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The Equity Value to Enterprise Value Bridge for Target, Vivendi, and Zendesk 

Welcome to our next lesson in this module on equity value, enterprise value, and valuation 

multiples. We are going to go into the equity value to enterprise value bridge in this lesson and 

look at it for Target, for Vivendi, and for Zendesk. The one for Zendesk we won't spend that 

much time on because it's very similar to the one for Target. They're both U.S.-based 

companies. The one for Vivendi will be a bit different because it uses IFRS, so slightly different 

accounting rules than the ones under U.S. GAAP. But we'll start with Target and branch out 

from there. 

I'm not going to go through a slide presentation for this one, because it's just the type of thing 

that you need to see in Excel and see when you go through the company's filings and highlight 

different items and figure out which of them, if any, to pull in. 

Now, you should already know the idea for the bridge, because you saw it in the first few 

lessons of this module, where equity value represents the value of net assets to common 

shareholders. So, we always start by calculating the market value of equity: the diluted shares 

outstanding times the share price. 

[01:01] 

Then enterprise value represents net operating assets to all investors. So, we subtract non-

operating or non-core assets and then we add liability and equity line items that represent 

different investor groups in the company. 

And we went over some common examples of what you add and subtract in this calculation. 

Now, we're going to see it executed in real life for these companies. As always, I have some 

detailed notes under each company's example that explains why we are adding, subtracting, or 

ignoring certain things. 

So, at a high level, normally, when you do this exercise, you want to start with the company's 

balance sheet. So, for Target, we can pull up their extracts. For all of these, I'm going to be using 

the extracts, not the full filing, because it's just too cumbersome to jump around and scroll to 

different areas when it's 100 pages long. So, I'll search for “balance sheet,” and it's not actually 

listed as the title anywhere, but if we just scroll around a little bit, we can see it right here, 

Consolidated Statements of Financial Position. 

[02:01] 
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So, we have cash, which we always want to subtract in this calculation, and briefly looking at 

this, it doesn't really look like anything else here is a non-core asset. Property and equipment, 

inventory are certainly core-business assets. Operating lease assets are core-business assets as 

well. Other non-current assets might have something. Other current assets might have 

something. But at first glance, it seems like it's really just cash here. 

So, let's go enter that right now on to our -2.577, or really, -2,577, which in this context really 

means $2,577,000. So, that's what we have there. And then look at some of these other items: 

financial investments, equity investments, other non-core assets, and net operating losses. For 

the most part, the company doesn't really have these items. 

[02:57] 

If we wanted to, we could dig in and try to find other current assets or other non-current assets 

and see exactly what's listed in there, just in case they have something like that. Usually, 

though, major investments will be listed as assets on the balance sheet, so most likely, they're 

probably not going to have much of anything here. If we go to other current assets, these are all 

operational: income tax and vendor receivables, prepaid expenses, so nothing here really 

qualifies. 

And then if we search for other non-current assets, it's not even in the extract, but I'll just tell 

you right now. There's nothing in there that qualifies. If you want to go down and look up the 

company's tax information to see if there might be a net operating loss somewhere here – if 

you go to where it says Net Deferred Tax Asset / (Liability), under gross deferred tax assets, 

they have a couple of different items, but there's nothing here about any type of net operating 

loss that the company has from prior periods where it lost money that it can now apply in the 

future. So, we are going to say nothing for all of these. So, I'll just say 0, 0, 0, and 0, and that's 

that. 

[04:04] 

Now, moving to the liabilities and equity side, again, usually, the starting point here is the 

company's balance sheet or “statement of financial position” as they call it. So, scrolling down, 

we can see that they have accounts payable, accrued liabilities, which are both operational, and 

then the current portion of long-term debt, which is non-operational, long-term debt, which is 

also non-operational, and then non-current operating lease liabilities, which could be 

operational but which also might not be. Deferred income taxes and other non-current 
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liabilities. Deferred income taxes, we generally do not count at all in this calculation. Other non-

current liabilities, it depends what's in them, so we'll have to do some more digging there. 

