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The paper analyses tree main traditional businedsation methods: the market approach, the income
approach and the asset approach. All methods wiltlescribe and comment by theoretical aspects atitieor
presents the main advantages and disadvantagesisihdss valuation methods and performs comparative
analysis.

Introduction. Businesses need to be valued for a number of rea3dwere are five main reasons for
valuing a business: 1) it helps seller or buydsuy or sell a business; 2) understanding how basiaee valued,
it will help to improve the business real or peveei value; 4) negotiate a better price — as a bayeseller;
5) complete a purchase more quickly.

Off course value should not be confused with pnekich is the quantity agreed between the seller an
the buyer in the sale of a business. This diffezeimca specific business value may be due to aitomigt of
reasons. Since business value is at the centreropany finance, finding a value for a company i$ emsy.
First, different companies should be valued diffése (for example, public company vs. private comypa
company in distress, etc.). Second, company vadyemts on the aim of the valuation as well (onepzom
can have several values, depending on the method).

The seller and the buyer perspective of busineBsttan looks different. From the buyer’s viewpgint
the basic aim is to determine the maximum valghduld be prepared to pay for what the companysh&s to
buy is able to contribute. From the seller’s viewgpothe aim is to ascertain what should be theirmim value
at which it should accept the operation.

The tasks of the research are as follows:

— to overview the traditional business valuatiorthods;

— to describe the main advantages and disadvantdgefuation methods;

— to compare business valuation methods.

1. Business valuation methods theoretical aspectSifferent authors distinguish various aims of the
valuation and classification of valuation methoBer example, Irina Berzkalne (2013) identified bixsiness
valuation methods: balance sheet, income statemmxed (goodwill), cash flow discounting, value atien and
options. Other authors — Laro, D., Pratt, P.S. §3(fbint out four situations when it is necessarywalue a
business: income approach, market approach, assated approach and entity — level discounts. ptofiasir
G. Garbanovas (2006) in article ,Influence of fioang policy to company’s value “separate incomerapph
methods and provides discounting free cash flowoawting methodology. Traditional business valuation
methods are based on balance sheet, income stdatemeash flow statement. Figure 1 shows tree wdffe
business valuation methods.
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Fig. 1. Business main valuation methods

Source: P. Fernandez (2007), Laro, D., Pratt, R@5) and Republic of Lithuania Law on the basegroperty
and business valuation (2016).
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The market approach to business valuation is anpaéig way to value businesses, essentially by
comparison to the prices at which other similarifesses or business interests changed hands is-mngth
transactions. It is widely used by buyers, sellémggstment bankers, brokers, and business apmaifhe
market approach to business valuation has its ioagisal estate appraisal, where it is known asctimaparable
sales method.

The fundamental idea is to identify the prices hicl other similar properties changed hands inrotale
provide guidance in valuing the property that is ubject of the appraisal. Of course, businessagab is
much more complicated than real estate appraisaluse there are many more variables to deal wito, £#ach
business is unique, so it is more challenging tate companies with characteristics similar to ¢hos the
subject business, and more analysis must be pestbrio assess comparability and to make appropriate
adjustments for differences between the guidelngirtesses and the subject being valued. Differaritibles
are relatively more important in appraising bussgssin some industries than in others, and theysinaiust
know which variables tend to drive the values ie thifferent industries. These variables are found(ar
developed from) the financial statements of the games, mostly on the income statements and bakirests.
There are also qualitative variables to asses$, asicjuality of management.

By Laro, D., Pratt, P.S. (2005) the market appraaethods could be described:

— The price-earnings ratio (P/E Ratio) is the rafar valuing a company that measures its
currentshareprice relative to its per-share eaming

— The price-to-cash-flow ratio is the ratio of acit's price to its cash flow per share. The priz&dsh-
flow ratio is an indicator of a stock’s valuation.

— The price/book value ratio, often expressed singd "price-to-book", provides investors a way to
compare the market value, or what they are paying@éch share, to a conservative measure of the wdlthe
company.

— The Price/adjusted net asset value a businesatiai procedure used in acquisition accounting tha
changes the stated values of a company's assetBabiities to reflect its current fair market was. This
accounting technique adjusts asset and liabilityeseither up or down, so they reflect the truees on either
an ongoing concern, forced liquidation or ordeidyidation basis.

The asset approach methods seek to determine tieebs value by estimating the value of its assets.
These are traditionally used methods that conglur business value lies basically in its balartuees They
determine the value from a static viewpoint, whittterefore, does not take into account the busipessible
future evolution or money’s temporary value. Neitde they take into account other factors that affect the
value such as: the industry’s current situatiorman resources or organizational problems, contratts that
do not appear in the accounting statement. (P.afelez 2007). These methods could be used themipaay
has a stable, asset rich business. The biggestvdistage of this method is that it does not talk®act of future
earnings. This value suffers from the shortcomih@soown definition criterion: accounting criteréae subject
to a certain degree of subjectivity and differ framarket criteria, with the result that the bookueahlmost never
matches the market value.

