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DYNAMIC METHODS OF ENTERPRISE VALUATION
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Abstract

As opposed to the patrimonial assessment methodsh Wave the disadvantage of being static
and past-oriented, the dynamic methods of assesstognpany or a business take more into account
its future than its present or its past. This pagiens at discussing these dynamic evaluation method
including those which are specific to the compatiiged on the Stock Exchange Market, including
the representation of mathematical models whichrattarize them and by using numerical exam-
ples. We expect different values for the same niges, depending on the valuation method used.

Key words: Free Cash — Flow method, Available Cash — Flow methathg — Fisher model,
Gordon — Shapiro model, Bates model, Molodovski Modelt model, PER, EVA, MVA.
JEL classification: G11, G12, G17

1. Introduction

According to the regulations of the valuation inional standards (IVSY; the busi-
ness’s efficaciousness values have a greater iampzertwhen compared to the patrimonial
ones. On the one hand, this viewpoint is beingfjadtby means of the fact that, for a ruling
(functioning) business, the efficaciousness meth@d® a greater relevance, due to the fact
that they aranticipatory, being based upahe business’future and taking into account its
tendenciesn the strategicdomain (that is in the long service), as well mshie profitable
and remunerative domains. On the other hand, thigrmaial methods are useful in the first
place in order to estimate the value of a busimégsh puts an end to its activity. They are
sometimes used also in order to establish the \afla@ enterprise which does function, but
they can be generally criticized due to the faet they are based updime business’s his-
torical values which are eventually transformed intctual values available at the
evaluation date.

Consequently, the point of view’s differences betwéhe patrimonial and the effica-
ciousness values can be enhanced as it follows:
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Fig. 1. A comparison between the patrimonial and tl efficaciousness values

The efficaciousness values are being market valitgs.is due to the fact that they are
being based upon market information or informati@nived from the market’'s conditions,
altogether with information which emphasizes thec#ic nature of the evaluated business.
Among the market information we can find: the padfieness rates of the alternative in-
vestments, the advantages offered by the held a@otite advantages or the disadvantages
of the lack of liquidity [Deaconu, 2002, 99], theomomic, political or fiscal conjuncture
(where information such as the inflation rate, ititerest’s rate, the level of duties and taxes,
the exchange rate etc. proceed from).

2. Patrimonial valuation methods vs. dynamic valuabn methods

The patrimonial valuation methogsesent the disadvantage of being static and past-
oriented, and in order to determine a series ofifipevalues we must take into account a
series of consequences such as: the fiscal imgeetenterprise’s bankruptcy, the prices’
evolution, the evolution of the national currencigleange rate. In order to eliminate these
insufficiencies, there are being used basic eviananethods based upon efficaciousness,
which focus on thenterprise’s efficaciousnessid also on thbusiness’s perspectives

The dynamic methods of enterprise valuatoa more concerned with ifigture rather
than itspresentand tacklghe atomizing of the assets studied at the actalalevof the prof-
itableness future flowsn this direction the research is being pointetha updating of the
future flows, and in this sense we must know thieies of: the treasury flows emitted by
means of the business’s exploitation, the dividatidsharged to the shareholders, the prof-
itableness supplement produced by the studied timesg as compared to the moment’s
market conditions (that is EVA — the Economic \Gkidded), thus resulting the three ap-
proaching directions, which are the followingaj®loaia W., Rvaloaia D., 200646].

2.1. Approaches on the basis of the treasury clstsfwhich suppose measuring the
value of an enterprise financed by shareholdersnégns of the updated value of the treas-
ury flows which are going to be emitted by the emtise. There are several approaching
methods:

- The method of the free cash-flowwhich directly connects the value of a company’s
shares by means of its capacity to emit an availakhsury and which can be distributed to
the shareholders in the form of dividends or ingdsnh new projects. The free cash-flow
(FCF) is being determined either by starting frdra gross exploitation surplus (GES), or
from the net result, in which case the enterprisalsie is being obtained with the following
relation:
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> ACF,
= (i)

- The method of the available cash-flow (ACFjleals with the enterprise as if it was
an investment project which has, on the one haweértain value volume of involved assets
(Stockholders’ Equity + Financial Liabilities), andn the other hand, production means
which correspond to the exploitation immobilisaoand the necessary circulating funds.
ACF is being determined with the following relation

ACF = Epx (1 — ip) + Depreciation and Provisions — The inase of the necessary
circulating fund s— Investments + Assets sellifige enterprise’s value is given by the rela-
tion:

¥ =i DCF,
=@+

where we have:

Ep - The share of the economic profitableness,

ip — The income tax share,

i — The update coefficient,

t — The year (the period) belonging to thed} interval.

