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ESTIMATING VALUE OF BUSINESS IN THE PROCESS OF
CONSULTING COMPANY’S STRATEGY DEVELOPMENT
BU3HAUYEHHSI BAPTOCTI BI3BHECY B ITPOIIECI PO3POEKH
CTPATETTI KOHCAJITUHI'OBOI KOMITAHII
ONPEJEJIEHUE CTOMMOCTH BU3HECA B ITIPOIIECCE
PABPABOTKHN CTPATETMHA KOHCAJITUHIOBOM KOMITAHUU

Summary. Importance of developing companies’ competitive strategies,
which would contain several scenarios for the company’s development to
achieve the goal of maintaining a stable position of the company among
competitors, market value of business is an important indicator of the efficiency.
This indicator allows to determine the effectiveness of different scenarios, but
requires from the person, who make the strategy, to have special knowledge and
compliance with the requirements of special international and national
standards. In particular, in the paper it is found that there are different
definitions of the "business™ in terms of its value, different approaches to
valuation and valuation base, which should be consistent with the valuation
purpose and the scope of valuation. So, each approach to evaluation requires
certain information and can be applied only to a certain group of companies or
a certain stage of the business life cycle. Using the methods of analysis and
synthesis, the paper summarizes the requirements of international standards and
national standards of Ukraine for business evaluation. The main approach of
business valuation was chosen as the income approach, which is using the
method of discounting cash flows. At the same time, due to the lack of statistical
information in open sources of information, on the example of small and
medium-sized consulting companies, the cumulative approach was identified as
the most accessible for use. However, due to the fact that the main problem of
this approach is the high level of subjectivity, it was proposed to increase the

objectivity of the results obtained using the cumulative approach by applying
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formulas, which are proposed as the result of investigation. The proposed
formulas allow to use information obtained as a result of calculations and
published in the public Internet sites. At the same time, the possibility of
calculating the size of risk premiums for companies in other sectors of the
economy can be explored in further research in the case of existing relevant
statistical data.

Key words: business valuation, build-up approach, strategy, consulting

companies.

Anomauia. 3sadicaiouu Ha 8ANHCIUBICML  PO3POOKU  KOHKYDEHMHUX
cmpamezitl KOMRAauii, sKi 6 Micmuiu KilbKa CYeHapiié po3eumky KOMNAHII 05
00CsicHeHHs Memu 30epedxCeH sl CIMIUKOI no3uyii KOMnauii ceped KOHKYpeHmis,
BANCIUBUM NOKAZHUKOM € PUHKO8A éapmicmb Oiznecy. Lleti nokasHuk 0038015€
BUBHAUUMU ePeKMUBHICMb DI3HUX CYEHapiis, alle 8UMazae HAsA8HOCMI Yy 0coou,
KA po3pooisc cmpamezito, NeGHUX 3HAHb | OOMPUMAHHA BUMO2 CNEeYialbHUX
MIJICHAPOOHUX mMa HAYIOHANbHUX cmaHOoapmis. 3okpema, 6 pobomi 0610
3’1C08AHO, WO ICHYIOMb DI3HI BUBHAYEHHSI MEPMIHY «Di3Hec» 3 MOYKU 30Dy
BU3HAYEHHS 11020 8apMOCMIi, PIi3Hi NiOXo0u 00 OYIHKU ma 0asu OYIHKU, U0
Maome y32004Cy8amucs i3 memoio ma obaacmio 3aday oyinku. B ceoio uepey
KOJ#CeH Nnioxio 00 OYIHKU 8UMA2AE HASIBHOCMI he8HOI IHpopmayii i mModxce oymu
3acmocoeanull auwie OJisl BUIHAYEHO20 KOA KOMNAHIU abo NnesHo2o emany
AHCUMMEBO20 YUKTY Oi3HeCy. 3 BUKOPUCMAHHAM Memoodi8 aHali3y ma CuHmesy 8
pobomi  y3a2anbHeHO GUMO2U MIJCHAPOOHUX CMAHOAPpMié mMa HAYIOHATLHUX
cmanoapmis Yxpainu 3 oyinku 0izuecy. B axocmi ocHo8HO20 nidxo0y 00 OYiHKU
Oiznecy OYn0 BUBHAYEHO OOXIOHUU NiOXi0 3 BUKOPUCMAHHAM Memooy
OUCKOHMYBAHHA 2pouiogux nomokie. Ilpu yvomy uepes bpak cmamucmuuHoi
iHhopmayii' y siokpumux ddicepenax iHpopmayii, Ha NPUKIAi KOHCAIMUHLOBUX
KOMNAHII Mano2o ma cepeoHbo20 pPo3MIpY KYMYIAMUGHU NiOXi0 010

