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Аннотация 
 

В статье отражены результаты эмпирического анализа внешних и внутренних факторов 

влияющих на стоимость компании с учетом ожиданий роста. Проверена основная идея 

приведенного эмпирического анализа на примере оценки стоимости компании ПАО «Алроса» и 

сравнения ее справедливой стоимости акций, рассчитанной в соответствие с ожидаемым ростом 

рынка драгоценных ресурсов, и текущей стоимости акций на фондовой бирже. 
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Abstract 
 

The article reflects the results of an empirical analysis of external and internal factors 

affecting the value of the company, taking into account growth expectations. The basic idea of the 

given empirical analysis is tested on the example of assessing the value of the company PJSC Alrosa 

and comparing its fair value of shares, calculated in accordance with the expected growth of the 

precious resources market, and the current value of shares on the stock exchange. 
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Introduction 
 

Value is the defining dimension of measurement in a market economy. People invest in the 

expectation that when they sell, the value of each investment will have grown by a sufficient amount 

above its cost to compensate them for the risk they took. This is true for all types of investments, be 

they bonds, derivatives, bank accounts, or company shares. Indeed, in a market economy, a company’s 

ability to create value for its shareholders and the amount of value it creates are the chief measures by 

which it is judged. 
 

Value is a particularly helpful measure of performance because it takes into account the long-

term interests of all the stakeholders in a company, not just the shareholders. Alternative measures are 

neither as long-term nor as broad. For instance, accounting earnings assess only short-term 

performance from the viewpoint of shareholders. 

Value, in contrast, is relevant to all stakeholders, because according to a growing body of 

research, companies that maximize value for their shareholders in the long term also create more 

employment, treat their employees better, give their customers more satisfaction, and shoulder a greater 

burden of corporate responsibility than more shortsighted rivals. Competition among value-focused 

companies also helps to ensure that capital, human capital, and natural resources are used efficiently 

across the economy, leading to higher living standards for everyone. The correct and honest assessment 

of the company's value in mergers and acquisitions deals allows each party to achieve the necessary 

goals. 

That is why the topic of this study is indeed highly relevant: the knowledge of how companies 

create value and how to measure value is vital intellectual equipment in a market economy. To 

determine the market or other type of value, special techniques and methods of calculation are used, 

which are called assessment methods. Each method of evaluation involves a preliminary analysis of a 

specific information base and the corresponding calculation algorithm. All valuation methods allow 

you to determine the value of assets and business on a specific date, and all methods are market based, 

as they take into account the current market conditions, market expectations of investors, market risks 

associated with the assessed business, and the expected market reaction in purchase and sale 

transactions with the assessed object. Estimated value is a complex category consisting of many 

interrelated elements – factors. 
 

Factors influencing the value of the company 
 

Value depends on many different factors. All factors cannot be simultaneously taken into 

account within the framework of one calculation algorithm. Therefore, when building a business 
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valuation model, a number of factors are taken to be a constant, while others are considered to be a 

variable.
1 

The factor of the value of the company - is a certain variable on which the performance of an 

enterprise depends - leading indicators. 
 

The most important external factors, i.e. factors independent of the enterprise, are the 

magnitude and dynamics of effective demand for the products (services) of the enterprise. Solvent 

demand depends on the state of the economy, the income of enterprises and employment in the 

country, industry and region. The phase of the economic cycle in which the country, the industry and 

the enterprise itself, and the level of competition, have a significant impact on the assessment of the 

enterprise. Important macroeconomic factors are the tax and credit policy of the state, the degree of 

development of the financial and insurance markets in the country, foreign economic relations, the 

exchange rate, the level of inflation, political stability, and features of government regulation. 

For the evaluation of enterprise, it is also very important to analyze internal factors affecting 

the value of company. The most important of them are the choice of the composition and structure of 

products (services), product quality, production technology, degree of equipment depreciation, price 

policy, availability of own funds, capital turnover, production costs, provision of qualified personnel, 

relationships with customers and suppliers, level of enterprise management. 
 

We can suppose value factors as: quantitative and qualitative, tangible and intangible.
2 

 

On overall, we can divide factors into 3 main groups: 
 

1. measurable factors of efficiency: return on investment, economic profit, cash flow, profit 

level, return on working capital and equity, unit costs per unit of output, labor productivity. 
 

2. internal factors: stocks, investments, debts, state of production capacity, management team, 

brand, unique competences, processes, level of corporate culture, level of relations with investors, 

clients, level of motivation, human potential. 
 