The method of the available cash-flow (DCF = “Dignted Cash Flow”) is being trans-
lated by a treasury flow reduced by means of updatewell as the interruption in the
prognosis year “n” (the last year of the explicitdsight period), when the residual value of
the assets, the business or that very companyirig balculated. According to this method,
the evaluation formula is the following:

vocr) =CF =1, Vi _CF-I+V,
@+D" @+ @+

In which:

V (DCF) = the value of the assets or of the comganyneans of the reduced (updated)
treasury flow;

CF = the (available) cash flow;

Ir = the renewal or maintaining investments;

Vr = the residual value;

i = the update coefficient;

n = the last year of the prognosis horizon (forgcas

The essence of this method consists of summarihiacavailability flows which re-
main each and every year at the enterprise’s didpottil the year ‘n’, when it is being
estimated that the owner (the owners) should redenshe way of approaching his (their)
business. In this ‘n’ year it is being establishied residual valuef the enterprise (the re-
sidual value is going to be the greater the expfimiecast period is smaller, thus in a
proportionally reversed relation with this one).

According to the method, the enterprise’s valuat®obeing made according i fu-
ture developing perspectivebeing considered above allfaturistic method(it is based
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upon the future of the business or of the valuatadpany). The method uses the financial
principle according to which the value of an assetqual with the updated value of the net
availabilities flows (cash-flows) suspected of lgeemitted (generated) in the future by that
respective asset. The update of the net flows irggbmade by also taking into account the
risks (the exploitation, financial, global or totaid bankruptcy risks), as well as the buyer’s
(the investor’s) profitableness exigency.

The putting into practice of this technique is lopeimade in four successive stages,
which are the following: [Toma, 2007, 110]:

1) The calculus of the historical net liquidity flalminimum three previous years). In
this case there are used all the findings frong#teeral and the sector diagnosis, apart from
the financial — bookkeeper one.

The flow of historical net liquidities can be cdeted starting from the net profit to
which there can be brought adjustments, or staftong the gross exploitation surplus:

CF = GES -ANCF - Ir — the income tax + the financial resultdischarged (net) as-
sets) where:
CF — the net cash-flow,

NCF — the necessary circulating funds,

Ir — the renewal investments.

2) The projection of the net liquidity flow on arfl as long as possible, but compati-
ble with the forecast horizon of the enterprisas tsupposes, first and foremost, a good
understanding of the past flows in order to anétépas loyally as possible the future flows,
thus a good vision of the sales volume, the leYgirizes, the structure of the exploitation
costs and the capital expenses.

3) The determination of the residual value whicgagg to be added to the sum of the
flows discharged by the enterprise. At the enchefpirojected period, the enterprise holds a
certain value which needs to be estimated.

Although in the first place it might seem relatiwelimple, the valuation by means of
the availability (pecuniary) flows update methodiésy complex when it comes to applying
it, due to the real estimation of the anticipatiedvg, the estimation of the residual value, the
estimation of the capital’s balanced medium cosbfothe updating share which, for the
companies which are not rated to the stock exchaegeains very difficult to be measured
and which must eventually undergo certain correstid the economic, the financial risk or
both of them (the global risk) are being modifigdrbeans of the proposed (and effectuated)
acquisition.

Despite its limits, the model of updated availdigis flows (DCF — Discounted Cash —
Flows) is the most utilised one in the financialagtical) world. Once the needed informa-
tion is collected, there can be performed a thonostyidy concerning the enterprise, also
taking into account; the enterprise’s strategy,faket’s risks, the financial structure, the
enterprise’s profitableness etc., which, by adaptitifferent hypotheses, allows for the
model to be rendered flexible and adapted to erisapwith different activity profiles. Fur-
thermore, the method has the advantage that itneelathe fundamental principles of
evaluating the enterprise and being consideredctebecause it is not influenced, con-
ceptually speaking, to the speculative issuesefittancial market.

Therefore, this evaluation method of the enterpoigeneans of updating the future li-
quidities (availabilities) flows represents the meatisfying valuation technique from a
conceptual point of view, but also the most compler when it comes to putting it into
practice.
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Example:

The treasury flows (the cash-flows) of a tradingnpany estimated for an (explicit)
prognosis horizon of four years’ time are holdingadue of € 2.000, € 2.500, € 2.300 and €
2.700.The residual value specific to the non-expfarecast interval (the time period sub-
sequent to the 4 years of the explicit pdictionizamr) has a value of € 14.700. The update
share established by the assessor(s) accordihg tmédium rate of the banking share given
to the customers and the financial and the econeiskcspecific to the evaluated enterprise
has a value of 22%. The global value of the enisgpaccording to the method presented
theoretically above is being calculated in thediaihg manner:
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= €12410 thousand

At present, the consultancy firms possess softwdrieh, by using the data from an
enterprise, can offer calculation variants of thailable funds (the exchequer fluxes).