Now, before just adding these balance sheet items, you have to be really careful, because if 

you've been through Module 4 of this course, you've seen some of the issues with doing that. 

[04:56] 

Oftentimes, companies have discounts or premiums to their debt or unamortized issuance 

fees or other items that affect the balance sheet values even though they don't affect the 

amount that the company is actually paying interest on. Also, another issue is that the fair 

market value of the debt might be different and often is different from what's listed on the 

balance sheet. So, ideally, we want to go down and try to find the fair market value of debt, 

wherever it's listed. 

Let's search for ‘fair value,” and okay, there we have it. So, in this note, Significant Financial 

Instruments not Measured at Fair Value, what this means is that they're listed on the balance 

sheet at the carrying amount even though the fair value is different. So, a significant portion of 

the long-term debt falls into this category. It's shown on the balance sheet at around $9,992, 

but in reality, the fair value is $11,864. And these are in millions, so of course, this is really $11 

billion or $12 billion and $9 billion or $10 billion. Let's enter that as a starting point here, so 

$11,864. 

[05:57] 

And then we need to find the other components of this debt balance and see how they're listed 

on the balance sheet. So, I'm going to search for the 9,992 here, and we see it down here. So, 

we have a couple of different things. We have swap valuation adjustments, we have finance 

lease liabilities, and then we have amounts due within one year. We should add in these swap 

valuation adjustments right here, so I'll say +137. The finance lease liabilities, these are also 

known as capital leases, which we've covered in the accounting module. Essentially, these are 

debt-like items that have interest and principal repayments, and they let a company own a 

specific piece of equipment or property or something like that, a factory, maybe, for a period of 

time. So, we count those as debt as well. And I'll go down to capital leases down here and enter 

the 1370. 

[06:47] 
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Now, for the total debt right here, you have to be really careful because, yes, we do want to 

include the current portion and the long-term portion. But if you think about the numbers or 

just look at how they're doing this here, if we're taking the 9,992 and adjusting it up to fair 

value, that already includes the current amount: the amounts due within the one year. So, 

therefore, we don't need to add this, because the fair market value estimate that we already 

found, the 11,864, already includes everything in this amount, because the current portion 

has not yet been subtracted.  

Also, keep in mind that, on the balance sheet, this whole amount is shown together, the lump 

sum amount, and then they subtract that, the 161 here. So, you just have to be a bit careful 

about how the company is presenting this and in how you choose to present it when you add 

up these numbers. 

This company does not have any preferred stock, so I'll just enter 0. They also don't have any 

noncontrolling interests, so I'll enter 0. 

[07:46] 

For the operating leases here, in 2019, the rules changed, and companies started showing 

operating leases on their balance sheets. However, if we add this as a debt-like item here and 

say that it's another investor group, it will create problems later on, because we won't be 

able to use certain metrics and multiples, so we're not going to factor this in. We will factor it 

in for Vivendi for reasons that we'll cover in a little bit, but we're not going to factor it in for 

companies that follow U.S. GAAP. So, we'll say 0 for this one. 

And then, for the unfunded pensions, let's go back to the extracts and see what we have. If we 

go down to Pension Plans under Note 23, we have the funded or underfunded status, and for 

the qualified plan, it's $62 million, for the nonqualified international one, it's $55 million. And if 

we keep scrolling down, we can find some of their other pension-related items. We'll get into 

more of that later on. But for now, what really matters are these two, the $62 million and the 

$55 million. So, we're going to add 62 + 55, the logic being what I have down here, that the 

unfunded pensions represent another investor group, because the employees are acting as 

the investors. 

[08:58] 

They provide the company with funding by accepting lower pay today in exchange for 

pension payments later on. So, we're effectively saying that the employees are lending the 

company money, maybe not directly, but indirectly, and that's the logic for adding these. If 
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the plan is funded or overfunded, you do not count that as a non-core asset. You don't give 

the company any benefit. You only count this if pension liabilities exceed pension assets. 

And for U.S. pensions, contributions are tax-deductible, so you normally multiply by 1 minus 

the tax rate. The treatment in other countries varies, and in a lot of cases, the expense is 

deductible, but the contributions are not, so you will not be multiplying by 1 minus the tax 

rate. 