BU3HAYEHO AK HAUOIIbW OOCMYNHUL Ol 8UKOpucmauHs. Boonouac uepesz me,
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WO OCHOBHOI0 NPOOAEMOIO YbO2O NIOXOOY € BUCOKUU PiBeHb CYO €KMUGIi3My, 8
pobomi  OYI0  3aNPONOHOBAHO  30LILUWUMU 00 EKMUBHICIMbL  pe3)abmamy,
OMpUMAHO20 3  BUKOPUCMAHHAM  KYMYJIAMUBHO20 — NIOX00Y,  ULIAXOM
BUKOPUCMAHHA ~ 3ANPONOHOBAHUX  opmyn.  3anpononosani  opmynu
00380110Mb GUKOPUCIAMU IHPOpMAaYiio, OMPUMAH) 8 pe3yibmami pO3pAaxyHKIE
i onybnixoeany y 8i0kpumomy oocmyni 6 mepedici Inmepnem. Boowuouac,
MOCIUBICMb  OOYUCTIEHHST PO3MIPI8 Npemill 3a pusuk Oas KOMHAHIU [THUUX
eanyset eKOHOMIKU Modce Oymu O0O0CHI0NCeHa 8 NOOANbUIUX OO0CNIOHCEHHSIX,
30Kpema, y 6UnaoKy HAsABHOCMI PeleaHmMHUX CIAMUCMUYHUX OAHUX.

Kniwwuosi cnoea: oyinka 6iznecy, KyMyaisamuseHuti nioxio, cmpamezis,

KOHCANMUH2C08] KOMNAHIL.

AHHOmMauun. Yuumovleas axmyaibHOCMb pPAa3padOMKU KOHKYDEHMHbIX
cmpameeulli  KOMIAHUL,  COOEPAUCAUUX  HECKONIbKO — CYEHAPUEe8  PAa38Umius
KOMNAHUU OJist O00CMUICEHUS Yeau COXPAHEeHUs YCMOUYUBOL NO3UYUY KOMIAHUU
cpeou KOHKYPEHMO8, B8AXiCHbLIM NOKA3ameeM SGJAemcs PblHOYHAS CIOUMOCHb
ousHeca. Omom nokazameib NO360jiem onpederums  IPHeKkmueHocHb
PA3IUYHBIX  CyeHapues, HO mpedyem Haludus y Jauya, paspabamvleéaem
cmpamezuro, OnpeoeleHHbIX 3HAHULL U cOOI00eHUs1 MpebOB8aAHUL CReYUAIbHBIX
MENHCOYHAPOOHLIX U HAYUOHANbHBIX CmaHoapmos. B uwacmnocmu, 6 pabome
ObLIO  BbLISICHEHO, UYMO CYWecmeylom pasziuiuble ONnpeoeneHus mepmMuta
«OU3HeC» ¢ MOUKU 3peHUsl ONpedeieHUs e20 CIOUMOCIU, Pa3IUYHble HOOX00bl K
oyeHke U 0a3zvl OYEHKU, OOJICHbL CO2NACOBLIBAMbCA C YeNaMU U 001acmbio
3a0au oyeHku. B ceot0 ouepeodwv xadicowvili nooxo0 K oyeHke mpebyem HAAUYUS
onpeoeneHHol uHGopmayuu u Modxcem OblmMb NPUMEHEH MOAbKO O
ONpeoeneHHo20 Kpyea KOMNAHUL UL ONpeoesienH020 IMAanad HCUSHEHHO020 YUKId
ousneca. C ucnonb3o8anuem mMemooos anaiusda u cunmesa 8 pabome 0600ujeHsl
MmpeboBanUsi MeNCOYHAPOOHBIX CMAHOAPMO8 U HAYUOHAILHLIX CMAHOAPMO8

