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Abstract 
 
TITLE: Corporate Valuation Methodologies during an Uncertain Economic Climate in 
Malta: Evidence from COVID-19 
 
PURPOSE: This study attempted to build on previous studies by conceptualising the 
effect of economic downturns on this practice. Firstly, the study aims (i) to evaluate any 
shifts in the value relevance of earnings and book values underpinning valuations; (ii) to 
assess changes that occurred to the conventional valuation methods; (iii) to investigate 
the usage of real options and other risk identification instruments as a means to gauge 
fundamental firm uncertainty.  
 
DESIGN: To comprehensively address these objectives, this research employed a 
mixed-methods approach. A multiple regression model was utilised to comprehend the 
payoffs that recessions exert on accounting numbers’ utility. Twelve (12) semi-structured 
interviews with valuers, stockbrokers, and CFOs were conducted to attain a holistic 
understanding of the ramifications of other aspects of the valuation process. 
 
FINDINGS: The statistical facet highlights the low utility levels offered by annual reported 
financial statements for local equity valuations, with neither earnings nor book values 
indicative of value creation amidst a turbulent economic climate. The findings further 
elicit that enhanced investor scepticism, earnings manipulation, and diminished earnings 
sustainability contribute to this lack of significance. Additionally, conventional valuation 
models endured significant fluctuations in their constituents, with the market and asset 
approaches facing reduced credibility due to volatile financial data, while the income 
model suffered from greater valuer discretion and subjectivity. Essentially, the income 
model prevailed among local practitioners during shock events. Furthermore, 
unawareness, complexity and resource constraints impeded analysts from implementing 
real options and simulations, with stress testing and narrative reporting emerging as the 
most prevalent risk identification technique implemented during this time. 
 
CONCLUSIONS: The study concludes that a recessionary environment establishes a 
more arduous environment for valuers. Essentially, accounting fundamentals detach 
from firms’ economic reality, as valuers must adjust the fundamentals of valuation 
models and consider other performance indicators. Despite being inherently influenced 
by economic shocks, these methods remain the pediment for valuers in their appraisals. 
Thus, local valuers tend to conform to an approach of model stability based upon the 
most simplistic assumptions and risk-measuring instruments, hindering the application 
of novel methods, with a preference towards satisficing rather than precision. Ultimately, 
external influences play a key role with the level of professional guidance and scrutiny 
highly correlated with the accuracy of firm values during macroeconomic imbalances. 
 
VALUE: This study is of significant value as it bridges the disciplines of economics and 
accounting, providing crucial insights into the impact of economic downturns on 
corporate valuation practices. By doing so, it enriches the knowledge base, equipping 
the valuation community with a comprehensive analysis of the external economic 
environment, thereby enhancing their decision-making capabilities.   
 
KEYWORDS: Corporate Valuation Models, Net Asset Valuation, Income Approach, 
Relative Valuation, Real Options Approach, Recessions, COVID-19 
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1.1 Introduction 
 
This chapter introduces fundamental concepts pertinent to the subject and 

outlines the motives behind the selected area, the research objectives, as well as 

the resulting limitations.  

 

 
Fig. 1.1: Outline of Chapter 1 
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1.2 Background to the Study 
 

1.2.1 Defining Corporate Valuations 
 

The act of assigning a definite value stems from economic theory, which 

stipulates that an asset’s worthiness reflects its desirability to the consumer 

(Anderson 2012) and mirrors the satisfaction reaped from its use (Sloman, Wride 

2009).  

 

Estimating a company’s intrinsic value is a critical component in corporate 

finance, with scholars striving to explore the optimal method of enhancing a firm’s 

value through its financial strategy and investment mix (Damodaran, 2007). 

Corporate strategies have an element of risk attached. Hence, maximising 

shareholder wealth through optimal portfolios requires the assessment of risk and 

return. These two concepts continuously intertwine in the valuation process, 

reflecting a delicate trade-off in establishing an asset’s value (Gitman, Zutter 

2015). Fazzini (2018) expands on this notion, defining the art of valuation as a 

comprehensive process that considers both external and internal variables. 

Internal variables encompass the firm’s performance, captured by accounting 

information, including financial metrics such as the subject entity’s liquidity and 

profitability. External variables embody the broader macroeconomic, industrial 

and political environment in which the entity operates.  

 

Consequently, firm and equity valuations cannot be considered a hard science. 

Business valuations are inherently complex, given that no two entities are 

identical, nor is the valuer’s perception of the undertaking’s performance and 

model selection the same (Damodaran 2006; Pike, Neale 2009; Fazzini 2018). 

Fazzini (2018) denotes that: 

 
“There is an objective component of value, based on valuation methods, and 
a subjective one, based on the valuer’s experience and ability to capture 
reality.” 

 
(Fazzini, 2018, p.2)  
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All valuation engagements are inhibited with subjectivity based upon the 

engagement’s purpose and the valuer’s understanding, perspectives and insights 

regarding the subject entity, as depicted in Fig. 1.2 below. The assumptions 

applied, the models articulated, the market’s efficiency, and the unforeseen shifts 

in internal and external firm performance render the assignment highly 

judgmental. In fact, Damodaran (2006) contemplates that analysts exert an 

element of bias and must struggle with peripheral uncertainty when valuing 

companies, ensuing from the selection of inputs, such as growth prospects and 

risk exposure, the concept of ‘post-valuation thinking’1 and the entity’s qualitative 

attributes, such as strategic considerations and synergies.  

 

 
 

 
Fig. 1.2: Valuation as a Field of Perspective and Use 

Source: adapted from Thomas, Gup (2009), pg. 13 
 
 
 
 

 
1 The adjustments made by the analyst, following the estimation process to further align the 
computed value with the valuer’s expectation of the asset’s worth (Damodaran 2006) 
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1.2.2 Purpose of Corporate Valuations 
 

Corporate Valuations may either reflect past, present and/or future economic firm 

performance. Business valuations aim to enable stakeholders to make sound and 

optimal economic decisions based on the overarching objective of value-based 

management, which is to enhance and increase shareholder value (Drury 2018). 

Per Fig. 1.3, Damodaran (2006) classifies corporate valuations’ role into various2. 

 

  
 

Fig. 1.3: Purpose of Corporate Valuations 

Source: Author 

 

1.2.3 Correlation between Valuations and the Economy 
 

The economic outlook is a crucial input in valuation exercises. Damodaran (2006) 

iterates that firm misevaluation could occur due to unpredictable fluctuations in 

the economic landscape, even though firm-specific assumptions about 

 
2 Vide ApxA1.1 
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enterprises’ life cycles may be precise. The main exogenous shocks that have 

the potential to augment incorrect company valuations are shown below: 

  

 
 

Fig. 1.4: Corporate Valuations and Economic Factors 

Source: Author 

 

1.2.4 The COVID-19 Economic Crisis 
 

The World Health Organization (WHO) declared the novel coronavirus a 

pandemic and a global health concern on 11th March 2020 (WHO 2023). Christine 

Lagarde3, elicited that:  

 
3 Present of the European Central Bank 
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“Unlike in 2008-9, the shock we are facing is universal: it is common both 
across countries and across all sections of society..Essentially, for a 
temporary period, a large part of the economy is being switched off” 

 

(Lagarde, 2020) 

  

The initial government response to the outbreak involved strict measures such 

as nationwide lockdowns, travel restrictions, social distancing, curfews, and 

institution closures (Heltzer, Mindak 2021). As a result, economic and business 

activity stalled as enterprises were ordered to shut temporarily, with gross 

domestic product (GDP) falling by 14.6% in Malta during the second quarter of 

2020 (NSO 2021).  

 

Moreover, a wave of uncertainty unfolded as many could not predict the 

outbreak's progression and authorities’ mitigation efforts. An array of entities 

experienced a loss of operating income and cash flow cessation, resulting in 

deflated company values (Kurniawati, Anggraini, 2023). Additionally, operating 

firms’ growth prospects were severely impacted as economic volatility threatened 

prior forecasted results, with aggregate demand plummeting, hindering earnings 

results. A positive correlation between the pandemic-induced parameters and 

firm values was uncovered by Rizvi, Yarovaya et al. (2022), emphasising their 

conceptual relationship.  

 

Until the pandemic was officially downgraded on 5th May 2023, other 

macroeconomic turmoil manifested, including supply chain interferences, 

reduced consumer confidence, dampened business sentiment, rising 

unemployment (Arriola, Kowalski et al. 2022) and inflationary pressures 

(Armantier, Koşar et al. 2021). The first four factors stemmed from consumer 

demand and supply capacity disruptions, while inflation resulted from 

expansionary monetary policies. 
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1.3 Need for the Study 
 

Recent “anecdotal and professional surveys suggest that valuation estimates can 

differ widely among experts” (Bancel, Mittoo 2014, p.106), implying that several 

external factors should reconcile such discrepancy. Thus, research within the 

context of corporate valuations is necessary to extract the potential motives for 

these disagreements. Thus, the primary focus of this research is to enhance the 

knowledge base available on the impact of economic recessions on business 

valuation practices, considering the coronavirus pandemic as a mere 

representation of a severe economic downturn. The pandemic has been selected 

as part of the scope of this study due to the abundance of economic and market 

risks manifesting simultaneously. Moreover, as the pandemic crisis has been 

declared as officially ceased, statistical research and fully comprehensive 

evaluations could now be extracted given a definitive time dimension.  

 

As part of this research, the main valuation approaches shall be analysed to 

dissect and portray optimal amendments and considerations to the art of firm and 

equity valuations in the event of a decline in economic stability. Previous 

academic literature encompassing the economic environment in which business 

valuations are executed is inherently scarce. Locally, current academic attention 

has been solely devoted to focusing on these method’s application in the context 

of select business valuations, such as those conducted by, Manicolo (2010) 

Grech (2012) and Scicluna (2014), with only a limited number of studies focusing 

on the models themselves within the local scenario, in reference to Mifsud (2009), 

Tabone (2016) and Bonello (2018). One study piloted by Mizzi (2016) attempted 

to explore financially distressed firm valuations and their subsequent turnaround 

strategies. However, these studies fail to address and clarify the issue around the 

economic landscape within which such models are applied. Research 

surrounding the correlation between macroeconomic exogenous shocks and 

business valuation assignments in the local scenario has not been executed. 

Consequently, this study shall navigate unchartered waters to unveil the 
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unknowns of corporate valuations in Malta when faced with macroeconomic 

imbalances, rendering severe economic uncertainty on firm fundamentals.  

 

Moreover, since accounting data underpins valuation models, empirical research 

on the influence that economic slumps exert on the utility of financial figures shall 

shed light on the relevance of select information during crisis periods. The shift in 

the significance of accounting information towards investors and markets, 

collated by annual financial statements, shall be investigated as the outbreak and 

the resultant economic decline progressed. In value relevance literature, “the role 

of external shocks and economic conditions is a relatively understudied area” 

(Dunham, Grandstaff 2022, p.239), and studies on this concept are also rare 

locally. The sole study that attempted to explore this topic was conducted by 

Cutajar (2021), but which focused mainly on evaluating the link between the 

accounting and economics disciplines through the concept of value relevance. 

Distinctively, this study shall turn its attention towards empirically obtaining 

statistical information on the value relevance of accounting information itself 

within the broader sphere of corporate valuations. The rationale behind this 

research segment is to substantiate any modifications established within 

valuation models with quantitative data for the optimal utilisation of financial data 

within local firm valuations. 

 

1.4 Scope and Limitations  
 
The scope of this research shall be to gather insights from valuation practitioners 

to understand the extent, if any, to which the main valuation approaches and 

models have been adjusted to cater for augmented levels of economic 

uncertainty. Simultaneously, the usability of novel models and methodological 

adjustments shall be critically reviewed and analysed with valuation experts to 

understand select approaches' applicability and/or deterrence. In turn, capturing 

the ramifications of economic shocks may invite the construction of effective 

evaluations on the most optimal adjustments and reduce shortsighted decisions 
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made by venture capitalists as valuation experts expand their horizons to present 

more factual and accurate company values backed by academic evidence. 

Moreover, the statistical results obtained from the regression analysis shall 

substantiate the data collected from practitioners to shed light on the shifts in 

sensitivity of accounting information to equity values during the pandemic and, 

hence, their pertinence within particular models. 

 

Due to several caveats, one must denote the remits within which this study shall 

be executed. Firstly, a limitation of scope is implied, as small entities and 

unquoted undertakings shall be excluded from the quantitative segment of this 

study due to the difficulty in obtaining relevant information to perform in-depth 

analyses. Another limitation manifests within the statistical portion, as Maltese 

Listed Entities (MLEs) are limited in amount and only represent a handful of local 

enterprises. 

 

1.5 Research Objectives 
 

Following the review of academic literature and the scope of this research, the 

undermentioned objectives were formulated, which are: 

1. To evaluate shifts in the value relevance of earnings and book values 

entrenched within business valuation methods in Malta during severe 

uncertainty of firm fundamentals. 

  

2. To assess the changes that occurred due to the COVID-19 crisis to the 

conventional valuation models and their constituents in the local context.  

 

3. To investigate the reasonableness of the real options approach and other 

techniques in the event of macroeconomic shocks.  
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1.6 Dissertation Outline and Structure 
 

 
Fig. 1.5: Dissertation Outline 
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2.1 Introduction 
 

This chapter synthesises academic papers to explore the research objectives, 

consolidating empirical literature on the different corporate valuation methods, 

the value relevance of earnings and book value during crisis and non-crisis 

periods, and the influence of macroeconomic imbalances on business valuations. 

The structure of this chapter is outlined in F2.1 below: 

 

Fig. 2.1 Outline of Chapter 2 

 

2.1 Introduction

• 2.2.1 What is Value Relevance?
• 2.2.2 Value Relevance and Corporate Valuations
• 2.2.3 Value Relevance of Earnings & Book Values of Equity
• 2.2.4 Value Relevance of Earnings & Book Values of Equity and the Role 
of Economic Conditions

2.2 Value Relevance of Accounting Information

• 2.3.1 Net Asset Valuation (NAV)
• 2.3.2 Relative Valuation
• 2.3.2.1 Earnings & Book Value Multiples
• 2.3.2.2 Relative Valuation during Economic Recessions

• 2.3.3 Income Approach
• 2.3.3.1 Capital Asset Pricing Model (CAPM)
• 2.3.3.2 Weighted Average Cost of Capital (WACC)
• 2.3.3.3 Income Approach during Macroeconomic Imbalances

• 2.3.4 Real Options Valuations (ROV)

2.3 Corporate Valuation Models

• 2.4.1 Valuing Flexibility
• 2.4.2 Stress Testing
• 2.4.3 Monte Carlo Simulations
• 2.4.4 Qualitative Disclosures

2.4 Modifications to Valuation Methodologies

2.5 Conclusion
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2.2 Value Relevance of Accounting Information 
 

 2.2.1 What is Value Relevance? 
 

Published financial information should provide substantive data to draw 

reasonable conclusions regarding the entity's prospects (Cascino, Clatworthy et 

al. 2014; International Accounting Standards Board [IASB] 2018). Consequently, 

it should possess the ability to be leveraged as a decision-making tool embodying 

the concept of decision usefulness through the provision of high-quality 

accounting data (Beest, Braam et al. 2009). Cascino, Clatworthy Mark et al. 

(2016) and Camilleri (2020) exhibit the surpassing utility of financial accounting 

information for assessing firm performance and subsequent valuation for 

professional investors, both from an international and local perspective4.  

 

Paolone (2020) articulated that value relevance theory conceptualises financial 

information quality, materiality and reliability by correlating accounting figures to 

stock prices (Brown, Lo et al. 1998). Fundamentally, this philosophy underscores 

analysts’ ability to execute economic decisions by providing valuable corporate 

data (Negakis, 2005), demanding this academic niche to determine its 

significance towards investors (Paolone 2020). Consequently, the usefulness of 

financial statement outputs should be captured by security price movements 

(Barth, Beaver et al. 2001), exemplifying that value-relevant information displays 

“a predicted association with equity market values” (Barth, Beaver et al. 2001, 

p.79). 