By P. Fernandez (2007) and G. Kancegwy (2006) the asset approach methods divided:

— A book value method is the value at which theeass carried on a balance sheet and calculated by
taking the cost of an asset minus the accumulagguiediation. Book value is also the net asset vafua
company, calculated as total assets minus intamgibbets (patents, goodwill) and liabilities. Fog tnitial
outlay of an investment, book value may be netrasg of expenses such as trading costs, sales azxkes
service charges.

— Adjusted book value method seeks to overcomeshietcomings that appear when purely accounting
criteria are applied in the valuation. When theueal of assets and liabilities match their markétejathe
adjusted net worth is obtained.

— Liquidation value is the business value whes iiquidated, that is, its assets are sold andétgs are
paid off. This value is calculated by deducting thesiness’s liquidation expenses (redundancy patsrten
employees, tax expenses and other typical liquidadkpenses) from the adjusted net worth.

— The substantial value presents the investmentntiigt be made to form a company having identical
conditions as those of the company being valuecbuld also be defined as the assets replacemeune,val
assuming the company continues to operate, as egpostheir liquidation value. Normally, the suldial
value does not include those assets that are mat fas the company’s operations (unused land, hgklin
other companies) (P. Fernandez 2007)

The income approach methods seek to determine iagsgsvalue by estimating the cash flows it will
generate in the future and then discounting them @discount rate matched to the flows risk. Thighoeé is
generally used because it is the only one conchptt@rect valuation method. In these methods,abmpany
is viewed as a cash flow generator and a businalsg Vs obtained by calculating these flows presafte
using a suitable discount rate. Cash flow discagnthethods are more used because business vdlased on
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the detailed, careful forecast, for each periodeadh of the financial items related with the gatien of the
cash flows using historical data of company andketasituation and data. By G. Kancer&wg (2006) and
V. Aleknavitiené (2009) the income approach methods described as:

— Discounted cash flow meth@slan income-based approach to valuation thatgedh upon the theory
that the value of a business is equal to the ptessduoe of its projected future benefits (includitige present
value of its terminal value). The terminal valueedmot assume the actual termination or liquidatbmthe
business, but rather represents the point in tirhemwthe projected cash flows level off or flattevhich is
assumed to continue into perpetuity). The amouotstfe projected cash flows and the terminal vaue
discounted to the valuation date using an apprtpudgscount rate, which encompasses the risks fgpégi
investing in the specific company being valued.eheimt in this method is the incorporation or depaient of
projections of the future operating results of tbenpany being valued.

— Income capitalization method is used to deterntiree value of an income generating property
deriving a value indication by conversion of exgecbenefits like cash flows and reversion into gabf
property. This approach is applicable for thosepprties that generate income like the rental prtogsewhich
includes non-owner occupied building, houses amedy) apartment building, etc. The income from rbiat an
owner expects from a property is also a part ofvldae of that property. This approach is not slédor purely
residential properties that do not generate angrnmc The value of any income producing propertg liffice
building, cell tower rental and storage facilityndae determined by the income capitalization apgroa

— Market value added is a calculation that showddifference between the market of a company a&d th
capital contributed by investors, both bondholdmnd shareholders. In other words, it is the suralloapital
claims held against the company plus the marketevaf debt and equity.

— Economic value added is a measure of a compfingiscial performance based on the residual wealth
calculated by deducting its cost of capital fromdperating profit, adjusted for taxes on a cadisbéethod
could also be referred to as economic profit, aadt@émpts to capture the true economic profit obmpany.

Each business valuation methods are selected diegeod the purpose of assessment and asset type.
Different methods of value results could be comgavih each other for more accurate business vialuat

2. Business valuation methods comparative analysi&ach business valuation methods have different
criteria which are specially selected for differeasimpanies. Business valuation methods are decongpby
different objects and criteria in table 1.

by

Table 1 — Business valuation methods criteria

CRITERIA
£ = Valuation object 2 Time
© S =3
£ = > £
METHODS < £ =5 2 Profit z
S 2 88 = i T Current | Past, current,
2 2 |5 g 5 | veneratng = data future data
3 = Vg z asset g
) 4 O
I. THE MARKET APPROACH
1) price/earnings - + - + + + _
2) price/gross cash flow - + + - + + + R
3) price/cash earnings - + + - + + + -
4) price/book value + - + - + + + _
5) price/adjusted net asset i + + i . . . )
value
Il. THE ASSET APPROACH
1) book value + + - + - + + -
2) adjusted book value + + - + - + + -
3) liquidation value + - - + - + + -
4) substantial value + + - + - + + -
lll. THE INCOME APPROACH
1) discounted cash flows + + - - + - - +
2) income capitalization - + - - + - - +
3) market value added - + - - + - - +
5) economic value added + - - - + - - +

