


Value creation & value capturing
1. IS VALUE CREATED IN BUSINESS?
[image: ]Willigness to pay?
= max someone is willing to pay, ≠ price!

Value created 
= WTP - cost of providing gxs
Value captured
= splitted among customers & bs
! No sales, no captured value

Drivers of value creation
· What affects WTP?
· Quality of service
e.g. how much more are you willing to pay for a Husky machine relative to a competitor
= based on calculations!
· What affects costs?
= the more you offer, the more costly
2. IS VALUE CAPTURED & SUSTAINED BY BUSINESS?
= relative to the capital invested

Drivers of capturing & measuring value
[image: ] Incl elements of today & future









 How much sales/ euro you invested in bs (all I)




Fundamental metrics for measuring & evaluating performance
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 NOPAT – tasks advantage as consequence of debt financing = NOPLAT
· Interest charges in general reduce corporate taxes
· Advantage should be eliminated from results
· Elimination: * comparable over time x across firms when financial structures differ
· Focuses on strategic issues, nog financing issues

Calculate ROIC
[image: ]

Invested capital
= cumulative amount bs has invested in core operations, primarily property, plant & equipment x working capital
= Fixed assets + inventories + trade receivables – current liabilities
= equity + non-current liabilities – cash

Economic profit/ economic value added 
= most important
1. Calculate WACC
= Ke . E/(E+D) + Kd. (1-t) . D/(E+D)
K = E+D
Ke/d = cost of equity/debt
2. Calculate economic value added (EVA)
= NOPLAT – WACC.K
 Only concentrating on highest ROIC doesn’t max EVA
 All projects ROIC > WACC = generate EVA
 Discontinuing projects with ROIC < WACC = generate EVA


Determining free cash flow
= NOPLAT – net investments
= NOPLAT – (gross investments – depreciation)
= NOPLAT – ((strategic I + replacement I + ∆ working capital) – depreciation)

Drivers of free cash flow
[image: ]

Enterprise value
= Sum discounted CF + discounted terminal value
= multiple of EBITDA
[image: ]
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A strategy creates economic value…
= when enterprise vale > invested capital
= Sum discounted value eco profit > 0
1. Several periods ROIC > WACC
a. Margins are larger
b. Use of capital more efficient
2. Growth realized in activities where ROIC > WACC

 Make sure creation eco profit/EVA sustained as long as possible

Performance differences btw companies
· Industry & environment
· Business cycle
· Competitive position (positioning)
= activities, how they are connected & creating value for customers
· Other unexplained

Importance of coherence & consistency!!!
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Exhibit 6.3 A General Model of Value Creation
Projected ROIC
304

Competitive

/ pressure

Sustainability

| Years





image1.png
@ H ©

U START | INVOEGEN

ONTWERPEN  OVERGANGEN

[ % (=) Dvaeng

e

Ty T Esectier u

Kembora 5 oi's Lettetye
=

|

e ot .
B ey
TR

ME—— |

DiASVAN 46 [}

§e)

Kiik hier om notities toe te voegen

ENGELS (VERENIGD KONINKRIJQ

a e o

02.Lecture2VCVCpostpre(1) - PowerPoint

? @ - x
ANIMATIES  DIAVOORSTELLING  CONTROLEREN  BEELD steffe trouwen - [
NS - = _ |If} Tekstrichting NNOooO D.. 22 Opvullen van vorm - {# Zoeken
- [Tkt itnen ALLD SO B 7 5 omeanvom S enangen -
A B Convereren norSmarat (% N ) 20[3] SN B 0 reen 13 Selecteren -
Alinea Tekenen Bewerken | A
&
A Simple Framework for Value Creation &
Value Captul O
* Value Created B Value r\,al,,md
—willingness to pay Created | = one
price
—costs of prov_ldlng fIm
good or service Captured
Firm
* Value Captured
:
5 s

NOTITIES

W OPMERKINGEN




image2.png
* Depends on the

in which company
operates
* And on the evolution of

* Depends on ‘
¢ And position Industry analysis and competitive
analysis are necessary

¢ Depends on

—





image3.png
Use only operating income and costs of the business, do no include other income and costs.
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EBITDA = Earnings before Interest, Taxes, Depreciation and Amortization
EBIT= Earnings Before Interest and Taxes
NOPAT= Net Operating Profit After Taxes





