
www.manaraa.com

GENERAL MANAGEMENT

3QUALITY
Access to Success Vol . 20, No. 169/ Apri l 2019

The Choice of Methodological Approaches to the Estimation
of Enterprise Value in Terms of Management System Goals

Alla KASYCH1, Marek VOCHОZKA2

1Corresponding author, D.Sc. (Economics), Professor, Kyiv National University of Technologies and Design, Kyiv, Ukraine,
2 Nemirovich-Danchenko Street, 01011, Kyiv, Ukraine;

Institute of Technology and Business in České Budějovice, 517/10, Okružní, 37001, České Budějovice, Czech Republic;
E-mail: kasich.alla@gmail.com

2MBA, PhD Candidate (Economics), Institute of Technology and Business in České Budějovice, 517/10, Okružní, 37001,
České Budějovice, Czech Republic; E-mail: vochozka@mail.vstecb.cz

Abstract

Introduction. The issues of value management become an integral part of the enterprise management system. An
important issue in the formation of managerial decisions on value is the selection of methodological approaches to
the evaluation of enterprises which would ensure the determination of objective value characteristics. The purpose
of this article is to study the existing methodological approaches to the evaluation of the enterprise in terms of their
advantages and disadvantages in practical use and the addition of new quantitative indicators that will increase the
level of information support of administrative decisions on the questions of value. Results. There has been conducted
the comparison of the current methodological approaches to the analysis of the enterprise value based on the
generalization of scientific works. There has been defined the role of the evaluation of enterprises in the general
system of the value characteristics management of the enterprise. The existing analysis methods have been
supplemented with new indicators, the testing of which makes it possible to determine the opportunities to improve
the level of information support of management decisions. There has also been proposed a common value
management procedure, which is built on the basis of the comparison of the current methodological approaches and
analysis practice needs in the objective evaluation.

Keywords: value; values; price; methodological approaches; management system; market capitalization; book
value; total assets.

1. Introduction

Nowadays, a large number of indicators of the enterprise
value is used by analysts of financial institutions, managers and
business owners, potential investors and creditors, and other
people concerned.

In general, the question of determining the value of the
enterprise is a complex problem:

� a scientific one – the academic economists continue to
work on improving approaches to the analysis of the
enterprise value and to the formation of the value mana-
gement system in general;

� a methodical one – there is a large number of methodical
value determining approaches, which can give quite
good results;

� a practical and analytical one – users are forced to use
different indicators and keep searching of the methods
that enable to provide an objective analysis.

The questions of the company evaluation are matter of
topical interest not only in cases of mergers and acquisitions,
but they are also important in terms of understanding the con-
tent of activities which ensure the formation of the enterprises
values and their sustainable development

Therefore, the problems of forming the enterprise value; of
factors affecting the value; of the methods that will provide the
most objective evaluation; of corporate efficiency and its impact
on the value are still vital questions.

The increase in the value of the enterprise should not be the
main target of its activities. However, the value indicators are
indicators of the monitoring of efficiency of all enterprise subsys-
tems. Accordingly, by means of the value drivers management,
the management of the enterprise can provide management of
its activities towards sustainable growth, including value
characteristics.

2. Brief Literature Review

The basic scientific works which include the key methodo-
logical approaches to the evaluation of the enterprise value are
articles of F. Modigliani and M. Miller (1963) [1], E. Fama and K.
French (1992, 1993) [2, 3], S. Kaplan and R. Ruback (1995) [4,
5], M. Thenmozhi (2000) [6], A. Damodaran (2009, 2011) [7, 8],
P. Fernandez (2004) [9] and others.

The research of the evolution of scientific approaches to the
company evaluation issue has made it possible to single out
several key stages:

� In the 1950-1960's, F. Modiliani and M. Miller’s (1963) [1]
approach, according to which the company value is not
determined by the capital structure, but by the discoun-
ted future incomes was predominant.

� In the 1990’s the most significant study was the research
of the market value of the enterprise by means of
forecasting cash flow values (S. Kaplan and R. Ruback
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(1995) [4, 5]) and the research of the prices of financial
assets. E. Fama and K. French (1992, 1993) [2, 3]
proved that asset prices depend on the ratio of the book
value to the market value.

� In the 2000’s, scientists concentrated their efforts on the
study of specific situations in which the evaluation is
crucial, in the course of mergers and acquisitions – works
by J. D. Finnerty and D. R. Emery (2004) [10], F. Evans
(2009) [11]; while creating startup companies in the
areas related to scientific and technological progress (A.
Damodaran (2009) [7]); in situation with the threat of
bankruptcy – work by Gilson, S. C., Hotchkiss, E.S. &
Ruback, R. S. (2000) [12].