2.2.2 Value Relevance and Corporate Valuation 
 

Value relevance studies aim to ascertain whether specific financial metrics 

faithfully convey information for stakeholders evaluating a company's stock 

market equity value (Barth, Beaver et al. 2001). When contemplating the notion 

 
4 Vide ApxA2.1 
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of value relevance, one should ponder “whether stock investors use accounting 

numbers as an input for valuation” (Beisland 2009, p.12). The conceptual 

association between firm value and contemporaneous accounting information 

manifests through three interrelated channels: (1) the association between share 

prices and future expected cash flows outlined in valuation methodologies; (2) 

the association between those future expected cash flows and future earnings; 

and (3) the association between future earnings and current earnings (Hail 2013). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Fig. 2.2: Fundamental Association between Earnings and Firm Value 

Source: adapted from Beaver (1998) as cited by Hail (2013) p.332 

 

This underscores the fundamental relationship between accounting information 

and the work of valuation professionals who rely on these financial metrics to 

determine firms’ worth. In fact, Francis and Schipper (1999) articulate that 

financial information is value-relevant if it incorporates parameters considered 

within valuation models.  
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2.2.3 Value Relevance of Earnings & Book Values  
 

Academically, value relevance research was pioneered by Beaver (1968) and 

Ball and Brown (1968), uncovering the high responsiveness of common stocks 

to their associated published earnings while diverging on the time dimension of 

earnings announcements. Empirical literature evolved to incorporate balance 

sheet items into stock price information content, presenting statistically robust 

data and connoting these variables' sensitivity towards investors. This was 

executed by devising statistical models that tie a firm’s market value with their 

applicable earnings and equity book values (Ohslon 1990; Feltham, Ohlson 1995; 

Ohslon 1995). While some scholars support the significance of book value (Gee-

Junga and Kwon 2009; Mostafa 2016), others uncover contradicting levels of 

utility (Puspa, Nazaruddin et al. 2023). 

 

Nevertheless, the professional community posits that the relevance of accounting 

information seems to be declining (Collins, Maydew et al. 1997; Lev, Zarowin 

1999). Barth, Li et al. (2023) note a decrease in earnings' value relevance and a 

rise in equity book values, possibly due to the rise of the new economy and 

intangible assets (Lev, Zarowin 1999). Henceforth, increased market saturation 

of technological and service firms, with substantial intangibles, should offset such 

decline in earnings relevance with equity book values (Francis, Schipper 1999). 

Moreover, Hayn (1995) and Collins, Pincus et al. (1999) suggest that value 

irrelevance of earnings also originates from the enhanced levels of market 

volatility, increasing the number of loss-making firms within the economy.  
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2.2.4 Value Relevance of Earnings & Book Values and the Role of 
Economic Conditions 
 

To date, only a few studies have reflected on the influence of the macroeconomic 

environment on financial statement utility. Nevertheless, the value relevance of 

accounting information is subject to fluctuations in the prevailing economic 

context (Beisland, Hamberg 2013; Bilgic, Ho et al. 2018). Aimed at reducing 

information asymmetry and optimising decision-making systems hindered by a 

shortfall of resources, investor attention increases amidst macroeconomic 

uncertainty (Schaberl 2016; Benhabib, Liu et al. 2019) despite the higher 

relevance of other accounting data (Schaberl 2016). Additionally, a significant 

association between economic policy uncertainty and financial reporting quality 

has been evidenced by Bermpei, Kalyvas et al. (2022), pondering declining value 

relevance due to preparers’ discretionary practices.  

 

When focusing on earnings and book values, the academic community has yet 

to offer a definitive resolution on their value relevance and correlation with 

macroeconomic deviations (Dunham, Grandstaff 2022). For a sample period 

between 1970-1987, Johnson (1999) unveils that earnings response coefficients 

(ERC) and earnings persistence are positively correlated to economic activity 

levels, conveying that earnings fluctuate with the business cycle and ERCs are 

higher during economic upturns. Thus, these findings, supported by Kane, Leece 

et al. (2015), depict that earnings are deemed value-relevant during economic 

prosperity and less relevant amidst a recessionary environment (Kane, Leece et 

al. 2015). Conversely, equity book values are perceived as more informative 

during contractionary economic phases (Kane, Leece et al. 2015) as the Financial 

Health Hypothesis (FHH) theorises that the relative value relevance of net income 

and equity book values is determined by the fiscal well-being of the enterprise 

(Barth, Beaver et al. 1998). Equity book values serve as a value-relevant proxy 

for financially unstable firms, as they capture better the entity’s liquidation values 

(Barth, Beaver et al. 1998; Collins, Pincus et al. 1999). 
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Nevertheless, amid heightened market uncertainty, the informational content and 

explanatory power of book values is superior to earnings for the USA and Japan 

(Boonlert-U-Thai and Schaberl 2022; Mion, Georgakopoulos et al. 2014). This 

superiority is derived from the presence of transitory components embedded 

within current earnings (Collins, Pincus et al. 1999), the incidence of negative 

earnings (Davis-Friday, Gordon 2002) and the impact posed by earnings 

management techniques (Feltham, Pae 2000; Habib 2004). 

 

Contrarily, during the 2008-09 Global Financial Crisis, earnings’ value relevance 

increased compared to book values, maintaining the status quo of aiding 

investors with their investment considerations compared to non-crisis periods 

(Bepari 2015; Tahat, Alhadab 2017). Superior earnings relevance during 

contractionary phases has been attributed to preparers’ heightened accounting 

conservatism, enhancing current earnings' persistence (Jenkins, Kane et al. 

2009). Additionally, analysts increasingly employ earnings-based benchmarks 

(Graham, Harvey et al. 2005) to reduce information processing costs caused by 

information overload. Thus, investors adopt a simpler and cost-effective solution 

to assess firm performance (Bepari 2015), enhancing the value relevance of 

earnings during crisis periods. 

 

Moreover, limited academic research has been conducted regarding the 

pandemic's influence. Belesis, Kampouris et al. (2022) attempted to compile 

corroborative evidence regarding the shift in value relevance as the pandemic 

unfolded. The researchers collected data from six European nations from 2010-

2020, unearthing that five out of six nations experienced a decrease in the 

relevance of financial statements5. Similarly, a decline in the explanatory power 

of earnings from 2019 to 2020 highlighted reduced reliance on earnings during 

the pandemic (Liu, Sun 2022) 

 

 

 
5 , i.e., earnings and book values 
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2.3 Corporate Valuation Models 
 

2.3.1 Net Asset Valuation (NAV) 
 

The NAV approach reflects valuers’ perception that a third-party buyer shall not 

remit more than the cost to acquire an asset of equal utility (Fazzini 2018). This 

model is less commonly applied (Bancel, Mittoo 2014) due to its illusory precision, 

mismanagement of risks, and inconsistencies with asset and liability market 

values (Coulon 2021). Nevertheless, it serves as a valuation floor for firms with 

going-concern risks (Mellen, Evans 2010) and as a means of verification 

(Buttignon 2020). 

 

2.3.2 Relative Valuation (RV) 
 
The RV model6 computes a firm's value based on the price of similar enterprises 

in an open market (Fazzini 2018). This approach stems from the ‘Law of One 

Price’, stating that an asset's value operating in homogeneous markets should 

be priced equally by the market (Kumar, Sharma 2019)7.  

 

Demirakos, Strong et al. (2004) demonstrate that by inspecting 104 analysts’ 

reports, all refer to some form of a multiple of earnings, pondering its widespread 

adoption. Similar results were corroborated by Erkilet, Janke et al. (2022). 

Essentially, around 80% of 365 financial analysts employ an RV approach 

(Bancel, Mittoo 2014). The model’s popularity emanates from its conformity with 

investors’ sentiment (Sharma, Prashar 2013), its relative simplicity (Rossi, Forte 

2016), the enhanced representation of current market trends, and the method’s 

resource conservation (Damodaran 2006). In fact, Fazzini (2018) infers that the 

model’s attractiveness is derived from its ease of use and objectivity, advocating 

 
6 also denoted as the Market-based approach 
7 Vide ApxA2.2 
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that its application is “undeniably easy to handle” as fewer reliable and available 

sources are required. 

 

Despite incurring fewer application concerns than other methods (Beltrame, Sclip 

2023), the RV model has several shortcomings. Its embedded simplicity may 

invite inconsistencies caused by improper value-driver adjustments (Holthausen, 

Zmijewski 2012). Key parameters, such as expansion potential, cash flow 

generation, and the entity's risks, may be ignored and omitted. Henceforth, 

mispricing of corporate structures would be probable due to forecasting errors in 

selecting comparables (Feldman 2005), with data quality being a significant issue 

when estimating company values using multiples (Caruso 2020). All valuation 

models embrace a certain degree of uncertainty; thus, the problem lies in the 

method’s failure to capture the assumptions during selection, which allows 

practitioners’ manipulation (Damodaran 2006) and ‘ratio shopping’ (Lynn 2020). 

Furthermore, the model’s synchronisation with the market landscape may lead to 

periods of overvaluation or undervaluation of comparable entities, affecting the 

subject entity’s valuation (Damodaran 2006).  

 

Local appraisals employing a market-oriented approach pose significant 

obstacles due to Malta’s size, rendering it arduous to probe for comparable 

entities with similar attributes (Bonello 2018). Thus, the model’s appeal 

diminishes due to a limitation of scope, yet it continues to be used for triangulation 

purposes (Bonello 2018).  

 

2.3.2.1 Earnings & Book Value Multiples 
 
Earnings multiples are profitability-driven metrics and are the most utilised by 

practitioners (Damodaran 2012), with the Price-to-Earnings (PE) measure being 

analysts’ most popular earnings benchmark (Koller, Goedhart et al. 2015). The 

PE ratio posits that an investor reaps the benefits of future earnings following a 

share acquisition (Berk, DeMarzo et al. 2022), portraying expected performance 
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as opposed to the firms’ current performance (Pike, Neale 2009). It is derived 

from the Gordon Growth Model (Constand, Freitas et al. 1991)8 and simply 

connoted as the market price of the share divided by the earnings per share, as 

shown below: 

 
Fig. 2.3: Price-Earnings Equation 

On the other hand, book value multiples are asset-driven measures that relate 

the market price of securities with the underlying asset base and are relevant in 

non-dividend paying firms (Nenkov 2010). The Price-to-Book Value (PBV) ratio 

is a proxy for a firm’s Tobin’s Q, which determines future firm investment 

(Nezlobin, Rajan et al. 2016). It is derived from similar components as the PE 

ratio9 computed by dividing the book value of equity from the market price of a 

stock, as shown hereunder:  

 

 
Fig. 2.4: Price-Book-Value Equation 

Despite Bonello (2018) documenting the greatest association between local 

share prices and multiples valuation, accounting conventions, measurement 

variances, and management manipulation can distort PE and PBV estimates 

(Damodaran 2012; Larrabee, Voss 2013). 

 

 

 

 

 
8 Vide ApxA2.3 
9 Vide ApxA2.3 
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2.3.2.2 Relative Valuation during Economic Recessions 
 

Valuing entities amidst a downside cyclical phase amplifies the likelihood of 

valuation inaccuracies when applying an RV model (Tremolizzo 2009), as there 

exists a risk of encompassing the entire recessionary period within the valuation 

estimate (Damodaran, 2009). Market fluctuations create an arduous climate for 

valuers, both in selecting peer groups composed of comparable entities and 

adjusting for the degree of financial decline between similar firms (Damodaran 

2009). This comparability issue is exacerbated due to deteriorating financial 

statement quality (Bermpei, Kalyvas et al. 2022) and geographical differences 

(Horvath, Leung 2010). Due to the small inherent market, selecting comparable 

entities in Malta is fundamentally more tedious (Mizzi 2016; Bonello 2018). 

However, the latter further insinuates that searching for firms amidst a distressed 

environment adds another layer of difficulty. Additionally, Damodaran (2009) 

recounts that while comparable firms within the same industry may reveal similar 

declining performance trends, the extent varies among entities. The author 

stresses that analysts must account for these disparities in their valuations, 

requiring considerable judgment and subjectivity. 

 

Moreover, severe market fluctuations drastically impact selected multiples 

(Mellen, Evans 2010; Altman, Hotchkiss, et al. 2019). Forward-looking multiples 

are considered more appropriate than trailing multiples (Altman, Hotchkiss, et al. 

2019) despite being imperilled by a pro-cyclicality effect (Rossi, Forte 2016). In 

fact, the trend fluctuation of the PE ratio mirrors business cycle trends, rendering 

it ineffective in a negative or low-earnings environment (Rossi, Forte 2016). 

Higher risk premiums, caused by higher interest rates, and lower earnings quality 

characterised by higher inflation contribute towards deflating PE ratios (Kane, 

Marcus et al. 1996). Conversely, PBV is less influenced by cyclical movements 

as book values are less distorted by macroeconomic conditions (Larrabee, Voss 

2013).  
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2.3.3 Income Approach 
 

The Income Model is based on the economic premise that an asset’s intrinsic 

worth comprises the present value of expected future gains generated from its 

use, discounted at a rate that demonstrates the level of embedded risk (Mellen, 

Evans 2010). Mathematically, the value of a firm is a function of the applicable 

discount rate and the asset’s expected cash inflows and terminal value (Fazzini 

2018), as shown below: 

 
Fig. 2.5: Income Model Equation 

A firm’s expected cash flow is defined as the summation of all the sources of 

cash, less the capital expenditures required to remain in business to expand at 

the expected rate. The discount rate connotes the rate of return an investor would 

need to be persuaded to invest in the discounted cash-flow stream (Mercer 2021). 

Additionally, the terminal value highlights the company's value in the distant 

future, beyond the forecast period, represented in a single-point estimate 

(Larrabee, Voss 2013)10. 

 

According to Imam, Barker et al. (2008), and supported by Bonello (2018), the 

DCF model emerges as the prevalent technique implemented by analysts, owing 

to its superior “theoretical credentials” (Damodaran 2007) and enhanced 

reliability, precision, and ability to capture a longer-term horizon. This is despite 

the relative inaccuracy of the model in explaining local security prices (Bonello, 

 
10 Vide ApxA2.2 
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2018). Its theoretical merits, exemplified by its target price accuracy (Erkilet, 

Janke et al. 2022), exhibit its sophistication as a powerful mechanism for asset 

valuation and to increasingly scrutinise the ramifications of economic scenarios 

on an entity’s worth (Steiger 2010). Conversely, the author postulates that the 

method is highly susceptible to manipulation given the relative ease of altering 

the inputs and providing differing subjective judgements (Steiger, 2010).  

 

2.3.3.1 Capital Asset Pricing Model (CAPM) 
 

Underpinning the DCF approach is the CAPM, a theory that “describes the 

conditions of equilibrium about returns on the macro level” (De Luca 2018, p.247). 

It encapsulates the sensitivity of a stock’s risk to the overall market by equating 

the expected return on a given stock to the risk-free rate plus the stock’s beta 

multiplied by the market risk premium as shown below (Koller, Goedhart et al. 

2015): 

 

 
Fig. 2.6: CAPM Equation 

The beta coefficient captures the marginal risk of incrementally increasing the 

diversified portfolio by a single security (Fernandez 2002), which serves as a risk 

indicator (Pike, Neale 2009). Given that investors diversify asset holdings to 

minimise unsystematic risks, a portfolio of securities is exposed only to 

systematic risk (Berk, DeMarzo et al. 2022). Systematic risks encompass an 

array of economic value drivers, such as inflation, GDP and industrial forecasts 

that could alter a given market portfolio’s expected returns (Arnold 2005).  
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2.3.3.2 Weighted Average Cost of Capital (WACC) 
 

All income models depend on a discount rate that accounts for the entity's risks 

and historical volatility (Fernandez 2002). It is constructed from external factors, 

including economic and industry landscapes, the returns from substitute 

investments, and internal factors, including financial, operational and 

methodological risks (Larrabee, Voss 2013). The WACC captures investors’ 

opportunity costs, estimating the expected returns to all equity and debt holders 

for an applicable investment with similar risks (Koller, Goedhart et al. 2015). It is 

partly derived from the CAPM and encapsulates the default spread, the risk-free 

rate and the tax rate (Fazzini, 2018), as shown below: 

 

 
Fig. 2.7: WACC Equation 

 
Besides indicating the blended opportunity costs of all funding sources, the 

WACC calculation offers an intuitive way to estimate the underlying risks of a firm 

with long-term debt expected to remain (Caruso 2020). Several methodological 

issues comprise the WACC estimation, including neglecting risk variability across 

a firm's divisions and being inflexible to annual company capital structure 

changes (Mitra 2011). 

   

Locally, Bonello (2018) uncovers that analysts and finance managers often use 

the WACC approach in DCF techniques, though experts' opinions on capital 

structure vary.  
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2.3.3.3 Income Approach during Macroeconomic Imbalances 
 

Despite economic nuisances embedded within traditional DCF models, executing 

such an approach without proper modifications for exogenous shocks would: 

 
“consistently underestimate the expected future cash flow stream and as a 
result underestimate both value and the discount rate.”  
 

(Booth 2003, p.506) 

 

Damodaran (2005b) outlines that risk exposure is isolated into the discount rate 

analysis, as the estimation of free cash flows is approximated from the most 

rational assumptions. However, inconsistencies in the assumptions regarding the 

general economic outlook applied to estimate free cash flows skew these 

projections and add a further layer of subjectivity (Massari, Gianfrate et al. 2016). 

