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Abstract: this article considers the topic of investment attractiveness of the com-
pany in the framework of value-based management. The concept of profit maximization
as the main goal of business operations is no longer actual and is being replaced by
the concept of maximizing the value of the company. Potential investors shift their at-
tention to value indicators, the components of which demonstrate the operational, in-
vestment, and financial performance of the corporation. In the article, two models of

assessing company performance and investment attractiveness are reviewed.
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H3nareabckuii nom «Cpenay»
®OPMHUPOBAHUE UHBECTUILIMOHHOM MPUBJIEKATEJIBHOCTHU
KOMITAHUHA HA ITPUMEPE KOMITAHHUH ITAO «M.BUJAEO»

AHHOmMauus. 6 cmamove paccmampusaoncs 60NPOChl UHBECMUYUOHHOU Npusiie-
KamenbHOCMU KOMNAHUU 8 pPAMKAX CHOUMOCHHO-0PUESHMUPOBOHHO20 MeHeOiC-
menma. Ha cecoonswnuili 0env Konyenyus maxcumusayuu npudwliu, KaxK OCHOBHOU
yenu eedenus busneca, nepecmaem ObIMb akmyaivHou. Ha cmeny eti npuxooum Kom-
yenyus maxcumuzayuu cmoumocmu xomnanuu. IlomenyuanvHvle uH8ecmopvi 6ce
OONbULE NEPerTIoUalon C80€ BHUMAHUE HA NOKA3AmeNlu CMOUMOCMU, COCMABISIouUe
KOMOPbIX 0eMOHCMPUPYIOM ONepayUoOHHblEe, UHBECTMUYUOHHbBLE U (DUHAHCOBbIE Pe3Yilb-
mamul 0esimenlbHOCmU KOMNanuu. B cmamve npedcmasienvt 08e Mooenu oyeHKu 3¢h-

gbekmueﬂocmu oessmenbHoOCmu U MH@@CI’I’[Z/H/;MOHHOIZ npuejiekamejabHocmu KOMnNaHuu.

Knwueswvie cnoea: CWlOMMOCI’}’lHO-0pu€Hmup080HHblL7 MeHedmcMeHm, UHeecmu-
YUOHHAA npueiekamejlbHocnlb, cnpad acj)gbekmueﬂocmu, UHBECMUYUOHHAA npuesilexka-

meJjlibHOCn1b.

For every investor in the modern economic world it is crucial to assess company’s
performance. The infallible assessment of the investment attractiveness of enterprises
is one of the most significant factors of the future success of the business. Based on
financial performance, such a way of assessment would play a key role in the manage-
ment system build based on the principle of maximizing the company’s value.

If an investor want to find the most investment attractive business or project, fol-
lowing point should be taken into account: company should operate in the large devel-
oping market; its market position should not be easy to alter; it must be financially
«healthy», have financial resources and right distribution of own and attracted funds;
they should not be a conflict of interest between stakeholders and shareholders.

A common among financial analyst criterion for the measuring financial perfor-
mance of the company since 1990s is to value creation. Value based management em-
braces value maximization as the ultimate financial goal of a company.

To improve an organization performance many managements schemes are used,

but one of the most efficient is Value Based method (VBM). VBM embraces value
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maximization as the ultimate financial goal for a company. A series of economic indi-
cator for measurement was developed in the concept of value creation. They are the
following: the economic value added (EVA), market value added (MVA), total share-
holders return (TSR), return on assets (ROA), return on equity (ROE), return on capital
investment (ROIC), cost of capital or weighted average cost of capital (WACC). In real
life analyst chose indicators based on their goal of assessment, as well as their role in
the company’s value creation process.

Under VBM the discounted future cash flows is the company’ value precisely,
this value is generated when return form invested capital (ROIC) is higher and exceeds
the expected return of the company’s capital providers, measured by weighted average
cost of capital (WACC). This concept is called spread of effectiveness, it is a measure
of the ability to generate cash on capital invested. When assessing company effective-
ness, following assumptions must be taken into account [2, p. 506]:

ROIC-WACC > 0 (1)

ROIC
WACC
The spread of effectiveness must be more than zero and the ratio of effectiveness

>1(2)

must be more than 1. If ROIC is greater than WACC, the company earns more from its
investments than it pays in financing costs to fund those investments. This means it’s
generating excess returns for its investors and shareholders, which is positive for the
company’s value. Conversely, if ROIC is lower than WACC, the company’s invest-
ments are not generating enough returns to cover the cost of capital, indicating a po-
tential loss of value and financial inefficiency. That help investors to decide whether
to invest in a business or a project, is the invested capital is used efficiently, is company
a value creator or a value destroyer.

Overall, companies have to take many aspects and steps to fulfill its goal of value
creation. Firstly, companies should concern their goals in short and long-term perspec-
tive, in this way discounted cash flow value, need to be transferred into short-term more
objective financial performance target. Secondly, nonfinancial goals needed to be con-

sidered by companies. Such goals include customers satisfaction, product innovation,
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company’s image. Thirdly, objectives must be customized in accordance with every
level of management.

