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METHODIC APPROACHES TO BUSINESS EVALUATION

Business evaluation gains the position among the most important tasks of
financial management. Business evaluation is the process of determination of the value
of a company as a property complex capable for income generating. The business
evaluation takes into account the evaluation of assets, the company's performance, the
amount of income in the previous, reporting or prospective periods, development
prospects and the competitive market environment. This comprehensive analysis is
used to determine the value of the business as a source of profit. A wide range of
economists and specialists in financial and investment management who have
conducted valuable researches for business evaluation theory and practice includes R.
Gilsing, I. Enholm, E. Papagiannidis, P.Mikalef, J. Krogstie, M. Matschke, G. Brosel.
However, the problem of grounding the choice of method for business evaluation
requires further scientific research.

Depending on the purpose of the evaluation, income, cost and market approaches
are used in practice. The cost approach evolves from the labour theory, so the value of
a business in this case is determined by reassessing the resources spent on its creation.
The cost approach is based on an element-by-element assessment of the value of the
company's assets and liabilities and is driven by the difference between the results of
the balance sheet and market evaluation of the company's assets and liabilities. In this
way, the value of the enterprise is measured in terms of costs incurred. The advantage
of this approach is evaluation of existing assets, that eliminates a significant part of the
contradictions in analytical evaluation typical for other approaches. The disadvantage
of this approach is that it misses future profits, business prospects, and focuses on
determining the value of tangible assets.

The market approach is based on the principle of replacement, which means that
the highest value of an item is determined by the lowest price at which another item
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can be acquired. The value of goods or businesses is determined by reference to the
value of similar items. This principle is based on the assumption that a rational investor
would not pay more for an item than the value of an identical item that is available for
purchase and has the same utility as the item. Therefore, the sales price of similar items
Is the starting point for the calculation of the value of the item. The market approach
can only be applied for developed markets.

According to international practice, the following methods of business
evaluation are mainly used within this approach: the peer company method, the
transaction method, and the industry coefficient method. The peer company or capital
market method is based on open stock market prices. Thus, the method is mainly used
to value a minority interest. The transaction or sales method is based on the purchase
price of a business as a whole or a controlling interest in a business. The industry
multiple method is based on the use of recommended ratios between the price and
certain financial parameters. Industry-specific ratios are calculated by special
analytical organizations on the basis of long-term statistical observations of the
relationship between the price of a business's equity and its most important production
and financial indicators.

The main advantage of the market approach is simplicity, providing data suitable
for use in other approaches. A number of adjustment methods have been developed
within the comparative approach [2]. The main limitation in applying this approach is
the mandatory presence of an active market.

The income approach is based on the principle of marginal utility, which is the
investor's choice of the most appropriate balance between return and risk. In this
context, profitability is expressed in terms of discounted future receipts, and risk is
included in the discount rate. The income approach is a set of methods that allow to
estimate the value of an object based on its potential ability to generate income [1]. The
income approach includes discounted cash flow and capitalisation methods.
Capitalisation methods are used when an enterprise has predictable income over time
and its growth rate can be forecasted. Among the discounted indicators methods, the
most common is the cash flow discounting method [2]. Its essence lies in determining
the projected cash flows of a particular business, which are then discounted at a
discount rate to establish the present value of future income. The income approach
provides an opportunity to identify possible prospects for business development, which
Is its most significant advantage over other approaches. In some cases, the cost and
comparative approaches may be more efficient and accurate than the income approach.
Each of the three approaches can be used to validate the value estimates obtained using
the other approaches.
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Business evaluation begins with determining the purpose of the evaluation and
the type of value to be calculated. A properly defined evaluation objective is a
prerequisite for the effectiveness of evaluation activities. Each of the methods and
approaches allows to emphasize the special characteristics of the object of evaluation,
the integrated application of approaches to business evaluation and the results of
calculations weighted by different methods allow to obtain an integrated assessment of
the business value.
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Cmeuux A. B.,
3000y6au mpemvo2o pieHs euwoi oceimu,
JIBH3 «/Jonbacvruii 0epatcagruii neda2o2iunull yHigepcumemy

ONTUMI3BAILIS HOJATKOBOI CTPATETII SIK KJIIOY JIO
SIVIbBIHEHHSA NPUBYTKOBOCTI HIAITPUEMCTB

VY cydacHHX yMOBax »OpPCTKOi pUHKOBOI KOHKYPEHIIii Ta rio0ai3allii muTaHHs
e(EeKTUBHOTO YIPABIIHHS MMOAATKOBUM HABAaHTAXKEHHSIM CTA€ BCE OUIBIN aKTyaIbHUM
JUTSL BITYM3HSHUX TianpueMctB. [logaTkoBa cTparterisi € BaKJIMBUM 1HCTPYMEHTOM JIJIst
MiJBUIICHHS (PIHAHCOBOI CTIMKOCTI Ta Makcumizailii mpuOyTKoBOCTI. BoHa oxoruttoe
KOMITJIEKC 3aXO/1B, CIPSIMOBAHUX Ha 3MEHIIICHHS TI0JIATKOBUX BUTPAT Ta ONITHMI3allif0
MOJaTKOBHUX 3000B's13aHb.

OmHUM 13 KITFOYOBHUX IHCTPYMEHTIB ISl TOCATHEHHS [IUX IIJIEH € 3aCTOCYBaHHS
MeXaH13My MMOJaTKOBOTO TUIaHYBaHHS, SIKUM 1epedadae aHami3 MoJaTKOBUX PU3HUKIB,
BUOIp ONTUMAJILHOI CHUCTEMH OIOJATKyBaHHS Ta PO3POOKY IHAMBITYATbHHUX CXEM
MiHIMI3aIlli MOJAaTKOBUX 3000B'si3aHb. 30KpeMa, IMOJATKOBE IJIaHYBAHHS BKJIIOYAE
CKJIaJIaHHS PIYHUX OOJKETIB Ha OCHOBI OIOJATKOBYBaHUX 0a3, IO CIHPHUSIOTh
peamizauii cTparerii (iHAaHCOBOI CTIMKOCTI MIANPUEMCTBA; PO3POOKY TAKTHUHUX
MOJATKOBUX TUIAHIB JIJIsi 3a0€3MEeUCHHS] BUKOHAHHS PIYHMX OIOJKETIB; BU3HAUYCHHS
OCHOBHHX HAaIpsIMIB JIJIsl peasizallii piuHUX TUIaHIB IIOJ0 OMNOJAaTKOBYBaHHX 0as3;
MOHITOPUHT BUKOHAHHS 3aXO0JIiB, MEPeI0AYCHUX PIYHUM MOJATKOBUM IuTaHoM [1].