 

Discount rates are naturally associated with local and national economic 

performance and fluctuate accordingly (Muir, 2021), with premiums added to 

compensate for augmented investment ambiguity (Carmichael, 2017). This 

premium is constructed from the higher risk of equity financing, higher liquidity 

and credit risk of debt financing (Stubelj, Primož et al. 2014). Research by Ke 

(2022) and Hasan, Politsidis et al. (2021) support this by uncovering that both the 

cost of equity and the cost of debt, respectively, rose as the pandemic unfolded.  

 

As part of the CAPM, the Beta coefficient is depicted to be inappropriate to be 

uniformly applied to both healthy and distressed companies, as it implies peculiar 

risk patterns for the latter firms, thus suggesting that economic shocks entail an 

alteration to such coefficient (Meitner, Streitferdt, 2014). Studies exhibit that the 

size of betas inflates during the crisis period, compared to the pre-crisis period 

(Alexandridis, Hasan 2020), and sudden shocks deteriorate its accuracy (Liu, Xu 

2021). Yet, in practice, the extent and magnitude of rate and beta adjustments 

are affected by analysts on an arbitrary basis rather than on pure economic data 

(Carmichael 2017).  
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Empirical evidence postulates a knowledge gap on the applicability of the DCF 

approach in volatile markets. While some studies portray a rise in DCF usage 

(Demirakos, Strong et al. 2010; Huang, Tan et al. 2023), factors such as earnings 

quality and asset riskiness play critical roles (Larrabee, Voss 2013). Investors 

seek cash flow information instead of accrual-based earnings when the latter’s 

probability of containing material misstatements is high (DeFond, Hung 2003). In 

contrast, discount rate analysis is more informative for investors to evaluate risky 

firms (Huang, Tan et al. 2023). Conversely, the potential lack of informative data 

on cash flows, due to their nature as being naive extensions of earnings forecasts 

and the incremental effort required to extract accurate DCF-based valuations 

contradict an increased inclination to implement such method in times of 

economic ambiguity (Huang, Tan et al. 2023). 

 

2.3.4 Real Options Valuations (ROV) 
 

The Real Options Approach was coined by Myers (1977), which separates 

corporate estates into assets in place and real options. The latter is deemed to 

be intrinsically analogous to financial options (Damodaran 2005a), drawing on 

similar investment opportunities (Myers 1977). These real options refer to the 

inputs that outline management’s strategic decision-making processes (Amram, 

Kulatilaka 2000), encapsulating their flexibility through the organisations’ core 

competencies and abilities (Allen, Bhattacharya et al. 2008). Thus, a ROA offers 

an option-based view of firms’ strategic alternatives (Savolainen 2016). 

 

ROV evolved from the notion that conventional models, such as the DCF model, 

fail to secure the embedded synergies ex-post an investment decision 

(Ragozzino, Reuer et al. 2016) such that assets are undervalued due to the 

realistic opportunities attached to different investment strategies (Peters 2016; 

Trigeorgis, Reuer 2017). Consequently, besides an enterprise's expected risk-

adjusted earnings capabilities, investment strategies contain diverse 
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opportunities, such as the options to defer, expand or abandon11 (DePamphilis, 

2015). Henceforth, a firm’s assets in place are not substantial enough to capture 

the intrinsic values of securities, demonstrating that analysts incorporate real 

options in their investment analysis (De Andrés-Alonso, Azofra-Palenzuela et al. 

2006). 

 

Rigopoulos (2015) notes that theorists accentuate its superiority against the DCF, 

pondering it as a revolutionary approach that shall dethrone traditional models' 

legacy. Nevertheless, classical models should not be shouldered in exchange for 

a ROA, but the novel method should complement traditional methodologies in 

business valuations (Larrabee, Voss 2013; Emott 2011). Emott (2011) expounds 

on how this approach applies elements of the DCF to determine expected returns 

of exercising options, linking the two frameworks.  

 

Despite scholars acknowledging the notion that valuing managerial flexibility 

mimics realistic investment decisions (Damodaran 2005a), the method is 

perceived as too complex (Mathews, Datar et al. 2007) and theoretical as 

embedded options cannot be estimated reliably (Damodaran 2005a). Thus, it 

often emphasises perfection, detaching itself from economic reality (Triantis 

2005). Additionally, implementing a ROA is problematic due to firms' inadequate 

information base (Busby, Pitts 1997; Triantis 2005). 

 

2.4. Modifications to Valuation Methodologies 
 

2.4.1 Valuing Flexibility 
 
By augmenting upside potential and mitigating downside losses, management 

flexibility improves an investment opportunity’s value (Pivorienė 2015). This 

stems from the organisation’s ability to react to new external environments, 

 
11 Vide ApxA2.4 
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commit resources, and act promptly (Tamayo-Torres, Ruiz-Moreno et al. 2010). 

The value of flexibility is highly associated with uncertainty, including economic 

ambiguity, as advocated by Lee, Makhija et al. (2008) and time for management’s 

reaction (Koller, Goedhart et al. 2015), as shown in Fig. 2.8:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Fig. 2.8: When is Flexibility Valuable? 

Source: adapted from Koller, Goedhart et al. (2015, p.747) 

 

One way to estimate the intrinsic worth of strategic adaptability is through the 

ROA, which has been regarded as an alternative method to “effectively capture 

management flexibility to respond to future uncertain developments” (Gennady 

2008). The model could be employed by adjoining the value of embedded options 

to the value computed using traditional approaches (Malmcrona, Andersson 

2018). The Black-Scholes is a mathematical approach embraced within the ROA 

computed real options through their similarity with financial options (DePamphilis 

2015). Furthermore, flexibility could be embedded through a Decision Tree 

Analysis (DTA). This enables the recognition of interdependencies of decisions 
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by analysing a series of complex sequential investment decisions to be made 

over time (De Reyck, Degraeve et al. 2008). 

 

However, caution must be applied, as higher interest rates enhance the value of 

options by augmenting the time value of deferring an investment option (Koller, 

Goedhart et al. 2015). However, both uncertainty and changes to interest rates 

facilitate shifts in the projected cash flows of the investment, and therefore, a 

reassessment must occur (Koller, Goedhart et al. 2015). 

 

2.4.2 Stress Testing 
 

Comprehensive business models combine known and unknowns (Diebold, 

Doherty et al. 2010). Thus, incorporating stress tests, such as scenario analysis 

and sensitivity testing, is pivotal to assessing its resilience in the face of economic 

deviations (Fairhurst 2015). Sensitivity analysis indicates the variance in the 

financial model’s output caused by altering one input criterion (Jovanović 1999), 

showcasing its responsiveness to the modified variable (Fairhurst 2015). The 

criticality of this approach stems from selecting key input variables that exert a 

considerable impact on the entity (Massari, Gianfrate et al. 2016). 

 

Sensitivity and scenario analysis share comparable objectives (Hüttche, Schmid 

2024), being described as “a slight variation of the same thing” (Fairhurst 2015, 

p.344), distinguished by their relative complexities. Sensitivity analysis only 

focuses on a single starting value, while scenario analysis accumulates a wide 

array of parameters and alters the amount of each input value for differing future 

states (Samonas 2015). This risk-oriented tool has also been considered an 

instrument for opening new doors about an entity’s future prospects (Massari, 

Gianfrate et al. 2016), delineating plausible viewpoints of subsequent events 

impacting the firm (Samonas, 2015). Essentially, the technique embodies future 

uncertainties “through the number of possible scenarios within the field of 

probables” (Godet 2000, p.7), which such ambiguity may manifest from 
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macroeconomic and industry-wide shocks (Hüttche, Schmid 2024; Joos, 

Piotroski et al. 2016). Consequently, scenario analysis permits analysts to 

comprehend the risks embedded within the valuation task, providing insights into 

variances within valuation figures and the correlation between final results and 

underlying assumptions in the model (Massari, Gianfrate et al. 2016). 

 

The simplest scenario-based approach conceptually estimates risky assets' best-

case, base-case and worst-case circumstances (Damodaran, 2012). Besides, as 

single-variable scenarios provide a limited description of future prospects, a 

combination of scenarios may provide more insightful data, thus suggesting a 

multi-scenario approach (Massari, Gianfrate et al. 2016) as shown in Fig. 2.6: 

 

 
Fig. 2.6: Structure of a Scenario Analysis 

Source: as adapted from Damodaran (2012) 

Scenario 
Analysis

Worst-Case

Pessimistic Cash flows 
from low growth rates 
and operating margins

Pessimistic Discount 
Rate

Base-Case

Most Likely Cash flows 
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rates and operating 

margins

Most Likely Discount 
Rate

Best-Case

Optimistic Cash flows 
from high growth rates 
and operating margins

Optimistic Discount 
Rate
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The growing prevalence of scenario analysis in corporate valuations (Arnold, 

Hatzopoulos 2000; Hüttche, Schmid 2024), is credited to its manifestation of 

substantial benefits in the valuation process (Massari, Gianfrate et al. 2016). The 

model's ease of use, informativeness, and clarity for stakeholders contribute to 

its popularity, as it provides a clear overview of potential uncertainties affecting 

entity value in appraisals (Massari, Gianfrate et al. 2016). The approach 

resembles a risk indicator device (Damodaran, 2012), fostering innovative 

thinking (Hoffmann 2017) by estimating plausible minimum and maximum values. 

Hence, sell-side analysts would be intrigued to comprehend the lowest and 

highest possible value to establish their negotiation terms, while buy-side 

analysts require the worst outcome to appraise the investment outlay (Massari, 

Gianfrate et al. 2016). 

 

Despite its simplicity, the analysis heavily relies on subjective considerations 

established beforehand (Godet 2000), and thus, any incorrect input assumptions 

would render the exercise inadequate (Damodaran 2012). Additionally, the risk 

of adding too many scenarios is high, which could reduce the traceability of these 

situations due to a saturated combination of endeavours (Damodaran 2012). An 

optimal figure to avoid distortions to the model's credibility has been 

recommended towards applying 2 to 3 scenarios (Massari, Gianfrate et al. 2016). 

The relatability of the included variable may aid in restraining the number of 

alternatives, but doing so hinders valuation accuracy as continuous risks and 

scenarios would need to be discretised into particular classifications (Damodaran 

2012).  

 

2.4.3 Monte Carlo Simulations 
 

Abrams (2010) describes the Monte Carlo approach as a concept that embodies 

the idea of crafting artificial future states by generating a high volume of outcomes 

selected from “a user-predefined probability distribution for uncertain variables” 
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(Mun, Pomering, 2010, p.82) and analysing their attributes. The Monte Carlo 

approach has amassed heightened interest within corporate valuations (KPMG 

2024), as its features aid in eradicating the complications encountered when 

factoring into valuations, economic value drivers, predominantly those generated 

by the market models (Massari, Gianfrate et al. 2016). Given that these value 

drivers are inherently volatile and driven by randomness, more complex statistical 

estimation methods offer an improvement compared to conventional methods 

(Nowak, Hnilica 2012). Thus, a simulation-based valuation12 is far more 

applicable and informative to the users of valuation results (Massari, Gianfrate et 

al. 2016). 

 

Fundamentally, traditional methods inadequately represent real-world 

uncertainty, relying solely on normal stochastic single-point estimates amidst a 

broader probability set (Massari, Gianfrate et al. 2016). Additionally, the CAPM is 

implied by Szumilo, Gantenbein et al. (2016) to inadequately incorporate 

idiosyncratic risks due to its poor diversification. Hence, a simulation-oriented 

approach alleviates this pitfall through the provision of supplementary data 

regarding the risk profile of the entity’s value (García-Sánchez, Preve et al. 2010), 

delineating enhanced information for decision-making through the dispersion 

range of key input parameters (García-Sánchez, Preve et al. 2010; Hüttche, 

Schmid 2024). Besides, this revelation of more information has accumulated 

criticism over the years, primarily caused by fear of the ‘garbage in, garbage out’ 

principle (Damodaran 2012). This highlights the need for probability distributions 

to capture the movements in the input parameters for the model to be valuable 

(Damodaran 2012). 

 

Nonetheless, this stochastic perspective reduces appraisals’ subjectivity by 

eradicating ad hoc discount rates and biased expected cash flows and 

incorporating firm-specific risks (García-Sánchez, Preve et al. 2010). However, 

issues with its complexity, demand for high-quality data (KPMG 2024), 

 
12 Vide ApxA2.5 
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interpretation (Nowak, Hnilica 2012) and communication (KPMG 2024) render it 

unfavored (Ernst 2022). Other shortcomings relate mainly to statistical issues, 

including the ability to match distributions with the underlying variable, the shifting 

correlation between variables and the effect of non-stationary distributions 

(Damodaran, 2012). 

 

2.4.4 Qualitative Disclosures 
 

Information constraints and bounded rationality diminish investors’ ability to seek 

optimal portfolios (Weber, Siebenmorgen et al. 2005). Hence, the International 

Valuation Standards Counicil (IVSC)13 requires that valuation reports allow non-

experts to understand essential parts of the estimation process (IVSC, 2022). 

Both Thorne (2021) and the IVSC (2022) reveal that expressing solely 

quantitative estimates of market variability may elicit a false precision of industry 

uncertainty and the omission of whether such uncertainty is materially based on 

statistical inferences. Thus,  

 
“..purely numeric illustration will only confirm uncertainty, not explain it, and 
will not provide the recipient with a better understanding of the valuation”.  

 
Thorne (2021, p.507) 

 

Therefore, quantitative estimates must be accompanied by narrative 

explanations related to the nature and cause of any uncertainty unfolding (IVSC 

2020). Valuers must communicate the source of market disruption and its 

influence on the variability of the value computed, including an uncertainty clause 

(RICS 2020). Consequently, the more relevant and transparent the verbal 

communication inscribed within the report is, the more valuable it is to the 

recipient (Bywater 2011), contributing towards diminishing the concerns 

prescribed by investors relating to the faithful representation of data recorded in 

reports (Mehnaz, Rahman et al. 2022). Transparency enhances communication 

 
13 Through its valuation standards 
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effectiveness and strengthens advisor-client relationships (Sharma, Patterson 

1999). 

 

Nonetheless, it is imperative to exercise caution as markets react rapidly. 

Uncertainty clauses should be revised when temporary economic anomalies 

evolve into long-term structural deficiencies (Thorne 2021). Thus, analysts must 

execute periodic assessments of the macroeconomic landscape. 

 

2.5. Conclusion 
 
This chapter synthesised an array of literature to describe different aspects of the 

prescribed objectives. The subsequent chapter will describe the research 

methodology adopted.  
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3.1 Introduction 
 

This chapter describes this study’s research process, the methodologies applied 

and their rationale for achieving the research objectives. This chapter is 

structured according to Fig. 3.1 below: 

 
Fig. 3.1: Outline of Chapter 3 

3.1 Introduction

3.2 Preliminary Research

3.3 Research Design

• 3.4.1 Semi-Structured Interviews
• 3.4.2 Regression Analysis

3.4 Research Instrument

3.5 Research Participants & Sampling

•3.6.1 Primary Data Collection
•3.6.2 Secondary Data Collection

3.6 Data Collection

• 3.7.1 Hypothesis Development
• 3.7.2 Model Specification

3.7 Regression Analysis

• 3.8.1 Qualitative Data Analysis
• 3.8.2 Quantitative Data Analysis

3.8 Data Analysis

3.9 Ethical Considerations

3.10 Limitations
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3.2 Preliminary Research 
 

Initially, existing literature, consisting of peer-reviewed academic papers, books, 

and dissertations held by the University of Malta (UoM), was scrutinised. This 

enabled the researcher to comprehend the research area and identify local and 

international gaps within the literature on which this study was framed. Also, it 

facilitated the selection of the optimal methodology to be employed and the 

recognition of significant caveats within the research process.  

 

3.3 Research Design 
 
Quantitative and qualitative research illustrates a spectrum’s extremes (Creswell 

2014), with quantitative research rooted in the positivistic philosophy (Slevitch 

2011), concentrating on examining correlations between variables described 

through numerical data and analysed using statistical and graphical 

representations (Saunders, Lewis et al. 2023). This method employs deductive 

reasoning, focusing on outcomes and extrapolating general conclusions to 

practical scenarios (Yilmaz 2013). Conversely, a qualitative approach draws on 

interpretivism (Slevitch 2011), centering on apprehending participants’ 

experiences based on their self-reflection on given phenomena (Yilmaz 2013). 

The findings are prescribed through words and images to formulate conceptual 

frameworks and theoretical advancements (Saunders, Lewis et al. 2023). This 

requires an in-depth analysis of participants’ viewpoints on the mechanics of the 

world around them and the value attributed to these experiences (Aspers, Corte 

2019). 

