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Process of determining
the present value of a
company or an asset

Valuation
Valuation series part - 2



Valuation refers to the process
of determining the present
value of a company,
investment or an asset.

Analysts who want to place a
value on an asset normally
look at the prospective future
earning potential of that
company or asset.

What is
Valuation?
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Reasons for
Performing a
Valuation
Valuation is a crucial process
as it can uncover undervalued
or overvalued investments
and guide a company's
project decisions. 

Key reasons for conducting a
valuation:
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1. Buying or
selling a
business

Buyers & sellers will normally
have a difference in the value
of a business. Both parties
would benefit from a
valuation when making their
ultimate decision on whether
to buy or sell and at what
price.
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2. Strategic
planning
A company should only invest
in projects that increase its
net present value. Therefore,
any investment decision is
essentially a mini-valuation
based on the likelihood of
future profitability and value
creation

#fixer



3. Capital
financing
An objective valuation may
be useful when negotiating
with banks or any other
potential investors for
funding. Documentation of
a company’s worth, and its
ability to generate cash
flow, enhances credibility to
lenders and equity
investors.
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4. Securities
investing
Investing in stock or a bond is
essentially a bet that the
security's current market price
does not reflect its intrinsic
value. A valuation is necessary in
determining that intrinsic value.
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Company Valuation
Approaches

2.  Comparable
company
analysis

3. Precedent
transactions

1. DCF analysis



1. DCF analysis
Discounted cash flow (DCF)
analysis is an intrinsic value
approach where an analyst
forecasts a business’s
unlevered free cash flow
into the future and
discounts it back to 
today at the firm’s 
weighted average 
cost of capital (WACC).
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A DCF analysis is intricate,
demanding extensive detail
and assumptions in an Excel
model. 

For larger businesses, it often
involves a sum-of-the-parts
approach, modeling individual
units and summing them up.

Can be less accurate
due to its many inputs
but offers scenario
forecasting and
sensitivity analysis. 



Comparable company
analysis (“trading comps”) is
a relative valuation method
in which you compare the
current value of a business to
other similar businesses by
looking at trading multiples
like P/E, EV/EBITDA, or other
multiples. 

2. Comparable
company analysis 

(“comps”)
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The “comps” valuation method
provides an observable value
for the business, based on what
other comparable companies
are currently worth.

It is most commonly employed
approach because the
multiples are easy to calculate
and are always up to date. 

If company A trades at a 10-times P/E
ratio, & company B has earnings of ₹3 per
share, company B's stock must be worth
₹30 per share (assuming the companies
have similar risk & return characteristics).

#fixer



Precedent transactions
analysis is another form of
relative valuation where you
compare the company in
question to other businesses
that have recently been sold or
acquired in the same industry.
These transaction values
include the take-over premium
included in the price for which
they were acquired.

3. Precedent
transactions
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The values represent the
entire value of a business and
not just a small stake. They
are useful for M&A
transactions but can easily
become dated and no longer
reflective of current market
conditions as time passes.
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If you found this useful drop a
comment below & hit like. 

Stay Tuned, next chapter we are
coming with  

Valuation
Principles
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