When practising the evaluations on the basis ofitfuéd assets fluxes, it is being pro-
ceeded the same as with its anticipatory calcudosa time interval comprised between 3
and 7 years, as it is being presented in the titsie. This anticipatory calculus takes into
account the following elements:

- The calculated (anticipated) net profit;

- The annual repayment, by means of applying am@medium norm upon the value
of the corporal immobilizations or as a percentage in the turnover;

- The anticipated supplementary investments;

- The modification of the necessary circulatingdsitNCF).

Table no. 1: The calculus of the available funtisk f

Current Calculus elements Time span

Number N+1 N+2 N+3
1. Net profit 125.000 129.000 135.500
2. Repayment 30.000 32.000 35.000
3. The modification of the NCF + 5.000 + 7.000 +00P)
4, Supplementary investments 90.000 100.00d 105.500
5. The liquid assets’ flux (1+2-3-4) 60.000 54.000 55.000

The residual value

6. (VR=55.000 x 4) i j 220.000

Source [Pavaloaia W., Rvaloaia D., 2006, 264]

The calculus of the residual value is being redylabtained by correcting the avail-

able funds’ flux from the last anticipating yearthva coefficient established on the basis of
some enterprises’ experience, whose activity hagealrto maturity, a coefficient comprised
between 3 and 6 (in our case we have consides=dieing equal to 4).
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2.2. The methods of stock exchange valuatrerbeing applied in the particular case of
the companies rated to the stock exchange. ltigld@sed on the course of the companies’
shares and reflects the way in which these areggbeialuated on the finacial market. The
course or the share’s rate also callating is being set by independent organisms, but in
correlation with a detailed and thorough economiimancial analysis of the enterprise.

Referring to the capacity of the stock exchangagatf presenting as truth-like as
possible the future health of the enterprise, tleestwo dominating theoriesg¥iloaia W.,
Paviloaia D., 2006, 266]:

- The theory of the aleatory evolution according to which the analysis of the evolu-
tion of the stock exchange’'s main indicators fronsignificant number of years ( the
transactions volume, the exchange rate, the stmchamge indicators), cannot anticipate
precisely the future evolution of the enterprisesoientific grounds.

- The theory of the efficient market hypothesesaccording to which, due to the utili-
zation of the modern techniques calculation ofdfoek exchange indicators and also due to
the modernising of the economic — financial analysr means ofmathematic reshapein-
der these conditions there are being created #heeguuisites for the daily course of actions
to loyally reflect their real value.

The specialized literature knows several pattefrevaluating the shares of a company
rated to the stock exchange. What is specific égdtpatterns is the fact that they all have as
their starting point the past and the present &elnments and the fact that they anticipate the
future values.

In the stock exchange domain, the income whicleiagobtained from the shares in-
vestments is the dividend that the investor shetll §his means that the present value of a
share is equal with the updated sum of the antiethéuture equity which that very share
generates. These methods are being mainly usedién to evaluate the enterprises rated to
the stock exchange, but they do not eliminate thee for the enterprises which are not
rated.

The approaches made by means of dividends flowee glaportance upon attracting
shareholders by means of profitable dividends. &hare several calculation methods
known, among which:

- The Irwing — Fisher model considers that the dividends which must be receare
constant, and the value of a share concerns thategbd/alue of the dividend flows which
are to be received by the shareholders:

V-3 D
= (@)

where:

Dt — The global dividend from the t year,

i — The update factor.

According to this model, the update value of a sH&b) corresponds to the updated
value of the future dividend flows, which are to feeeived (cashed) by the shareholders,
the dividends being essentially net flows, as they being calculated after the income tax
has been deducted and they are determined accdodihg following formula:
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> D
V = t )
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where:

Dt — The dividend paid in the t year,

i — The update coefficient (rate) which correspotadhe own funds,

t — The finite number of forecast years.

While establishing this pattern there has beenntaki® account the fact that the divi-
dends which are to be received (cashed) by theekblater are constant (at the level of the
last dividend or of the average of the last disiiglol didvidends). Thus conceived, the basic
formula turns in the form oD, a perpetual revenue which gets updated with updating
coefficienti, and thus the above relation becomés: D/i .

- The Gordon — Shapiro modelhas as a starting point the fact thia dividends are

not time-invariableand consequently the value of a share is fundadeampon the follow-
ing elements:

Dl
(i-9)

where:

D1 - the actual dividend received by the shareholder,

i — The update factor,

g — The increasing rate of the dividends.

The above relation can be also written as it foow g = D1/Vo =e, wheree signifies
the global efficaciousness of the dividendd ere + g = efficaciousness + the increasing
rate. Consequently, this model can be either useatder to establish the value of a title
Vo = D1/(i — g), or for determining for a known exchange and affiousness the increasing
rate of the dividends to infinity.

In order tobetter anticipate the futurehis model eliminates the constancy hypothesis

of the dividends and considers that the dividendikvmust be received are accompanied
by a rate increasing to infinity.