 

Mixed methods research capitalises on the practical paradigms of both 

perspectives, including data collection techniques and analysis, within the same 

study (Saunders, Lewis et al. 2023). This approach offsets their weaknesses14, 

 
14 Quantitative – omitting perceptions (Choy, 2014); Qualitative - lack of objective data 
verification and the shift of data control (ACAP 2012; Yauch, Steudel 2003) 



 
Chapter 3  Research Methodology 
 

 
39 

 

providing a broader perspective and enabling a more comprehensive 

interpretation of the phenomena than either technique alone could achieve 

(Cameron 2011). Triangulation lowers research bias, enabling more valid and 

reliable outcomes (D O'Gorman, MacIntosh 2015).  

 

Consequently, as the nature of the research question governs approach selection 

(Fetters, Curry et al. 2013), this study employs a concurrent mixed-method 

approach to conform with a pragmatic research philosophy. This approach “offers 

an alternative, flexible, and more reflexive guide to research design” (Yvonne 

Feilzer 2010, p.7), offering valuable insights that inform future practice 

(Saunders, Lewis et al. 2023). This philosophy is applied throughout, as shown 

in Table 3.1: 

 
Table 3.1: Application of Pragmatism in the Study 

Source: adapted from Saunders, Lewis et al. (2023, p.147) 
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3.4 Research Instrument 
 

Semi-structured interviews15 and regression analysis, respectively, were 

determined to be suitable tools for the qualitative and quantitative components.  

 

3.4.1 Semi-Structured Interviews 
 

Semi-structured interviews incorporate elements of both structured and 

unstructured exchanges within the data collection phase (D O'Gorman, 

MacIntosh 2015). The perceived adequacy of such interviews necessitates 

amalgamating main questions, follow-ups and probes (Rubin, Rubin 2004). The 

former should combine open-ended questions, allowing participants to elicit their 

experiences and theoretically driven queries, providing a sense of direction and 

guidance from existing empirical literature (Galletta 2013). This composition 

allows flexibility within the interview process, with new questions arising due to 

the responses given (Ruslin et al., 2022). Table 3.2 outlines the separation of the 

interview questions according to their relevant theme: 

 

 

 
15 Vide ApxA3.5-A3.7 
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Table 3.2: Outline of Interview Schedule 

 

3.4.2 Regression Analysis 
 

As the value relevance component16 attempts to identify a statistical correlation 

between accounting fundamentals and company value (Ogeh Fiador 2013), a 

regression analysis is deemed the standard practice (Beisland 2009). It is defined 

as: 

 
“the study of the relationship between one variable called the explained, or 
dependent, variable and one or more other variables called independent, or 
explanatory, variables.” 

(Gujarati, Porter 2010, p.21) 

The relationships between two or more parameters are identified by estimating 

the explanatory variables' coefficient and deducing the association's relative 

 
16 Vide Sn1.5 
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strength (Adams, Khan et al. 2014). This analysis could be differentiated further, 

encompassing a simple and a multiple regression model with the primary 

distinction reflecting the number of predictors describing changes in the 

dependent parameter (Das 2019). A multiple regression model has been deemed 

adequate for this research, as more than one parameter is incorporated, 

consistent with Ohlson’s (1995) valuation framework. 

3.5 Research Participants & Sampling 
 

A non-probability method17, known as purposive or judgmental sampling, was 

utilised to address this study's quantitative and qualitative areas. By selecting “a 

more representative sample by using (their) judgement” (Bajpai 2011, p.105), the 

researcher must critically appraise participants by concentrating on the influence 

of including or excluding their perspectives from the study (Saunders, Lewis et 

al. 2023). Henceforth, to draw on the experiences encountered, a multitude of 

perspectives were selected from valuation experts, stockbrokers and financial 

managers, ensuring a more holistic view of the research topic. Anonymised with 

codes, the participants are delineated in Table 3.3, including their occupations, 

to illustrate the breadth of perceptions. 

 

Type of 
Interviewees No Respondent Code Occupation Firm 

Type A18 

1 V01  Manager Big 4 Audit Firm 

2 V02  Partner Big 4 Audit Firm 

3 V03 Senior 
Manager Big 4 Audit Firm 

4 V04 Partner Big 4 Audit Firm 

5 V05 Partner Mid-tier Audit Firm 

6 V06 Partner Mid-tier Audit Firm 

 
17 Non-probability sampling entails selecting a sample based on specific attributes or distinguishing features pertinent to 
the study, rendering it uncertain whether the research results accurately represent the entire population (D O'Gorman, 
MacIntosh 2015). 
18 Vide ApxA3.6 
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7 V07 Partner Mid-tier Audit Firm 

8 V08 Partner Small Audit Firm 

Type B19 
9 S09 Financial 

Analyst Stockbroker 

10 S10 
Head of 
Capital 
Markets 

Stockbroker 

Type C20 
11 F11 Chief Financial 

Officer (CFO) Maltese Listed Entity 

12 F12 Chief Financial 
Officer (CFO) Maltese Listed Entity 

 
Table 3.3: Research Participants 

 

The selection of companies placed on the MSE Official List between 2013-2021 

was elected using a judgmental sampling process. No additional criteria were 

adopted to ensure relevancy and avoid distorting the data. Simultaneously, 

interim results were excluded for possible undesirable biases21. The companies 

employed within this quantitative aspect are summarised below: 

 

 
 

19 Vide ApxA3.7 
20 Vide ApxA3.8 
21 Oberholster, Zulu et al. (2017) state that book values are value relevant for interim stock reac=ons, while earnings 
are not. Thus, incorpora=ng intermediate results would bias the model. 
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Table 3.4: Description of Sample for Quantitative Segment 

 

3.6 Data Collection 
 
The robustness of the compiled data and its capacity to fulfil the research aims is 

contingent on the effectiveness of the researcher’s data collection strategy 

(Adams, Khan et al. 2014). 

 

3.6.1 Primary Data Collection 
 

Primary data was assembled from the virtual or face-to-face semi-structured 

interviews, depending on the interviewee’s preference. The researcher strived to 

conduct most interviews physically to better connect with the participants and 

facilitate the efficacy of the interview process.   
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3.6.2 Secondary Data Collection 
 

Secondary data from various credible sources, including peer-reviewed 

academic papers, books and UoM dissertations, shaped the literature supporting 

this research and interview schedule and jointly formed the foundation of the 

quantitative component. Raw data from publicly available information on the 

Malta Stock Exchange (MSE) website was processed and organised to 

undertake the regression analysis.  

 

Stock prices were sourced from the closing prices of the MSE’s daily trading 

summaries. Primarily, estimating the market value of equity per share (MVEPS) 

necessitates determining the date to be applied (Ofor 2022). Following Easton 

and Harris (1991), earnings were employed as an explanatory variable upon the 

start of the stock return period, such that share prices coincided with the end of 

the fiscal year-end, augmented by three months. This accommodates a lag period 

for stock reactions and report announcements, consistent with Dimitrios, Anestis 

et al. (2010), Bepari (2015), Kane, Leece et al. (2015) and Barth, Li et al. (2023).  

 

Data observations on the earnings per share (EPS) and book value of equity per 

share (BVPS) figures were extracted from publicly available sources, specifically 

the issued annual reports on the MLE’s website. The EPS for each successive 

year was computed using the equation highlighted in Fig. 3.2 below. Although 

EPS is disseminated in annual reports and governed by IAS33, the figure was 

recalculated to ensure preciseness, free from any rounding issues.  

 

 

𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠	𝑝𝑒𝑟	𝑆ℎ𝑎𝑟𝑒 = 	
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠	𝑎𝑓𝑡𝑒𝑟	𝑡𝑎𝑥	𝑎𝑡𝑡𝑟𝑖𝑏𝑢𝑡𝑎𝑏𝑙𝑒	𝑡𝑜	𝑒𝑞𝑢𝑖𝑡𝑦	ℎ𝑜𝑙𝑑𝑒𝑟𝑠
𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑	𝐴𝑣𝑒𝑟𝑎𝑔𝑒	𝑛𝑢𝑚𝑏𝑒𝑟	𝑜𝑓𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔	𝑆ℎ𝑎𝑟𝑒𝑠

 

 

 
Fig. 3.2: Formula for EPS 
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Furthermore, BVPS was estimated using the formula in Fig. 3.3, similar to that 

applied by Dimitrios, Anestis et al. (2010), as shown below:  

 

 

𝐵𝑜𝑜𝑘	𝑉𝑎𝑙𝑢𝑒	𝑜𝑓	𝐸𝑞𝑢𝑖𝑡𝑦	𝑝𝑒𝑟	𝑆ℎ𝑎𝑟𝑒 = 	
𝐵𝑜𝑜𝑘	𝑉𝑎𝑙𝑢𝑒	𝑜𝑓	𝐸𝑞𝑢𝑖𝑡𝑦22

𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑	𝐴𝑣𝑒𝑟𝑎𝑔𝑒	𝑛𝑢𝑚𝑏𝑒𝑟	𝑜𝑓𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔	𝑆ℎ𝑎𝑟𝑒𝑠
 

 

 
Fig. 3.3: Formula for BVPS 

 

Finally, the pre-pandemic and pandemic cut-off date was connoted as financial 

years ending in 2020 and 2021, similar to when health and economic policy were 

highly volatile due to local recurring lockdown announcements. 

 

3.7 Regression Analysis 
 

3.7.1 Hypothesis Development 
 
Developing the research hypothesis is integral to the study's overarching aim. It 

requires thoroughly refining the research problem by examining empirical 

literature (Toledo, Flikkema et al. 2011), which could be tested and validated 

(Bulajic, Stamatovic et al. 2012). Building upon the insights gleaned from 

synthesised academic literature set out in Chapter 223, the following hypotheses 

were developed: 

 

 
 

 
22 Equity was computed net of Non-Controlling Interest (NCI) 
23 Vide Sn2.2.4 
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 3.7.2 Model Specification 
 

Undertaking a regression analysis necessitates selecting the correct model, as 

misspecified models result in the researcher expressing sub-optimal conclusions 

(Beisland 2009), giving rise to a specification error (Gujarati, Porter 2010). 

Nevertheless, one may never estimate precisely the true model; a sceptic 

mindset enables a researcher to define a “reasonably accurate representation of 

reality” (Gujarati, Porter 2010, p.219). The two main doctrines in value relevance 

research relate to Price and Return Models (Kothari, Zimmerman 1995; Paolone 

2020).   

 

Price models determine whether there is a correlation between the levels of 

securities prices and levels of firm-specific attributes (Landsman, Magliolo 1988). 

In return models, emphasis is placed on security returns (Paolone 2020), which 

examine the association between annual stock returns and changes in 

accounting variables (Easton, Harris 1991). A sensible evaluation of both models 

is required to capitalise on their econometric strengths and mitigate their 

weaknesses (Beisland 2009). The choice between the two specifications is 

condensed between the nature of the econometric properties of the data and the 

economic model of equilibrium (Landsman, Magliolo 1988; Beisland 2009).  

 

Accordingly, price models offer impartial estimators, while return models align 

better with statistical assumptions, including regression analyses (Beisland 

2009). Conversely, issues related to scale and transitory earnings may lead to 

biased estimates for price and return models, respectively (Ota 2003). 

Regardless, the study’s economic motivation, categorised into relative, 

incremental and marginal association studies (Tahat, Alhadab 2017), becomes 

the predicament within the selection criteria (Beisland 2009). Ultimately, price 

models are interested in determining what is reflected in firm value (Barth, Beaver 

et al. 2001), representing a relative association approach (Holthausen, Watts 
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2001). Thus, as this study aims to investigate the relative correlation of EPS and 

BVPS during two specific periods rather than the aspect of value creation, a price 

model has been determined to be a suitable specification for the regression 

model. Hence, the following regressions were estimated: 

 
To prevent spurious relationships, the following model was ameliorated by 

deflating each variable with the stock price observation of the previous period, 

denoted as 𝑃𝑅𝐼𝐶𝐸!"#$, following Dimitrios, Anestis et al.’s (2010) study. 

 
Goodness-of-fit, individual coefficient variables, and their significance were 

compared to reveal the change in informational value, concurring with foreign 

literature24. Additionally, as a proactive measure to mitigate heteroscedastic 

biases caused by scale effects, all variables are deflated by the number of shares 

within the company, following Barth and Clinch (2009). As a robustness test, the 

pandemic effect on the value enigma could be estimated using the following 

specification: 

 

 
24 Davis-Friday, Gordon (2005) and Kim, Kim et al. (2022) 
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Based on the hypotheses, 𝛿% and 𝛿& are expected to be positive and significant, 

and negative and significant, respectively. 

 

3.8 Data Analysis 
 

 3.8.1 Qualitative Data Analysis 
 
After the data collection phase, a systematic process was implemented to extract 

the optimal value from participants’ experiences. The audio-recorded interview 

responses were transcribed verbatim promptly to ensure the data was organised 

and the content remained fresh in the interviewer’s mind (D O'Gorman, 

MacIntosh 2015). Transcript summaries were affected to yield a more concise 

description of responses before executing further analyses. These summaries 

aid in uncovering principal themes when undertaking thematic analysis. The latter 

is defined as a process whereby a data set is inspected and reviewed to unearth 

common themes and patterns using coding (Saunders, Lewis et al. 2023). An 

iterative coding system was implemented whereby responses exemplifying “the 

same theoretical or descriptive idea” (Gibbs, 2008, p.38) were assigned identical 

codes. 
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3.8.2 Quantitative Data Analysis 
 

Once all empirical data was collected on a Microsoft Excel sheet25, the data was 

migrated to the E-Views platform to commence the data analysis phase. Firstly, 

the normality assumption was tested, using the Shapiro-Wilk Test26 to uncover 

whether the dependent variable (𝑃!") follows a normal distribution27. Additionally, 

the linearity assumption was examined by developing scatter plots28 between the 

dependent (𝑃!") and independent variables (𝐵𝑉𝑃𝑆!", 𝐸𝑃𝑆!") separately. 

Furthermore, the regression was subject to further diagnostic tests for 

heteroscedasticity29, autocorrelation30 and multicollinearity31, common in cross-

sectional data (Gujarati, Porter 2010), to ensure better interpretation and 

unbiased hypothesis testing and coefficients. 

 

3.9 Ethical Considerations 
 
The ethical process undertaken in this study is delineated in Appendix A3.9. 

 

3.10 Limitations 
 
The researcher encountered the following limitations while undertaking this 

empirical study: 

1) Severe econometric difficulties hinder conclusions drawn from the value 

relevance segment, which raises questions about their reliability (Beaver 

2002). 

 
25 Vide ApxA3.12 
26 Vide ApxA3.1 
27 A probability distribution of a variable that is represented with a normal curve that is asymptotic and 
symmetrical in area (Mariappan, 2019, p. 179-180) 
28 Vide ApxA3.2 
29 Vide ApxA3.3 
30 Vide ApxA3.4 
31 Vide ApxA3.5 
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2) Malta’s stock market compromises this study’s data integrity due to scale 

and liquidity issues, challenging value relevance research assumptions 

about market efficiency (Beisland 2009)32. 

3) The regression's stock prices may not wholly reflect investors' reactions to 

expected firm performance, as delayed pandemic-era stock oscillations 

(D’Augusta, Grossetti 2023) suggest reduced market efficiency.  

4) Inevitably, participants’ personal perspectives enable a certain degree of 

subjectivity throughout the interview process (Alshenqeeti 2014). 

5) Translating Maltese interview responses may diminish information 

richness, potentially forfeiting valuable perspectives during transcription. 

 

3.11 Conclusion 
 
This chapter describes the research methodology. The subsequent chapter shall 

present the empirical findings. 

