Lectures 5 - 7
Asset / Equity Valuation

Different Measurements of Valuation

There are number of ways to value a company.  These will differ in their appropriateness depending on who is interested in the valuation. These approaches include:

Net Book Value

Liquidation Value

Replacement Value

Market Value

Net Book Value

The main features, of net book value, include:

· Net book value equals the total equity shown on the balance sheet derived from total assets minus total liabilities.

· It reflects total issued equity adjusted for the effect of historical retained earnings, divided payments, and repurchase of stock.

· It is based on accounting conventions – generally accepted accounting principals (GAAP) which reflect the valuation of individual groups of assets, and, more influentially over time, the measurement of retained earnings derived from recording of individual revenues and expenses from income statement.

The main advantages and disadvantages of net book value as an analytical measurement is:

· Net book value is a historical accounting measurement, reflecting all of the weakness endemic in accrual accounting as a measurement of historical cash flows. Further, it does not measure the impact of value future cash flows.

· Net book value is nevertheless used extensively as a measurement of valuation.  For example, certain types of companies are valued and analyzed by comparing market value to book value (e.g. banks and other financial institutions). This reflects the importance, which the market places on underlying value (primarily liquidation value) of the assets of the firm.

· Net book value, sometimes referred to as net worth or equity, is also an important measurement since it is the basis for most loan agreement financial covenants, and provides lenders with the requisite trigger in their agreements in the event of deterioration in book value below a certain point.  For lenders, therefore, net book value is an important measurement of value.

Liquidation Value

Financial institutions such as the banks, creditors, mainly are interested in the Liquidation Value of the hotel or restaurant property. It has the following principal characteristics:

· Liquidation value can be defined in a number of settings including orderly liquidation on-site, forced liquidation on-site, orderly liquidation off-site, and forced liquidation off-site.  

· Liquidation values will include, in addition to the expected proceeds of the assets themselves, the cost of selling the assets. As a result the on-site/off-site issue is very important, and will be reflected in valuations given by valuation experts.

· In coming up with such liquidation values, valuation experts will use a highly professional, comparative approach, which reflects sales of similar assets in similar locations.

· This approach is used frequently by asset-based lenders where the uncertainty or volatility of projected cash flows demands a detailed understanding of “backdoor” sources or repayment – most important the assets themselves i.e. the sale of the building.

· Lenders will also implicitly include liquidation values in lending criteria through the conservatism of advance rates against individual sets of assets (e.g. 75% against eligible receivables, 50% against eligible inventory, or 50% against eligible PP&E).

· For the shareholder, this valuation approach has limited benefits in maximizing potential shareholder value (unless, of course, the company is already in distress).  The approach involves a discounting of book values- and is therefore even more conservative than the net book value approach – and does not reflect any future cash flows discounted back to present value today.

Replacement Value

Replacement value is exactly what it says: the amount a potential acquirer would have to pay to replace the assets at today’s market prices. Though rarely used for hotel assets, it has the following characteristics:

· It is most commonly applied when valuing an entire business process or system compared to just individual assets.

· It includes not just the original cost, but also the soft costs of engineering, installation, maintenance, and add-ons.

· It will also reflect the benefits of marketing and distribution arrangements with other parts of the business.

· It is rarely used as a stand alone valuation technique, but more usually in conjunction with earnings multiples in order to derive a median price

· It is particularly pertinent for long-term sale/leaseback transactions where the lessor values assets for the purposes of determining his/her effective economic life in conjunction with his/her cash flow generating ability.

· As a result, replacement value will almost always yield a higher valuation for a firm or a business than that of either net book value or liquidation value.  Bankers rarely use it unless they are participating in both the equity and debt components of a leveraged lease of existing system assets.

Market Value

Market Value has the advantage over other methods we have seen because it starts to reflect not just historical earnings, but future earnings discounted back to value today.  

Many factors contribute to the market value of a hotel and restaurant and different types of buyers may use different formulas for determining the price they are willing to pay for a hotel or a restaurant property. Whatever formula one may use, almost everyone takes into account in some way other factors which may or may not be quantified, such as the specific location, the market conditions (ADR, Occupancy Rates, Restaurant Turnover Ratio and Average Check) in which the property operates, the current franchise or future franchise possibilities, age and condition, cost of renovations, the reputation of the current or past management, future hotel or restaurant development in the area, future room night and food and beverage demand generators, barriers to entry, financing options, functional obsolescence, value of the land, and more. Each of these factors must be weighed for every property and in some cases one factor may weigh more heavily than all of the others combined. 