The development of the value indicators is still ongoing. The
comparison of the basic methodological approaches to the
evaluation are represented in works by P. Fernandez. (2004) [9],
R. Lambert & D. Larcker (1987) [13]. Overall, the scientists have
proposed to use more than two dozen indicators, the most
common of which are EBIT, EBIDTA, Cash flow, EVA, Economic
profit, and others.

An important direction of the value problems research is
becoming the differentiation between value, price and company
values. The differentiation of notions of price and value is
studied in the work by P. Fernandez. (2004) [9]. He cites key
situations where there is a need to determine the value of the
company and when the value is transformed into the price.

3. The Purpose

The Purpose of the article is to investigate the existing
methodological approaches to the value estimation in terms of
their advantages and disadvantages during practical use, and
their complementation with new quantitative indicators that will
increase the information support of management decisions on
value problems and form a holistic understanding of the value
management

4. Results

In recent years, especially during the economic crisis, com-
panies have faced a practical problem of their value estimation:
while the book value grows, the market capitalization falls
significantly. Accordingly, it has become clear that the important
object of control is value characteristics of the company.
Managers and business owners have began to take into con-
sideration the value questions not only during mergers and
acquisitions, but also while working out the development
strategy and justifying the need to develop corporate values as
the basis of the market value.

Assuming that the value is the cost of creating the enterprise
– then while developing management decisions mainly accoun-
ting data must be used. Considering the value characteristics in
terms of the current rating of the shares of the enterprise, the
data of stock exchanges and financial agencies, that is the
market price that is used. If we talk about the price of the
company, it is only formed at the time of the transaction.
Describing the value of the enterprise from the standpoint of
long-term development and future security of profits and divi-
dends for owners, it is not only the indicators of value according
to the accounting or market sources that are important,
generally this is an issue of environmental and social develop-
ment of the enterprise, and of its sustainable growth. Under
such conditions, the value indicators are the only one group of
indicators to be used in the justification of both strategic and
operational management decisions.

In general, the use of a comprehensive approach to the
process of value management identifies the need for under-
standing the following: Firstly, on the enterprises there has to be

created a system of value management, and secondly, the
objects of management are not only the value indicators, but
also value characteristics that do not always have quantity and
cost status indicators (Fig. 1).

The system of value management is a complex process of
enterprise values development that is the basis for growth in
value and performance of the company and may, in case of sale,
ensure the highest price for owners.

Information support plays an important part in value ma-
nagement system, since it depends on the methodological
approaches which are used by the company to monitor cost
performance of the activity.

Under such conditions it is appropriate to summarize the
methodological evaluation approaches in terms of understan-
ding their strengths and weaknesses, as that provides objective
information on various indicators of value.

Processing of scientific literature [4-9, 14-16] has allowed to
conduct a comparison of the existing basic methodological
approaches to the value determination (Tab.1).

In general, the existing methods for determining the value of
the company correspond to two basic approaches: the first
approach is based on accounting data and has documentary
confirmed indicators, and the second one is based on the
perception of the company by the market, respectively, these
indicators have instant nature. These approaches and methods
to the evaluation of the enterprise do not give answers to the
questions regarding getting the most objective and fair values of
the indicator researched.

Scientists are trying to solve this contradiction by exploring
the impact of accounting indicators on the market value of the
company, which determines the need to combine the existing
approaches. J. O. Hanlon (1991) [17], R. A. Lambert and D. F.
Larcker (1987) [13], I. M. Pandey (2005) [18] and other scien-
tists argue that improvement of the account indicators have a
positive affect on the market value of the company.

As a result, in practice several indicators are used simul-
taneously, and researchers continue to explore the dynamics of
the enterprise value indicators in different conditions.

Value indicators are difficult to estimate, as they should be
considered in three time dimensions:

� retrospective analysis – the indicator of the historical
value of the company is the value of its assets, i.e. of the
capital which is owned by the company. Asset funds
invested in the company had real value in the past and
are currently reflected in the balance sheet at their
residual value;

� operative analysis due to the evaluation of the company
at a given time by evaluating shares on the market. A
number of indicators of the market value are used to
evaluate the company on the market (Market Cap,
Enterprise Value and others);

� prospective analysis through forecasting prospective
cash flows that the company expects to receive in the
future based on the economic potential. Calculation of
cash flows using the discount method has probabilistic
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Figure 1.
The system of value management as a complex process
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nature since it is based on expected rates of income and
calculated values of the discount ratio that often do not
provide confirmation of the forecasts in the future.

Accordingly, the existence of the set of indicators is logical,
although they give us very different dimensions of value in prac-
tice.

Using financial statements of the company, data from stock
exchanges, we present the most widespread value indicators of
the companies included in the Global 500 (Tab. 2).

Such indicators as Market Cap, Enterprise Value, The
Enterprise Carrying Value are used most frequently, but the data
represented in the table are indicative of the fact that they give
significantly different results. This confirms the existing problem:

using one of the value indicators can not give us accurate
information. So, the book value (size of assets) in most cases
exceeds the market value of the company, apart from that, all
indicators of the market value are significantly different.