3. external environmental factors: market, competitors, legislation, substitute products, 

technological development in the industry. 
 

The first group of factors (efficiency factors) determine goals, their achievement occurs 

through the influence of managers on internal factors, external factors must be considered. 

Units of measurement for factors of company value - key performance indicator. They are 

used to create a set of target standards and subsequent evaluation of the company. 
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Correctly determining the value factors of a company requires adherence to three principles: 
 

1. factors must be tied to value creation at all levels of the organization; 
 

2. value factors should be expressed in both financial and operational KPIs; 
 

3. value factors should reflect both the current activities of the company and its long-term 
 
prospects. 
 

The process of determining the factors influencing the value of the company consists of three 
 

stages:
3 

 

1. Recognition: building a tree of value factors, which reveals the connection of the 

operational elements of a business with the process of creating value. 
 

2. Setting priorities: identifying the factors that have the greatest impact on value (building a 

model of discounted cash flow, which helps analyze the sensitivity of value to the smallest change in 

each selected variable and determine the potential of each value factor. 
 

3. Institutionalization: the introduction of value factors in a set of target standards for the 
 
company. 
 

The priority of selected factors of the company's value is not constant and requires periodic 

review. Factors that have a significant impact on the value of the company and at the same time 

influenced by managers, is the main link of the value of the company and its management. 
 

Ahmad Mohammad Obeid Gharaibeh in his econometric analysis of internal factors affecting 

the value of the company, measured the relationship between the different indicators, such as, financial 

leverage (capital structure), size, market capitalization, changes in expected growth, efficiency, assets 

tangibility, profitability, dividend policy, solvency and the value of the company. 

Where, VALUE - Tobin’s Q - measured by the market value of outstanding stock and debt 

divided by the replacement cost of the company’s assets (value of the firm); TLTOTA – total liability 

to total assets (leverage); SIZE - Natural logarithm of total assets of firm (size of the firm); SHOUT – 

market capitalization; D(PTOBK) – price to book ratio (growth opportunities of the firm); NFATO – 

net fixed assets turnover ratio (efficiency); FATA - net fixed assets to total assets ratio (assets 

tangibility); EPS – earning per share (profitability); DPOUT – dividend payout ratio (dividend policy); 

TATOTL – total assets to total liabilities (solvency). 
 
 
 
 
 
 
 
 
 

 

4 



 

 

УДК: 33 Международный научно-практический интернет-журнал «ПРО-Экономика»  
Номер 11, 2019 (ноябрь)  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig. 1. The result of econometric analysis of Ahmad Mohammad Obeid Gharaibeh 
 

The study has empirically examined the influence of each of leverage, size, market 

capitalization, growth opportunity changes, efficiency, tangibility, profitability, dividend policy, and 

solvency on the value of the firm. The results of the study indicate that the key determinants of firm 

value are the one-year lagged value of the firm, market capitalization, changes in growth opportunities, 

profitability, and solvency of the firm. The study, on the other hand, found that leverage, firm size, 

efficiency, tangibility and dividend policy are not significant determinants of firm value. 
 

For this work, the most important conclusion from this study is the revealed significant 

relationship between expected growth and company value. The coefficient of 0.581408 for relationship 

between changes in opportunity to grow and the value means one unit change in PTOBK (price to book 

ratio) will bring positive change in firm value by 0.581408. This result is consistent with the research 

results of Varaiya et. Al who found that growth influences shareholder value in the manner predicted. It 

is also consistent with the research findings of Marvadi who empirically explores the significance of 

growth as a driver of shareholder value, measured by the market-to-book value ratio in the Indian 

banking sector. 
 

The estimation of fair-price of PJSC Alrosa shares 
 

As a practical example of business valuation, it was decided to estimate the value of the 

company “Alrosa” using the cash-flow model. 

For a better understanding it is important to give a quick review on Alrosa’s activity: 
 

1. ALROSA is a Russian mining company, since 2009, the world leader in the diamond 

industry in terms of diamond production (in carats) 
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2. ALROSA has the world's largest proven reserves of diamonds and the widest range of 
 
diamonds. 
 

3. The company has a stable sales system and an extensive international trading network, 

being a reliable partner and a major player in the diamond industry in the global market. 
 

4. The company guarantees natural and non-conflict origin and production of diamond-

diamond products in accordance with international standards and principles of responsible business. 
 

