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1. Why value companies?
2. Valuation Methodologies

a. Public Comparable Companies
b. Precedent Transactions
c. DCF (discounted cash flow analysis)

i. Weighted Average Cost of Capital (WACC)
ii. Cost of Equity

1. Beta 
iii. Cost of Debt 
iv. Basics of a Discount Cash Flow (DCF) & Real Example

Goal: be able to answer “What are some ways to value a company?” in an interview  

Today’s Agenda
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Why do we need to value companies?



Public Comparable Companies

Definition: Compare companies because investors need a way to determine if one company is “more expensive” than another.

Common Multiples:

● EV / EBITDA
● EV / Revenue
● EV / EBIT
● P / E (EqV / EPS)

Often companies are valued based on forward metrics, meaning the projections of these financial metrics for the future periods. By 
using forward metrics, the company’s growth is considered when determining valuation.

Criteria for Selecting Good Comps:

● Industry/products
● Financial profile
● Geography
● Size
● Growth



Public Comparable Companies

Note: 

1. 5 Companies listed
2. Found P/E and EV/EBITDA implied share price based on 1st quartile, median, and 3rd quartile



Public Comparable Companies (CapIQ)

Note: 

1. Lots of companies listed automatically (DONT TAKE AUTOMATIC ONES DO YOUR OWN RESEARCH)
2. Automatically pulls data that you can download in excel



Precedent Transactions

Step 1: Compile Comparable Transactions

● Identify relevant past transactions for benchmarking.

Step 2: Conduct Market Research

● Gather industry trends and factors influencing purchase multiples.

Step 3: Input & Adjust Financial Data

● Organize and standardize financials, adjusting for non-recurring items, accounting differences, and seasonality.

Step 4: Calculate Peer Group Multiples

● Compute valuation multiples (LTM & NTM) and summarize key statistics (min, median, max, percentiles).

Step 5: Apply Multiples to Target

● Use median/mean multiple to estimate target value, considering key deal drivers and unique factors.



DCF Overview

● The basic theory of a DCF is that a business is worth the sum of its expected future cash flows discounted to the present 
value using a discount rate that reflects the riskiness of the cash flows.

Note: we discount because of time value of money (money tomorrow is worth less than today)

● Example: Consider a business with the following expected future cash flows. Assume the discount rate is 10%.



Basics of a DCF analysis

❖ Description: 
➢ Intrinsic valuation methodology
➢ Discount projected free cash flows and terminal value at cost of capital to obtain 

enterprise value, then subtract net debt to derive equity value
❖ Steps:

1. Calculate unlevered FCFs 5-10 years
2. Calculate terminal value
3. Calculate WACC (weighted average cost of capital)
4. Determine PV of FCFs + terminal value = enterprise value 
5. Solve for equity value and implied share price (upside)



Equity

Market Value of Equity / Company Total market Value * Cost of Equity

Company Total Market Value = Company Debt + Equity 

Cost of Equity =  Risk Free Rate + Beta ( Market Return of stock - Risk Free Rate)

Market Value of Equity = share price * diluted shares



Cost of Equity

Cost of Equity =  Risk Free Rate + Beta ( Market Return of stock - Risk Free Rate)

Risk Free Rate = 10 Year Treasury Rate (google)

Beta (levered) = Volatility of a stock compared to the market

Market Return of Stock = Expected Return of Equity Markets 



Unlevered: Does not incorporate capital expenditures into calculation 

Remove any financial leverage, allows to see just market risk of 
company assets

Levered: Includes capital expenditures. Used for calculations.

Beta = 1; Asset moves with the market

Beta > 1; Asset is more volatile than market

Beta < 1; Asset less volatile than market

Beta



Cost of Equity



Debt

= Cost of Debt * (1 - Tax) * Market Value of Debt/ Company Total Market Value

Tax = Tax Rate of Company (From 10k) 

Cost of Debt = Interest Expense / Total Debt

Market Value of Debt = From Balance Sheet



Summary

1. Public Comparable Companies
a. Find companies similar to compare with (10k, CapIQ, Bloomberg Terminal EQRV)
b. Calculate multiples (EV/EBITDA, P/E, etc.)
c. Find implied share price

2. Precedent Transactions
a. Find comparable deals
b. Conduct Market Research
c. Input & adjust financial data
d. Calculate peer group multiples
e. Apply multiples to target

3. DCF (discounted cash flow)
a. Calculate unlevered FCFs 5-10 years
b. Calculate terminal value
c. Calculate WACC (weighted average cost of capital)
d. Determine PV of FCFs + terminal value = enterprise value 
e. Solve for equity value and implied share price (upside)
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Who can answer “What are some ways 

to value a company?”


