Ta kupla Aadn amowuyng otig amotiynoelg | The main mistakes to avoid in a valuation

#1

Mn Asitoupyika Meplouciaka XToixeia

‘Otav n amotipnon M emxeipnong otnpiletat  otnv
pebodoAoyia Discounted Cash Flows (Mpo &EopAnpEVEC
TAUEIAKEG POEC) Kal HEPIKEC (POPEC otn  peBodoAoyia
Multiples (Asiktwv - avdloya pe Toug OEiKteg ToOU
Xxpnolgomolouvtal)  OldMOTWVOUPE OUXva OTl  Ta  pn
AEITOUPYIKA TIEPLOUCLIAKA oToXEla Osv AapuBavovtat umoyn.

Ta pn AEITOUPYIKA TEPLOUCLAKA OTOLXELA €ival TEPLOUCLAKA
otolxeia mou Otv ONMIOUPYOUV TAMEIAKEG POEC Yla TNV
gTalpeia, Omwg mx £va Kriplo mou Ogv XpnOoLUOTIOLETAl N
evolklaletal amd tnv tailpeia, N pa emevouon o€ AAAn
gralpeia mou Oev amoépel pepiopata. Kabwg autd ta
TIEPLOUCIAKA OTOIXEla O£V ONUIOUPYOUV TAHELAKEG POEC, OEV
neplAapBdavovtat  otov  umoAoylopd  Tng  afiag g
emixeipnong. MNa 1o Adyo auto, n ePmopikn aia autwy Twv
N AEITOUPYIKWY TIEPIOUCIAKWY OTOIXEIWY TPEMEL  va
nmpootedel oto amotéAsopa amotipnong (AapBavovtag umoyn
TUXOV (pOPOUG GE TEPITTWON TWANGCNS TOUG).

Non-Operating Assets

When using the DCF method and sometimes the Multiples
method (depending on the multiple used) we often find that
non-operating assets are ignored. Non-operating assets are
assets that do not generate any cash flows for the company,
such as a building that is neither used nor rented out by the
company, or an investment in another company that does not
yield any dividends.

As these assets do not generate any cash flow for the
company, they are not included in its value when calculating
the value using these methods. For this reason, the market
value of these assets, adjusted for any potential tax impact
on their sale, must be added to the valuation result based on
the DCF or Multiples method.
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#2

Aoyiotikn A€ia avti yia Epmopikn Aia

H xprion tng pebBodoloyiag DCF amattel tov
UTTOAOYIOHO €VOC TIPOEEOWPANTIKOU ETIITOKIOU, TO
omoio Oeswpeitat oOtL avtikatontpilel, peTAU
GAAwV, TNV OlKOVoulKn Oopn (HOXAgucn) TNG
ETIXEipNONC.

AUTO TO TIPOEEOWPANTIKO ETITOKIO, YVWOTO KAl WG
WACC (Weighted Average Cost of Capital), €ival to
JTaBuik0  Méco  Kootog  KepaAaiou  Kal
uttoAoyiletat Baon Tou KOOTOUG (ATMAITOUHEVNG
amodoong) Twv WOIwV KEPAAaiwy Kal Tou KOOTOUC
TOU XpnuatoolkovoulkoU oOavelopou. ‘Eva Koo
AdBo¢ eivat o UTOAOYIOHOG TOU KOOTOUG LOiwV
KEPaAaiwv aAAa kat OavelwopoUu Baon ING
AOYLOTIKNG aiac Katl oxt Tng EPTOPLIKNG asiag mou
glval autn mou Ba avepeve €vag emevOUTNC.

Book Value instead of Market Value

The use of the DCF method requires the prior
determination of a discount rate, which is
presumed to reflect, among other things, the
financial structure (or gearing) of the company
under review.

This discount rate, called WACC, is a weighted
average of the cost of equity, i.e. the required
return of the shareholders, and the cost of
financial debt. A common mistake is to calculate
the cost of equity and debt on the basis of the
book value instead of its market value. As soon as
the market value is known, the shareholder will
then expect a return on that fair value
(independently from the book value).
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#3

