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Management of market value is the fundamental concept
of the modern management theory. However management
methods used by managers do not fully meet the needs in
providing of rise in wvalue. This monograph presents a new
approach to management of company value, based on a balance
of financial interests of sharcholders and managers. The
mechanism of formation of enterprise value and its connection
with the achievement of balance of interests are described. An
algorithm for the development of primary actions to ensure the
growth of the market value is presented.

The monograph is intended for a wide range of experts
and researchers.
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INTRODUCTION

At present the division process of ownership and property
management functions is gaining momentum in Russia. There
is a break in daily management of a firm by its owners.
Investors aspire to diversify their investments. It is connected
with the desire to minimize the risks and with the growth of
return from underlying assets followed by the formation of
free cash flows which demand adequate investment.

In these circumstances salary is not the main form of
owners’ income but it is the growth of market value of their
assets, Moreover institutional investors are much of the invest-
ment community and for them any kinds of investments are
no more than financial transactions, They invest in assets to
sell them in some time with the highest price. Therefore the
need in improved tools of market value management increases.

The maximum increase of market value is possible if in
addition to the owners the enterprise management is interested
in this. So management tools of business value should take
into account interests of company’s managers as well, It is
arguable that the shaping factor of successful management of
business market value is the compliance of interests’ balance
of shareholders and managers of an enterprise while the existent
approaches are based on the other factors of walue.

The constant change in the market situation and the effect
of modern Tactors of economic development require arsenal
expansion of analytic tools by means of which it could be
possible to evaluate the business and manage the growth
processes of its wvalue. Particularly the question about the
influence of relationships between shareholders and managers
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and their mutual satisfaction with the achieved results of
enterprise value is not considered in practice.

The existing methods of value control are based, as a rule,
on a regular assessment of business value and making
management decisions on its basis, It greatly complicates and
increases the value of the management process. In our opinion,
it is necessary to have tools which don’t imply regular
assessment of value and allow, at the same time, to develop
measures leading to its growth.

Many of the techniques used by professionals have the
necessary diagnostic properties in identifying possible problems,
but they are not sufficient for an adequate impact on the value
factors, because their implementation requires a mechanism
which is not accentuated as a rule. Besides, the ever-changing
conditions of company functioning require clarification of
criteria in making management decisions.

Thus the monograph covers the development and
explanation of complex tools to increase the market value of
a company. These tools are based on the compliance of interests’
balance between owners and managers of an enterprise.

The monograph consists of three chapters.

In chapter | “CONCEPTUAL PRINCIPLES OF BUSINESS
VALUE MANAGEMENT™ the main goals of a company are
considered, crucial importance of growth in prosperity of the
enterprise owners is explained. The main problems of value
management that require adequate solution are shown. Analysis
of key factors of business value is made. The mechanism of
market value formation of an enterprise on the basis of
compliance of interests’ balance is developed.

In chapter 2 “METHODOLOGICAL ASPECTS OF BUSINESS
VALUE MANAGEMENT BASED ON BALANCE OF INTERESTS
COMPLIANCE" the main requirements to the tools of market
value management are formulated. The standard dynamics of
indicators as fundamental criterion of market value growth is
developed. The presented criterion is checked for conformity
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with the promoted requirements. The evaluator of actual
interests” balance is developed. It is presented as a single
roundup indicator. An empirical test of market value dependence
on the achieved interests” balance through the example of the
first-rate Russian enterprises iz made.

In chapter 3 “DEVELOPMENT OF EFFECTIVE MEASURES
FOR THE MANAGEMENT OF BUSINESS MARKET VALUE”
we describe the tools of diagnostics and ranking of problems
connected with the breach of interests” balance of shareholders
and managers and therefore the problems of value management.
Through the example of an industrial enterprise an explanation
algorithm of measures choice to increase the market value of
this enterprise is given. The main financial problems of Russian
corporations are revealed. There are practical recommendations
to remove problems both in a specific enterprise and in Russian
corporate sector on the whole.






Chapter 1.

CONCEPTUAL PRINCIPLES OF BUSINESS
VALUE MANAGEMENT

1.1. Growth in prosperity of owners as the basis of enterprise
existence.

1.2. The main problems in management of company value

1.3. Mechanism and factors of formation of enterprise market
value
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CONCEPTUAL PRINCIPLES OF BUSINESS
VALUE MANAGEMENT

1.1 Growth in prosperity of owners as the basis of enterprise axistence
1.2 The main problems i managerment of company values
1.3 Mechanism and factors of formation of enterprise markel value

1.1. Growth in prosperity of owners as the basis of enter-
prise existence

Wariety of business goals determines the variety of opinions
on purposes of company’s existence. Through its work, the firm
may have quite different purposes. The priority of a particular
purpose is interpreted differently in the existing theory of the
firm. The most common statement is that the firm must function
in such a way as to ensure maximum return to its owners. In
general, there are the following spheres of maximization - sales,
profits, asset growth and the wealth of shareholders.

An assumption of the classical economic theory that profit
maximization of individual economic entities leads to the
maximization of social welfare, including the welfare of the
owners, underlies at the heart of profit maximization. However,
this goal cannot satisfy the majority of shareholders. High profits
can be fully spent for the current needs of the enterprise. As
a result, the company will lose the opportunity to shape the
financial resources which are sufficient to support the long-
term development and in the future it will lead to the loss of
achieved competitive advantages. Moreover, making the highest
profit is possible only in conditions of high risk and if this
risk is realized deterioration of functioning results of an
enterprise up to the bankruptcy is inevitable. Therefore, profit
maximization can be considered as not the only one important
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goal of enterprise functioning.

Shareholders who are supporters of sales maximization
prove the following arguments. This criterion reflects the results
of business activity of an enterprise: the higher the sales, the
bigger the efforts of managers to achieve them. Sale proceeds
also shows how enterprise’s output is called for by consumers
i.e. it defines the competitive power of the enterprise and so
perspectives of its activity,

It is assumed that the volume of sales reflects, in addition
to the mentioned facts, all the positive changes taking place
in the company, including changes in the sphere of mnovation,
Criterion of sales maximization i1s proved by the fact that it
represents not only the interests of the company owners but
its managers as well, who identify their position in society with
the size of the enterprise and not with its profitability.

However, such goal is almost not linked to cost savings.
The rate of spending for sales growth can outrun the rate of
growth In incomes from the sale and it reduces the profit rate
and possibility to form sufficient financial resources, Therefore
by analogy with the profit sales result can be just one of the
possible criteria of the company’s activity and it is not the
comprehensive indicator expressing the main goal of the
enterprise activity.