 

 

 
32 Beisland (2009) implies that statistical bias could manifest due to a lack of market efficiency, at least in 
the semi-strong form, albeit small given the choice to undertake a price return model  
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4.1 Introduction 
 
This chapter unveils the interview findings and regression analysis results, 

detailing changes in value relevance, examining the state of corporate valuation 

models in Malta and assessing the usage of additional components pre- and 

during the pandemic crisis. The structure of this chapter shall follow that 

prescribed in Fig. 4.1 below: 
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Fig. 4.1: Outline of Chapter 4 

4.1 Introduction

PART A: QUANTITATIVE ANALYSIS

• 4.2.1 Descriptive Statistics
• 4.2.2 Relative Association & Explanatory Power during the Pre-Pandemic Period
• 4.2.3 Relative Association & Explanatory Power during the Pandemic Period
• 4.2.4 Robustness Analysis

4.2 Statistical Analysis of the Value Relevance of 
Earnings & Book Values of Equity

PART B: QUALITATIVE ANALYSIS

• 4.3.1 Role of Accounting Data in Corporate Valuation
• 4.3.2 Reliance on Income Statement & Statement of Financial Position
• 4.3.3 The Influence of the Pandemic

4.3 Corporate Valuations, Accounting Data and Business 
Cycles

4.4 Common Valuation Practices in the Maltese Context

• 4.5.1 The Net Asset Valuation Methods
• 4.5.2 The Relative Model
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PART A: QUANTITATIVE ANALYSIS 
 

4.2 Statistical Analysis of the Value Relevance of 
Accounting Information 
 

4.2.1 Descriptive Statistics 
 

Table 4.1 conveys 𝑃𝑅𝐼𝐶𝐸, 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 between the different temporal phases: 

the aggregate, the pandemic and the non-pandemic periods. These descriptive 

analytics underscore the data’s statistical properties by delineating information 

regarding measures of central tendency and dispersion. For instance, in the pre-

pandemic era, the mean stock price was slightly higher than its median, indicating 

minimal skewness to the right. Notably, the pandemic's mean and median stock 

prices were considerably lower than the non-pandemic period, highlighting its 

potential impact on stock valuations. Additionally, the standard deviation of both 

independent variables increased between the two periods, emphasising 

increased accounting volatility during the COVID-19 pandemic. 

 
All Period: 2013 – 2021 
 
 N Minimum Maximum Mean Median Std. 

Deviation 
𝑷𝑹𝑰𝑪𝑬 162 0.32910 2.43000 1.0294154 0.9859500 0.28503614 
𝑬𝑷𝑺 162 -0.22190 0.69370 0.0388815 0.0406000 0.08488131 
𝑩𝑽𝑷𝑺 162 0.03160 2.21220 0.7396691 0.6863000 0.49370551 

 
Non-Pandemic Period: 2013 – 2019 
 
 N Minimum Maximum Mean Median Std. 

Deviation 
𝑷𝑹𝑰𝑪𝑬 125 0.32910 2.43000 1.0489128 1.0000000 0.30989009 
𝑬𝑷𝑺 125 -0.13940 0.29400 0.0489872 0.0443000 0.05801243 
𝑩𝑽𝑷𝑺 125 0.03710 1.79020 0.6874888 0.6714000 0.42208533 
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Pandemic Period: 2020 – 2021 
 
 N Minimum Maximum Mean Median Std. 

Deviation 
𝑷𝑹𝑰𝑪𝑬 37 0.65630 1.50770 0.9733081 0.9394000 0.16510773 
𝑬𝑷𝑺 37 -0.22190 0.69370 0.0121459 0.0232000 0.14027635 
𝑩𝑽𝑷𝑺 37 0.03160 2.21220 0.9150541 1.0005000 0.65957571 

 
Table 4.1 Descriptive Statistics 

 

4.2.2 Relative Association & Explanatory Power during Non-
Pandemic Periods 

 

Given the local research gap, the relative and explanatory association of earnings 

and book values was examined before analysing the effects of a pandemic-

inflicted economy, to obtain insights into the strength of the correlation during 

normal macroeconomic conditions33. Therefore, the following regression was 

estimated for 2013 – 2019 period, with a breakdown of the results displayed in 

T4.2. 

 

 
 
The regression analysis unveils the positive coefficient estimators, denoted by 𝛽$ 

and 𝛽', affirming a direct causality between both earnings and equity book values. 

For every unit increase in 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆, relative to the prior period’s share 

(𝑃𝑅𝐼𝐶𝐸"#$), current stock prices rise by €1.447 and €0.039, respectively. Thus, 

higher levels of 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 are associated with higher share prices. 

Consequently, the larger coefficient parameter demonstrates greater 

responsiveness between 𝐸𝑃𝑆 and MLE equity prices as opposed to 𝐵𝑉𝑃𝑆, 

emphasising investors' heightened sensitivity towards earnings fluctuations.  

 
33 In this study, normal macroeconomic conditions refer to the scenario of constant economic 
output without being hindered by extraordinary or adverse economic anomalies. 
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However, while both 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 exhibit positive coefficients, it is noteworthy 

that, as per Table 4.2, only 𝐸𝑃𝑆 emerges as statistically significant(p=0.0079), while 

𝐵𝑉𝑃𝑆 does not attain statistical significance(p=0.1413), as determined using robust 

standard errors34. This discrepancy implies that investors perceive earnings as 

the primary determinant of local MLE equity prices, particularly amid a stable 

economy. Thus, despite the positive association between 𝐵𝑉𝑃𝑆 and stock prices, 

the statistical insignificance suggests that, locally, earnings hold greater value 

relevance in assessing MLEs’ future performance 

 

 
Parameter Estimates 

 
 Hypothesis Testing 

 𝜷 Standard 
Error 

Huber-White 
t-Test 

Sig. 

(Intercept) 0.954382 0.051114 18.67145 < 0.0000 
EPS 1.446703 0.535944 2.699356 0.0079 

BVPS 0.039037 0.058838 0.663460 0.5083 
Dependent Variable: 𝑃𝑅𝐼𝐶𝐸 
R-squared – 0.084027 
Adjusted R-squared – 0.069011 

 
 

Table 4.2 Regression Output for the Non-Pandemic Period 
 
With an adjusted R-squared value of 0.069011, the multiple linear regression 

model accounts for approximately 6.9011% of the variation in MLEs’ share prices, 

implying that the fitted independent variables (𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆) only modestly 

accounts for the variability observed in stock prices. This low adjusted R-squared 

value posits the model’s inability to capture the complex factors influencing local 

stock prices, such that beyond 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 several other factors35 likely 

contribute (Gu 2007). Hence, despite earnings being a predictor of equity prices, 

 
34 Vide Apx3.4 
35 including macroeconomic variables (Trivedi, Behera 2012) and investor sentiment (Kim, Lee 2022). 
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the explanatory power is low, showcasing that the local extent of value relevance 

is relatively weak. 

 

4.2.3 Relative Association & Explanatory Power during Pandemic 
Period 

 

A separate regression was executed for the pandemic period to examine shifts in 

value relevance during the pandemic, as presented below and tabulated in T4.3. 

 

 
 

The results portray conflicting views on the relative association of 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆, 

as determined by the OLS estimators, 𝛼$ and 𝛼', respectively. Interestingly, the 

coefficient for 𝐸𝑃𝑆/ 𝑃𝑅𝐼𝐶𝐸"#$ and 𝐵𝑉𝑃𝑆/ 𝑃𝑅𝐼𝐶𝐸"#$ is positive(α_1=0.473 & α_2=0.019), 

highlighting that a rise in 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 relative to MLEs’ share price for the prior 

period is associated with an increase in the relative change in stock prices. This 

implies that investors identify increases in book values or earnings indicative of 

value creation during macroeconomic turmoil. 

 

Furthermore, Table 4.3 exhibits the statistical insignificance for both 𝐸𝑃𝑆(p=0.0929) 

and 𝐵𝑉𝑃𝑆(p=0.6220). This infers that during the pandemic, the relative association 

between 𝐸𝑃𝑆 and share prices deteriorated such that earnings-based information 

no longer remains statistically robust. Therefore, the hypothesis prescribed36, 

𝐻$is accepted. Consequently, the results suggest that Maltese investors do not 

leverage the reduced value relevance of earnings with book value-based data, 

rejecting the hypothesis proposed37, 𝐻', as the relative association between 

𝐵𝑉𝑃𝑆 and stock prices remain weak comparatively between the two periods.  

 

 
36 Vide Sn3.7.1 
37 Vide Sn3.7.1 
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Moreover, the common explanatory power for both 𝐸𝑃𝑆 and 𝐵𝑉𝑃𝑆 has inflated to 

13.73%(adj.R-squared=0.137296) from an explanatory power of 6.9%(adj.R-squared=0.069011) 

during normal business cycle conditions. Thus, financial statement information 

describes a higher proportion of variation in stock prices at the onset of the 

pandemic, such that the common explanatory power of earnings and book values 

improved by approximately 6.83%(Dadj.R-squared= 0.13729 – 0.069011=0.068285). 

 

 
Parameter Estimates 

 
 Hypothesis Testing 

 𝜷 Standard 
Error 

Huber-White 
t-Test 

Sig. 

(Intercept) 0.951203 0.047830 19.88699 0.0000 
EPS 0.472880 0.273527 1.728825 0.0929 

BVPS 0.019316 0.035894 0.497519 0.6220 
Dependent Variable: 𝑃𝑅𝐼𝐶𝐸 
R-squared – 0.185224 
Adjusted R-squared – 0.137296 

 
 

Table 4.3 Regression Output for the Pandemic Period 
 

4.2.4 Robustness Analysis 
 

From a different viewpoint, Model (2) was expanded into Model (3), incorporating 

an interaction dummy variable, taking a value of 1 if the observation lies within 

the pandemic period, i.e. 2020 – 2021. The computation of this regression model 

serves as a robustness check to validate the findings from the previous 

regression models estimated. The results from Model (2) are illustrated below, 

with a description of the output depicted in Table 4.4: 
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The negative coefficient estimate for 𝐶𝑃 ∗ 𝐸𝑃𝑆(g_3=-1.144) corroborates the results 

obtained in the previous regression models. This deduces that, ceteris paribus, 

amidst the pandemic crisis, an increment in 𝐸𝑃𝑆 for MLEs relative to the previous 

period’s share prices deflates the current stock values, demonstrating an inverse 

correlation. Hence, the impact of earnings-based information is weaker during the 

pandemic period, suggesting that earnings are less value-relevant. Conversely, 

the positive coefficient parameter for 𝐶𝑃 ∗ 𝐵𝑉𝑃𝑆 relative to the prior period’s stock 

price(g_4=0.003), ceteris paribus, indicates that book values of equity are directly 

related, since during the macroeconomic shock brought about by the pandemic, 

share prices positively reacted towards fluctuations in book values.  

 
 

Parameter Estimates 
 

 Hypothesis Testing 

 𝜷 Standard 
Error 

Huber-White 
t-Test 

Sig. 

(𝑰𝒏𝒕𝒆𝒓𝒄𝒆𝒑𝒕) 0.944651 0.035087 26.92294 <0.0000 
𝑬𝑷𝑺 1.614321 0.331050 4.876370 0.0000 
𝑩𝑽𝑷𝑺 0.020536 0.039543 0.519347 0.6042 

𝑪𝑷 ∗ 𝑬𝑷𝑺 -1.144333 0.430121 -2.660491 0.0085 
𝑪𝑷 ∗ 𝑩𝑽𝑷𝑺 0.002862 0.032215 0.088831 0.9293 

Dependent Variable: PRICE 
Adjusted R-squared – 0.132566 

 
 

Table 4.4 Regression Output of Robustness Analysis 
 
 

Nevertheless, given the statistical insignificance of 𝐶𝑃 ∗ 𝐵𝑉𝑃𝑆(p=0.9293), it is 

imperative to note that a shift in value relevance from earnings to book values did 

not manifest locally at the onset of the global pandemic crisis. Conversely, the 

statistical significance of 𝐶𝑃 ∗ 𝐸𝑃𝑆(p=0.0085). This reaffirms the previous finding 

regarding the deterioration of earnings data as a value-relevant mechanism for 

financial statement users in Malta.  
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PART B: QUALITATIVE ANALYSIS 
 

4.3 Corporate Valuations, Accounting Data and 
Business Cycles 
 

4.3.1 The Role of Accounting Data in Corporate Valuations  
 

All interviewees(12/12) emphasised the significance of financial data in appraisals. 

Two valuers(2/8) underscored that it “forms the foundation for all corporate 

valuations”[V01], highlighting that “historical information could give the context, 

the narrative and a good basis to build a forward-looking valuation”[V02], 

respectively. Therefore, it aids in understanding the history behind the entity and 

developing projections, as forecasting is hinged upon mirroring historical 

information, both in terms of data extrapolation and format.   

 

Two respondents(2/8), while acknowledging the importance of accounting 

information, accentuated that its interpretation may undermine its usefulness, 

stressing the equal significance of sound evaluation of accounting figures and 

policies. They opined that economic conditions, changing accounting rules, and 

differential reporting compromise financial statements’ coherence, consistency, 

and comparability. Accordingly, V06 expressed that incorporating “non-cash 

items and depreciation in the financials”[V06] raises significant doubts on the 

relevance of financial data, with a “look at the accounting policies”[V06] essential. 

Analyst V04 underlined that established procedures like fundamental and 

technical analysis are necessary to address these problems when computing 

firms' inherent value. 

 

Despite these limitations, one valuer(1/8) recounted that efforts are being made to 

enhance investors’ information environment. Correspondingly, a new 

International Financial Reporting Standard (IFRS), IFRS 18, shall replace the 
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previous standard38, “where the presentation of the financial statements is going 

to change because of criticism from investors”[V06]. The professional expounded 

that the new standard's homogeneous presentation of Earnings before Interest, 

Tax, Depreciation and Amortization (EBITDA), disaggregation of income 

statement items, and performance measurement disclosure guidelines should 

address annual reports' lack of comparability. 

 

One CFO(1/2) highlighted that although this interlink is strong, “valuers tend to 

overlook aspects”[F12] beyond financial information, adding that other 

characteristics, such as “uniqueness”[F12], cannot be captured by financial 

information and thus by looking: 

 
“…only at the numbers, I don't think that you really justify the underlying value 
of certain assets…you need to look at other data points”[F12] 

 
Conversely, another CFO(1/12) pondered that the “investor is not knowledgeable 

enough to give precedence”[F11] to non-financial information despite its 

relevance. 

 

4.3.2 Reliance on Income Statement & Statement of Financial 
Position 

 
All participants(12/12) acknowledged that earnings are more relevant than book 

values such that “valuations supersede the importance of book values”[F11], with 

one CFO(1/2) emphasising “the strength and the value of that company is by its 

capability to continue generating earnings”[F12]. Despite several 

respondents(3/12) perceiving book values as “historic”[V08], others(7/12) accredited 

them as providing a “current snapshot in time”[S09], which is essential to 

“understand where the company stands”[F12]. Nevertheless, several 

interviewees(4/12) pondered that the relevance between the two is determined by 

the firm's industry in which an individual is analysing. In fact, V06 articulates that 

one has to be aware of: 

 
38 IAS1 
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“…whether it is a trading company generating income or whether it is an 
asset holding company where in that case possibly looking at book values 
might be relevant”[V06] 

 
Conversely, three interviewees(3/12) insinuated that their relevance is undermined 

as “retail investors in Malta don't play with their money as actively as in other 

countries”[V04] owing to their lack of a solid accounting foundation. 

 

4.3.3 The Influence of the Pandemic 
 
In reply to the question brought forward39, most(8/12) stated that such a shift did 

not manifest, one(1/12) was unable to respond, and some(3/12) agreed with this 

statement. Notwithstanding this, one stockbroker(1/2) delineated that a reaction to 

the insecurity of firms’ going concern “led to market participants wanting more 

information”[S09]. However, due to the local stock market’s illiquidity, another 

stockbroker(1/2) expressed that companies are disincentivised to offer more 

information as their share price is unlikely to fluctuate, depriving firms of any 

potential “reward”[S10]. 

 

Furthermore, two analysts(2/12) discussed that an entity’s intangible assets played 

a prominent role during the pandemic. One of those(1/2) referred to companies 

with a higher brand valuation might have been insulated from sharp declines in 

share prices. Additionally, the other(1/2) articulated that the relevance of intangible 

assets increased since many enterprises were leveraging transfer pricing 

regulations “to optimise their tax position”[V04].  

 

4.4 Common valuation practices in the Maltese context 
 
Unsurprisingly, eleven interviewees(11/12) denote that the income-based approach 

remains the “gold standard”[V03] for local valuations, aligning with Bonello’s 

(2018)40 findings. This is derived from the notion that “the dividend is quite 

 
39 Vide ApxA3.6 Q4, ApxA3.7 Q3 
40 Vide Sn2.3.3 
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important in Malta”[S10]; thus, investors employ dividend-based methods. 

Additionally, some elaborated on the methods utilised under this approach, as 

shown in Fig. 4.2:  

 
 

Fig. 4.2: Respondents’ Choice of Income Models 

 
V02 accentuates its popularity due to “its theoretical credentials and universality 

across different industries”[V02]. Accordingly, two(2/12) asserted this consensus, 

underscoring that it permits analysts to display an entity's cash flow 

characteristics and inherent attributes across a pre-defined projected period 

instead of a “view of one point in time”[V01].  

