
A	
  TANGLED	
  WEB	
  WE	
  WEAVE:	
  
ENTERPRISE,	
  FIRM	
  &	
  EQUITY	
  
VALUES	
  
Aswath	
  Damodaran	
  
www.damodaran.com	
  



2	



A	
  Market	
  Value	
  Balance	
  Sheet	
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Firm	
  Value	
  =	
  Value	
  of	
  everything	
  that	
  a	
  
company	
  owns	
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Enterprise	
  value	
  =	
  Value	
  of	
  OperaPng	
  
Assets	
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Market	
  Value	
  of	
  Equity	
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What	
  goes	
  into	
  equity?	
  

Category	
   Calcula-on	
  notes	
  
Common	
  Stock	
  (all	
  classes)	
   Use	
  only	
  actual	
  shares	
  outstanding,	
  if	
  

you	
  are	
  valuing	
  opPons	
  separately.	
  If	
  
you	
  are	
  not	
  valuing	
  opPons,	
  you	
  can	
  
try	
  to	
  use	
  diluted	
  shares.	
  Count	
  
Restricted	
  Shares	
  Units	
  (RSUs)	
  in	
  
shares	
  outstanding.	
  

Employee	
  OpPons	
   Value	
  the	
  opPons	
  as	
  opPons	
  (not	
  on	
  
exercise	
  value).	
  

Conversion	
  OpPons	
  in	
  other	
  
securiPes	
  

If	
  you	
  can,	
  value	
  the	
  conversion	
  
opPons	
  embedded	
  in	
  other	
  securiPes	
  
(debt	
  &	
  preferred	
  stock)	
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What	
  goes	
  into	
  debt?	
  

Category	
   Calcula-on	
  notes	
  
Interest	
  bearing	
  debt	
   If	
  you	
  can	
  esPmate	
  market	
  value	
  of	
  debt,	
  do	
  

it.	
  If	
  not,	
  use	
  book	
  value	
  of	
  debt	
  and	
  hope	
  
and	
  pray	
  that	
  the	
  firm	
  is	
  not	
  distressed.	
  	
  

Lease/Contractual	
  
Commitments	
  

Take	
  the	
  present	
  value	
  of	
  lease	
  and	
  other	
  
contractual	
  commitments,	
  using	
  the	
  pre-­‐tax	
  
cost	
  of	
  debt	
  as	
  your	
  discount	
  rate.	
  (If	
  you	
  
have	
  capital	
  leases,	
  they	
  should	
  already	
  be	
  
in	
  your	
  interest	
  bearing	
  debt).	
  

Underfunded	
  Pension/Health	
  
care	
  obligaPons	
  

If	
  these	
  are	
  going	
  to	
  require	
  “legally	
  
obligated”	
  payments	
  (to	
  make	
  the	
  under	
  
funding	
  go	
  away),	
  treat	
  those	
  payments	
  like	
  
lease	
  commitments	
  and	
  convert	
  to	
  debt.	
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What	
  goes	
  into	
  Cash	
  &	
  Other	
  Non-­‐
operaPng	
  Assets?	
  
Category	
   Calcula-on	
  notes	
  

Cash	
  &	
  Short	
  Term	
  Investments	
   These	
  should	
  be	
  investments	
  in	
  liquid,	
  close	
  to	
  
riskless	
  assets.	
  If	
  you	
  feel	
  strongly	
  that	
  some	
  of	
  
the	
  cash	
  is	
  needed	
  for	
  operaPons	
  and	
  that	
  cash	
  is	
  
wasPng	
  cash	
  (it	
  does	
  not	
  earn	
  a	
  fair	
  rate	
  of	
  return,	
  
i.e.	
  the	
  riskless	
  rate),	
  you	
  can	
  net	
  the	
  operaPng	
  
cash	
  from	
  the	
  cash	
  balance.	
  If	
  some	
  of	
  the	
  cash	
  is	
  
trapped,	
  you	
  can	
  also	
  net	
  out	
  taxes.	
  

Non-­‐OperaPng	
  Assets	
   These	
  are	
  primarily	
  minority	
  holdings	
  in	
  other	
  
companies.	
  Ideally,	
  you	
  would	
  like	
  to	
  esPmate	
  the	
  
market	
  value	
  of	
  these	
  minority	
  holdings.	
  If	
  not,	
  
you	
  can	
  use	
  book	
  value.	
  This	
  is	
  not	
  meant	
  to	
  be	
  a	
  
catch-­‐all	
  for	
  other	
  asset	
  classes	
  such	
  as	
  goodwill	
  
or	
  brand	
  name	
  which	
  are	
  related	
  to	
  operaPons.	
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Consistency	
  in	
  MulPples	
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Value	
  Rankings	
  