In addition to the absolute indicators, academics use a range
of ratios that are calculated as a ratio of absolute indicators of
the value: Enterprise Value /Revenue, Enterprise Value / EBITDA,
Market Cap / Enterprise Value.

Table 2 shows the ratio of Market Cap, which is the actual
market evaluation of the company at the moment and Total
Assets i.e. the value of all assets which is reflected in the
balance sheet. The use of this indicator is appropriate, because
quite a number of companies do not reflect such assets as
goodwill and intangible assets in the balance, which means that
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Table 1. Advantages and disadvantages of the existing methodological approaches to determining the value of the company
Source: Compiled by the authors according to [4-9, 14-16]

*2015
Table 2. Indicators of enterprise value (2016)

Source: [19-25]
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there is no no overstatement of assets due to their immaterial
part.

Ratio of the market value and book value of the company, as
a relevant indicator

is, in our opinion, the most demonstrative, since it describes how
much a unit of the company’s property costs on the market.
Generally there are three possible situations:

means that the market evaluates existing assets significantly
lower than they are reflected in the balance sheet at historical
value;

reflects theoretically possible situation where the market and
book value are the same;

means that the market has highly evaluated (probably,
overestimated) the value of existing assets.
Generically these situations can be represented graphically
(Figure 2).

Value optimality line graphically represents the situation
when the book value is equal to the market value. In addition,
this line divides a plane in the coordinates "MS-Ass" into two
sectors: within the first one the market price is lower than the
book one, it means that despite the cost important assets the
company has "low" evaluation on market; the second sector re-
presents the position of the companies which have high market
evaluation at the present.

Each company is interested in having a ratio of the market
value and the book value that would exceed 1 or approach it.
That is advisable that the position of the company in the
coordinates "MS-Ass" approach the value optimality line, when
MC = Ass. This gives the perception that the company retains its
"value" at a particular time. Figure 1 also shows a "bubble zone"
where there is a substantial increase in the market value of
assets that have low book value. But the opposite situation
when the assests of powerful enterprises significantly lose their
market value is much more worrisome.

Thus, at a certain moment of time each company can
evaluate their property in the coordinates of the market "re-
underestimating”. For instance, in June 2016 one dollar of
General Motoroz's value assets cost on the market only 0.231
dollar. It is significant that the company Wal-Mart Stores has an

actual coincidence of the market and the book value ($ 1
property costs 1.1 dollar). The market value of such companies
as Apple Inc. and China Petroleum & Chemical Corp. exceeds
the value of assets 1.8 and 2.8 times respectively. These
differences can be explained by the sectoral affiliation of the
companies: corporate shares of oil – gas sector and industry of
information communications have strong demand on the
market, which leads to an increase in their market value.

In order to carry out the comparative analysis of how the
market evaluates assets of some companies, we offer to
calculate the rate of the market evaluation of the existing
enterprise assets (market evaluation of assets) (MEAss):

This indicator can have a negative dimension in case of
impairment of the assets on the market and a positive one i.e.
when the market revalues the assets. In other words, it is
advisable when this indicator is about 0.

The results of this indicator calculations are presented in the
table. According to the data given this indicator for Ford Motors
is -0.77, which means that company has lost 77% of the value
of assets. For all the investigated automobile companies it is
characterised by the existing asset value loss on the market and
this indicates an underestimation of automotive industry assets
on the market at the current time, and not the decrease in the
value of individual enterprises.

That is why, it is necessary to highlight that it is of great
importance for the modern management to form the enterprise
values, adherence to which will ensure the transformation of the
existing assets in the long-term positive perception of the enter-
prise by the market, indicators of which will increase demand for
stocks and the market price of the company.

The conducted research provides an opportunity to offer the
author's definition of value as a monetary expression of value of
the integral property complex, i.e. of the property that is reflected
in Financial Statements; characteristics of image and compe-
tence, which are often not shown in the assets, but form the
positive perception of the company on the market and provide
the formation of its market value.

Accordingly, the research of value indicators should be
complemented by those, which also form valuables of the
enterprise, including the value of goodwill, intangible assets,
investment in fixed assets, investment in research and develop-
ment. Figures presented in Table 1 indicate that not all the
companies in the balance sheet reflect their value of goodwill
and intangible assets. This means that their book value is based
solely on the value of fixed assets and current assets, and,
accordingly, there is no overstating of the value of assets due to
the image. On the other hand, these companies have intangible
assets and goodwill, and therefore, logically their market value
must exceed the book one. Such indicators as the value of
investment in fixed assets and investment in R&D and their
comparison with the competitors, determine the value charac-
teristics of the enterprise in the future and should always be
used for understanding the growth prospects of the value.