Source: L. Dagiliene (2007), V. Alekngigne (2009), G. Kancerewjus (2006).
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According to the information provided in the taldeparated by the evaluation criteria are as falow

— Decision-making — this is the criteria, whichtliee ultimate goal of decision on the company'sriitu
performance or results.

— Investment — that's the assessment criteria,hndiépend on the sentiment and the final resultaids
continuing company.

— Valuation object which is divided into a few offfie as small company, liquidation and profit-
generating assets.

— Company sphere — this sector of activity, whinticates where the industry activities of the conypa

— Time — is the data analysis, which depends opéhnied: past, present and future.

Not all the specified criteria could be appliedatbmethods. For example, the market approach ndstho
depend on: industrial, economic and commercialdings, structures and installations; small busiegsnd
liquidation. Also, there should be the same busirsghere, activities with other companies, if wantompare
business valuation prices and reduce the risk. Awges: good data since it is based upon arm’stieng
transactions; pricing is often done based on coalper there is a large pool of data. Disadvantatfes:
concluded value may be imprecise since comparablaa actually or truly comparable.

The analysis of the asset approach methods, iddoeilseen that the main criteria for this grouthes
decision-making, the company decided to calculee/alue based on the book values of the balaattegirthan
market prices. In most cases, this method applesampanies under liquidation. Also, this method is
inappropriate to evaluate companies, which forntwsst part of the property consists intangible asbetause it
would not reflect the true value. Advantages: datpuired to perform the valuation are usually gaasiailable;
allows for adjustments (up and down) in estimatisgitable for companies with heavy tangible invesita
(e.g. equipment, land); helpful when the compartyriiis in question or where the company has & lorie
volatile earnings record. Disadvantages: could tstdte the value of intangible assets such as iygror
goodwill; does not take into account future chan@gs or down) in sales or income; balance sheet nwy
accurately reflect all assets.

In income approach methods values important objebt profit-generating assets. Used for commercial
residential or productive profits officer to assdke property in accordance with its capacity tmegate
revenues. Then, when assessing the need to atigma and expenses, income method is often useklettk ¢
the results. The income methods involve evaluatinghat extent the market is able to generate g®ifrom
the property. The method is based on future cash fibrecasts and their present value. This methalitable
for investment and decision-making criteria and ant@nt activity. Also, this method is time to asst impact
of cash flows. Advantages: the value of the busiriedased on projected future results, rather #ssets; it
could be used with either net earnings or net fasl it useful when future results are expectedbéodifferent
(up or down) from recent history. Disadvantagescatld be understate the value of balance sheetsass
discounts the valuation based on the level of réslgusiness perceived as riskier typically receidswer
valuation than a more stable business; projectamesnot guarantees; unforeseen future events aaude
income or earnings projections to be completelwlicv

Conclusions. There are many different methods for valuing a hess$, with some better suited to a
specific type of business than others. A key taskhe valuation specialist is to select the mogtrapriate
method for valuing a particular business. The nettlwosen should provide a reasonable estimatelo¢ vae
suitable for the intended purpose and be able ¢e fagal challenges. The most important criteria tfe
methods are: business structure (dominant materiadtangible assets), company size and age, thesiry in
which the company operates, and other factors. §hgdhe business valuation method takes the éititijaof
the necessary background information (minimal tiamel monetary costs) as a business valuation based o
inadequate, outdated or unreliable information,dbeditions obtaining false results. The assessmadt into
account the business in a competitive environmentpanies of similar financial indicators, the useeds
analysis, and identifies the main aims and objects.

The main theory about market approach methodsais whluation measures of similar companies that
have been sold in arms-length transactions sheplcesent a good proxy for the specific companydeaiued.
However, it is difficult to find information and ogpare similar business because other company'odlike to
public their selling information and details.

The asset approach methods could be used for Isgsiiggidation because the result of the book value
almost never matches with the market value. Thesdfte value of business is not reliable.

The most perspective and appropriate methods aféss valuations are the income approach methods.
This method includes not only business data but sldased on market situation and data. Usingodising
cash flows and other income approach methods valbased on the detailed, careful forecast, foh gesziod,
of each of the financial items related with the emtion of the cash flows. This method calculatgsire
earnings and there for it is useful for investard ahareholders.
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