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● Definitions of Enterprise Value and Equity Value

● Implications

● Why Enterprise Value is a Pink Unicorn 

● Dilutive Securities

● Moving from Equity Value to Enterprise Value

● Valuation Multiples & Metrics

● Different types of Cash Flows
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Definitions

3

● Equity Value: The value of EVERYTHING a company has (i.e., ALL its 

Assets), but only to EQUITY INVESTORS (i.e., common shareholders).

○ If a company is publicly traded, its current equity value is its market 

capitalization

● Enterprise Value: The value of the company’s CORE BUSINESS 

OPERATIONS (i.e., ONLY the Assets related to its core business), but to 

ALL INVESTORS (Equity, Debt, Preferred, and possibly others).
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Moving from Equity to Enterprise: High-Level

4

● Equity Value = Value of Core-Business Assets + Value of 

Non-Core-Business Assets

● Enterprise Value = Value of Core-Business Assets

● Equity Value = Value to Equity Investors

● Enterprise Value = Value to Equity Investors + Value to Debt Investors + 

Value to Preferred Investors (and possibly others)
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Example: Equity to Enterprise Value

5

● Equity Value

○ Market Capitalization

● Enterprise Value

○ Equity Value + Debt + Preferred Stock - (Cash & Investments)
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Balance Sheet Example

6

Equity: Enterprise:

https://www.bankingatmichigan.org/
http://bankingatmichigan.org/
http://bankingatmichigan.org


B 
A 
N 
K 
I 
N 
G 
  
A 
T 
  
M 
I 
C 
H 
I 
G 
A 
N

WebsiteBANKING AT MICHIGAN

What about private companies?

7

● For all companies, there is a difference between a company's value and its implied value

○ Implied is valuing the company according to your views of it

○ You project the company’s cash flows, and then you discount them back to their 

Present Value, using a variation of this formula:

■ Company Value = Cash Flow / (Discount Rate – Cash Flow Growth Rate)

● For a private company: you can’t calculate Current Equity Value by using the company’s 

share price and shares outstanding because its shares are not publicly traded.

○ Rely on other methodologies

● In practice, you often skip Current Equity Value and Current Enterprise Value for private 

companies altogether and just use your views to estimate the Implied Equity Value and 

Implied Enterprise Value.
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Implications of Equity and Enterprise Value

8
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Implication 1:

9

Current Equity Value Cannot Be Negative, But Current Enterprise Value Can Be Negative

Two ways to think about this:

● Companies share price cannot be negative, and it cannot have a negative share count

● A company's total assets cannot have a negative value

Enterprise Value can be negative, for example: Current Enterprise Value could easily be negative. 

For example, current equity value is $100 million, it has $200 million in Cash and no Debt

● Enterprise Value is $(100mm)
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Implication 2: 

10

Both the IMPLIED Equity Value and IMPLIED Enterprise Value Can Be Negative

● You use your views of a company to calculate its Implied Equity Value and Implied 

Enterprise Value.

● Company Value = Cash Flow / (Discount Rate – Cash Flow Growth Rate)
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Implication 3:

11

IN THEORY, Financing Events Will Not Affect Enterprise Value, But They May Affect Equity Value

● Easiest to think of it in terms of this formula: Enterprise Value = Equity Value + Debt - Cash

● Raising Debt: Won’t impact Enterprise Value; Cash and Debt both increase and offset each other.

● Repaying Debt: Won’t impact Enterprise Value; Cash and Debt both decrease and offset each other.

● Raising Equity: Won’t impact Enterprise Value; Cash and Equity Value both increase and offset each 

other.

● Repurchasing Shares: Won’t impact Enterprise Value; Cash and Equity Value both decrease and offset 

each other.

● Issuing Dividends: Won’t impact Enterprise Value; Cash and Equity Value both decrease and offset each 

other.
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Implication 4:

12

IN THEORY, Only Changes to a Company’s Core Business Will Affect Enterprise Value

● Example 1: The company wins a major contract with a new customer, boosting its expected 

future Revenue.

● Example 2: The company’s expansion strategy into Southeast Asia succeeds more quickly than 

expected, boosting its expected future Revenue.

● Example 3: The company closes down an unprofitable division, boosting its margins and its 

expected future cash flow.

● Example 4: The company negotiates a better supplier contract, boosting its margins and its 

expected future cash flow.