Examples:

1) A company rated to the stock exchange holdsshahich emit for the shareholders
a global efficaciousness of 5% when it comes todik@ends. For the risk class where the
enterprise belongs, the market asks for a proétass of the own funds having an 11%
value. The value of the first cashed dividend iO€

Since the risk rate (i) and the dividends’ efficagness (e) are being known, we an
determine the dividends'’ increasing rate; fromrilationi = e + g we find out the size of
g=i—-e=11% - 5% = 6%Therefore, the value of the share shall be:

Vo =Du/(i - g) = 10/(0,11 — 0,06) = 10/0,05 € 200.
2) A company has been rated to the stock exchatageng with the year 2003. The

last received dividend for a share has had a vaiu® 20. For the future periods it is ex-
pected an increase of the dividend in an annualfm#thm up to the end of the third year,
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for the following three years the increase has avate and a 3% to infinity increase. It is

also known the risk rate specific to the activiégt®r where the firm belongs to, that is 10%.
In this case there appear the three sequencesctdrazad by means of their increasing

dividends rates and therefore the value of theesisdbeing calculated as it follows:

_ 20x107 _ 20x (107)* 4 20x (107)® . 20x (107)* x 105, 20 (107)* x (105)® N

Vo

110 (110)? (110)° 110" (110)°
420X (107)°x (105" , 20x (107)°x (105°x 103 _ €34278
(110)° (010- 003) x (110)°

- The Batesmodel gives us more information about the price we sihqaly for a title
in order to get certain profitableness, taking iatwount the hypothesis of a re-sale price
and the dividends which must be cashed:

V=Y e
2@ @)

where:

Vn — The value of re-sale in the year n (the finalatpd value= the residual value),

Dt — The cashed dividends in the period/ lapse o {ib t],

i — The update factor (the profitableness rate diskeexpected by the shareholders).

The method has been extensively used at the begimfithe 90s and it is being char-
acterized by a laborious theoretical substantiatftaxibility when it comes to utilization
and a finite shaping horizon, these also being rtdgges which recommend it in order to be
used. As a starting point it has the previous mé@ekdon — Shapiro) and by considering it
thoroughly it introduces the following elements:eoar more successive periods during
which the increasing rate of the results and initpfiof the dividends is being constant, a
residual value. The updated value of an enterprise is equal with updated sum of the
dividends specific to the [1, n] period, to whom agl the updated final value in the n year
(that is the enterprise’s residual value, at thed esf the explicit forecast periodfConse-
quently, the above calculus can be also writtethisway:

— i + D2 + + Dt + Vn

T+ @+i)? T @) @+

The model provides us with information about theeg(PER = Price Earning Ratio,
calculated as a report betwettie share’s exchange ragsmdthe net income per sharéhat
must be paid in order to buy an investment for iolitg an expected profitableness (i), takig
into account the hypothesis of a re-sale pricethadncreasing (developing) perspectives of
the enterprise. Starting from an actual PER comnsi@l@s being normal, the model allows
for determining a re-sale PER beforehand, or therotvay around, starting from a re-sale
PER (or an outlet one), according to the provisibimereasing rate, for justifying an actual
PER, thus a market value at that very moment.

There are two main utilizations of the Bates model:
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- When it comes to determining the maximal acqoisivalue of a company, in order
or the investor to get the efficaciousness rataset profitableness objective;

- While dealing with the valuating of an investmestarting from the forecast of the
result on a medium service and an expected shaendeg upon the market risk associated
with that respective company.

In practice, the valuation of an enterprise by nseainthe Bates (model) method sup-
poses the following:

1. Setting an outlet horizon (the re-sale of tHed), on a medium service, three or five
years, according to the elaborated business plan;

2. Using an update rate, the risk rate or the abste personal funds;

3. Determining the value of re-sale starting fromoaitlet PER chosen by referring to
the one of a company rated from the same activég.a

Example:

A company carries on its activity in an area forighhthe investors expect a profit-
ableness rate of 10%. Taking into account its agirf policy, the annual increase of the
income is being estimated to 10% for the next tlyesrs, as opposed to the 7% forecasted
at the level of the sector to which the firm belsnghe gross distribution rate has a 25%
value. The outlet PER is being asked to be detexhiknowing that the actual PER has a
size of 20. What is also known is the fact thatrieeéshare profit for the past year has had a
€ 1.000 value.

The PER outlet calculus after 3 years’ time carfdaexd by means of applying the
Bates method:

-5, D DV
° 10 @9® @o® @o

Vi _y_(D, D, , D
3 0 ( 2 3
(110 110 (110° (@10
V, = 20X1.OOO—(0’25><100 x (1+ 1,07+ 1072)
(LL0) 110 110 (110

V, =19.935248x (110)° = €26.5338

Consequently, the outlet PER from the third yeas havalue of 26.533,§107)°=

26.533,8/1.225 = € 21,66.

