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1. What valuation methods do you know? Discuss pros and cons of each method.
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We used here to a great extent not only the lectures, but also “Valuation methodologies V.1” by A.Shulzhenko.
2. Which methods suit better for Sistema-Hals valuation?

As Sistema-Halls is a growth company with unstable business and capital structure, it is probably better to use APV or Multiplies analysis.
3. Which method did investment bank managers use when they justified the valuation of company equity around $50-100 million? Try to replicate their calculations.

As is stated in the case, “this valuation was just based on the estimated market cost value of undeveloped land plots and buildings currently owned by the company and took into account company’s net debt of $160–200 mln”.
As shown at the last table in the case, at the end of December, 2007 Sistema-Halls owned land and buildings on $323.873–($171.108+$5.150)*(100.0%–56.3%)=$247 mln. Substituting the net debt we get the price of $47–$87 mln.
4. Which method did Felix and Michael use when they opposed the investment bank’s offer? Try to estimate the fair value of the company.

We think they counted NPV of all the future development projects discounted at rD. We assume that the project costs are equally divided by the number of construction quarters. RD=14% (the average of interest required by banks for the development projects without Sistema’s guarantee). 3 projects were excluded from analysis because of the lack of information. We also use the fact that after the volatile period the company would derive up to 60% of its income from development. We use MS Excel and Visual Basic for counting. We starting our analysis from Q2 2005 and get NPV = $750 mln. Adding the estimated market cost value of undeveloped land plots and buildings currently owned by the company and taking into account company’s net debt of $160–200 mln we get $800-850 million.
5. What key factors should you consider when evaluating the company? Make a sensitivity analysis of the company valuation.

We should consider as the key factors the discount rate and the time of the project’s close-out. These parameters affect the estimated firm value. The higher discount rate the lower the firm value and the longer hold-up of the project’s close-out the lower the firm value. Making sensitivity analysis we varying the discount factor form 12 to 16 and delay the close-out of all projects by one quarter. The firm value at 12% discount is $870-920 million and the firm value at 16% discount is $700-750 million. The firm value at longer close-out of all projects by 1 quarter and 14% discount is $770-820 million.
6. Describe four-five major risks of doing an IPO and rank them by importance.

Having less then 75% of shares means that someone could block some of the companies decisions with 25% of shares.
Selling for lower price will bring the company less money from IPO then was possible. The price can go up, and Mr. Evtushenkov will have less shares to sell to loose the controlling 50%/
Information disclosure will bring a competitive disadvantage comparing with privately held companies because competitors will know about the company more and could use that information against the company.
Bidding higher price that will not bring enough demand for shares.
More regulations will be applied to the company.
Risk of choosing bad way of IPO, i.e. wrong investment bank, or fail to prepare well company for IPO.
7. What mechanisms of corporate governance did Felix and the team introduce to achieve their ambitious goals? Is it possible to apply this strategy to any company?
Felix and the team concentrated their efforts on optimizing capital structure, strengthening financial control, establishing the treasury, reorganizing the budgeting process, enhancing risk-management, and implementing automation of key processes.
We think that all the steps except the last can be applied to almost every company and would more or less beneficial. Not all the processes can be automatized profitably, so the last step could not equally be applied to all companies.
Method�
Pros�
Cons�
�
Trading multiples�
Simple widely-used valuation tool


Useful for comparisons of relative value


All value drivers incorporated into one statistic


Most suitable for mature companies�
Static-priced


Difficult to value unprofitable businesses


Takes no account of long-term value drivers: growth, margin improvement etc.


Historic multiples take no account of future fortunes


Market inefficiencies (e.g. small cap. effect)�
�
Transaction multiples�
Simple widely-used valuation tool


All value drivers incorporated into one statistic


Includes premium for control (‘takeout’ valuation)


Uses operating statistics�
Difficult to value unprofitable businesses


Difficult to split out level of synergistic benefits


Private vs public company control premia�
�
DCF APV analysis�
Identifies absolute value – no need for comparison with peer group


All value drivers taken into account�
Difficult to derive accurate forecasts for sales, EBITDA, capex etc without management assistance


Sensitive to assumptions on discount rate, long term growth and terminal value�
�
DCF WACC analysis�
No need for comparison with peer group


Easy to use with constant capital structure�
Difficult to derive accurate forecasts for sales, EBITDA, capex etc without management assistance


Sensitive to assumptions on discount rate, long term growth and terminal value


No distress cost�
�
LBO analysis�
Analyses level financial buyer prepared to pay


Efficient/aggressive capital structure�
Difficult to forecast accurately


Need to assume exit value/multiple�
�
DDM analysis�
As per DCF analysis


Suitable for low growth, high dividend companies�
As per DCF analysis


Unsuitable for high growth, low dividend companies�
�
EVA analysis�
Currently fashionable


Identifies absolute value – no need for comparison with peer group


All value drivers are taken into account�
Directly analogous to DCF analysis


Sensitive to WACC and long term growth


Sensitive to terminal value�
�
Liquidation value�
Easy to estimate


Is a lower bound of company’s value�
Evaluates not company but a pull of its assets; does not take into account company’s perspectives, projects etc.�
�
Judgment�
Does not relay on any model


Potentially takes into account all factors�
Subjective


Typically biased


May be inaccurate�
�
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