In terms of getting this tax rate, if we just search targets filing for tax rates, we can see that it 

was 22%, then 20%, then 19% or 20% before that. I'm just going to go with 22% here. It looks 

like the most normalized rate that has the fewest adjustments to it. We actually already have it 

entered here. 

[09:59] 

So, now, I'll adjust this unfunded pension liability by multiplying by 1 minus the 22%. You have 

that. Let's add everything up, and so we get to an enterprise value of $60,477,000. So, that is 

Target. As always, I have some notes down here if you want more in any of this. And again, we'll 

be getting into some of these items, like the net operating losses, equity investments, leases, 

noncontrolling interests, and unfunded pensions in more detail in the last few lessons of this 

module. 

Let's move over to Vivendi now and see what we have to do for them. Again, I have notes here 

for a lot of this, so you can certainly refer to these. Let's go to Vivendi's extracts for now and 

see what we can pull in from there. And as with companies that follow U.S. GAAP, for IFRS-

based companies, we also generally want to start with their balance sheets and then see what 

we need to add or adjust from these. 

[10:55] 

So, cash and cash equivalents are down here, and you can almost always take the cash directly 

from a balance sheet, so I'll enter the -2,130 here. And then, for the financial investments, they 

have current financial assets and then non-current financial assets, and we want to include 

both of these. These are both non-core assets because investing in stocks or bonds or other 

securities has nothing to do with Vivendi's core business of delivering media products and 

telecom services for customers. So, I'll say -2,263 and then -255, so we have that. 

For equity investments, we see it right here, investments in equity affiliates, 3,520 and I'll 

subtract that. And then, for other non-core assets, Vivendi doesn't really have anything, and we 
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could go through its filing and you could look at everything yourself, but I'll just tell you right 

now. They don't really have anything that qualifies. 

[11:50] 

Goodwill, content assets, intangibles, PP&E, right-of-use assets relating to leases: these are all 

clearly operational. And then the same for things like inventory, current content assets, 

accounts receivable; these are all clearly operational. 

An example of a non-core or other non-core asset, in this case, might be something like a 

discontinued operation where the company still holds the assets but plans on selling them off 

very soon. Something like that might show up here as an other non-core asset. But I'm going to 

say 0. 

Net operating losses, again, we could go through and look at the company's tax treatment, and 

I'm actually going to do a search for “tax attributes.” That's what they sometimes call it for 

European companies or non-U.S. companies. And they do give us components of deferred tax 

assets and liabilities, but there's nothing here that really qualifies as a net operating loss. These 

tax attributes usually refer to things like tax credits or R&D credits or other types of favorable 

tax treatment that don't necessarily represent losses in prior periods that are going to be 

applied to offset future income. Therefore, I'm going to say 0 for this one. 

[13:02] 

Let's go back to Vivendi's balance sheet now and go to the liabilities and equity side. So, first 

off, we see that they do have noncontrolling interests. They don't have any preferred stock, but 

they do have noncontrolling interests, which represent the stake of majority-owned companies 

that they don't own. So, if they owned 70% or 80%, these represent the 20% or 30% they don't 

own. I will go and add the 222 right there. For total debt, so we have long-term borrowings and 

other financial liabilities and then we have short-term borrowings and other financial liabilities, 

and we want both of these. So, I will take 5,160 and then add the 1,777 to it. They have no 

preferred stock, nothing listed in the balance sheet. Operating leases, we are going to list the 

long-term lease liabilities and the short-term lease liabilities here. So, I'll say 1,223 + 236, and 

we have that. 

[14:05] 

And of course, once again, we're going to run into some issues here, because ideally, we should 

be adjusting these for their fair market value. So, we'll get into that in a little bit, but let's finish 
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with what's actually on the balance sheet first. It doesn't look like the company actually has any 

capital or finance leases here. And although they do have pensions, they don't list the pensions 

on their balance sheet, which means that, to finish this off, we're going to have to go searching 

through the filing and see if we can find some of that additional information. So, let's go down. 