There are a lot of methods of calculating the Market Value of a hospitality corporation, depending on if the firm is privately or publicly owned. This chapter will focus on four of the methods that are used today by bankers, Wall Street analysts, Mergers and Acquisitions specialists and Private Equity Firms. These methods are:

1. Using the Stock Market

2. Using EBITDA Multiples of comparable companies

3. Using Comparative Transactions

4. Using Discount Cash Flow Method

[image: image1.emf]METHOD #1 - Stock Price 

Starwood Hotels & Resorts Worldwide Inc. (HOT)

General Information Profitability Expected HPR = E 9r) = [E (d1) + (E(p1) - P0) / P0

Current Price 32.02 $                   ROE % 2.88% Dividend (d1) $0.90

Common Shares Outstanding 187,010                  ROA% 7.05% P1 = P0+D $32.92

Market Capitalization (Equity Value) $5,988,060 P0 32.02 $              

Exp. HPR= 5.62%

Last Reported Performance (9/30 LTM) ($ 000's) Valuation

Revenues 5,205,000               P/E 23.33x

Using CAPM = k = Rf + Beta * Premium

EBITDA 737,000                  Price/Sales 1.21x Risk Free = 2.50%

Net Income $134,000 EV / EBITDA 12.53x Beta = 2.06x

Dividends/Share $0.90 Premium= 8.00%

RoR = 19.0%

Dividend V0 = D1 / (k-g) Intrinsic Value = V0 = [ E(D1) + E (P1)] / (1+k)

D1 = $0.90 D1= $0.90

k= 19.0% P1= $32.92

g= 10% k= 19.0%

V0= 10.02 $            V0= 28.42 $              

Calculations

SP SO SP * SO = EQ D C EQ + D - C = EV

Company Symbol

Stock Price 

(as of 

11/30/09)

Stocks 

Outstanding 

($000)

Equity Value

 ($000)

Debt (ST&LT)

($000)

Cash

 ($000)

Enterprise 

Value 

($000)

Starwood Hotels & Resorts

HOT 32.02 $                   187,010                  5,988,060              3,362,000               113,000             

9,237,060                 

Starwood's Enteprise Value

9,237,060              


[image: image2.emf]METHOD #2 - EBITDA Multiples 

Starwood Hotels & Resorts Worldwide Inc. (HOT)

SP SO SP * SO = EQ D C EQ + D - C = EV E EV / E

Company Symbol

Stock Price 

(as of 

11/30/09)

Stocks 

Outstanding 

($000)

Equity Value

 ($000)

Debt (ST&LT)

($000)

Cash

 ($000)

Enterprise 

Value 

($000)

EBITDA 

($mm)

EBITDA 

Multiple Beta

Choice Hotels International

CHH 31.35 $                   60,090                    1,883,822              304,100                  61,810               

2,126,112                 

182,930               

11.62x 0.74x

Hyatt Hotels Corp 

(IPO price @ $28.00)

H 28.75 $                   168,040                  4,831,150              857,000                  1,300,000          

4,388,150                 

313,000               

14.02x

Intercontinental Hotel

IHG 13.94 $                   285,000                  3,972,900              1,440,000               114,000             

5,298,900                 

463,000               

11.44x 1.60x

Marcus Corporation

MCS 12.39 $                   29,850                    369,842                 245,950                  8,230                 

607,562                    

70,810                 

8.58x 1.36x

Marriott International

MAR 25.72 $                   356,020                  9,156,834              2,670,000               130,000             

11,696,834               

1,300,000            

9.00x 1.52x

Morgan Hotel Group

MHGC 3.36 $                     29,740                    99,926                  744,060                  34,110               

809,876                    

32,210                 

25.14x 3.13x

Orient Express Hotels Ltd

OEH 8.36 $                     76,830                    642,299                 840,590                  143,170             

1,339,719                 

124,760               

10.74x 2.76x

Wyndham

WYN 18.57 $                   178,620                  3,316,973              3,560,000               174,000             

6,702,973                 

815,000               

8.22x 3.69x

Starwood Hotels & Resorts

HOT 32.02 $                   187,010                  5,988,060              3,362,000               113,000             

9,237,060                 

737,000               

12.53x 2.06x

Average

12.37x 2.11x

EBITDA * Average Multiple

737,000                  10.77x Outliers

10.77x

Starwood's Enteprise Value

7,937,566              
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Starwood Hotels & Resorts Worldwide Inc. (HOT)

Calculations

AP SO AP * SO = EQ D EQ + D = EV E EV / E

Date 

Anounceme

nt Target  Acquirer

Acquisition 

Price /Share

Shares 

Outstanding

Equity Value 

($mm)

Total Debt 

($mm)

Enterpised 

Value (EV)

EBITDA (last 

reported)

EBITDA 

Multiple

7/4/2007 Hilton Hotels Blackstone Group 47.50 $             390,400,000     18,544.00 $     6,180.00 $        24,724.00 $   1,680.00 $          14.72x

11/6/2006 Four Seasons*

Kingtom Hotels Int'l 

/ 

Gates' Cascade 

82.00 $             33,078,000       3,300.00 $       278.68 $           3,578.68 $     112.18 $             31.90x

5/11/2006 Fairmont/Rafles Kingtom Hotels Int'l 45.00 $             73,333,333       3,300.00 $       123.50 $           3,423.50 $     187.20 $             18.29x

1/10/2006 Hilton International Hilton Hotels Corp. 5,578.00 $       - $                5,578.00 $     504.00 $             11.07x

11/14/2005 Starwood Hotels Host Marriott 4,096.00 $     315.08 $             13.00x