5. ALROSA is the largest public company in the diamond sector, whose securities are traded 

on the Moscow Exchange (ALRS ticker) 

6. The main shareholders of ALROSA are the Russian Federation and the Republic of Sakha 

(Yakutia). The company has substantial state and regional support. 
 

7. The company is the flagship of the economy and industry of Yakutia, as well as one of the 

largest state-owned companies of systemic importance for the largest region of the Russian Federation 

- the Republic of Sakha (Yakutia) 
 

8. ALROSA has a unique and efficient business model, leading by operational indicators and 

fully controlling the production and logistics chain from the moment of the extraction of rough 

diamonds 
 

9. The company provides a consistently high dividend and total return for shareholders. 
 

For analyzing the financial condition of the company, financial reports for period 2012-2018 

were downloaded and the following ratios were calculated: Table 1. Financial indicators of Alrosa 

2012-2018 

Indicator 2012 2013 2014 2015 2016 2017 2018 
        

Current ratio: 2,26 1,50 3,64 2,41 4,50 2,03 1,58 
        

Acid test: 0,92 0,95 2,56 1,21 2,41 1,10 0,88 
        

ROS: 0,37 0,31 0,19 0,14 0,74 0,15 0,16 
        

ROE: 0,19 0,15 0,10 0,07 0,34 0,04 0,09 
        

Debt/Equity: 0,82 0,78 1,04 0,96 0,56 0,49 0,59 
        

Debt/EBITDA 3,59 4,28 8,30 11,24 1,32 6,39 5,44 
        

 

As you can see the current ratio and acid test which shows the liquidity of the company in 

2018 is on satisfactory level, there is no signs of problems with this indicator. Looking at yearly data 

we can’t not see any dynamics here, the indicators of liquidity highly fluctuate, which is not a good 

signal for company’s stability. 
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Indicators of profitability are also shows good results, but in 2018 these indicators are located 

lower average level for 2012-2108, which is not a good signal, but does not look crucial for the 

company. 
 

Indicators of solvency are on a quit good level, in 2018 Debt/Equity is equal to 0,59 which is a 

really good amount for such a big company as Alrosa. 
 

On overall, we can say that in 2018 the company is operating on the below average level for 

the period 2012-2018 and the 2016 was a very successful year for the company 

In order to start estimating the business value of Alrosa using Cash-Flow model, we need to 

estimate which factors influences the value of the company the most and find the sources of expertise 

in order to identify the cash-flow for forecast period. Main indicators influencing the Cash-Flow are: 
 

1. Exchange rate for dollar: because the most operations of the company are held in dollars 
 

2. Demand for diamonds: as forming indicator for amount of diamonds sold 
 

3. Inflation 
 

4. Diamond mining: inside indicator for forecasting amounts of diamonds sold 
 

5. Price per carat: outside indicator for estimating the revenue 
 

Bain&Company every year publishes the report on diamond market in which it tries to give 

clear understanding of current situation in supply and demand for diamonds and also forecast future 

possible changes in its balance. One another thing very important for this study is the forecast of prices 

per carat that we will use in estimation of revenue. 

Another source of analysis is the Alrosa’s corporate strategy till 2023, in which there is also 

forecast on supply and demand for diamonds till the end of strategy period. 
 

From this source we can form the list of preconditions: 
 

Precondition 1: the increase of price per carat on average by 1,5% per year till 2023. 
 

Precondition 2: the amount of diamond mining for 2018-2023 will be as follows: 
 

Table 2. Diamond mining forecast in 2019-2023 by the strategy of development 
 

Indicator 2019 2020 2021 2022 2023 
      

Processing of ore and sand at ore-dressing and processing 

40,71 40,76 40,80 40,84 40,88 
plants, million tons      

Total diamond mining, million carats 38,70 38,74 38,77 38,81 38,85 
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Precondition 3: the increase in demand for diamond will grow on average from 0% to 1% in 

the time period 2019-2023 (which is suitable with the strategy of development)
4 

    

Precondition 4: the growth of exchange rate for dollar will be as follows:     

Table 3. Forecast of exchange rate             
                  

Indicator  2017   2018  2019  2020  2021 2022  2023 
                  

Average rate rub/dollar  58,3   60,8  63,2  63,8  64 64,7  66,3 
              

Precondition 5: the inflation rate will be as follows:      

Table 4. The Inflation rate for 2019-2023             
               

Indicator:  2019   2020    2021  2022   2023 
               

Inflation rate  4,6%   4%    4%  4%   4% 
                  

 