Figure 1 introduces by Tim Koller compares various measures of corporate per-
formance within two dimensions: the need to take a long-term view and the need to
manage the company’s balance sheet [3]. Both of these concepts are only handled by
discounted cash flow valuation. Companies that narrowly focus on their reporting year
income or return on sales are missing out on major opportunities of improvement their

working capital, capital expenditures and their balance sheet as a whole.

Greater need for long-term Growth of | Multiyear discounted
view net income | cash flow or economic
High probability of
significant industry change profit
. chhnology Net inCOI'IIC,
* Competition sales economic profit (one
Long life of investments year)
Complexity of business
portfolio
Greater need for balance sheet focus (capital
intensity)
Working capital

Property, plant, and equipment
Fig. 1. Measuring corporate performance [3]

Another, simplified for use, model of measuring the performance was introduced
by T.V. Teplova [1]. Figure 2 shows the scheme based on which investors may decide
whether invest in the busines or not. On the axis the Figure 2 is divided by the industry
average growth rate, it is obvious for the investors, that putting money in the company
that operates worse than its competitors as a whole is absolutely senseless. On the basis
of this scheme we can conclude that the companies in the upper rectangles will be the
most favorable ones for investment. Upper right corner — the place where the most
favorable companies for investment are located, taking into account that their Net Debt
ratio (NDR) should be less than three.
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Rate above industry average
Area of companies selection

Potentially attractive, taking into account Taking into account NDR<3
adjustments of business model

Industry average

growth rate

Not attractive

ROIC<WACC ROIC>WACC

Fig. 2. Example of constructing a selection of companies

for investment [1, p. 284]

Now as an example, the PJSC M.Video investment attractiveness via VBM will
be analyzed. PJSC M.Video is one of the leading retailers in the sector of home appli-
ance and electronics in Russia, with a share of 25,6% in net turnover [4]. It operates
through over 100 cities, as well as through online store within the Russian Federation.

Based on the company’s balance sheet its rates of returns can be calculated for the
past three years. An important remark is that in this calculations net profit is subtracted by
net operating profit after tax (NOPAT). NOPAT is used in order to see the business actual

efficiency as it does not take into consideration the tax benefits of the existing debt.

Table 1
Profitability ratios
Indicator Formula 2020 2021 2022 Growth, %
ROA Net Profit/ Total assets 0,047 0,010 0,019 39,5
ROS Net Profit/ Sales 0,043 0,010 0,015 35,4
ROE Net Profit/ Total equity 0,545 0,199 0,972 178,2

Source: [5].

Taking into account the data from the table presented above, the company's per-
formance is relatively average for its field. Nevertheless, regardless of the fact that
PJSC M Video is a leader in its industry, it has problems with the financing of its op-

erations, as well as with the use of borrowed funds. Besides, from this table it is
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possible to take data on the Return on Sales for 2022, which is equal to 1,5% and com-
pare it with the industry average, which is equal to the interval of 4-6%, thus it can be
immediately concluded that PJSC M.Video will be in the lower plane of the model.

Company’s ROIC for 2022 is equal to 31,98% [7], and WACC for 2022 is equal
to 19,5% [6] based on the data provided in the internet. Consequently, it may be con-
cluded that the company's spread of effectiveness is positive and the efficiency index
Is equal to 1,64. The company's net debt ratio as of 2022 can also be viewed, NDR for
PJSC M.Video in 2022 is equal to 2,28.

(Net Debt-Cash)
EBITDA

In this way Teplova’s model on the example of the PJSC M.Video is represented

NDR =

in the Figure 3.

Rate above industry average
Area of companies selection

Potentially attractive, taking into account Taking into account NDR<3
adjustments of business model
Industry average

growth rate

Average(:) PJSC M.Video

ROS=4% Not attractive NDR = 2,98<3
ROS =1,54%

ROIC-WACC = 12,48%

ROIC<WACC ROIC>WACC

Fig. 3. Construction of investment attractiveness of PJSC M.Video
based on Teplova’s Model
Input data for calculation in these relative indicators are the book value of assets,

the dynamics of which is represented in Figure 4.
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Source: [7].

Therefore, it can be concluded that according to Ivanova's model, PJSC M.Video

IS not an attractive company for potential investors, as its growth rates are not higher

than the industry level. Nevertheless, the company shows quite good results and with

proper management and competent allocation and attraction of borrowed funds, it will

be able to improve its performance, thereby increasing its investment attractiveness.
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Fig. 5. Dynamics of PJSC M.Video EBIT quarterly, trillion rub
Source: [7].

Based on the data presented in Figure 5 it can be concluded that the PJISC M.Video

has a chance to significantly reduce its debt load due to the ratio of debt to EBIT due
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to the growth of the latter. Consequently, the company has a chance to increase its

performance and investment attractiveness.
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