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Abstract: The following analysis of company valuation using the comparative or multiplier method is the
second of a total of three parts. In valuation practice, a basic distinction is made between enterprise value
multiples (the numerator is the market value of equity plus interest-bearing net debt) and equity value mul-
tiples (the numerator is the market value of equity) (Lhnert, Bockmann 2023, pp. 881, 887 ff.). This study
provides an overview of the different equity value and enterprise value multiples and their reference values.
The derivation of the reference values for the multiplier calculation, i.e. the relevant earnings parameters
from the income statement, is presented. It is shown how the market value of equity (equity value) is cal-
culated on the basis of the market value of total capital (enterprise value) (and vice versa). It is examined
whether an adjustment can be made by adding to and/or deducting from the enterprise value using the
multiplier method.

Keywords: Comparative Public Company Approach; Inheritance Tax Act; Multiplier Method, Recent Ac-
quisition Approach; Company Valuation

INTRODUCTION

In valuation practice, a basic distinction is made between equity value and enterprise value multiples.
In the case of equity value multiples, the market value of equity serves as the numerator, while the denom-
inator contains reference values that are defined after interest payments, which is why the denominator
uses values such as operating earnings after interest and before corporate taxes, i.e. earnings before taxes
(EBT) or earnings after taxes (EAT), the best-known multiplier is the so-called price/earnings ratio, in
which the share price per share is set in relation to earnings per share or net profit for the year. However,
all equity multiples do not take into account the fact that the level of debt influences the cost of equity,
i.e. highly indebted companies have higher costs of equity than companies with low levels of debt, This
problem can be avoided with enterprise value multiples, as the numerator of enterprise value multiples is
the market value of equity plus interest-bearing net debt, i.e. enterprise multiples are calculated using the
fiction of a company with no debt, Accordingly, the denominator contains reference values that are defined
before interest payments, which is why values such as sales, earnings before interest, taxes, depreciation
and amortisation (EBITDA), earnings before interest, taxes and amortisation (EBITA) or earnings before
interest and taxes (EBIT) are used in the denominator; however, enterprise value multiples do not take into
account the tax effect due to different capital structures (Lohnert, Bockmann 2023, p. 887 f1.).

The term “enterprise value” is not uniformly defined, which is why a distinction is made between the
equity value and the enterprise value when calculating the multiplier, whereby the equity value represents
the market value of a company’s equity (for listed companies, the equity value corresponds to the market
capitalisation (market cap for short), i.e. the number of shares x share price) and the enterprise value refers
to the value of a company’s entire operating business (Ernst, Schneider, Thielen 2018, p. 226).

To determine (the numerator of the multiplier) the enterprise value of the comparable companies,
either the market value of the equity (market capitalisation; excluding non-operating assets) plus the inter-
est-bearing net debt or, to determine (the numerator of the multiplier) the equity value of the comparable
companies, only the market value of the equity (market capitalisation; excluding non-operating assets)
(comparative public company approach with trading multiples).

For unlisted companies from realised market prices of comparable transactions (recent acquisition
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approach with transaction or industry multiples), the enterprise value of the comparable companies or the
equity value of the comparable companies must be determined (the numerator of the multiplier) using the
discounted cash flow method (weighted average cost of capital approach enterprise value or flow-to-equity
approach equity value).value of the comparable companies, a company valuation must be carried out us-
ing the discounted cash flow method (weighted average cost of capital approach— enterprise value or flow
to equity approach— equity value) or the capitalised earnings value method in accordance with IDW S 1!
(— equity value) (Serf, 2005, p. 184; Ernst, Schneider, Thielen 2018, p. 11).

RESEARCH METHODOLOGY

This study is the second of three parts and provides an overview of the different equity value and en-
terprise value multiples and their reference values. The derivation of the reference values for the multiplier
calculation, i.e. the relevant earnings parameters from the income statement, is presented. It is shown how
the market value of equity (equity value) is calculated on the basis of the market value of total capital (en-
terprise value) (and vice versa). It is examined whether an adjustment can be made by adding and/or dis-
counting the enterprise value using the multiplier method. In the third part, the most important enterprise
value and equity value multiples are explained and evaluated in detail. The role that non-operating assets
play in the multiplier method is then analysed and the extent to which corporate taxes and the shareholders’
personal income taxes affect the business valuation method is examined. In addition, it will also be shown
to what extent case law recognises the multiplier method, as it can also be used effectively to minimise the
inheritance or gift tax burden via § 11 (2) sentence 2 clause 1 of the Valuation Act. Finally, a critical apprais-
al of the multiplier method is provided.