They have some information on the tax rate here. We already looked at the deferred tax assets 

and liabilities. 

Now, for the investments in equity affiliates, the equity investments here, they do attempt to 

give some estimates of the fair market value, but it's not clear exactly how these relate to the 

numbers shown on the balance sheet. 

[14:56] 

If these were a lot bigger, we might want to pay more attention to this or try to value these 

separately, but we're not going to bother in this case. We're just going to go with the numbers 

shown on the balance sheet. 

For the employee benefits, let's keep scrolling down and see where they actually list the whole 

thing together. Okay. So, here, in this Note 18.2.3, they have changes in value of benefit 

obligations, fair value of plan assets, and funded status. And here, they give it to us directly. It's 

807, which means that their liabilities, their benefit obligation, exceeds the fair value of plan 

assets by a good amount. So, I'm just going to put this 807 and input it right here. 

The company doesn't have any capital leases. We could go through and look at that, but I'll just 

enter 0. One other quick thing is that we're not tax-adjusting the unfunded pension here 

because, as I say down here, it's usually a safe assumption for European companies that 

contributions into the plan are not tax-deductible. We don't know for sure here. It is an 

international conglomerate company, which makes things more complicated. So, we don't 

really know. 

[16:00] 

Maybe parts of this are tax-deductible and maybe parts are not, but our default assumption is 

that, for this type of company, they're probably not. So, therefore, we're not going to list 

anything there. Let's see if we can find something more on the total debt, and I'm going to do 

this by searching for one component of the debt, the 5,160. And so, right here, we have fair 

market value of borrowings and other liabilities. And again, the way they're listing it is a little 

bit confusing. So, they have a bunch of different liabilities that are included in the total debt 

number here. The problem, though, is that they're only adjusting to fair market value a 
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smaller portion of that. So, what they're doing here is saying that on the balance sheet, they 

have a debt amount of 6,398, but the actual fair market value is 6,512. But this is clearly only 

a portion of the company's total amount of debt, which we have at 6,937. 

[16:59] 

So, to factor this in, we are going to take the fair market value of that one part, 6,512, and 

then subtract the carrying value of it. And that gives us a reasonable estimate of how much 

the total debt here might be worth. Let's add up everything, and we get to the enterprise 

value for Vivendi. 

As always, I have some notes down here if you want more in this. The reason why we're 

adding the operating leases as a debt-like item here is because of the way the associated 

expenses are shown on the income statement. IFRS-based companies split the lease expense 

into interest and depreciation even though it doesn't really represent traditional depreciation 

or interest. So, a metric like EBITDA already excludes the entire interest expense. Therefore, 

in a metric like enterprise value that we pair with EBITDA, we need to include the entire 

balance sheet line item. Otherwise, it's not going to pair properly with EBITDA. So, this is just 

an accounting system limitation and a difference between U.S. GAAP and IFRS. 

[18:01] 

We could do the same thing under U.S. GAAP, but we don't necessarily have to – whereas we 

pretty much have to do this under IFRS. We don't even need the effective tax rate here, but if 

we have to enter something, let's just do a search for tax rates. And they have the French 

statutory rate, and their restated effective tax rate is around 23% or 24%. So, I'm just going to 

say 24% right here. That's it for Vivendi. 

Now, for Zendesk, the last one here: in some ways, this is the easiest one because it's the 

simplest company, the youngest company with the simplest capital structure. As always 

though, we'd like to start on the balance sheet. So, they have cash and they have marketable 

securities. Let's subtract both of these. So, I'll go in, and for cash, I'll say -196.591. For financial 

investments, we want both short-term and long-term marketable securities, so 286.958 minus 

361.94, we have that. 

[19:02] 

Equity investments, they don't have anything. I've already searched through the filing. There's 

no reference. Same for non-core assets. Net operating losses, though, a company like this, if 
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you think about it, if you just take a look at their income statement and see the fact that they're 

recording gigantic losses of hundreds of millions of dollars per year and extremely negative net 

income, it's a good guess that they probably have net operating losses. 