● These changes all improve the company’s expected future cash flow.
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Implication 5:

13

Metrics That Represent ONLY Equity Investors Pair with Equity Value, and Metrics That 

Represent ALL Investors Pair with Enterprise Value
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Implication 5:

14

Metrics that pair with Enterprise Value:

● Revenue

● Operating Income or EBIT

● Net Operating Profit After Taxes (NOPAT), defined as EBIT * (1 – Tax Rate)

● EBITDA

● Unlevered Free Cash Flow (UFCF) or Free Cash Flow to Firm (FCFF) – Cash flow that’s available to ALL investors

Metrics that pair with Equity Value:

● Net Income (or Net Income to Common if there are Preferred Dividends)

● Free Cash Flow (CFO – CapEx)

● Levered Free Cash Flow (CFO – CapEx – Mandatory Debt Repayments)
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Valuation Multiples with Equity and Enterprise Value

15
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Why are they important?

16

● Equity Value and Enterprise Value are useful when you create a long-term cash flow analysis for a company and 

you want to compare the company’s Implied Value to its Current Value, but not as much when comparing 2 

companies

● For example: 

○ Company A – Current Equity Value of $500 million; Current Enterprise Value of $800 million.

○ Company B – Current Equity Value of $100 million; Current Enterprise Value of $300 million.

● Now take into consideration: Company A has $100 million in EBITDA and $300 million in Revenue, and Company 

B has $10 million in EBITDA and $30 million in Revenue

○ Create multiples

■ Company A – EV / EBITDA = 8.0x; EV / Revenue = 2.7x.

■ Company B – EV / EBITDA = 30.0x; EV / Revenue = 10.0x.

○ Now which one is more valuable?
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Common Valuation Multiples

17

EV / Revenue – Enterprise Value / Revenue

EV / EBIT – Enterprise Value / EBIT

EV / EBITDA – Enterprise Value / EBITDA

P / E – Equity Value / Net Income or Price per Share / Earnings per Share
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Don’t use “Half Pregnant” Multiples

18

● Avoid using multiples that correspond to something “halfway” between Equity Value 

and Enterprise Value

● Use Equity Value or Enterprise Value, or use Enterprise Value plus other items, but 

don’t use numerators that are “in between” Equity Value and Enterprise Value

● For example, not subtracting debt when you are moving from equity to enterprise 

value and still using it in a multiple

● Use Equity Value or Enterprise Value, or use Enterprise Value plus other items, but 

don’t use numerators that are “in between” Equity Value and Enterprise Value
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General Rules and Issues of Multiples

19

● A valuation multiple is a short way to say, “If this company’s Cash Flow is A, and it’s 

growing at a rate of B, and the Discount Rate is C, then the company is worth $X”

○ The higher multiple indicates that you’d be willing to pay more for the company if its cash 

flows were growing more quickly

● Problems - why they are not perfect

○ Differences between IS metrics and Cash Flow

○ Non-financial factors also influence valuation multiples

● The General Rule: If two companies are very similar, but one company is trading at 

higher multiples, the company with higher multiples has a higher expected cash flow 

growth rate
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Why Enterprise Value is a Pink Unicorn

20
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Enterprise Value & financing events

21

● Enterprise Value is LESS affected by financing events than Equity Value

● Company Value = Cash Flow / (Discount Rate – Cash Flow Growth Rate)

○ Implied Enterprise Value = Unlevered FCF / (WACC – Unlevered FCF Growth 

Rate)

■ You use weight average cost of capital (WACC) for the discount rate

■ WACC = the “cost” of each part of a company’s capital structure times the 

percentage of capital in that part

■ WACC = Cost of Equity * % Equity + Cost of Debt * % Debt + Cost of Preferred * % 

Preferred

■ Changes in debt/equity/preferred stock cause the WACC to change
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● Debt is considered as “cheaper” than Equity and will reduce WACC to a certain point
○ Debt investors have lower returns expectations than Equity investors since they earn a fixed 

interest rate on Debt
○ Interest Expense is tax deductible for the company

● As Debt / Total Capital Ratio passes a certain level, costs of debt & equity increases
○ Higher the debt, the greater the risk for all investors because the chance of bankruptcy 

increases

Changes in Debt & Equity on WACC
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Example of effect on WACC
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Effect on Implied Enterprise Value

24
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Difference between Accounting and Implied EVs 