praqul no oyeHke busneca. B kauecmee 0CHO8HO20 N0OX00d K OyeHKe
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buzneca Obll onpedeieH O0XOOHbLL NOOX00 C UCHOIb308AHUEM Memood
OUCKOHMUPOBAHUSL  OEHeNCHbIX nomoxos. Illpu >mom u3-3a HeooCmamia
CMAamucmuyeckou uH@popmayuyu 6 OMKpPbIMbIX UCMOYHUKAX UHDOpMayul, Ha
npumepe  KOHCAIMUH208bIX  KOMUAHUU — MAN020 U CpeodHe20  pazmepd
KYMYJISAMUBHBIL NOOX00 Obll onpedeleH Kaxk Haubonree O0CMYNHuIU OJis
ucnonvzosanus. B mo gice epema uz-3a moeo, umo 0CHOBHOU NPoOIEMOL IMO20
nooxoo0a s6Isemcs B8blCOKULL YPOBeHb CYyObeKkmueuzma, 6 pabome 0OblL1O
NPeolodNCeHo  Y8eruyums  00beKMUBHOCMb  pe3ylbmamad, HOAYYEHHO20 C
UCNONb308AHUEM — KYMYIAMUBHO20 — NOO0X00d4,  NYymeM  UCHOIb308AHUS
npeonoxcennvlx hopmya. Ilpeonogicentvie Gopmynsvl NO360AIOM UCNOILI0BAMb
uHgopmayuio, NOIYYEHHYIO 8 pe3ylbmame pacuemos u OnyOIUKOBAHHYIO 8
omxpvimom docmyne 6 cemu Humepuwem. B mo oice epems 603modicHOCHb
BLIYUCACHUS PA3MEPO8 NpeMull 3a puck Oisi KOMRAHUN Opyeux ompaciell
9KOHOMUKU Modcem Oblmb UCCIe008aHA 8 OAIbHEUWUX UCCIe008aAHUAX, 8
YACMHOCMU, 8 CyYae HATUYUS PeNeBAHMHbIX CMAMUCMUYECKUX OaHHBIX.
Kntroueswvie cnosa: oyenxa busneca, KyMyasmuHblil N00X00, cmpamezus,

KOHCAJIMUH208bl€ KOMNAHUU.

Statement of the problem. In modern life many companies strive to be
best for their customers from the one hand and to increase their market value
from another hand. The purposes of estimating the market value can be different
but it much easier to do for big public companies rather than for private medium
and small sized companies from consulting industry. So, one of the problems is
the absence of statistical information for getting proper discount rate using
CAPM model. Another problem is the lack of information about similar
companies to be compared with. These problems require special research to be
done.

The analysis of recent research and publications. Many scientists

devoted their papers for company’s valuations, proper discount rate estimation
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and developing a strategy using the market value as one of key performance

indicators. Amon them are P. Doyle and A. Voronin (who studied the place of

market value in the process of strategy development), R. Grabowski and A.

Damodaran (both authors investigated the discount rate nature), O. Vorobyeva,

M. Vasyuk and others.

Main objective. This paper conducts the possibility of build-up approach

for discount rate estimation for the small and medium sized consulting

companies in Ukraine.

Material and methods. As market value of a company can be estimated

using mostly two basic approaches (table 1) in case of absence the proper

market information income approach becomes the basic for business valuation.

Table 1

Main requirements for Business Valuation

Factor 1VS 200 | VPGA 3 National Valuation Standards of Ukraine
certain economic activity carried out or
Depends on the valuation objectives planned to be carried out using the assets of
the integral property complex
integral property complex is an object, the
S set of assets of which allows to conduct
g certain economic activities. Integral property
= complexes are enterprises, as well as their
s As arule, it is a type of commercial, structural subdivisions (shops, productions,
3 production, investment or service sections, etc.), which can be allocated in the
» activity established order in independent objects
@ with the subsequent drawing up of the
@ corresponding balance and can be registered
= as independent subjects of economic
activity.
Corporations, partnerships, joint ,
ventures, and individual entrepreneurs cor_p(irate Ishare N fomp an?’ s share based on
can be taken as forms of business an integral propefty complex
. Market value of Business can differ
Business
valuation f_rorr_1 _the total value of the assets or i
... | liabilities that make up the business by
specific )
the amount of goodwill
s S5 Abmong t?e 1}2 psrtifal interﬁst in
& E lo?.._ 10 JECtS.O the business (the objects of assessment in the form of an
SE o0l evaluation may | presence of integral property complex
S oS be the entire incomplete
= ° @ | legal entity, ownership)
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shares or
interest in the
business
(ownership of a
controlling or
non-controlling
interest in the
business)

2) factional interest
(ownership of assets
in interest)

3) the whole
business -
companies, sole
proprietors, or
companies
(including limited
liability companies)
- together with the
interests

in them, for
example, shares and
shares of companies
or interests of the
company.