So, if you do a quick search for net operating loss, sure enough, we find it within deferred tax 

assets: about $230 million here. So, I'm going to subtract this, for now, 230.346. This will not 

be the final number. As I say in my notes here, we will need to adjust this for something 

called the valuation adjustment applied to the deferred tax asset, but this is a more advanced 

topic that we don't really have time to get into right now. So, I'll list this number for now, but 

we will end up adjusting this later on in this module. 

[20:02] 

Let's keep going here, and let's go back to their balance sheet and look at the other side and try 

to get some of these liability and equity line items. So, they don't have any preferred stock. 

They don't have any noncontrolling interests. You can tell that just by looking at it. So, let's go in 

and just say 0 for noncontrolling interests, 0 for preferred stock, and then they don't have any 

capital leases, they don't have any unfunded pensions. It's a very new company, and new 

companies tend not to have defined-benefit pensions at all. 

For operating leases, the same treatment applies. These are shown on their balance sheet as 

liabilities, however, under U.S. GAAP, we don't have to consider these another investor group 

or another source of capital, and we're not going to so that some financial metrics are still valid. 

So, we're not going to count these since it is a U.S.-based company. 

[20:52] 

And then, finally, for total debt. So, this one you have to be really careful, because we have 

one amount that's shown on the balance sheet. All they have for debt is the convertible 

notes. But then if you search for this elsewhere, remember, we saw this problem in a lesson 

on convertible bonds, that there's this principal amount here, which is what the conversion to 

shares is based on, but then there's also the fair value of the convertible bonds.  

And for this type of exercise, we really want the fair value of the bonds. So, let's just go in the 

beginning and search for fair value, and it's $793 million. So, what we want to do in this case 

is the following. If the convertible bonds actually turn into dilutive shares, because the share 

price goes above the conversion price, then we're going to say 0. So, if we have any 

convertible shares, we'll count this as 0 and say that it's no longer debt and that the diluted 

equity value is now higher. On the other hand, if this is not convertible into shares, we will 
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count this as $793 million of debt. We have that. Let's add up everything here, and that gives 

us the enterprise value for Zendesk. 

[22:02] 

And that's about all we have to do. It's a fairly simple company, but I want to show you a quick 

example of how this differs for a high-growth startup versus a mature company, both in the 

U.S., and then a company outside the U.S. that follows IFRS. With that done, we're at the end, 

so let's do a quick recap and summary. 

The normal starting point for this is a company's balance sheet, and you can go through and 

add many of the items, like cash and financial investments, and those are pretty safe to just 

take directly from the balance sheet. Equity investments, non-core assets, and net operating 

losses, you might have to search a bit more for [them] through the filings. If you can get the 

market values for these items, great, go ahead and do it. If not, it's not the end of the world. 

For total debt, you have to be careful because sometimes companies will list the fair value for 

part of it but not all of it. Do what you can, but don't kill yourself. You could just take the 

balance sheet number, and it's not really going to make a massive difference, but it's a little bit 

better to get the fair value if you can. 

[22:55] 

Preferred stock, same, you can get the balance sheet number. Operating leases we do not 

count in this calculation for U.S.-based companies, but we do count it for companies like 

Vivendi that follow IFRS. 

Noncontrolling interests also come from the balance sheet. For the unfunded pensions, take 

only the unfunded portion. Tax-adjust it for U.S. companies. For IFRS-based international 

companies, you can just take the unfunded portion and you don't have to tax-adjust it, because 

contributions tend not to be tax-deductible. And then capital leases also come from the balance 

sheet for the debt disclosures for the company. 

Vivendi was a little bit more complicated because the filings are not laid out in the same way, 

but we still follow the same basic process and try to adjust for fair market value the 

components of debt that we could. 

And then, for Zendesk, we had the NOL to look up, and then we have the convertible bond 

where, if it converts into shares, we do not count it as debt, but if it does not, we count it as 

debt. 
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That's it for this lesson. Coming up next, we will get into valuation metrics and multiples, and 

you'll learn how to calculate some key ones that are based on the income statements of 

companies. 
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