Quite often, there is not enough information to be able to determine the valuation using the comparable transactions method. In these cases, you can value a company based on market valuation multiples. Examples of these valuation multiples include price/earning multiples (also known as P/E ratios, this method, which compares a company's market capitalization to its annual income, is the most commonly used multiple) EBITDA multiples, and others. When using this method, you look at what multiples are used for other companies in the industry. 

Let's look at an example. What is the value of a company in the semiconductor industry that posts annual sales of $180 million, EBITDA of $70 million, and earnings of $40 million (let's call it Wharton Semiconductor). Companies in the semiconductor industry might be valued with sales multiples, earnings multiples or EBITDA multiples. The numbers used for EBITDA or earnings might be figured for the 12 months trailing (the previous 12 months), the last fiscal year, 12 months projected, or the next fiscal year projected. These figures can be obtained from research reports published by various research departments within investment banks or brokerage houses. 

Let's assume that there are four semiconductor companies similar to Wharton Semiconductor. An investment bank would perform a "Common Stock Comparison" to determine relevant multiples: 

	Company
	Value (Market Cap) 
	Sales
	EBITDA
	Earnings

	Chicago Semiconductor
	900
	220
	115
	82

	Harvard Semiconductor
	700
	190
	90
	60

	Kellogg Semiconductor
	650
	280
	68
	42

	Stanford Semiconductor
	320
	150
	45
	26



 
	Company
	Sales Multiples
(Market Cap/Sales)
	EBITDA Multiples
(Market Cap/EBITDA)
	Price-to-Earnings Multiples
(Market Cap/Earnings)

	Chicago Semiconductor
	4.1
	7.8
	11.0

	Harvard Semiconductor
	3.7
	7.8
	11.7

	Kellogg Semiconductor
	2.3
	9.6
	15.5

	Stanford Semiconductor
	2.1
	7.1
	12.3

	Average
	3.1
	8.1
	12.6


Using the average multiples from the Common Stock Comparison, we can estimate Wharton Semiconductor's value as follows: 

Using the sales multiple: Wharton's sales of $180 million x 3.1 (average sales multiple) = $558 million
Using the EBITDA multiple: Wharton's EBITDA of $70 million x 8.1 (average EBITDA multiple) = $567 million
Using the price-to-earnings multiple: Wharton's earnings of $40 million x 12.6 (average price-to-earnings multiple) = $504 million 

So using the multiples method, we can estimate the value of Wharton Semiconductor at between $504 and $567 million. 

With this technique of valuing a company for a merger or acquisition, you look at transactions that have taken place in the industry that are similar to the transaction under consideration. For example, when NationsBank was considering acquiring Montgomery Securities, it likely studied comparable transactions, such as Bankers Trust's acquisition of Alex. Brown or Bank of America's acquisition of Roberston Stephens. In other words, NationsBank looked at other acquisitions of investment banks by financial institutions that had taken place in the recent past. 

With the comparable transactions method, you are looking for a key valuation parameter. That is, are the companies in those transactions being valued as a multiple of EBIT, EBITDA, revenue, or some other parameter? If you figure out what the key valuation parameter is, you can examine at what multiples of those parameters the companies are being valued in a series of transactions. You can then value the company similarly. 

As an example, let's assume that there is an Internet start-up called echicago.com that is planning to go public. Let's also say that this is a health care Internet company. The question the company's financial management, their investment bankers, and the portfolio managers who are planning to buy stock in the company will ask is: "How much is the company worth?" To obtain a value for the company, they can look at recent comparable transactions. For example, suppose eharvard.com and estanford.com are other health care Internet companies that have recently successfully gone public. The financials of the companies are summarized below. 

	Company
	Value (Market Cap) (mil)
	Sales
(mil)
	EBITDA (mil)
	Earnings
(Losses)
(mil)
	Sales Multiples
(Market Cap/Sales)

	Echicago.com
	?
	80
	20
	(10)
	?

	Estanford.com
	2100
	70
	17
	(12)
	30

	Eharvard.com
	3000
	75
	18
	(8)
	40


Because the three companies are in the same industry and have similar financials, the transaction for echicago.com can be valued at multiples similar to those for the other two. The value for echicago.com could be anywhere from 30 x 80 to 40 x 80, i.e. 2,400 to 3,200 millions of dollars, or $2.4 billion to $3.2 billion. (This range in valuation is how bankers would value the company; because of heavy speculation on Internet stocks recently, however, we would not be surprised if valued the company at an even higher price.) 
 