RESULTS
Seppelfricke (Seppelfricke 2020, p. 293 f.) and Olbrich, Frey (Olbrich, Frey 2023, p. 478) propose the
following calculation scheme:

Table:1 Calculation from enterprise value to equity value multiplier method
Market value of total capital (Enterprise value)

- Interest-bearing liabilities (= net debt
- Pension obligations - Interest-bearing net debt at the beginning of the
+ Interest-bearing current assets WACC approach)

= Market value of equity (Equity value) excluding non-operating assets
+ Non-operating assets

= Market value of equity (Equity value) including non-operating assets

It should be noted that only the interest-bearing net debt is to be deducted from the market value of
the total capital; this consists of the interest-bearing liabilities (e.g. bank and shareholder loans), the pension
obligations and the interest-bearing current assets (e.g. cash and cash equivalents) to be offset; in recent
years, it has become established practice to consider pension provisions (= “interest-bearing loan obliga-
tion” of the company to its employees) as interest-bearing financial liabilities and to take them into account
in the calculation (Lohnert, Bockmann 2023, p. 888).

Whether the enterprise value or the equity value is used to calculate a multiplier depends on the refer-
ence figure used (e.g. sales or operating earnings after interest and after corporate taxes), as the reference
figure (denominator) specifies the valuation (numerator), so to speak (= equivalence requirement) (Olbrich,
Frey 2023, p. 479; Ernst, Schneider, Thielen 2018, p. 228).

If the peer companies are indebted but the company to be valued is not, it makes sense to choose the
enterprise value with sales or a pre-interest profit figure as a reference value; an enterprise value based on
sales is also considered if the profit is unknown or strongly influenced by accounting policy, whereas an
equity value is considered if the capital structure between the company to be valued and the peer companies
is compatible, which should be the exception in practice (Kiinkele 2023, p. 1656 f.).

Ernst, Schneider, Thielen provide an overview of practically relevant enterprise value and equity value
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multipliers (Ernst, Schneider, Thielen 2018, p. 230):

Table 2. Overview of practice-relevant multipliers

Multiplier Market prices of compa- Reference value | Enterprise value Dependence
rable companies Reference multiplier or mar- on framework
value of comparable com- ket capitalisation conditions
panies (equity value multi-

plier)

Enterprise value/ Ente‘f'py'isg Value Sales EV very low
Sales = Sales
Enterprise Value, Enfg‘r'py'isg Value EBITDA EV low
EBITDA = EBITDA
Enterprise Value, Enfg‘r'py'isg Value EBITA EV medium
EBITA = EBITA
Enterprise Value, Enfg‘r'py'isg Value EBIT EV medium
EBIT = EBIT
Enterprise Value Enterprise Value Operating free EV low
oFCF = oFCF cash flow
Enterprise value Enterprise Value Value drivers EV low
Sales value driv- ~ Sales value drivers for sales
?’};fice—sales—mtio Share p?'i[je per share Sales MC very low

"~ Sales per share
Price—earnings—ra— Share p?'i[je per share EAT MC hlgh
fio "~ Earnings per share
Price-book val- Share price per share Balance sheet MC very high
ue-ratio ~ Book value per shar Eequ%ty or economic
Equity value/FtE Equity Value equ1t¥10w to equity MC low

FtE

It must be taken into account that accounting differences between the peer companies become all the
more significant the deeper the reference figure is “anchored” in the income statement, i.e. while sales are
still largely spared from major accounting differences, every step down towards earnings after taxes (EAT)
leads to a greater impact of accounting policy recognition and measurement options, which lead to a di-
lution of the reference figure (Lohnert, Bockmann 2023, p. 891), therefore the dependence on framework
conditions indicates the influence of different national accounting and tax regulations as well as the utilisa-
tion of accounting leeway on the reference values and thus the multiples (Ernst, Schneider, Thielen 2018,
pp- 230, 234).