The method is recommended to be applied esped@ilyhe companies which have
perspectives of increasing in the medium servigesar to the average of the rated compa-
nies from that very sector.

- The Molodovski model is somehow similar with the first two models, butap-
proaches the future by means of a model which ssgxpthree time lapses:

» The first forecastal period (3 n1) is characterized by a gate of constant rise;

» The second forecastal periodi (R n2) undergoes a decrease having a progressive
manner (hindered exponential increase of theopfit);

» The third prognosis interval Zn— «) is the one when the dividend remains constant
in time.

Under these circumstances, the updated value dirthevill be the following:
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& D, x(L+g,) D & 1+, D > 1
V. = 0 1/ 4+ 0 2\t 4 0 x
° ; (L+i)! (L+i)" ;( 1+ ) (L+i)"™ §(1+i)t

The model allows for the configuration of the ptsificurve according to the investi-
tor’'s estimations regarding the firm’s future ptafileness and the determination in order to
find out the expected efficaciousness rate andiplaiated value of the profit flows.

- The Holt model, presented in 1962, doesn't apply but to the dgirfy companies
which have a high PER. Nevertheless, a rising comgannot remain for good in this con-
dition and its PER will, sooner or later, subjoindne of the enterprises which grow in a
much slower rhythm [Brezeanu (coord.),sBoaru, Pijisteanu, 2003, 165].

Holt's model determines the recovery duration @& thnds invested in a firm (RD),
calculated as a number of necessary years in fodéne sum of the share net incomes up-
dated with the interest’ s rate without risk (Bjpecific to the economy, to equal the value of
the share’s course. It is supposed that the winetigrofit is distributed to the shareholders
(the model is less flexible compared to the Batedat).

_§*_Nsp
° t=1 (:I'-'-ir)t

where:

Co — the share’s present rate of exchange,

RD — the recovery duration of the invested funds,

NSP — the net share profit,

ir — the interest’s rate without risk.

This formula expresses the enterprise’s skill tontaén the increase equal with “g”, on
a period necessary to reconstitute the share’sspraste of exchange by means of the
share’s net profit. The more reduced the recoveratibn (RD) is, the more attractive are
the investements [Stancu, 2002, 654].

The model is useful when it comes to valuatingghares (apart from its pretty restric-
tive hypotheses), guiding the investors towardsséhshares which have the recovery
duration requested by their investments plan.

The recovery duration’s theoretical level calcufabyy means of Holt's model can be
compared to recovery periods justified from an ecoic point of view (by taking into ac-
count the life-cycle of the products commercialibgdthe enterprise, the economic context
and the competition etc.) if the duration of theiced recovery is greater than the duration
justified from an economic viewpoint, then the sharPER is over-valuated, the same as
the share’s exchange rate. Under these circum&atimerecommended decision for the in-
vestors is to sell the share.

2.3. Approaches on the basis of value — creatirdgl@dl Valuefor the shareholders. In
this case, we use the following criteria to valuaie enterprise: the Economic Value Added
(EVA) and the Market Value Added (MVA) [Pierre, 20@71].
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The Economic Value Added is an economic cathegemgdmented around the 1980s
and it has been first adopted by the Coca-Cola, fisirich has argued its option in the fol-
lowing manner: “Our reason for being is precis& theation of a real value or of income
for our shareholders in the long service. We casillat the total efficaciousness which is
being emitted for them depends directly upon thenemic profit we create. We define the
economic profit as being the fraction from theeleitption result after the tax, which ex-
cludes the cost of the global capital” [Ehrbar, @0D4].

Although relatively recent, the idea has been fdated at the end of the $@entury
by Alfred Marshall, who has defined the economiofipras being: “the invested capital
multiplied by the difference between the operatigmafitableness of the invested cash and
the capital’s cost.”

Referring to the added economic value, Peter Dnuakserted that it is “a vital meas-
ure of the global productivity of the productiorctiars which reflects all the dimensions by
means of which the managers can create the valie"added economic value represents
the dimension of the value surplus produced byeth@rprise on a given length of time,
which can get to one or more financial exercises lzas the power to appreciate the man-
agement’'s quality. The added economic value measthe difference between the
profitableness emitted by the assets involved & phoduction processand the expected
profitableness share and requested by the shaerholhich have invested their available
funds in order to finace the enterprise’s asselte &conomic value added is a means of
measuring the enterprise’s performance by meaeddcting from the obtained result the
expenses which represent the cost of the assetsh#hie used in the exploitation process.
Thus it forms the framework of a complex systenfiwéncial administration and interest
when it comes to the susceptible results in ordeguide the totality of the decisions taken
by the level of the administration council up te tevel of the job’s levein order to create
as much wealth as possikgositive financial results) for the shareholdeosimprove the
existence of the enterprise’s community, of itsteoers and collaborators. Furthermore, it
is being constituted as a practical means to hamadhe interests of the ones who partici-
pate to its creation and which is being dividedwsetn them, which is why the added
economic value is being consideredtfas most socialist form of Capitalisfghrbar, 2000,
39].

