Cash $8.246
(-) Debt (interest bearing) $ 73.746
Equity Value $ 469.017,
Shares Outstanding 2.483
[Implied Share Price $ 189
]
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