25
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Effect of Different Capital Structures

26

● Taxes: Debt is deductible but common stock and preferred stock is not

○ EV is not affected the same way by additional equity vs additional debt

● Bankruptcy Risk: Debt and some types of preferred stock increase bankruptcy risk but increase 

in equity does not 

○ Difference is due to company owing principle and interest payments to debt investors

● Agency Costs: Debt investors want to earn interest and principle while equity investors want the 

company to grow due to having unlimited upside

○ Conflict of interest indicates that debt does not equal equity

● Efficient Markets: Debt, preferred stock, and equity are assumed to be equivalent, which is often 

incorrect because market inefficiencies exist where relevant information is not priced in
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Why is this important?

27

● As a company raises debt, current enterprise value will not change 

overnight but may gradually change if debt is expected to increase

● Enterprise Value is not capital structure neutral

● Changes to a company’s capital structure may affect its Equity Value by 

significantly more than they affect its Enterprise Value
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Events That Impact Enterprise Value vs Equity Value

28

● Revisiting the difference in definitions

○ Equity Value = Value of Core-Business Assets + Value of Non-Core-Business Assets

○ Enterprise Value = Value of Core-Business Assets

● Changes to valuation multiples - only numerator changes IMMEDIATELY after

○ Theory: Enterprise Value and Enterprise Value-based multiples will not change after 

financing events take place

○ Reality: Will change but by far less than Equity Value and Equity Value-based multiples
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Approach

29

1. What is affected by change - non core or core business operations?

2. How does this change affect balance sheet items?

3. What multiples are affected?
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Dilutive Securities

33
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Types of Dilutive Securities

34

● Purpose: reduces a company’s short term cash expenses at the risk of possible higher 

costs in the future

○ Paying employees with stock options: The company’s share price is $10.00 right now, 

but if it reaches $20.00, the employees can pay the company $20.00 per option to get 1 

new share of the company

○ Issuing convertible bond: Right now, the company’s share price is $50.00. But if it reaches 

$100.00, the convertible bond investors can “convert” the bond into shares and make a lot 

more money

○ Issuing restricted stock units (RSUs): These are like normal shares of the company, but 

they have restrictions on when the employees can buy and sell them
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Treasury Stock Method

35

● Option holders get new shares 

while the company repurchases 

new shares with this money (not 

always true)

● Net Dilution: 4.142 million – 

0.748 million = 3.394 million

● Out of money - exercise price 

is less than company’s current 

share price

● In money - exercise price is 

greater than company’s current 

share price
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“If Converted” Method

36

● If company’s current share price exceeds conversion price, all bonds convert to shares

● If company’s current share prices is lower than conversion price, count all bonds as Debt

● Categorization has no effect on EV value
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Straight-Up Addition Method

37

● Diluted share count - includes its basic shares plus potential shares from options/convertible 

bonds/ RSUs

● Diluted Equity Value 

○ greater than Basic Equity Value

○ More accurate Current Equity Value

● Diluted Share Count 

○ Used to calculate Implied Share Price

○ Makes a bigger impact in public companies
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Moving From Equity Value to Enterprise Value

38
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Moving From Equity Value to Enterprise Value

39

Recall their definitions:

● Equity Value = Value of Core-Business Assets + Value of 
Non-Core-Business Assets to only equity owners 

● Enterprise Value = Value of Core-Business Assets to all investors

For simple scenarios, you subtract Non-Core-Business Assets(cash, other 
investments), and you add items that represent other investor groups(debts, 
preferred stocks). 
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Moving From Equity Value to Enterprise Value

40

3 rule of thumb on what to add and subtract when moving from Equity 
Value to Enterprise Value

1. Add long-term funding sources 
2. Add items that will cost a potential acquirer extra 
3. Subtract items that are not operating assets 

https://www.bankingatmichigan.org/
http://bankingatmichigan.org/
http://bankingatmichigan.org


B 
A 
N 
K 
I 
N 
G 
  
A 
T 
  
M 
I 
C 
H 
I 
G 
A 
N

WebsiteBANKING AT MICHIGAN

Add long-term funding sources

41

● Should add anything that funds the company’s operations for years 
● Debts and Preferred stocks are obvious
● Unfunded Pension Obligations should count towards Enterprise Value

● Debt, Preferred Stock, Noncontrolling Interests, Capital Leases, Unfunded 
Pensions, and Restructuring or Environmental Liabilities
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Add items that will cost potential acquirer extra

42

● If the company has raised funding, and the terms of that funding say that it 
must be repaid in a change of control, it should be added

● Best examples are Debt and Preferred stock 
● Items like Accounts Payable don’t qualify
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Subtract items that are not operating assets

43

● Two considerations: 
○ Can a company operate without a certain Asset?
○ Did the company get a certain asset as a result of its side activities?