1) value of the enterprise = cost of
equity + value of debt or debt
obligations - cash and cash

(%)
E equivalents
L 2) value of invested capital = total
- o . .
S value of _capltal invested in business net cash flow for invested capital
5 from various sources - current
[ liabilities - cash and cash equivalents
@ 3) operating value = total operating
= value of the business - the value of i
8 non-operating assets - the value of
= | liabilities
4) cost of equity = value of business .
for all its shareholders net cash flow for equity
should meet the
should meet the | purpose, assessment
S purpose and task, regulatory should meet the purpose, task of assessment
= objectives of requirements and and regulatory requirements
= the evaluation | scope of intended
> use
S market value, .
® ) market value, fair
2 fair value, . . .
8 : value, fair market market value, investment value, special
Investment .
value, investment value and others
value and
value and others
others
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Market, Market, Income,

Income, Cost Cost, Asset-based Comparative, Income, Property

Valuation
Approaches

1) for any business

- < | 2) availability of information on the stock market, M&A transactions or other offers

£ 'S -2 | for the sale of similar objects

G g_ § 3) availability of a reasonable basis for comparison (common industry, similarity in

€ 2 & | quantitative and qualitative indicators, quantity and reliability of data on similar

E © | enterprises, compliance of such agreements with standard agreements between
unrelated parties

o 1) for any business

g — | 2) the ability to calculate income and cash flow using different options;

= :__cg 2 | 3) possibility of calculation on a pre-tax or post-tax basis

5 g_ °_§ 4) compliance of the discount rate and capitalization rate with the selected type of

2 % cash flow, which should correspond to the expected valuation result

E ) 5) possibility of calculations of nominal and

real cash flow

1) a business should be at an early
stage of development (for example, a
startup) when there is a high degree of
uncertainty about the forecast of its
future cash flows

in the case of reflection of the typical logic
of potential buyers; the market value is
determined by the current value of the
probable result of the enterprise liquidation

2) a business is a holding company or
an investment company

based approaches

application

3) the business does not have a
permanent activity or the value of the
business assets in liquidation may -
exceed the value of the business in its
current use

asset

Terms of use of cost / property /

Source: generalized by the Authors on the base of [1; 2; 3; 4]

The main method of income approach is the cash-flow discounting
method. Discount rate is the important part of this method. In case of lacking the
proper amount of statistical and public information which will be enough for
CAPM application the build-up approach or cumulative method can be used [5;
6].

As the discount rate within the cumulative method is determined by
typical formula [1, p. 134] the most subjective component of it is summary of
risk-premiums. In terms of decreasing the subjectivity level the weighted

average return on assets (WARA) is proposed to be used.

International Scientific Journal “Internauka’. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2021-7



https://doi.org/10.25313/2520-2294-2021-7
https://doi.org/10.25313/2520-2294-2021-7

International Scientific Journal “Internauka’. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2021-7

Thus, on the example of a consulting company, an equation is proposed

that would accurately determine the cost of equity (formula 1):

depy = decarm = WARA, 1)
Source: generalized by the Authors on the base of [1; 7]

where d g, — discount rate estimated using build-up approach, %;

d.capm - discount rate estimated using CAPM, %;

WARA - weighted average return on assets, %.

As the main activity of consulting company requires personnel to be
company’s core asset, so the assumption that for small and medium sized
consulting companies (without real estate and expansive machinery in
ownership) the definition of weighted average return on assets is reduced to
determining the cost of labor. Thus, summary risk-premiums for this type of

companies could be calculated using the next formula (formula 2):

RPy, s =X— Ry }
RPpys =x—m —Scg)’

(2)

Source: generalized by the Authors on the base of [1; 7; 8]

where X - a variable equal to desu = WARA (see formula 1), which in the case of
consulting companies corresponds to the average annual cost of long-term bank
loans for individuals, %;

Rt — risk-free component, which can be determined at the level of
government debt securities of a particular country as of the valuation date, %;

m — rate of profitability of the bank, %;

Sce — the central bank’s key policy rate of the country where the main
activity of the enterprise as of the date of assessment, %.

Thus, all parts of discount rate can be taken from open resources and are

less of subjectivity comparing with traditional expert risk estimation.
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Conclusions. Income approach was decided to be the most convenient
way of business valuation. The build-up approach of discount rate estimation
was improved to become less subjective. That could be a useful management
tool for estimating the strategy in terms of company’s market value growth. But
variants of different risk-premiums estimation should be investigated in future

papers.
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