MoxAgupEvo Evavti Mn poxAgupEvou Beta

Mwa and T mapapétpoug umoAoylopou tou WACC eival to
beta. Auto avtikatomtpilel TNV gualodNoia Twv TIHWY HIAC
HETOXNG (N XAPTOWUAAKIOU HETOXWY) OE OXEON HE TIC
OlaKupavoelg tou Oeiktn ayopdc Kal Katd OCUVETElA TnV
mpoocapuoyn tou market risk premium otov Kivduvo Ttng
OUYKEKPIPEVNG ayopdc. To pn poxAsupévo beta petpa tnv
aotddsla Kat tnv amodoon NG ACPAAELAG OE OXEON HE TN
OUVOALKN ayopd, pn AapBavovtag umoyn TIC EMITTWOELS TOU
davelopou plag etalpeiac. AsdopEvou OTL TO PN HOXAEUHEVO
beta evog titAou gival xapnAotepo amd To HOXAEUPEVO beta
AOYW TOU XPEOUC TIOU £XEL N EMIXE(PNON, TO PN HOXAEUHEVO
beta eivat mo akpBEG otn pETpnon TG PETABANTOTNTAG Kal
NG amodoONG TOU OE OXEOn HE TN OUVOAIKH ayopd. Ev
avTiBEoel Pe TO TL cUPBaivel, 0 UTTOAOYIOHOC TOU beta mpémel
va Baociletal otnv olkovopik Oopn tng €taipeiag mou Oa
EKTIUATAl Kal OXL oTnV avtiotolxn OOPN TwV ETAIPELWY TTOU
avikouv otnv opoTiun opdada. To onpeio ekkivnong eival
OUVETIWG TO HNn HoxAsupévo beta, 1o omoio ev ocuvexeia
HETATPETETAL OFE HOXAEUPEVO beta HEOW OUYKEKPIPEVOU
padnuatikou tuToU.

Levered against Unlevered Beta

The discount rate used in the DCF method is calculated on the
basis of various parameters, including the beta. This driver
reflects the price sensitivity of a share (or a portfolio of
shares in the same sector) with respect to the fluctuations of
a market index, and consequently enables the market risk
premium to be adjusted to the risk of a specific sector. A
security's unlevered beta also measures that security's
volatility and performance in relation to the overall market,
but it takes out the effects of a company's debt factors. Since
a security's unlevered beta is naturally lower than its levered
beta due to its debt, its unlevered beta is more accurate in
measuring its volatility and performance in relation to the
overall market. In contrast to what is sometimes done, the
beta must be based on the financial structure of the company
to be valued and not on the gearing of companies in the peer
group. The starting point is thus the debt-free or unlevered
beta, which is then converted to a levered beta by means of a
specific formula.
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#4

Mpog€owAnon YmoAsippatikng Aiag

H mpoe€opAnon Ttwv HEAAOVIIKWY TAHPEIAKWY POWV
TPOUTTOBETEL TNV TMPOBAEWYN TWV TAPEIAKWY POWV HETAEU
TNG NPEpPopNnviag amotipnong Kat tou damelpou. Emeldn
autd e€ivat aduvato otnv mpdafn, autn n TPOBAswn
xwpiletat o OUO @AcelS: (i) Tov TPOGOIOPIoHO TWV
TAPEIOKWY POWV Yld Hld OUYKEKPLUEVN HEAAOVTIKA
meplodo (pEyloTo Setia) kat (ii) tov umoAoylopd plag
TEAIKNG UTOAElPpATIKNG aflag oto TEAOG TG MEPLOOOU.
JuvnBec AdBoc eivat n  pn  MPOeEOWYAnon NG
UTTOAELPPATIKAG afiag Baon tng nuepopnviag amotipnong
Kabwg¢ kat n mANPNg amoucia umoAoylopoU TnG. Auto To
AdBoc eival mpo@avwe aveEApTNTo aAMO TOV TPOTO
UTTOAOYIoHoU TNG TEAIKAG TIUNG (HoviéAo Gordon-Shapiro
KTA). EmmAgov, €0ka pe to povtéAo Gordon-Shapiro,
gival 1I0latEPwC onPaviiko n mepiodog mpoeEdPAnong va
gival n teAeutaia mepiodog MPoBAEWewY (N) Kal Oxt pia
mepiodo peTa (n+1).

Discount the Terminal Value

Discounting the future cash flows requires the estimation
of these cash flows between the valuation date and
infinity. As this is impossible in practice, this estimation is
divided into two phases: (i) the determination of the cash
flows over a specific finite future period (max 5 years)
and (ii) the calculation of a terminal value at the end of
this explicit period. Once the terminal value has been
calculated, the discounting of this value to the valuation
date or even the terminal value itself may be forgotten.
This mistake is obviously independent from the way in
which the terminal value is calculated (Gordon-Shapiro
model etc). In addition, particularly with the Gordon-
Shapiro model it is also important to take the discount
period to the end of the explicit forecast (n) and not one
period afterwards (n+1), for the discounting of the
terminal value.

|IBDO



Ta kupla Aadn amowuyng otig amotiynoelg | The main mistakes to avoid in a valuation

#5

Mé€cocg ‘Opoc avti Alapgecou

‘Eva ouvnBec AdbBo¢ otnv e@appoyn tng
nuebodou delktwy (Multiples) sivat n xpnon
TOU pEoOU Opou avti tng Olapeocou. H
Olduecog €ivat n  HEON TN Hlag
taélvopnpévng opadag Osdopevwy. Ta
mapadselypyda, o OlAUECOC aplOpog Twv
aplOuwyv 3, 30, 2, 1, 4 sivat 3, evw O
HECOC OpoC €ivat 8 Aoyw tng emidpaong
Tou aptdpou 30.