The financial statement from 2013 to 2018 of Alrosa were analyzed and after forecast for time 
 

period 2018-2023 we can estimate EBIT: 
 

Table 5. EBIT calculation (in million rubles) 
 

Year 2018 2019 2020 
    

EBITDA 36 218,40 82 873,89 84 149,51 
    

Amortization and 

21 410,00 20 205,50 21 270,58 
depriciation    

EBIT 57 628,40 103 079,39 105 420,10 
    

Year 2021 2022 2023 
    

EBITDA 36 218,40 82 873,89 84 149,51 
    

Amortization and 21 410,00 20 205,50 21 270,58 

depriciation    
    

EBIT 57 628,40 103 079,39 105 420,10 
    

Now, we need to calculate the change in working capital: 
 

Table 6. Change in working capital (in million rubles) 
 

 Year 2019 2020 2021 2022 2023 
        

 Current assets 148 340 152 146 155 068 159 274 165 827 
        

 Short-term loan 94 093 96 508 98 361 101 029 105 185 
        

 Working capital 54 247 55 639 56 707 58 245 60 642 
        

 Change 5 458 1 392 1 068 1 538 2 396 
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After that we have every indicator to calculate FCFF using formula: 
 

After forecasting FCFF we need to estimate the discounting rate using WACC: 
 

Using the formula, we estimate the cost of equity, we get the cost of equity equal to 14,8%. 

For estimation of the cost of debt we use formula: risk-free rate – 7,75% + 2,82% (country 
 

default spread for Russia)
5
 + 1,6% (Alrosa’s credit rating is BBB) = 

12,7% Table 7. Calculation of FCFF (in million rubles) 

 Year  2019 2020 2021  2022 2023 
          

 Amortization and  
20 206 21 271 21 740 

 
22 181 21 767  

depriciation 
  

         
          

 EBIT  103 079 105 420 107 888  113 494 122 473 
          

 Tax rate  20% 20% 20%  20% 20% 
          

 Capital expenditure  21 583 21 249 22 266  22 648 23 363 
          

 Change in working capital  5 458 1 392 1 068  1 538 2 396 
          

 FCFF  75 629 82 966 84 717  88 790 93 986 
          

Table 8. Estimating WACC        
         

 Cost of equity(by CAPM model)    14,8%    
         

 Cost of debt    12,7%    
        

 Proportion of equity    86,61%   
        

 Proportion of debt    13,39%   
         

 Tax rate    20%    
        

 WACC    14,18%   
           

After discounting and summing up the present values of FCFF we get the amount equal to 287 

490 million rubles. Which is a present value of FCFF in forecasted period. 
 

The next step is to estimate the growth rate for calculating PV of FCFF on the past-forecasted 
 

period. 
 

Using formula, we get the growth rate and we get 1,06% of expected growth. 
 

After that we calculate the present value of the FCFF at 2023 supposing constant growth of 

the company with the rate equal to 4,3%, we are using formula and we get the amount equal to 954 824 

million rubles. 
 
 
 
 

 

9 



 

 

УДК: 33 Международный научно-практический интернет-журнал «ПРО-Экономика» 

  Номер 11, 2019 (ноябрь) 

Now, we discount this amount to current date, using WACC and we get the following data: 

Table 9. Estimating the value of the company   
   

PV of FCFF in forecasted period  287 490 
   

PV of FCFF in past-forecasted period  492 112 
   

Enterprise value  779 602 
   

In order to reconciliate and check if the shares of Alrosa are traded at fair price or not, we can 
 

calculate the value of equity and the price per share: 
 

Table 10. Estimation of price per share 
 

Enterprise value 779 602 million 
  

Cash + 24 893 million 
  

Debt -143 915 million 
  

Value attributed to the shareholders: = 654 795 407 632,92 
  

Number of shares: 7,364,965,630 
  

Price per share: 89,69 
  

The current market price for shares of Alrosa is 89,18 rubles per share, which is quite close to 

the estimated amount (0,05% higher), from this we can assume that shares of Alrosa are traded nearly 

on true value of the company: neither overvalued, nor undervalued. 

Analysis of estimation and ways to improve the value of the company 
 

From the point of company valuation view, any changes in production, marketing, labour, 

wages etc, influences the market value. Even the changes in nonphysical parts of the company, the so 

called intangible assets (brand view, loyalty, etc). That is why it is important to analyze the key issues 

for development and controversially previous deals that may cause in lowering the value of the 

company. 
 