 

Nevertheless, all interviewees(12/12) still apply a market and/or asset-based 

method in their company valuations. Conforming with Bonello’s (2018)41 study, 

four participants(4/12) explained that applying a multi-method approach serves as 

a cross-verification exercise, corroborating the computed value using the income 

model. They emphasised that undertaking only one approach represents a 

 
41 Vide Sn2.3.2 
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“limitation of scope”[V08], impeding the analysts’ ability to broaden the appraisal’s 

objective by considering distinct valuation dimensions.  

 

Locally, the adoption rate of an asset-based valuation is underwhelming, with 

only some(5/12) actively employing the method in their profession. Hence, of those, 

four analysts(4/5) contend that an asset-intensive view is applied when the subject 

company’s business model depends on its assets to generate earnings, such as 

banks and property-centric entities. One respondent(1/5) described the method as 

a “benchmark”[S10] to establish the lowest possible price in transactions, while 

another(1/5) noted its mandated use in share transfers under the local tax rules. 

Additionally, F12 asserts that the method’s utilisation depends on the difficulty of 

deriving underlying cash flows, with complex appraisals often shifting towards a 

replacement cost approach. Similarly, when enduring an RV framework, an 

earnings-based multiple prevails among local professionals(11/12) with book value 

metrics selected based on industry norms, analogous to the NAV.  

 

When reciting local valuation challenges, V02 recounts that the RV model “can’t 

be used as the main method”[V02], despite two participants(2/12) highlighting the 

simplicity and ease of accessing the necessary information. Several limitations 

were indicated, with the lack of comparability emerging as the prevalent 

factor(8/12). They argued that Malta’s small stock market hinders their ability to 

extract comparable and timely data, regardless of the efforts made through the 

European Single Electronic Format (ESEF) as implied by F12. Most(10/12) agreed 

that the EV calculated with an income model is typically retained despite 

considering a market-oriented evaluation. Herein, V06 declared that: 

 
“…given the differences in accounting policies, the term and the liquidity of 
the shares, the control procedures, and the size of the firm, I think it's more 
common that one would revert back to the income approach.”[V06] 

 
Notwithstanding this, most(8/12) commented on the nuisance in obtaining all the 

necessary information to execute an income-based approach. One analyst(1/8) 

describes that Malta’s business landscape, comprised of small-to-medium-sized 
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family businesses with no professional corporate finance teams, exacerbates this 

issue. Others(3/12) further added that the subjectivity surrounding the discount rate 

analysis adds layers of complexity in estimating and explaining it to clients, with 

its computation perceived as akin to a “lottery”[V02]. Moreover, several 

respondents(3/12) mentioned the corporate tax regime, the client’s lack of 

knowledge regarding valuations and the embedded assumptions, including 

“inflation rates, the pandemic and the view of difficulties in the supply chain”[V06] 

augment the challenges endured. 

 

4.5 The Interplay between Economic Recessions and 
Corporate Valuations 
 
Primarily, the interviewees were questioned on the correlation between economic 

parameters and the corporate valuation process to introduce this association. All 

respondents(12/12) articulated that economic theory is integral to all appraisals. 

During the pandemic, “economic fundamentals was the primary step in the whole 

valuation process”[V08]. However, the extent of significance varied among the 

participants. In fact, one(1/12) emphasised that “economics took centre 

stage”[V02], while another(1/12) downsized the exogenous shock, stating that 

“COVID was just one of many cycles in the economy”[V07]. Thus, many(8/12) 

expected the pandemic to be a short-term destabilising economic event with a 

marginal effect on firms' long-term prospects.  

 

Additionally, most(9/12) denoted that inflation and interest rates represented the 

most pertinent elements for valuations. The former was envisaged(6/9) as a critical 

driver of an entity’s growth prospects, while others(2/9) commented on its effect on 

growth and interest rates. While some respondents(7/12) ponder the need for more 

inflationary-adjusted accounting information, others(5/12) oppose this notion. 

Moreover, the latter was correlated(9/9) to the cost of capital computation, which 

was noted as shaping valuations. 
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4.5.1 The Asset-Based Approach 
 
In reply to the question brought forward42, most(9/12) opined that “most companies 

were impairing goodwill and also their PPE”[V01], while some(3/12) abstained due 

to its irrelevance within their appraisals. Essentially, analysts contemplated that 

the major challenge was ascertaining whether the components on a company’s 

balance sheets reflected “what’s in reality”[V08]. Therefore, since there was a lot 

of “professional judgement to be scrutinised”[V06], it was crucial to base one’s 

NAV on audited figures, possibly by a “big-four audit firm”[V01]. Nevertheless, 

one(1/12) demonstrated that the analyst could not shift models to provide accurate 

valuation figures due to the current tax regime's rigidness. 

 

Interestingly, one stockbroker(1/2) pondered that since the NAV is predominantly 

employed in the financial sector, the main impact was alluded to the higher 

interest rate environment, causing credit institutions’ financial assets to inflate, 

reflecting higher company valuations. 

 

4.5.2 The Relative Model 
 
The participants(12/12) were asked whether they faced the challenges outlined by 

Damodaran (2009) and Mellen and Evans (2010)43. All interviewees(12/12) 

acknowledged the deteriorating credibility of a market-oriented valuation caused 

by irrational movements in market metrics, with financial statements being limited 

in offering valuable information, especially when “everyone tries to withhold 

information”[F11] on the pandemic’s impact. However, only a handful(4/12) 

assumed a proactive attitude towards arranging components of the peer group 

selection. Most respondents(8/12) approached the reduced viability of the relative 

method through a sceptical lens instead of adjusting pandemic-induced 

inferences on comparable entities. Some analysts(2/8) asserted that as the 

recessionary environment was similar among European states, one should not 

 
42 Vide ApxA3.6 Q9 , ApxA3.7 Q7, ApxA3.8 Q6 
43 Vide 2.3.2.2 
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observe “significant differences across European countries”[V01], and thus, the 

selected multiple could still be extrapolated to the local market. Local valuers(4/12) 

also pondered using specialised computer software to extract peer groups but 

failed to mention whether this technology was adapted to adjust for economic 

fundamentals in dissimilar firms.  

 

Nevertheless, others(4/12) proposed that it is imperative to approach an uncertain 

environment by critically analysing the economic impact by directly assessing and 

investigating the “root cause of the volatility”[V02]. This has been envisaged(4/12) 

as consisting of knowledge gathering of the states incorporated within the peer 

group, such that elements of government assistance, sector-specific synergies 

and consumer behaviour were collated. 

 

Furthermore, opinions regarding the choice of multiples were more equivocal. 

While most respondents(8/12) opined using forward multiples, several(4/12) alluded 

to applying historical multiples. The preferred parameter stirred quite a debate, 

with two participants(2/4) claiming that by emphasising “past readings”[V03], a 

prudential approach is adopted. Others(4/8) commented on the enhanced 

feasibility of comprehending the projections such that “relying on a multiple which 

is not maintainable because it is heavily impacted by the pandemic”[V06], such 

as trailing multiples, was depicted as illogical. Some analysts(2/12) implemented 

both multiples and selected one aligned with the value computed from other 

models. 

 

Additionally, most(9/12) underscored that the dilemma between earnings or book 

value-based multiples stems from the “nature of operations”[V06] rather than the 

economic climate. Thus, the participants were unwilling to shift to a book value 

metric due to underperforming earnings figures.  
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4.5.3 The Income-Based Model 
 

When the participants(12/12) were asked to comment on the pandemic’s influence, 

all respondents(12/12) argued that the method endured significant difficulties in 

estimating free cash flows and embedded risk. Primarily, cash flow forecasts 

were deemed to contain elevated levels of “suspicion with a lot of prudence to be 

applied”[V03]. Predominantly, four respondents(4/12) articulated that revenue, 

profit margins and firms’ capital expenditures were the value drivers requiring 

significant questioning. One(1/4) contended that valuers had to interpret the 

components holistically aside from predictive challenges, indicating that 

companies could not claim that their investment strategy had been halted due to 

the pandemic but simultaneously expected revenues to expand exponentially. 

Furthermore, the discount rate analysis suffered from fundamental fluctuations in 

its constituents. Half(6/12) mentioned that the pandemic stimulated a rise in the 

equity risk premium, others(5/12) noted a decline in the risk-free rate, and some(5/12) 

revealed a surge in company betas. Conversely, several participants(4/12) 

expressed a relatively stable risk-free rate environment where authorities were a 

“bit tight” and, thus, were not “playing around too much”[V05] with it. Notably, two 

respondents(2/12) were unable to provide a reasonable answer. 

 

Concerning company betas, several interviewees(4/12) advised caution regarding 

its use and interaction with other WACC formula components. According to the 

V04, the beta was calculated on a shorter forecast period despite most 

components within the analysis requiring a long-term perspective. Furthermore, 

when constructing the applicable discount rate, V06 noted that it is fundamental 

to investigate the origins of the extracted parameter. The analyst elaborated that 

adding an “arbitrary premium”[V06] to the discount rate would have been 

erroneous if the beta already reflects idiosyncratic risks from the pandemic.  

 

Most(6/12) favoured adjusting free cash flows to model risk within the valuation. 

Half(6/12) underlined that distinct scenarios were configured, delineating different 
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free cash flow estimates upon which a “probability weight”[V01] was assigned to 

each scenario. V01 articulated that this approach was executed because 

increasing discount rates “is not that reliable and it's very subjective at the same 

time”[V01] and “it is easier to assign probabilities to those cash flows”[V01]. 

Contrarily, several interviewees(4/12) elected to present macroeconomic risks 

within the cost of capital, stating its simplicity and consistency. However, while 

most(7/12) noted that nominal discount rates were applied, only a few(4/12) could 

appropriately distinguish where inflation was being accounted for. V06 clarified 

that there is no standard approach as it depends on the ability to project future 

cash flows. Notably, two respondents(2/12) employed a combination of the two, 

with S09 commenting that in the: 
 

“…short term, you would employ a high discount rate to factor in the 
uncertainty and the risk until getting back to a normal state, and for sure, 
forecast lower revenues and lower bottom line.”[S09] 

 
Moreover, a few analysts(3/12) posited that they would “add a specific 

valuation”[S10] to enrich the traditional DCF estimation amidst significant 

uncertainty. One(1/12) pondered that this method is proper when the entity has 

separate and identifiable cash flow streams, for example, firms with certain “fully 

employed”[S9] assets alongside others not yet generating income. Consequently, 

all three analysts elaborated on applying project-specific discount rates owing to 

the pandemic's different “sensitivities”[V07] on an organisation’s divisions. 

Nevertheless, two valuers(2/12) commented that such analysis demanded 

additional information. 

 

Interestingly, one(1/12) discussed using an Adjusted Present Value (APV) 

approach to specific firms’ “fluctuating capital structure”[V03] during the economic 

crisis, which hindered the appropriate application of the WACC. 

 

When questioned regarding the pandemic’s impact on the terminal value 

calculation, most(8/12) attributed the lion’s share of the challenge towards choosing 

the inflexion point, at which the entity shall reach a stable and continuous growth 
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trajectory. They advocated extending the sample period as “one could not have 

a normalised year dependent on a year affected by the pandemic”[V02]. 

Others(4/12) abstained or did not encounter significant difficulties in their 

appraisals.  

 

 4.5.4 Selection of Valuation Model 
 
All interviewees(12/12) accentuated the value of leveraging various approaches 

and avoiding a single-method dependency, while several(5/12) stressed the 

significance of the income approach during these difficult times. Additionally, all 

participants(12/12) asserted the significance of communication with management, 

and based on that confidence level, one would select the appropriate 

methodology. 

 

4.6 Adoption of Supplementary Valuation Instruments 
in Uncertain Times 
 

4.6.1 The Utilisation of Real Options Valuation 
 
In response to their familiarity with the ROA, most(7/12) were unable to 

comprehend the term and how it differs from traditional valuation methods. 

Conversely, others(5/12) outlined similar interpretations which are consistent with 

its definition, with one(1/5) stating that it is employed to “understand the different 

options that the client potentially has for not pursuing a specific project”[V06], and 

is crucial when “an upside or downside to a transaction”[V04] exists. Essentially, 

only two respondents(2/5) adequately mentioned the correlation between an ROA 

and assets’ embedded uncertainty, exemplifying its use for structures with cash 

cessation risks where “you get all the cash flow, or you don't get nothing”[V01]. 

Hence, the link between the application of ROV for all companies and uncertainty 

was further accentuated by only one of the two analysts(1/2). 
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Moreover, seven interviewees(7/12) have never applied it quantitatively in practice, 

including amidst the pandemic, implying that “it’s harder to incorporate”[V05] into 

valuations. Consequently, some participants(4/12), predominantly CFOs and 

valuers, alluded towards a qualitative and conceptual idea of real options in 

practice. Therefore, analysts(2/12) would capture management flexibility during the 

pandemic after discussing with management and disclosing the adaptability of 

alternative investments. Additionally, the model is highly appreciated by CFOs, 

as the heightened flexibility aligns with their perception of investment value. 

Hence, it was recalled as an “alternative approach”[F11] due to conventional 

models’ perceived underestimation of the true value because of variations in 

asset utility and returns. F11 noted that specific property prices may not be 

captured simply by residential rental rates. However, considering the possibility 

of property conversion provides a broader and more holistic estimate. 

 

Accordingly, only one(1/12) correctly applied the method according to its theoretical 

foundations, integrating elements of “decision trees and variants of the Black 

Scholes model”[V04]. Moreover, despite the analyst acknowledging an increase 

in its usage during the pandemic, it was asserted(1/12) that executing ROV on a 

day-to-day basis was deemed rather challenging since it is “not very well 

understood in our local market”[S09]. Therefore, regardless of the application of 

ROV to eschew undue complexity, clients were handed “simplified formats”[V04] 

of the methodology used, typically by only conferring the foundational figures. 

 

Additionally, the latter expressed that while the approach applies to binary 

options, its application was undermined as the pandemic unveiled multiple 

alternatives companies could have confronted, leading V04 to favour a 

simulations-based valuation often. 
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4.6.2 The Implementation of Stress Testing 
 
All participants(12/12) reported leveraging “straightforward”[V08] stress testing 

mechanisms, with one analyst(1/12) describing the exercise as the “bottom 

line”[V05] for all valuation appraisals with an emphasis on the “negative 

scenarios”[S10] as the crisis unfolded. Despite this, two respondents(2/12) 

illustrated that the task suffers from “vagueness”[V03], as its quality is contingent 

on the analyst’s comprehension of the integrated assumptions. Accordingly, 

most(10/12) claimed to have employed a scenario analysis more frequently during 

the crisis than sensitivity testing. Nevertheless, some(4/12) used both methods in 

their appraisals, while a few analysts(2/12) only implemented sensitivities. 

Correspondingly, practitioner V07 explained that sensitivity analysis aided in 

determining the execution risk to be discharged within the engagement, such that: 

 
“…the number of sensitivities is then examined, and according to the outputs, 
we would select the base case with all others being offloaded in execution 
risk.”[V07] 

 
Half (6/12) pondered a post-recessionary shift, indicating that scenario analysis is 

“less common” nowadays, considering that businesses have reverted to a 

normalised situation. In this context, one valuer added that the practice is 

ultimately a tool to be used when necessary and not applied universally along the 

business cycle since it is counterintuitive to endow the valuation with an 

enhanced degree of complication “just for the sake of complexity”[V01].  

 

Notably, one(1/12) described the presentation of a diverse spectrum of future states 

as “very useful in helping our clients and our auditors”[V04] to comprehend the 

underlying essence of the estimated intrinsic value. Furthermore, it was 

characterised(1/12) as a “fun exercise for management”[V02] that stimulated 

reasoning and contemplation, facilitating decision-making. In this context, given 

the intensity of media directed towards pandemic-related material:  
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“…by tying in fundamental questions of what's happening to COVID to what 
that translates to valuations, the impact on the value of assets via scenarios 
was a key bridge of communication to help assess and risk manage the 
situation”[V04] 

 
Moreover, despite most interviewees(8/12) introducing “triangular 

distributions”[S10] consisting of a best, base and worst-case scenario, others(4/12) 

mentioned the incorporation of “intermediary scenarios”[F12]. Furthermore, of 

those, one CFO(1/4) highlighted that “quite a few scenarios were created”[F11,] 

including those relating to the stabilisation of the economy. Therefore, future 

states were drawn regarding the return to a normalised entity performance such 

that scenarios for “6 months, a year, 18 months, 2 years, and so on”[F11] were 

constructed. 