H xpnon 1n¢ Owauecou e€aipel  TIG
eEALPETIKA XAUNAEC N UWPNAEC TIHEG.

Average instead of Median

A common mistake in the application of the
Multiples method is to use the average
instead of the median of the multiples of
the peer group. The median is the middle
element in a sorted sample of data. As an
illustration, the median of the numbers 3,
30, 2, 1, 4 is 3, while the average is 8 due
to the effect of the abnormal figure 30.

The use of the median thus enables
extremely low or high values to be
disregarded.
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#6

AmrAn Avamtuén otoug OEIKTEG

‘Otav  xpnolgomoleitat n  pebodoAoyia OeIKTWY
(multiples), ot ocikteg (EV/EBITDA, EV/Revenues)
umopoUvV va umoAoylotouv He Bdon ta TteAeutaia
Olabeolpa otoplka amoteAéopata (N), kabwg Kat
Bdon twv MPoBALWewWY yia HEAAOVTIKEG XpNoelg (N +
11 N + 2). ‘Eva ouvnBeg AdBog sival va epappooTei o
Ociktng pe Bdon to €to¢ N oOTIC TPOBALWELC
HEAAOVTIKWY €Twyv. Ou Octikteg otnpilovralt o€
TOAAATIAEC TAPAUETPOUC, OMWC N aAvamtuén TG
gTalpeiag Kat to mPo@iA KivoUuvou tng Kai Bdon
autwyv umoAoyilouv tnv aia twv mpo £E0PANUEVWY
Tapelakwy powv. E@appolovtag 1oToplkoug OeiKTEC
0E PEANOVTIKEC TIPOBAEWELC €XEL WC ATOTEAECUA O
puBPOC avamtuéng Tng etalpeiag va umoAoyiletal duo

(POpPEG.

Double growth in multiples

When using the Multiples method, the ratios can be
calculated against the last available historic figures
(N), as well as against forecasts N+1 or N+2. A
common mistake is to apply the multiples of the peer
group based on year N to the financial parameters of
future years of the company to be valued. In fact,
there are parameters behind each multiple that drive
value in a discounted cash flow approach, such
parameters being mainly the growth of the company
and its risk profile. By applying current multiples to
future results, the expected growth is taken into
account twice.
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#7

Mepiodog MNpoe€opAnong

‘Eva ouvnBeg Aabog eivat va pnv AapBavetat

uUTToYn N XPOVIKN TEPIOGOC TWV XPNHATOPOWY
HEoa o€ €va £Tto¢. Ol ATOTIUNTEG TPOEEOPAOUY
TIC XPNUATOPOEC O aKeEpaleg mepiodoug (1, 2,
3) uUmoBETOVIAC Mla  EMOXIKOTNTA  OTIC
XpNHAatopoeg (avayvwpiloviag Ttig XpnUATopoES
OTOUC TEAEUTAIOUG PAVEC EVOC £TOUG).

JE EMXEIPNOEI XwPIC EMOXIKOTNTA OTNV
avayvwplon  Xpnpatopowyv, n  MEPL0OOC
npoeopAnong Oa empeme va eivat (0.5, 1.5,
2.5) Kabwg ol pnviaieg XpnUATopoEC Eeival
TEPITOU avaAoyeG Kata tnv OlApKeld €VOG
£TOUG.

Discount Period

A common mistake is not taking into
consideration the seasonality of cash flows
generated when using a discount period. Valuers
usually use an integer number (1, 2, 3 etc)
while discounting cash flows assuming that the
cash flows will be generated in the last months
of a projected year, hence assuming a
seasonality on the cash flows.

In entities where there is no seasonality on cash
flows a discount period of the half year should
be used (0.5, 1.5, 2.5 etc) to depict the almost
equal cash flow generation among the months.
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JUMTTEpAcHdA

Ol amoTIPNCELS ATTOTEAOUV £va IOLAITEPWG
MOAUTIAOKO KOPHATL TWV 2UYXWVEUCEWY
kat E€ayopwyv mou amattei €KTOC amo
EUTIELPlA, OUOCIAOTIKN  KAtavonon Kal
TEXVIKN €€€l0ikeuon. KaBwg ol amoTIPnoELS
elvat 75% teExvn kat 25% emotnpn, TA
mapamavw Aadn evoexetal va emnpealouv
onpaviika tnv afia pua emevéuong e
apvnTIKa  AMOTEAECHATA  Yld  TOUG
OUVAAAQGOOHEVOUC.
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Discount Period

Valuations are a complex matter of M&As
requiring not only practical experience
but deep understanding and technical
expertise. Valuations are 75% an art and
25% a science, therefore the
aforementioned main mistakes may
negatively impact the valuation of an
investment which shall cause further
negative effects on all parties/
stakeholders.
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