● If at least one of those is true, you should subtract the item

● Cash, Investments, Net Operating Losses, Assets held for sale, and Assets 
of discontinued operations
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Example
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Example
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A few items that deserve more explanation

46

● Goodwill & Other Intangible Assets: count as core-business if the 

acquired companies are still part of the operation

● Deferred Tax Assets: only subtract the NOL portion

● Industry Specific Assets: always count as core-business assets

● Provisions & Other Liabilities: not include if simply timing differences

● Deferred Tax Liabilities: never factor these in because they are simply 

timing differences
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Equity investments & Noncontrolling interest

47

Equity Investments(AKA Associate Companies): assets that represents less 
than 50% stake in another company

● It is included in Equity Value because it reflects the value of all assets the 
company owns

● Should be subtracted when moving to enterprise value because:
○ They are non-core businesses assets
○ For comparability purposes; revenue will not reflect any contributions 

from associate company 
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Equity investments & Noncontrolling interest
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Equity investments & Noncontrolling interest

49

Noncontrolling Interest: liability and equity line items that represents 
ownership of more than 50% but less than 100% of another company

The item itself represents the portion that the company does NOT own. 

Add the value of Noncontrolling interests when moving from Equity value to 
Enterprise value. 
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Equity investments & Noncontrolling interest
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Valuation Metrics
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EBIT vs. EBITDA vs. Net Income

52

They all measure a company’s profitability, and the corresponding multiples 
measure a company’s value in relation to its profits. 

They differ in 4 key respects: 

1. To whom is the money available?
2. Operating expenses vs CapEx
3. Interest, taxes, and non-core business activities 
4. When they are useful?
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To whom is the money available?

53

EBIT and EBITDA are available to all investors & government because no one 
has been paid yet. 

With Net Income, only equity investors have claims. 

Therefore: 

● EBIT & EBITDA corresponds to Enterprise Value
● Net Income corresponds to Equity Value
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What does the metrics mean?

54

EBIT: Core, recurring business profitability, before the impact of capital 
structure and taxes; reflects operating expenses and after-effects of CapEx

EBITDA: Proxy for core, recurring business cash flow from operations, before 
the impact of capital structure and taxes; reflects only operating expenses 

Net Income: Profits after tax, the impact of capital structure, and non-core 
activities; reflects everything
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Which to use?

55

False premise: you have to use one specific metric or multiple

If pressed for an answer on specific metric/multiple to use: 

● EBIT is better than EBITDA if you want to reflect the after-effects of CapEx
● EBITDA might be better in an industry where CapEx matter less
● Net Income and P / E multiples are generally not great to use for any 

company 
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Types of Cash Flows
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Variations of FCF

58

Free Cash Flow: Cash flow from operations - CapEx

● Common in stand-alone financial statement analysis to estimate a 
company’s recurring cash flow 

Unlevered Free Cash Flow: NOPAT + Non-cash adjustments and Changes in 
Working capital from CFS - CapEx

● Most common in DCF analysis & the cleanest way to estimate a company’s 
value to all investors

Levered Free Cash Flow: Net income + Non-cash adjustments and Changes in 
Working capital from CFS - CapEx - Debt(Mandatory) repayments

● Quite rare, used in a different type of DCF analysis & assess a company’s 
ability to service its debts
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FCF Example
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Unlevered FCF Example
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Levered FCF Example
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Other metrics

63

EV/NOPAT: Most useful to factor in the significance difference in tax rates

EV/Invested Capital: How valuable a company is relative to the capital it has 
raised over the years; Most useful for companies in asset-intensive industries 
like manufacturing, airlines, etc

PEG ratio: P/E multiple divided by Net Income Growth rate; tells you how cheap 
or expensive a company is relative to its net income growth rate

P/BV: Equity value divided by common shareholders’ equity; tells how the 
market value of a company’s equity compares to its book value, and how 
efficiently it has used its capital
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