The economic value added is what the economist®ppbrtunity cost, that is the effi-
caciousness which the investors hope to obtaiméf tinvest their available funds in a
shares’ portfolio and bonds with a comparable rigkwhich they give up in order to hold
shares at the analysed compaMathematically speaking, it corresponds to theltesf the
exploitation after the tax, once the expenses spmeding to the cost of the employed capi-
tal which take the shape of Liabilities or Stocklek’ Equity have been deducted.

The calculus is the following:

[EVA = NOPAT - K x PMCC|,

Where we have:

EVA — The economic value added,

NOPAT — The net operating profit after taxes,

K — The total sum of the assets (own + liabilitjes)
PMCC - the ponderate medium cost of the capital.
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In order to also emphasize other factors whichr dlie size of the added economic
value, its calculus can also be reshaped in this[lsa Chapelle, 2004, 96]:

- As being the expression of the difference betwbennet revenue resulted form the
exploitation activity and the cost of the Stockleskl Equity and it can also be written like
this:

EVA =ERX(1-i,) KxPMCC

where we have:

ER — the exploitation’s result,

ip — The tax income share.

From the calculus above there results the factttfemteconomic value added can un-
dertake one of the following values:

» EVA > 0, a favourable situation, when there hasnbesspected and accomplished
the shareholders’ hope of obtaining positive finahoesults, the same for managers, em-
ployers and collaborators;

» EVA <0, a case in which the enterprise reaches a tdveérformances inferior or
equal with the ones expected by the market. Thexefbe enterprise does not create value
for the shareholders and represents an unfavouséhggion for the economic agent.

Thus approached, the added economic value appgans administration and leading
indicator, which allows measuring the performangean economic agent or of an invest-
ments’ act (investments’ project). For a financerepresents a means of analysis and
decision in matters of investments by calculatimg sum which results as a difference be-
tween the obtained revenue and the normative cbststhe enterprise, the EVA leads to
rendering sensitive the operational reponsibleswheomes to the global cost of the avail-
able financial resources. As a rule, these objestare being fixed prior to this and they find
each other again in the size of some indicatorelivbbmpose the management intermedi-
ary balances (the waterfall or the MIB panel), sashthe turnover, the exploitation’s result,
the gross exploitation surplus (GES) and whidfag to maximize.

The same as the financial liabilities, the Stoclkead’ Equity aren’t gratuitous either
for an economic agent. The latter should be renaiedraccording to the market's require-
ments and realities. In financial terms, startiranf the previous relation and knowing the
fact that the PMCC is being calculated with théofwing relation:

SExR, +L; xdx(1-i)
SE+L,

PMCC=

where we have:

SE — Stockholders’ Equity,

Rp — The profitableness rate of an investment title,
Lf — Financial liabilities,

d — The interest’s rate,

And thalR =R, + 8x(R, - R;)|, where we have:
Ro — The rate without risk (the rate to the statedsyn

Pm — The medium profitableness of the stock exchangeket,
B — The coefficient risk of the values’ market.
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By replacing in the calculus relation of the EVAtBMCC equivalent, we get the fol-
lowing relation:

EVA =ERx(1-i) - [SExR, +L; xdx(1-i)] [or

EVA =(ERxL; xd)x (1-i)-SExR,)|

Because the Dx d product represents the financial expensesastgyp by the enter-
prise and the expressi(i)(ER— L, xd)x (L-i)| corresponds to the company’s current net

result (NR), the previous relation becomes:

EVA= NR- SEXR, = SEx (g— R}

Since the NR/SE report actually expresses thetphiddiness of the Stockholders’ Eg-
uity, the previous relation becomg&VA=SEx(r; =R))|, where r — the rate of the

financial profitableness.

According to the previous relation, an economicnagell have a positive added eco-
nomic value, thus he creates value for the shadensl but only when the level of the
Stockholders’ Equity’ profitableness outruns the offithe investment’s profitableness.

The model can also be applied to the enterprides ta the stock exchange, in which

case, by carrying out a series of mathematicakgriout of thgEVA= NR-SExR | rela-

tion there can be also enhanced other specifiorfact

In matters of stock exchange investment, the ptesvielation is true, with the specifi-
cation that, for a rated company, the Stockholdecglity (SE) at the market value actually
signify the stock exchange capitalization (SECY aansequently the incipient relation be-
comes the following:

EVA= NRx (1- SEC
NR

xR).