MULTIPLIERS BASED ON FIGURES FROM THE INCOME STATEMENT

Most multipliers or multiplier valuations are calculated on the basis of figures from the income state-
ment, such as turnover, EBITDA or EBIT, etc. (enterprise value multipliers), which are determined in ac-
cordance with the calculation scheme (see Table 3 (Ernst, Schneider, Thielen 2018, p. 233)), which is only
partially based on the structure commonly used in annual financial statements (e.g. § 275 (2) of the German
Commercial Code (HGB?)), so that individual items usually have to be reclassified. As a result, in a profit
and loss statement prepared in accordance with the German Commercial Code (HGB), one-off income from
the sale of fixed assets and current securities, insofar as they are included in other operating income, must
be reclassified as extraordinary income. This requires a reclassification from their position before EBITDA
(Earnings Before Interest, Taxes, Depreciation and

Amortization) to EBIT (Earnings Before Interest and Taxes). In doing so, other operating income and
expenses should be analysed to determine whether they occur regularly or whether they are only of a one-
off and therefore extraordinary nature (Ernst, Schneider, Thielen 2018, p. 232).
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The specific selection of the multiples to be used depends on the sector to which the company to be
valued belongs, its growth profile, the accounting differences and its earnings situation; it is therefore advis-
able to use an EBIT multiple rather than an EBITDA multiple in sectors in which the peer companies have
different capital intensities, as the EBIT multiple takes into account the different reinvestment requirements
due to depreciation and amortisation, if the company to be valued has higher or lower margins than the
average or median of the peer companies, the sales multiple provides an indication of value, as it implies an
identical margin profile between the company to be valued and the average or median of the peer companies
(Lohnert, Bockmann 2023, p. 890 with further references).

Table 3. Derivation of relevant revenue indicators from the income statement for the multiplier calculation
Sales
(EV multiplier)
+ other operating income
- Operating expenses

= EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortisation) (EV multiplier)
- Depreciation and amortisation of fixed assets

= EBITA (Earnings Before Interest, Taxes and Amortisation) (EV multiplier)
- Goodwill amortisation

= EBIT (Earnings Before Interest and Taxes) ( EV
multiplier)

+ Extraordinary income

- Extraordinary expenses

+ Investment income

- Interest expenses (or + net interest income)

= EBT (Earnings Before Taxes)
(MC multiplier)
- Income taxes

= EAT (Earnings After Taxes)
(MC multiplier)
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PREMIUM AND/OR DISCOUNT ON THE ENTERPRISE VALUE
It should be noted that the business value determined after applying the multiplier (before taking into
account the non-operating assets) does not yet represent the final value of the business valuation process
using the multiplier method; it is often adjusted by a premium and/or discount, which can be attributed to
the size of the valuation object at hand, the fact that it is generally not listed on the stock exchange and any
differences between the company to be valued and the comparable companies that remain even after careful
selection.
= a Package premium (PP = control premium, as the company to be valued is acquired as a whole, for
example, which gives the possibility of influencing the management; in practice, package premiums of
between 20%—-50% are applied);
= a Fungibility discount (FD = discount due to the lack of stock market listing of the company to be
valued compared to the comparable companies taken into account in the multiplier, which limits its
marketability and thus resaleability);
= a Portfolio discount (PD = discount, because the company to be valued is a company that only manu-
factures one product compared to the market);
= a “Small-Cap-Discount” (SCD= discount, as the company to be valued is compared with the market
leader and thus a subordinate market position of the company to be valued must be taken into account;
in practice, small-cap discounts of up to 50% occur) (Olbrich, Frey 2023, p. 481 f.).
Formula for premium/discount on the enterprise value (Olbrich, Frey 2023, p. 481 f.):
Equityg,a; = EQcomp + PP — FD — PD — SCD + Non — operating AssetSqsier tax

Equity,q; Market value of equity including the value of non-operating as-
sets (= enterprise value)

EQcomp Mflrket value of equity excluding the value of non-operating as-
sets

Non — operating Assets,srer tax Liquidation value or present value of the expected liquidation
proceeds from the sale of the non-operating assets after corpo-
rate taxes (corporation tax plus solidarity surcharge + trade tax)
and personal income taxes of the shareholders (income tax plus
solidarity surcharge)

In this context, Olbrich, Frey point out a supposed pseudo-objectivity of the comparative methods,
because, for example, the selection of the comparable companies deemed suitable, the type and number of
reference values used and the formation of a premium (package premium) or discount (e.g. fungibility dis-
count) are at the discretion of the valuer, they are not verifiable, therefore a sensitive use is recommended
within the framework of § 11 BewG? in order not to jeopardise the recognition of the business value by the
tax authorities using the multiplier method (Olbrich, Frey 2023, p. 487 with further references).