10/24/2005 La-Quinta Corp 12.22 $             203                   2,474.00 $       925.71 $           3,400.00 $     229.70 $             14.80x

8/16/2005 Wynham Int'l Blackstone Group 1.15 $               172,053,000     197.86 $          2,681.96 $        2,879.82 $     275.18 $             10.47x

8/8/2005 John Q. Hammons Hotels JQH Acquisition LLC 24.00 $             19,583              470.00 $          765.20 $           1,235.00 $     123.07 $             10.00x

07/22/2005 Societe du Louvre Starwood Capital 1,028.90 $     91.05 $               11.30x

3/10/2005 Intercontinental Hotels LRG 981.00 $        106.63 $             9.20x

12/10/2004 Boca Resorts Blackstone Group 24.00 $             40,284,000       966.82 $          217.29 $           1,184.11 $     90.07 $               13.15x

8/18/2004 Prime Hospitality Blackstone Group 12.25 $             44,808,000       548.90 $          243.60 $           792.50 $        55.12 $               14.38x

3/8/2004 Extended Stay Blackstone Group 19.93 $             95,077,000       1,894.88 $       1,231.50 $        3,126.38 $     224.85 $             13.90x

* Four Seasons' $112.18 million represents 2007 EBITDA (2005 EBITDA was $11.4 negative)

Average

14.32x

Adjust. Outlier

13.19x

EBITDA * Average Multiple

737,000                  13.19x

Starwood's Enteprise Value

9,719,408              
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Starwood Hotels & Resorts Worldwide Inc. (HOT)

  year = 1 2 3 4 5 6

Discout Cash Flow Valuation Analysis

Projected Input Actual EXIT YEAR

Assumptions LTM 9/30/09 31-Dec-09 31-Dec-10 31-Dec-11 30-Dec-12 31-Dec-13 31-Dec-14

Revenues 5,205,000         4,892,700         4,941,627        5,089,876         5,293,471      5,505,210           5,725,418      

  Revenue Growth

-6.0% 1.0% 3.0% 4.0% 4.0% 4.0%

Cost of Revenues (CoGS) 70.0% (4,889,000)        (3,424,890)        (3,459,139)       (3,562,913)       (3,705,430)     (3,853,647)          (4,007,793)     

Operating Expenses 10.0% (177,000)           (489,452)           (494,347)          (509,177)          (529,544)        (550,726)             (572,755)        

 EBIT 139,000            978,358            988,141           1,017,786         1,058,497      1,100,837           1,144,871      

(55,600)            

20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

Less Taxes / % of EBIT 40.0% 244,000            (391,343)           (395,257)          (407,114)          (423,399)        (440,335)             (457,948)        

Plus Depreciation 5.0% -                    244,635            247,081           254,494            264,674         275,260              286,271         

Less Capex  7.0% (372,000)           (342,489)           (345,914)          (356,291)          (370,543)        (385,365)             (400,779)        

Cash Flow (44,600)             489,161            494,053           508,874            529,229         550,398              572,414         

EBITDA

737,000            1,222,993         1,235,223        1,272,280         1,323,171      1,376,098           1,431,141      

Terminal Value Assumptions

  EBITDA Multiple Method 10.77x (EBITDA x EBITDA Multiple) 15,413,541    

  Perpetuity Method  10.00% (Cash Flow / Discount Rate) 5,724,141      

Average 10,568,841    

Less Debt Outstanding (at Exit) (2,233,000)     

Plus Cash (at Exit) -                 

Equity Value at Terminal 8,335,841      

Equity Cash Flows

489,161            494,053           508,874            529,229         550,398              8,908,256      

x x x x x x

PV Table 0.8397504        0.7051808       0.5921759        0.4972799     0.4175910          0.3506722     

= = = = = =

PV (1) = $410,773

PV (2) = $348,396

PV (3) = $301,343

PV (4) = $263,175

PV (5) = $229,841

PV (6) = $3,123,878

PV= $4,677,407

Enteprise Value = PV of Equity + PV of Debt

PV of Equity = 

$4,677,407 Cost of Equity Calc

+ PV of Debt = 

3,362,000         Risk Free Rate = 2.50%

+ PV of Cash =  (113,000)           Premium based on MC = 8.05%

Starwood's Enteprise Value

8,039,407         Starwood Beta = 2.06x

Expected Equity Return = 19.1%


[image: image5.emf]ENTEPRISE VALUATION ANALYSIS

STARWOOD HOTELS & RESORTS

EV Debt Cash Eq Value Shares Outs Stock Price

Method #1 - Current Market Price 9,237,060               3,362,000         113,000            5,988,060        187,010            32.02 $         

Intrinsic Value Method 28.42 $         

Method #2 7,937,566               3,362,000         113,000            4,688,566        187,010            25.07 $         

Method #3 9,719,408               3,362,000         113,000            6,470,408        187,010            34.60 $         

Method #4 8,039,407               3,362,000         113,000            4,790,407        187,010            25.62 $         

  Average of other methods 8,733,360               3,362,000         113,000            5,484,360        29.15 $         