 

4.6.3 The Application of Monte Carlo Simulations 
 
Most respondents(10/12) revealed that Monte Carlo simulations were not employed 

within their appraisals during the pandemic. Most(8/10) mentioned that their 

reluctance originates from the complexity of the methodology, some(2/10) alluded 

towards resource constraints to perform it, while others(2/10) displayed a lack of 

understanding of the method within valuations. Nevertheless, some(3/10) mistrust 

simulations since Monte Carlo is “not going to predict COVID for you”[V05] as it 

is highly sensitive to the embedded assumptions. Essentially, S09, proceeds by 

describing simulations would be rendered invaluable amidst the pandemic as: 

 
“…Monte Carlo simulation is for something that's statistically normal, 
whereas this was such a statistic abnormality that putting something which 
has a normal distribution in something abnormal with so many unknowns just 
doesn't make sense to me.”[S09] 

 
Consequently, some(3/12) favour a scenario-based valuation. Another 

stockbroker, S10, accentuated this and recommended that scenario analysis has 

a higher informational value given a specified level of uncertainty as it depicts the 

“margin of safety”[S10] associated with the difference between a base and a 

worst-case scenario. 
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Remarkably, solely two big-four advisors(2/12) implemented the technique with 

only one analyst(1/2) frequently using simulations to extract a set of risk-adjusted 

cash flows among a “huge amount of scenarios”[V01]. In fact, according to V04, 

Monte Carlo simulations helped extract standard deviations to compare with 

expected cash flow values, yielding a more robust forecast. The other 

practitioner(1/2) recounted that the method was employed only when clients 

demanded it or to value contingent claims or business combinations. 

 

 4.6.4 The Significance of Verbal Reporting 
 
When asked44 for their opinion concerning the comments elicited by Thorne 

(2021)45, participants(10/12) affirmed this notion. Correspondingly, all 

respondents(10/10) articulated that a numerical measure establishes the baseline 

to carry out one’s obligations, but “it’s not just about the numbers”[F12]. The 

interviewee(1/10) added that when inspecting an asset’s worth, one would consider 

elements not intrinsically reflected in the computed value but still relevant for 

decision-making, such as planning permits and disagreement with non-profit 

organisations. Additionally, qualitative disclosures are deemed crucial as they 

“help guide the forecasting process” by providing the necessary supplementary 

data, enhancing the comprehension of the forecasted figures and justifying and 

corroborating the computed value. Accordingly, most(9/10) concur with this 

perspective, such that V05 ponders that: 

 
“…if it were just the number without a bit of explanation of where the chaos 
and uncertainties are, where the key elements of judgement were, the 
ultimate figure would not carry weight.”[V05] 

 
However, some interviewees(2/12) are generally dissatisfied with the level of 

importance of such statements, owing to the “influence of the preparers”[V08]. In 

essence, the technicalities of these disclosures hinder their understandability 

 
44 Vide ApxA3.6 Q21-22, ApxA3.7 Q17-18 , ApxA3.8 Q15-16 
45 Vide Sn2.4.4 
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among the less financially literate client base, reducing their significance to 

“almost nothing”[V07]. One(1/2) also cited this lack of comprehension among CPAs 

themselves, highlighting disagreements between valuers and accountants.  

 

Moreover, the pandemic has been perceived by most(9/12) to have augmented the 

degree of importance users attach to these disclosures. In this context, S09 

recounts that “investor anxiety” provoked a sense of suspicion, hence requiring 

more information. The stockbroker added that as a result, management was 

caught in a “fire-fighting situation where they had to explain what they were 

actively doing as opposed to a business-as-usual approach”. Therefore, 

some(4/12) explained that a greater level of data was supplemented, including 

information on the assumptions, the different scenarios and the macroeconomic 

environment, with the latter being delineated first within reports as implied by V02. 

In essence, the latter declared that valuation reports mimicked the arranged 

valuation process, where now economics took “centre stage”[V02], with the 

company's value being treated as a “side effect”[V02] rather than the contrary. 

However, two analysts(2/12) cautioned that these disclosures could not “fully 

compensate for uncertainty”[V06]. 

 

4.7 Influence of External Factors on the Valuation 
Practice amid Economic Downturns 
 

4.7.1 Due Diligence 
 

Interviewees(8/12) were asked whether the enhanced level of valuation uncertainty 

that unfolded increased the relative significance of due diligence exercises. All 

respondents(8/8) acknowledge this amplified importance, being described as the 

“name in the game”[V05]. Essentially, two participants(2/8) recounted that the 

heightened susceptibility to engage in “creative accounting”[V07] persuaded risk-

averse clients to partake in a due diligence exercise alongside a valuation 

appraisal. Nonetheless, half(4/8) stated that despite its benefits, financial due 

diligence would not detect the shortcomings in a valuation engagement, even 
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more so during a pandemic. Consequently, a “broader due diligence”[V05] 

exercise would suffice to cover aspects beyond what is conveyed in the 

statements. Ultimately, financial due diligence alone scrutinises only “past 

financials”[V02], which addresses some issues regarding the “quality of 

information”[V04] and thus, V06 articulates that: 

 
“..at least having a financial due diligence…gives you comfort that the 
projections are based on something where the quality is not compromised. 
But other types of due diligence were incorporated”[V06] 

 

4.7.2 Valuation Committee 
 
In reply to the perceived guidance, most(7/12) argued that an underwhelming 

amount of assistance was issued during the pandemic. They noted that the extent 

of advice was scarce, such that V06 expressed that it was “not as much I (one) 

would have liked”[V06] and that “direction”[V06] was lacking. Additionally, two of 

those participants(2/7) declared that amidst the pandemic, their judgements were 

composed of their “own personal experiences and individual research”[V08]. This 

contrasts somewhat with the comments elicited by one stockbroker(1/2), illustrating 

that although no information was provided, stockbrokers, collectively, still 

engaged in networking during the crisis: 

 
“…guidance in the sense that you have conference calls with other analysts 
where you discuss, but there was no authoritative figure that aided the 
investor community battle the inferences during the pandemic.”[S09] 

 
Notably, big-four advisors(4/4) and those who had connections with them, including 

one listed entity(1/2), secured some form of guidance through analysts’ “centres of 

excellence”[V01]. However, one(1/4) advocated that regardless of the issued 

reports, ultimately, “it’s just guidance”[V01], contemplating that it is still up to the 

valuer to apply it. Additionally, the role of external auditors and the extent of 

knowledge of finance teams on key valuation issues were noted by F11, 

accentuating the unnecessary demand for guidance during a turbulent economic 

period.  
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Despite this, mixed responses were opined regarding developing a committee, 

handling valuation issues to address this information-deficient environment. 

Several interviewees(6/12) agreed with this solution, considering it “interesting to 

explore”[V05] within the local valuation industry. Consequently, such a committee 

serves as a “measure to consolidate different perspectives into one 

authority”[V08], preempting the potential convergence of standard practice. It 

would also contribute towards culminating different academic literature and 

research, studying “local issues that are affecting Malta and maybe not affecting 

other parts of the world”[V01], transpiring into a central education source for 

practitioners, which “would give, sort of an interpretation of how certain areas 

need to be tackled”[F12]. 

 

Conversely, several participants(5/12) expressed scepticism, pondering that 

“deficient demand”[S09] may disrupt its establishment since “a very small 

community of people can actually understand the proper guidance”[S09]. 

Moreover, one(1/5) raised concerns regarding the harmonisation of valuation 

practices as a direct consequence of this development, suggesting that one 

cannot “standardise valuations because every asset has its own intricacies”[F11]. 

Therefore, some respondents strictly advocate that the role of the erected forum 

should be restricted towards being educational and not assuming a 

“policing”[F12] function “providing specific regulations to handle these 

issues”[V07]. 

 

4.8 Conclusion 
 
This chapter summarises the study's quantitative and qualitative findings. The 

succeeding chapter will delve into these, drawing upon empirical literature to 

substantiate their alignment with the stated aims. 
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5.1 Introduction 
 
This chapter shall extract value from the findings delineated in Chapter 4 by 

critically analysing them considering the literature brought forward in Chapter 2. 

The chapter’s structure shall symbolically illustrate the valuation practice as “part 

art and part science” (Larrabee, Voss 2013, p. 295), analogous to the artistic 

process46, conveyed in Fig. 5.1. Hence, the chapter shall follow the sequence 

outlined in Fig. 5.2 and be discussed corresponding to Fig. 5.1. 

 

 
Fig. 5.1: How the Artistic & Valuation Process Align 

 
46 Although valuation experts implement predetermined models to disseminate a firm’s worth, reflecting a scientific 
thought process, the practice hinges on the valuer’s perception, akin to an artistic dimension 

Laying the Canvas: 
as artists embrace their surroundings to provide illumination and commence painting, analysts lay out their 

canvas by assessing the environment where the valuation engagement shall be carried out

Sketching the Inititial Outline: 
artists’ initial sketches represent the preliminary fundamental analysis undertaken by valuers to gain 
insights into the subject entity’s operational structure and provide a solid base for further analyses. 

Forming Shapes and Forms: 
the initial outline is refined to form shapes and forms, which, akin to business valuations, is conducted by 

selecting the appropriate valuation model to complement the preliminary insights gained

Adding Layers of Colour: 
meaning is bestowed upon the painting by adding layers of colour, similar to how additional techniques 

further augment the valuation assignment.

Capturing Emotions and Narratives: 
firm valuation requires concluding disclosures and other ancillary activities to provide value to the 

engagement, just as paintings capture emotions and narratives with the final touches applied by the artist 
and its eventual sign-off.
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Fig. 5.2: Outline of Chapter 5 

5.1 Introduction

• 5.2.1 Interest Rates: A Shift in Stakeholders' Expected Returns?
• 5.2.2 Inflationary Pressures: A Misunderstood Phenomena?

5.2 Laying the Canvas: The Influence of the Macro-
Environment

• 5.3.1 Earnings vs Book Values - An Earnings-Driven Market?
• 5.3.2 Earnings vs Book Values - How do Recessionary Periods Impact this 
Relevance?

• 5.3.3 The Usefulness of Earnings & Book Values: Are Analysts influenced by 
Economic Uncertainty?

5.3 Sketching the Initial Outline: The Usefulness of 
Accounting Numbers

• 5.4.1 Asset-Based Approach: A Reliable Indicator of Liquidation Value?
• 5.4.2 Relative Valuation: Compromising Accounting Comparability for 
Convenience?

• 5.4.3 Income-Based Approach: A Recession-Proof Solution?

5.4 Forming Shapes and Forms: Choosing an 
Appropriate Valuation Model

• 5.5.1 Valuing Flexibility: Is Real Options an Option?
• 5.5.2 Stress Testing: A Way to Unmask Risk?
• 5.5.3 Simulations-Based Valuation: A Probabilistic Remedy for an Uncertain 
Future?

5.5 Adding Layers of Colour: Applying Additonal 
Valuation Components and Risk Techniques

5.6 Capturing Emotions and Narratives: Providing 
Essence with Qualitative Disclosures

• 5.7.1 Due Diligence: A Derivative of Valuation Uncertainty?
• 5.7.2 Enhancing the Process: Is there a Need to Establish a Valuation 
Committee?

5.7 Brushtrokes of Improvement: A Way Forward for the 
Valuation Practice

5.8 Conclusion
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5.2 Laying the Canvas: The Influence of the Macro-
Environment 
 

The interview responses47 depict that macroeconomic landscape elements are 

fundamental to valuing assets, primarily when economies are underperforming, 

aligning with Damodaran's (2013) views. Participants identified interest rates and 

inflation as critical economic influencers in valuations. 

 

5.2.1 Interest Rates: A Shift in Stakeholders’ Expected Returns? 
 

The findings48 confirm the accredited significance of interest rates in corporate 

valuations within the macroeconomic framework. Notwithstanding, local 

practitioners consider interest rates in their discount rate analysis, overlooking 

their broader implications. Although changing investors’ opportunity costs and 

higher borrowing costs are coherent with this notion, analysts must still have a 

predictive mentality to better model forecasted cash flows and possible future 

capital cost fluctuations, especially when revenues are interest-sensitive. Despite 

interviewees’ silence, shifts in interest rates, possibly due to an expansionary 

monetary policy49 during economic recessions, indicate fluctuations in investment 

returns, necessitating a deeper level of analysis in corporate valuations. Hence, 

professionals should adjust capital expenditure levels in appraisals to account for 

future borrowing costs and reflect the expected profitability of the entity’s assets.  

 

5.2.2 Inflationary Pressures: A Misunderstood Phenomena in 
Valuations? 

 

According to Cornell, Gerger et al. (2021), current and expected inflation 

determines the subject entity's expected growth trajectory during the forecast 

 
47 Vide Sn4.5 
48 Vide Sn4.5 
49 A policy initiated by Central Banks, by influencing interest rates to stimulate aggregate demand. 
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period. In conformity with some responses50, analysts must gauge the inflation 

enigma to disentangle the entity’s growth prospects, which could be driven by 

either rising prices or improvements in economic performance. This distinction is 

crucial for projecting cash flows, factoring in short- and long-run price-adjusted 

earnings potential and determining its market dominance in passing on inflation-

induced price increases to its client base. Consequently, failure to consider 

inflationary elements translates to erroneous valuations, as suggested by Cornell, 

Gerger et al. (2021), indicating that some local professionals deduce inaccurate 

estimates by unknowingly disregarding this critical component due to its 

complexity and unfamiliarity, as Konchitchki (2011) highlighted.  

 

Moreover, this could stem from the financial statements’ inelasticity in 

incorporating inflationary effects, concurring with the need for supplementary 

inflation-consistent data (Kirkulak, Balsari 2009). However, some interviewees 

oppose this51, possibly due to the added cost, complexity and information 

overload. Instead, they acknowledge the importance of inflationary-adjusted 

financial numbers but restrict them to appraisals, not the whole financial reporting 

regime.  

 

5.3 Sketching the Initial Outline: The Usefulness of 
Accounting Numbers  
 

5.3.1 Earnings vs Book Values – An Earnings-Driven Market? 
 

Evidently, during business cycle upswings, earnings are perceived by Maltese 

investors to contain value-relevant information52. This is consistent with foreign 

literature53, suggesting that the local market's association between earnings and 

 
50 Vide Sn4.5 
51 Vide Sn4.5 
52 Vide Sn4.2.2 
53 Johnson (1999) and Kane et al. (2015) 



 
Chapter 5  Discussion of Findings 
 

 
84 

 

share prices is not abnormal. Specifically, the research reveals54 that the motive 

behind this correlation stems from earnings’ ability to signal company 

performance to users through the expectation of dividend payouts. This conforms 

with the conceptual association delineated by Hail (2013)55 and Freihat (2019)56. 

Additionally, as per Paolone (2020) earnings’ value relevance also emanates 

from the Input-to-equity valuation theory (ITEVT), since local valuers 

predominantly employ earnings-based valuation models57. 

 

Despite earnings’ significance, book equity values fail to exert their usefulness to 

Maltese investors, highlighting their value irrelevance58. Although Puspa, 

Nazaruddin et al. (2023)59 have evidenced this limited utility, many scholars, such 

as Feltham and Ohlson (1995)60, Gee-Junga and Kwon (2009) and Mostafa 

(2016), posit that book values tend to comprise sufficient forecasting ability for 

decision-making. This revelation highlights that local investors overlook book 

values as indicators of intrinsic worth despite property-intensive firms dominating 

the stock market, where book values often align with their market values due to 

fair value accounting, as Hail (2013) implied. Nonetheless, given the general 

dissatisfaction with MLE’s reporting of intangible assets (Lee Apap 2023), 

Maltese investors may perceive them as burdensome rather than informative, 

further eroding the value relevance of book values. 

 

The discrepancy between the relevance of earnings and book values partly 

results from poor education levels among local investors61, fostering an 

asymmetric information environment. Therefore, local investors conform with 

Sharma, Kumar et al.’s (2012) conclusions, revealing that their long-term 

economic decisions reflect irrationality and short-termism, seeking immediate 

 
54 Vide Sn4.4 
55 Vide Sn2.2.2 
56 Vide Sn2.3.2.2 
57 Vide Sn4.2.2 
58 Vide Sn4.2.2 
59 Vide Sn2.2.3 
60 Vide Sn2.2.3 
61 Vide Sn4.3.1 
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dividend payouts over fundamental analysis. However, dividend payments’ 

relevance may be illusional. Despite being a practical mechanism for reducing 

agency costs by signalling an entity’s stewardship, they cannot yield the entity’s 

future performance, as advocated by H. Chowdhury, Maung et al. (2014). 