Since the report SEC/NR = PER (Price Earnings Ratial actually shows the recov-
ery term of the investment in shares, the prevfousula can be also written in this way:

EVA= NRx (1- PERXR))

From this relation there proceed at least two ants)

1) The higher a company’s PER is, the more redigéd potential to emit added eco-
nomic value (thus the relation is one of inversatiby.

2) The higher the risk of ficompany is, the more it decreases its capacigyiv eco-
nomic value, thus the profitableness expected (@ofog) by the investors is a risk
increasing function.

The calculus of the added economic value suppt®esdage of the data reported by
means of the book — keeping syntheses, the @ofibss account and the balance sheet.

In the following table we show the EVA’s methodaaflculus:
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Table no. 2 — The Calculation of the Economic Va#ldded

No. Explanations Symbol Measure| The N exercise The N.+1
exercise
1 The exploitation’s result ER € 20.000 25.000
2 The necefisna(tjr;/ circulating NCE € 35000 40.000
3 The net immobilized assets Ai € 50.000 50.000
Invested cash .
4 2 +3) Ci € 85.000 90.000
The profitableness of the in- ; o
5 vested assets (1/4) Pia & 23,53 20,17
6 The ponderate medlum cost of PMCC % 1 11
the capital
The difference (5 — 6) Pia — PMC(C % 12,53 16,77
The economli)value added (7x EVA € 10.650,5 15.093

Source:[Paviloaia W., Rviloaia D., 2006277]

The added economic value is being used furthemoorder to determine the enter-
prise’s value (Ev) with the help of the followingpatel:

5 EV
Ev :ANAé +;(1+;A)ﬁn

where we have:

Ev — the value of the enterprise,

ANACc - the corrected accounting net assets,

i — The update rate (coefficient),

n — The number of years of the explicit forecastqug

EVAn — The economic value added of the last year@etiplicit prevision period.

The Limits of Turning to Account the Economic Vadeed

The limits of turning to account the added econovaicie are the following:

- The uncertainty regarding the previsions of thailable exchequer fluxes and their
residual value;

- The employment of the capital's cost, which letmlthe standardization of the enter-
prise’s internal performances, on the basis ofitfigcators determined on the financial
markets and which are valid on a far less exteneeyboral horizon than the one due to any
investment. The estimation of the utilized cap#falbst is being subjective, all the more as
this has a determining influence when it comeshtihvestment of capital or its lack. An
incorrect evaluation of this cost (under or ovealaation) can lead to erroneous decisions
and an inefficient distribution of the availablesoeirces. As for the under-evaluation, this
leads to investments carrying a reduced profitassrand, implicitly, to wasting the re-
sources...The over-evaluation prevents the ensaprirom developing in an efficient
manner;
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- The particular way of managing the value igndhesdivergent interests that the us-
ers have. The investors, along with the sharehs|dge being interested in the enterprise’s
performances, which leads to discrepancies withrtfegests of the other users;

- When calculating the value of the added econosaige there doesn’t appear the ob-
ligation of reimbursing the loans, but only the dase of the employed capital, according
as the amount of those specific refunds. Althouds tkeads to the diminution of the capi-
tal's cost, it does not influence the transactigafitableness.

All these observations are meant to warn agairisgube different evaluation indica-
tors of a business or an investment, each havénadivtantages and disadvantages, according
to the analysed type of investment, under the ¢mmdi of the existent economic medium
and the developing perspectives.

Considering the above, it is being imposed thangetif some approximating criteria
in order to locate the applying framework of théfedient economic and financial perform-
ance patterns or concepts, after which, for eask gaits turn, there must be diagnosed the
relevant measures of value judgement when it camgsounding the decision. As for the
approximating criteria of marking the boundariesofne various analysis situations in time
and space, these will need to have as their sgaptint the economic medium conditions,
the type of economy or market of the approachirfeidinces where we operate respec-
tively, an essential aspect being represented &yirntttuence of some project or business
upon the analysis’ results.

