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Multiple = Standardized Price
-

; Market value for firm= Market Market value of operating assets of firm
Market value of equity value of equity + Market value of Enterprise value (EV) = Market value of
(Market Capitalization) debt equity+ Market value of debt - Cash

| | |
v
Numerator = What you are paying for the asset
Multiple = ——
Denominator = What you are getting in return
A

Revenues Earnings Cash flow Book Value
a. Accounting a. To Equity investors a. To Equity a. Equity
revenues - Net Income - Net Income + Depreciation = BV of equity
b. Drivers - Eamings per share - Free CF to Equity b. Firm
- # Customers | |P- TOFirm b. To Firm = BV of debt + BV of equity
- # Subscribers | [ - Operating income (EBIT) - EBIT + DA (EBITDA) c. Invested Capital
- # units - Free CF to Firm = BV of equity + BV of debt - Cash




The Consistency Rule
-

o If your numerator is the market value of equity (market
capitalization or price per share), your denominator has
to be an equity measure as well (net income or
earnings per share, book value of equity.

o A price earnings ratio is consistent, since both the
numerator and denominator are equity values, and so is
an EV to EBITDA multiple. A Price to EBITDA or a Price to
Sales ratio is inconsistent and will lead to conclusions
that are not merited by the fundamentals.



PE ratios
I

PE Ratios by Region
25.00%
Average | 25th perc. | Median | 75th perc.
United States 46.04 12.32 18.29 29.52
Europe 57.57 10.27 16.69 26.76
2000% Japan 29.83 9.96 15.08 24 .93

Emerging Markets | 91.08 9.57 16.77 39.69
Aus, NZ & Canada | 67.42 8.87 15.69 27.52

Global 71.16 10.00 16.69 32.07
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PE by Country

Median Trailing PE
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Why | mistrust PE

o Don’t trust accountants: The more accountants can
work on a number, the less trustworthy it becomes,
and there is no more massaged, manipulated and
mangled variable than earnings per share.

0 Sampling bias: The sampling bias introduced by
eliminating a large subset of your sample, by
eliminating money losing companies, is immense.

o Volatility: Because of its dependence on net income
or earnings per share, it is the most volatile of all of
the multiples.




PBV Ratio: The Distribution
I

Price to Book Equity: Global in January 2017

25%
Broad Group 25th Percentile | Median | 75th Percentile
20% Australia, NZ and Canada 0.89 1.77 4.22
Developed Europe 0.80 1.51 3.07
Emerging Markets 0.72 1.35 2.85
Japan 0.58 0.95 1.72
United States 1.18 2.00 3.95
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PBV by Country
I

Price to Book Ratio
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EV to EBITDA: The Distribution
I

EV/EBITDA Multiples in January 2017

25%
Average | 25th perc. | Median | 75th perc.
20% United States 439.06 7.70 11.80 28.00
Europe 98.53 6.73 10.12 16.55
Japan 69.64 4.67 7.20 11.59

Emerging Markets | 112.64 6.76 11.91 28.07
Aus, NZ & Canada | 77.17 5.24 8.85 15.77
Global 148.16 6.43 10.58 21.67
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EV to EBITDA, by Country

EV to EBITDA
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EV to Sales: The Distribution
I

EV to Sales: Global in January 2017

30.00%
Broad Group 25th Percentile | Median | 75th Percentile
25.00% Australia, NZ and Canada 137 4.02 20.32
Developed Europe 0.75 1.67 4.99
Emerging Markets 0.80 1.87 4.97
Japan 0.32 0.62 1.24
United States 1.23 2.92 7.30
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EV to Sales, by Country
-

EV to EBITDA
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Sector Comparisons: Across Sectors
!l |

Cheapest Industry Groups Most Expensive Industry Groups
Industry Group Median PE Industry Group Median PE
Bank (Money Center) 10.29 |Entertainment 25.10
Reinsurance 10.52 |Hospitals/Healthcare Facilities 25.60
Homebuilding 10.58 |Retail (Online) 26.14
Air Transport 11.07 | Drugs (Pharmaceutical) 26.54
Oil/Gas (Production and Exploration)| 11.15 |Software (System & Application) 26.81
Real Estate (Development) 11.59 |Software (Internet) 27.14
Real Estate (General/Diversified) 11.82 |Software (Entertainment) 27.19
| Engineering/Construction 11.93 |Healthcare Products 28.27
Insurance (Prop/Cas.) 12.40 |Heathcare Information and Technology | 32.40
Insurance (General) 12.85 |Drugs (Biotechnology) 34.69
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Sector Comparisons: Across Time
!l |

EV to EBITR&D: US Pharma versus Biotech Companies - 1991 to 2016

90.00
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The premium that investors have been willing to pay the “higher
growth” at biotech companies has waned overr time. Between
1998 and 2006, biotech companies traded at multiples that were
double or more those of pharma companies. In 2016, biotech
companies traded at a 16% premium over pharma companies.
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Closing Thoughts

o Absolute rules of thumb are dangerous (and lazy): If you

are playing the pricing game, you have to work with the
market you have, not the one you wished you did.

0 Most stocks that look cheap deserve to be cheap: If you
want to price a stock, you have to bring in not just how
cheap it is but also look at measures of value that may
explain why the stock is cheap.

o If you are paying a price, you are "estimating" the future:
The only difference between intrinsic valuation and
pricing is that you are explicit about you are explicit
about your assumptions in the former, and implicit in the
latter.
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