CONCLUSION

This study on company valuation using the multiplier method has produced the following five results:

1. In the case of equity value multiples, the market value of equity serves as the numerator, while
the denominator contains reference values after interest payments.

2. Equity multiples neglect the fact that the debt ratio increases the cost of equity, so comparing
equity value multiples for companies with different debt ratios leads to incorrect enterprise values;
enterprise value multiples avoid this problem.

3. In the case of enterprise value multiples, the market value of equity plus interest-bearing net
debt serves as the numerator, i.e. enterprise multiples are calculated on the basis of the fiction of
an unlevered company, and the denominator accordingly contains reference values before interest
payments.

4. Whether the enterprise value or the equity value is used to calculate a multiplier depends on the

reference value used, as the reference value (denominator) determines the valuation (numerator),
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so to speak.

5. If the multiplier method is used via § 11 (2) sentence 2 clause 1 of the Valuation Act to minimise
the enterprise value and the inheritance or gift tax burden, it is advisable to use the premium and/or
discount on the enterprise value sensitively.

NOTES

1. IDW S 1 is a valuation standard published by the Institut der Wirtschaftspriifer in Deutschland e.V. (IDW), the Institute
of Public Auditors in Germany. It provides principles for conducting company valuations in a consistent and standard-
ized manner.

2. HGB is an abbreviation of Handelsgesetzbuch in German, which means German Commercial Code.

3. BewG is an abbreviation of Bewertungsgesetz in German, which means Valuation Act.
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OIEHKA HA IPYXECTBA 110 METOJIA HA MYJITUIIJIMKATOPA
B HACJIEACTBEHOTO ITPABO HA TEPMAHUA — YACT II/I11

Pe3ztome: Hacmoswuam ananus Ha OYeHKama Ha OpyHcecmeama upe3 CpasHumenHus Memoo uiu memood Ha
MYIMUNIUKAmopume e 6mopama om ooujo mpu yacmu. B npaxmuxama Ha oyeHA8aHemo ce npagi OCHOBHO
pazepaHuyenue mexcoy MHOMCUMeNU Ha CMOUHOCIMMA HA NPeOnpUsmuemo (YUCIumensam e nasapHama
CMOUHOCM HA COOCMBEHUS KANUMAJL NIOC TUXBOHOCHUS HEMeH 0blie) U MHOMCUMENU Ha CIOUHOCMMA Ha
cobcmeenus. Kanumai (Yuciumensam e nasapHama CmouHocm Ha coocmeenus kanuman) (Lohnert, Bock-
mann 2023, pp. 881, 887 [f.). Hacmosiuwjomo npoyusane npedocmass npe2ied Ha paziuiHume MHONCUMeNU
Ha CMOUHOCMMA HA COOCMBEHUS KANUMAL U HA CIMOUHOCIMGA HA NPeONpUAMUemo, Kakmo u Ha mexxHume
pegepenmuu cmotinocmu. I[lpedocmasgeno e uzgexcoanemo Ha pegpepenmuume CmoOUHOCMU 3d UFYUCTABAHE
Ha MHOJMCUMENA, M.e. CbOmeemHume napamempu Ha neyaibama om omyema 3a 0oxooume. Iloxkasamno e kax
ce U34UCIABA NA3APHAMA CMOUHOCI HA COOCMBEHUs Kanumai (CMmouHoOCmma Ha coOCmMeenUs Kanumari) 6b3
0CHOBA HA NA3APHAMA CMOUHOCI HA 00Ul KANUMAJ (CMOUHOCMMA HA Npeonpusmuemo) (u oopamuo).
Ilpoyueno e danu modxce d0a ce HANPasu Kopekyust ypez 000assHe u/uiu npucnadare om CmouHoCmma Ha
NPeOnpusmuemo, Kamo ce u3noa36a Memoovm Ha MHONCUMESL.

Knrouoeu oymu: nooxoo Ha conocmagumu nyosuyHu Opyircecmad,; 3aKoH 3a 0aHbKA 8bPXY HACIeOCmeamad,
Memoo0 HA MYTMUNIUKAMOPA, NOOX00 HA CKOPOUWHO NPUOOOUBAHE; OYEHKA HA OPYHCeCIEOmO
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