3. CONCLUSIONS

In a market economy that undergoes a continuounsfoemation and in a more and
more globalized world, nothing can be seen withaisty anymore, not even when it is be-
ing tried to find a value as close as possiblénéoreal one. Regardless the chosen valuation
method, there has been a permanent preoccupatidnfuidamenting a propenarket
value The obtained results can be considered by thppaters as being the genuine mar-
ket value of the firm, but yet there can be notitieel fact that all the evaluation methods
bear unavoidably the mark of a higher or lower degofsubjectivism Furthermore, we
must take into account the fact that any evaluatiodel is being subjective by means of its
own nature. In this way, by means of transformieality into a (mathematic) model, a part
of the elements characteristic for the initial stat the phenomenon are not being taken into
account, out of simplification reasons. Moreovehiles applying a certain model, some
variables that are taken into account as deterrtsnainthe final value can be characterized
by inaccuracy (measurement errors) or lack of cetigat (the impossibility to obtain all the
necessary data in order to apply the model). Utltlese circumstances, even if the evalua-
tion by means opatrimonial methods would give the most favourable resultsjnaple
omission of some of the firm’s assets while calgnfnits value will offer a lesser market
value. While evaluating somacome flows or future cash-flophe evaluator’'s subjectiv-
ism is obvious as long as the fundamenting of teeasary indicators while applying the
methods is being based upon scenarios offered diyw#ry evaluator. The methods based
upon market comparisons cannot be considered ag lbeimpletely objective either, since
the firms taken as a guide mark are being chosenkal evaluators, and thus they are going
to bear once again the mark of their subjectivism.
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The estimations can be made for enterprises whiglgaing to be founded in the fu-
ture or for already-existing enterprises, which énalready got gpastand apresent The
enterprises from the first category are being eataldi by means of specific methodologies
which analyse the economic efficiency of the inwestts (the investments’ projects). These
methodologies differ up to a great extent from tiethodology of evaluating the existing
firms, both from the viewpoint of the content, aslivas from the viewpoint of the aimed-at
objectives. Even if in both situations there arlnppeised some indicators having similar or
even identical denominations, such as, for examies and updating factors, incomes,
costs, profit, cash-flow, the concrete methodsabédation and forecast differ significantly.
An essential role is being held, in the case ohbuoethodologies, bthe forecastal calcu-
luses which nevertheless differ according to their mfiational background and the utilized
methods and techniques. (Maxim Emil, 2008agnosticareasi evaluarea organizilor,
Sedcom Libris Publishing Housegsigpage 67).

The value of an existent business is being infledryits past and current situation
but it is also given bits future situationby the utility it is going to hold for the (predeor
future) owner. The enterprise’s future cannot idgnitself with its present and even to a
lesser extent with its past, and thus, the simgtény over of the past elements in order to
establish the (present or future) value can leddute digressions from reality and serious
errors in evaluation. Unlike the forecasts for tissvly-set up enterprises, the ones reffering
to already-existing enterprises, are fundamentexh @pnoteworthy volume of information
obtained fromthe diagnosis’s analysisThe evaluators will use this information, to whic
they are going to add new ones, selecting and ubmgnost adequate methods and forecast
models in order to get to values which are creditdkevant and useful for the evaluations’
beneficiaries.

The main used groups of methods in valuationsterddilowing:

- Evaluation methods based upon assets;

- Methods based upon income: dividends, profittowver;

- Methods based upon comparisons; metode bazatenpearaii;

- Combined methods (for example the goodwill);

- Other methods.

From the viewpoint of the evaluation standards, whecomes to evaluating a busi-
ness, a greater importance is being held by thesefbusness values, to the detriment of the
patrimonial values. This perspective is being naitd by the fact that, for a ruling busi-
ness, the dynamic methods have a greater relevaeasg anticipatory, based uporhe
business’duture, taking into account itendencies in the strategic, profitableness and eff
caciousness domains

The methods from the other category, that is thempanial ones, are firstly useful for
estimating the value of a business which puts anterits activity. They are also used in or-
der to establish the value of a ruling businesstheey can be criticized above all due to the
fact that they are generally based upon the busmlistorical valueswhich are eventually
turned into current (brought up to date) valuesilaisle when the evaluation is being per-
fomed. Therefore, the evaluators resothmdynamic methods of estimating the enterprises
also due tdhe limitswhich the patrimonial values suppose:

- the patrimonial value reflects accumulationsiseal by the enterprise in time, but not
their utility for the owner; in transactions, theeowho will take into account this value will
be especially the seller of an enterprise, as thahbis mainly concerned with the enter-
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prise’s utility and its capacity to obtain reven® beneficiary capacity) respectively, and
will be concerned with using a value determined thdy in negotiations.

- the seller as well as the buyer must have in rttiedfollowing limits of the patrimo-
nial values: this represents a part of the entegfwiglobal value, the other one being given
by the value of the non-corporal elements; it imppebtained out of a great volume of cal-
culations, many of them being based upstimationf the evaluating specialists (the wear
and tear degree, the corrections of some liatslittdements, etc.); unlike the efficacious-
ness/ profitableness values usedhi@ dynamic evaluation methgdke value obtained as a
result of applying the evaluation patrimonial methaloes not take into account the enter-
prise’sfuture.

To conclude, the value of a patrimonial entity dtdee alwayscurrent (actual, pre-
sent) since such events as the sale/ the purchaseatihg to the stock exchange market,
the fusion, the dissolution, the clearing, the ¢ialireorganisation, bankruptcy etc., should
imply a high degree of precision concerning thaigalbtained as a result of the estimation.

The further researches will focus on combined/mixXpdtrimonial and dynamic)
methods of the enterprise valuation.
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