The mineral resource base of ALROSA is the largest in the world, with the bulk of balance 

reserves (94.1%) concentrated in primary deposits. The intensive exploitation of the mineral resource 

base, the complication of mining and geological conditions, and the recurring global economic crises 

pose both scientific and production-economic tasks for the Company. In strategic terms, there are three. 

Obviously, they are inherent in any enterprise engaged in the extraction and sale of mineral raw 

materials. 
 

The company has the world's largest reserves and resources (about 1.1 billion carats), but with 

the existing production plan of production of 38 million carats annually, in 25-30 years all reserves will 

be exhausted. Consequently, it is necessary to solve the problem of advanced replenishment of 
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reserves, and not only due to the increase in existing pipes and exploration of known kimberlite bodies 

and placers, but also due to the discovery of new deposits. By 2034, it is planned to increase reserves to 

600 million carats, which is a rather difficult task, but in its own turn may increase FCFF gradually, 

increasing the value of the company. 

The company has the credit ranking – BBB, which is quit high on national level, but 

improving this ranking will decrease cost of debt, company could possible borrow cheaper, from that 

the WACC will decrease and FCFF will be discounted less, increasing the value of the whole firm. 
 

Currently, the Company is in a situation where in the next 10 years, the depth of quarries at 

the main mining assets will reach 700 m and more (Yubileinaya, Katoka). During this period, 

technology and design solutions that ensure safety and substantially minimize operational costs will be 

urgently needed. Here, quite obviously, the question arises of the need to refine deposits with proven 

reserves. There are a number of deposits for which it is impossible to develop by the open method, and 

underground mining is inefficient due to various reasons (a small amount of ore, high cost and 

significant investments), first of all it refers to tr. Nyurbinskaya, Botuobinskaya, where part of the 

reserves (about 8 million tons of ore or 30-32 million carats) may remain in the ground. Consequently, 

an efficient and, possibly, unconventional technology for their refinement is needed. The search for 

new geotechnologies for the development of reserves with marginal economic expediency becomes a 

priority scientific task for Alrosa. 
 

This is a leading objective increase in the cost of mining diamonds over their market value. 

Providing a full load of factories, the Company produces about 38–40 million carats annually, 

maintaining its long-term market share up to 29% in physical terms. At the same time, the unit cost of 

production has a steady upward trend, including inflation (annual average of 4.8%) and mining and 

technical conditions deteriorating with a decrease in mining, replacement of open mining with 

underground (as we know, in our conditions, the cost of 1 carat in underground conditions 10 times 

higher than with open-cast mining, energy costs are six times higher). The achieved labor productivity 

in underground mining is seven times lower than in quarries. At the same time, the unit cost of 

production grows on average by only 2.5% per year over a ten-year horizon. Under these conditions, 

ensuring a stable free cash flow and dividends to shareholders in the amount of 50% of net profit is a 

rather difficult task. 
 

To solve these problems, it is necessary to develop long-term programs for innovation 

development and technological modernization, as well as operational efficiency, covering all 

technological processes of mining and processing, geological exploration and diamond sorting. 
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Conclusion 
 

Using the discounted cash flow method, assuming growth rates equal to expert estimates 

(Bain&Company, Alrosa forecast), the value of the Alrosa company was calculated. 

Comparing the resulting value, with the real market value of the shares of Alrosa, we can 

conclude that the shares are traded at a fair value, as well as that no “significant” errors were made in 

the calculation of the value. It is important to note that each assessment is only an opinion of the 

appraiser and the expert on the future of the company, which is why for a more detailed assessment of 

the value of Alrosa, it is necessary to use other methods: Comparative and Cost approach, as an 

additional "argument" to the calculations. 
 

Because the estimated cash-flow were constructed on neutral approach, for better assessment 

we can conduct scenario analysis, by supposing the growth of revenue by 2% (the maximum proposed 

growth of demand by Bain&Company) (optimistic scenario) or even 0% growth(pessimistic scenario), 

and using different approaches for cost estimation(that can also gradually change the final estimated 

value). 
 

Lastly, it is important to mention that analyzing future expected growth of the market and 

interconnected indicators, we have calculated precise fair-price of the shares, that is nearly equal to the 

price on the market, it show that growth expectations of the company and industry has high influence 

on the enterprise value of the company. 
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