In terms of management it is really important to research the
value of assets and their market evaluation in dynamics to
determine general trends. To some extent this analysis can be
carried out by examining, for example, the dynamics of value of
assets and of the average cost of the shares, the results of
which according to the company Ford are shown in Figure 3.

Within the investigated period of 15 years the share price
has not changed dramatically and amouts for 15 dollars despite
the significant dynamics within this period. The magnitude of
assets has been changing significantly over these years, and in
2015 accounted for only 81.1% of their value in 2001. It is very
revealing that the highest price for shares of the company was
when the value of assets was the lowest. Since 2011 there has
been a gradual increase in the value of assets and the share
price of the company.
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Figure 2. The correlation between the market
and the book value of the enterprise
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For more in-depth study of the processes of the dynamics of
the enterprise evaluation we offer to calculate the ratio of market
value advancing of the book value (Kacs):

where n is the study period (year).
The indicator offered will have the following meanings:
if 0 < Kacs < 1, it means that the market value grew more

slowly than the value of assets;

if Kacs > 1, it means that the market evaluation of the
company grew more dynamically than the assets of the com-
pany increased;

if Kacs = 1, it means that there were similar changes in the
market value and the value of assets;

Kacs < 0 indicates that there was a reduction either in the
market value or the value of assets.

To test this ratio in practice of value indicators analysis we
graphically present the dynamic of coefficient calculated, the
amount of change in the market value and the value of asset
indicators, using the example of Toyota (Fig. 4, 5).
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Figure 3. Dynamics of assets and average share price of Ford Motors
Source: Compiled by the authors according to [20]

MCn – MCn-1
Kacs =

Assn – Assn-1

Figure 4. The rate of the market value
advancing of the book value of Toyota

Source: Compiled by the authors
according to [22]

Figure 5.
The dynamics of the
market capitalization
and the value of assets
of Toyota

Source:
Compiled by the authors
according to [22]
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This indicator has a significant disadvantage: it does not

reflect a situation when there is a reduction in both indicators i.e.
market capitalization and the value of assets. The calculation
results which are presented in Fig. 4 shows that it happens in
times of economic crises and these situations require more de-
tailed research.

Therefore, to understand the value characteristics of the
enterprise the following should be used:

Firstly, the indicators which are based on accounting data,
because they reflect the costs of establishing and further de-
velopment of the company and allow it to form a picture of the
property at the current time and in the future;

Secondly, market evaluation of the enterprise according to
international analytical agencies and stock exchanges that allow
company management to determine the perception of the com-
pany on the market.

In the case, if the market undervalues the company and
there is a loss of value characteristics, management should
identify the causes of negative processes and work in the di-
rection of the neutralization of negative influence. Under such
conditions, it should be taken into account that the choice of
methods for evaluation of the company and formation of the set
of indicators become the first step in the integrated system of the
value management which should be formed in the company.

To transform the results of the research in the actual
processes of growth of the enterprise value, there has been
offered the algorithm of functioning of the value management
systems (Fig. 6).

In general, every company should choose methodological
approaches to the analysis of the value and form a set of
relevant indicators. The selected indicators are included to the
obligatory part of analytical reviews that are developed at the
enterprise at regular intervals, and form information base for
decision-making on strategic development of the company. The
value figures are the result of the enterprise operation, so it is of
great importance to identify the key drivers of the value through
the development of value creation card for the company. As far
as the value indicators are formed as a result of external eva-
luation of internal business processes, research of cause-effect
relationships has to be conducted and the contents of
organizational and economic measures that will ensure their
improvement have to be identified.

5. Conclusions

This study makes it possible to assert that the figures of the
enterprise value are increasingly used not only by external users
of information to purchase shares, but also by the management
of the company to monitor the market perception of the com-
pany. In such circumstances, the problem of developing me-
thodological approaches to the analysis of the value, which

would ensure getting the most objective data, remains signi-
ficant.

The existing methodological approaches to the evaluation of
the company, the comparison of which has been conducted in
the context of their strengths and weaknesses, have been
expanded by the proposed relative ratios, in particular, the ratio
of market capitalization and value of assets, the indicator of
market evaluation of the existing assets of the enterprise, the
advancing coefficient of the market value of the balance value.
The calculation of the relevant indicators will increase the level
of information support analysis of the value characteristics of the
company. In addition, it has been offered to consider the process
of selecting methodoical approaches to the evaluation as a part
of the evaluation management system.

Thus, on the basis of an integrated approach this article has
proved the importance of implementing an integrated system of
the enterprise value management, it has determined the role of
the methodological approaches in this system, conducted com-
parison of existing methodological approaches in terms of their
advantages and disadvantages, proposed the extension of the
list of indicators of evaluation in the dynamics and developed the
value management algorithm based on the information formed
as a result of the analysis.
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