 

Notwithstanding the statistical significance of earnings, both income statement 

and balance sheet components appear to lack prevalent value relevance in 

Malta62. Critique of financial statement structure and content further validates the 

underwhelming performance among practitioners63. This limited explanatory 

capacity illustrates how stock price oscillations are captured by only marginal 

variations in reported accounting data, inconsistent with El Shamy and Kayed 

(2005). The different outcomes demonstrate that country-specific variables 

significantly influence value relevance dynamics. Essentially, financial 

statements’ functionality is contingent on stakeholders’ intended purpose, 

thereby underscoring the importance of identifying the main users of accounting 

data when rationalising the statistical results64. Cutajar (2021) expresses that the 

primary users locally have been discerned as the banking sector. This bank-

oriented financial system contemplates that the degree of association between 

accounting data and stock prices is weaker, as the intensity of capital injections 

is granted by financial institutions as opposed to institutional investors, consistent 

with Ali and Hwang’s (2000) results. 

 

5.3.2 Earnings vs Book Values - How do Recessionary Periods 
Impact this Relevance?  

 

Notably, economic turmoil severely influenced the association prescribed65 and 

failed to maintain the status quo, in which accounting earnings were unsuccessful 

in offering a stable avenue to examine future firm potential66. Thus, this study 

 
62 Vide Sn4.2.2 
63 Vide Sn4.3.1 
64 Vide Sn4.2.1 - 4.2.4 
65 That between earnings and stock prices 
66 Vide Sn4.2.3 



 
Chapter 5  Discussion of Findings 
 

 
86 

 

contradicts Bepari’s (2015)67 research and contends with Kane, Leece et al.’s 

(2015) and Liu and Sun’s (2022)68 outcomes that during heightened economic 

uncertainty and diminishing firm profitability, earnings experience a decline in 

their value relevance69. The augmented earnings volatility in MLEs caused by 

economic inferences draws parallels to Clout and Willett’s (2016) results. 

Nonetheless, this research unveiled a complete shift from value-relevant to 

irrelevant earnings rather than just a weakening of the correlation. However, a 

complete reversal from a direct to an inverse causality did not emerge, in contrast 

with Filip and Raffournier (2010) and Hellstrom (2006). Despite most respondents 

anticipating the pandemic to be transitory70, partially concurring with the latter, 

the persistent positive coefficient implies that local investors did not expect 

earnings to recoup in the next accounting period, contradicting Hellstrom’s (2006) 

claims.71  

 

Alternatively, Maltese investors may be overly sceptical regarding noise 

embedded within reported earnings. Respondents72, Wang and Huang (2014) 

and Trombetta and Imperatore (2014) articulate that firms are incentivised to 

engage in opportunistic earnings management practices when enduring 

distressed economic situations, such as earnings smoothing and manipulation. 

Consequently, the results73 infer that investors become more pessimistic due to 

concerns about the reduced validity and reliability of positive earnings to truly 

depict entity performance, contributing towards its decline, in conformity with the 

findings corroborated by Feltham and Pae (2000) and Habib (2004)74. 

 

 
67 Vide Sn2.2.4 
68 Vide Sn2.2.4 
69 Vide Sn4.2.3 
70 Vide Sn4.5 
71 Contradicting Bonello (2018), Malta's concept of a developing nation is negated by the absence of a 
turnaround.  
72 Vide Sn4.5.2 
73 Vide Sn4.2.3 
74 Vide Sn2.2.4 
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Surprisingly, book values remained consistently irrelevant75, pondering no 

temporal shifts in their significance. This suggests that users did not leverage 

them to compensate for abnormal reported earnings. Contrary to the views of 

Collins, Pincus et al. (1999) and Barth, Beaver et al. (1998)76, book values are 

deemed insufficient to reflect value creation locally. This, in turn, violates the FHH 

claimed by Barth, Beaver et al. (1998) despite book values representing 

liquidation values and maintaining consistency when earnings include transitory 

components. This has also been validated by analysts’ lack of interchanging PE 

ratios for PBV ratios during the crisis period77. 

 

Furthermore, the statistical insignificance of earnings and book values78 

questions accounting information’s utility in investors’ equity decisions during 

economic uncertainty, contrary to Benhabib, Liu et al. (2019)79. Therefore, during 

recessionary periods, investment decisions in Malta are driven by randomness 

or non-information-based trading, as suggested by Dontoh, Radhakrishnan et al. 

(2004). Nevertheless, the findings of Benhabib, Liu et al. (2019) may still hold 

precedence locally, but one cannot conclude this through this study’s analysis. 

The reason is that given Malta’s restricted size, investors and management are 

far more inclined to be acquainted, granting users better access to internal 

information outside the public domain. In effect, local equity valuations could be 

driven by information gathered from interpersonal relationships, offering more 

enriched data regarding the truth of entities' operations than annual reports' 

general opaqueness. 

 

 

 

 
75 Vide Sn4.2.3 
76 Vide Sn2.2.4 
77 Vide Sn4.5.2 
78 Vide Sn4.2.3 
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5.3.3 The Usefulness of Earnings & Book Values – Are Analysts 
Influenced by Economic Uncertainty? 

 

Analysts apply greater caution during macroeconomic imbalances while 

undertaking fundamental analysis. The responses80 indicate that value estimation 

is hinged on annual report data despite the procyclicality of accounting 

information. In agreement with Koller, Goedhart et al. (2015), an entity’s reported 

historical performance should be interpreted within the business cycle framework. 

Thus, practitioners gauge deteriorating accounting transparency, such as the 

susceptibility of earnings management and the cyclical element of its 

interpretation, mainly by prioritising management discussions, embracing Koller, 

Goedhart et al.’s (2015) perspectives. This communication channel is 

strengthened to uncover the firm's truth and align financial data with 

management's plans and strategies during economic turmoil. 

 

5.4 Forming Shapes and Forms: Choosing an 
Appropriate Valuation Model 
 

Although practitioners implemented specific adjustments amidst a depressed 

economic environment, most interviewees81 recounted their prudential ideology 

of model consistency, similar to that uncovered by Bancel and Mittoo (2014) 

during the Global Financial Crisis. 

 

5.4.1 Asset-Based Approach: A Reliable Indicator of Liquidation 
Value? 

 

The findings82 portray that the NAV method was not commonly applied as a 

substitute for the reduced reliability of market and income-based methodologies. 

This endorses this study’s statistical outcome of a lack of a value relevance 
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turnaround in book values83. Despite offering a snapshot of a company’s wealth 

position, macroeconomic imbalances diminish its stability and reliability since 

assets’ reduced cash-generating ability necessitated the performance of 

impairment testing. This task's subjectivity further undermined the method's 

consistency. Furthermore, other valuation models would have been required to 

adjust reported book estimates to reflect their standard of value, such as their 

liquidation or replacement cost value. Analysts were tasked with assessing the 

assets’ cash flow potential or comparable market prices, bearing further 

complications. Hence, the model’s diminished appeal may stem from its static 

nature, which demanded the overlapping of alternative approaches. 

 

Nevertheless, respondents failed to mention other NAV components that required 

reappraisal, such as the valuation and impairment of liabilities and intangible 

assets, as Gope and Mitra (2022) suggested. During the crisis period, 

renegotiating debt obligations and re-estimating expected credit losses altered 

the entity’s liability value, indicating that recessionary periods dampened both 

sides of the balance sheet. Moreover, as the relative significance of intangibles, 

such as goodwill and brand value, increases in relation to the firm's total asset 

base, the subjective nature of intangibles valuation poses a greater difficulty in 

arriving at a precise enterprise value.  

 

The limited availability of audited financial information, predictably on an annual 

or bi-annual basis, displays analysts’ challenge in verifying whether balance 

sheet figures reflect the asset's intrinsic value. Since a company’s value could 

change rapidly during economic recessions, timely data becomes crucial. Hence, 

a certain degree of scepticism must be exerted to ensure management accounts 

are free from misstatements and form a solid foundation for valuation analyses. 

Regardless, following Buttignon (2020)84, some analysts still employed the NAV 
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method more frequently as a cross-check and an initial frame of reference when 

undertaking a DCF model, given the relative volatility in market indicators.  

 

Furthermore, practitioners’ discontent concerning the inflexibility of local tax 

legislation to employ NAV85, conforms with Vanza, Wells et al.’s (2018) findings, 

demonstrating how asset write-downs do not hold a predictive ability about a 

firm’s future returns. Thus, a company’s value may deviate from its intrinsic, 

possibly over- or underestimating an entity’s income tax liability in a share transfer 

scenario. This primarily impacts smaller firms as valuations are principally 

employed for taxation purposes. 

 

5.4.2 Relative Valuation: Compromising Accounting Comparability 
for Convenience? 

 

Damodaran (2009)86 emphasises the nuisances of peer group selections in an 

unstable economic climate. The findings87 partly agree with this but also 

contradict the obligation to adjust for differences in financial decline between the 

subject entity and the peer group. This unveils that some local practitioners 

perceive the fall in economic stability as uniform across the European market. 

Despite peer groups for local valuations being composed of foreign entities, given 

the scarcity of comparable local companies, valuers overlook these disparities, 

regardless of varying containment measures and government aid weakening 

accounting comparability (Arianpoor, Esmailzadeh Asali, 2023; Islam, Li et al. 

2023). Thus, valuation experts in Malta tend to adopt a simplification strategy 

when appraising, opposing the incorporation of excessive layers of complexity. 

Analysts often gauge complexity by focusing on DCF valuations rather than 

finetuning the peer group. 

 

 
85 Vide Sn4.5.1 
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Confirming empirical literature articulated by Altman, Hotchkiss et al. (2019)88, 

respondents89 encountered additional issues in determining and selecting the 

appropriate multiple. Despite commonly utilising forward multiples for their 

accuracy, as Liu, Nissim et al. (2002) suggested, some local practitioners still 

employ historical multiples, opposing Hotchkiss and Wang’s (2019) views. In a 

report compiled by KPMG (2020), trailing multiples were not perceived as 

invaluable but continued to be applicable during the recession period, granted 

that the reported parameters, such as EBITDA or Enterprise Value (EV), have 

consolidated the recessionary impact. Thus, historical multiples could be 

considered irrelevant during the preliminary phases of recessions, as reported 

figures may not yet reflect new realities. Nonetheless, as the downturn persists, 

the multiple becomes increasingly relevant. Forward multiples incorporate the 

current macroeconomic environment, rendering it more applicable during crises. 

Nevertheless, a few interviewees integrate the two within their appraisals, 

showcasing how such analysts leverage trailing and forward multiples to enhance 

the appraisal’s accuracy, as Plenborg and Pimentel (2016) implied. 

 

5.4.3 Income-Based Approach: A Recession-Proof Solution?   
 

During heightened levels of uncertainty, the income-based approach emerged as 

the prevalent methodology across the valuation spectrum90, consistent with 

Demirakos, Strong et al. (2010) and Huang, Tan et al. (2023)91. This choice 

underscores analysts’ eagerness for more granular levels of analysis, facilitated 

through the method’s enhanced flexibility, divisibility and decomposability into a 

firm’s fundamental value-creating components. The rigidness of the market and 

asset-based approaches elevated the DCF model’s appeal to company 

valuations amidst a turbulent economic period. Despite its popularity, distinct 

variants of the DCF model have been applied locally during the pandemic, 

 
88 Vide Sn2.3.2.2 
89 Vide Sn4.5.2 
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indicating a lack of consistency in the applied methodology as opposed to normal 

economic inferences, as evidenced by Bonello (2018). These variations include 

Certainty Equivalent (CE) DCF, Risk-adjusted Discount Rate (RADR) DCF, the 

WACC and the APV model. 

 

Following Damodaran (2005) 92, several respondents93 favoured the conventional 

risk-adjusted approach due to its convenience for incorporating idiosyncratic risk 

factors in the discount rate. However, this practice misvalues cash flows by 

weakening the association between the earnings potential and its source of 

uncertainty, as RADR assumes that time and uncertainty are separate. Moreover, 

a discount rate-centric model may have caused significant inaccuracies in 

appraisals due to increased fluctuations in elements of the cost of capital, 

analogous to participants’ responses94 and corroborated by Ke (2022) and 

Hasan, Politsidis et al. (2021)95. Divergent responses regarding how different 

discount rate components shifted confer a lack of understanding by analysts on 

the area, possibly leading to erroneous estimates. This limited comprehension, 

consistent with Bonello’s (2018) results, may stem from the widespread use of 

software to generate company betas and capitalisation rates, thereby reducing 

one’s grasp on the notion and its synergies.  

 

Additionally, applying APV96 bypasses discount rate estimation issues, 

incorporates financial distress costs, and better reflects the treatment of operating 

and financing cash flows. Capital structure concerns posed by distressed markets 

and supported by Prakash, Maheshwari et al. (2023) were also better controlled 

using this approach, achieving a lower analyst-inflicted bias. 
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Alternatively, the findings97 indicate that most valuation experts prefer computing 

CE cash flow figures instead of adding subjective premia to the discount rate 

methodology. This approach requires enhanced conservatism by analysts to 

reflect valuation model risk. Given the volatility of the cost of capital, this approach 

could be considered a more stable avenue to convey a firm’s intrinsic value. 

Essentially, it mitigates estimation biases by avoiding arbitrary discount rates and 

beta selections and relies on a forward-looking analysis, as historical data may 

not provide a solid foundation. However, a potential inefficiency could be 

attributed to precisely estimating the risk-free cash flows through management 

discussions since such valuable insights may not be obtained, as implied by 

Loderer, Long Jr et al. (2010). Fluctuations in the risk-free rate during the 

pandemic may have still posed significant problems during the discounting phase 

but may have been less pronounced due to the absence of more volatile 

components. 

 

Interestingly, practitioners prefer the DCF method for its ability to dissect 

valuation into parts, improving risk allocation and illustration. Using a Sum-of-

Parts valuation (SoPV) allows for greater adaptability, generating a deeper 

analysis of the entity’s wealth creation activities (Koller, Goedhart et al. 2015), 

even more than that offered by conventional DCF models. The method’s increase 

in attractiveness during the pandemic suggests that it adapts well to economic 

slowdowns, adding to the reasons articulated by Brotherson, Eades et al. (2014) 

regarding the timing of a SoPV. This signals the commitment of local analysts to 

achieve greater accuracy during periods of reduced economic stability. Several 

respondents contested98 the universality of the WACC, as tailored discount rates 

better match valuations with specific departmental risk profiles. Hence, 

undervaluation is mitigated as the higher firm-wide cost of capital may not be 

justified for less severely impacted business ventures. Nevertheless, the need for 

segment-specific accounting information and the enhanced subjectivity required 
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impedes the broader applicability of tailored discount rates, coherent with the 

views of Krüger, Landier et al. (2015) and Pike and Neale (2009), respectively.  

 

Moreover, an additional bias common to all DCF methods has been connoted99 

as the forecasted time horizon. Engagements relying on the firms’ earnings 

potential amidst an unconventional economic anomaly may be considered 

irrational. Analysts extend the forecast period to attempt to normalise recession-

inflicted cash flows and instil a sense of stability towards analysing and estimating 

the company's terminal value. Valuers that selected a RADR approach were 

more sensitive to the forecast period than those that endured on a CE approach, 

as longer periods amplify the effect of risk adjustment through the discount rate. 

 

Additionally, the inflationary impact on the DCF valuation model adds further 

complexity by requiring analysts to extract the company’s real growth100. 

Similarly, adjusting the discount rate to reflect real figures is equally vital. In this 

context, using nominal and real discount rates hinges on the awareness and 

assessment of inflation and the entity’s forecasted cash flows101. The findings102 

support Schüler and Wünsche’s (2023) preference for selecting nominal discount 

rates, possibly due to inflation’s role in the cost of capital formulation, despite 

losing its company-specific position in the valuation. Consequently, several 

interviewees failed to reflect growth in real terms in the first place. 

 

Notwithstanding DCF’s popularity, its predictive accuracy cannot be deemed 

recession-proof. Hence, the interviewees align with Booth's (2003)103 

perspectives, suggesting amendments are essential for accurate valuations. 

However, one should avoid integrating two or more DCF variations, as combining 

different risk reflection approaches results in double-counting. Some analysts 

introduce significant bias by incorporating recession-induced risks into discount 
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rates and cash flows, deviating from the equivalence principle outlined by Hüttche 

and Schmid (2024) and reducing the computed value’s preciseness.  

 

5.5 Adding Layers of Colour: Applying Additional 
Valuation Components & Risk Techniques 
 

5.5.1 Valuing Flexibility: Is Real Options an Option? 
 

While ROA literature is scarce on its full practical use in corporate valuations, the 

findings104 reinforce the evidence disclosed by Graham and Harvey (2001) and 

Block (2007), regarding its sub-par usage in corporate finance. Local analysts 

and practitioners reveal their narrow intuition of the field, primarily from distinct 

terminologies and interpretations of the subject. This signifies the need for a 

standardised educational niche, as denoted in Section 5.7.2, that provides 

empirical literature and a harmonised language for novel valuation models. In 

essence, several interviewees employ the concepts of real options without being 

aware of their academic connotation, aligning with the findings collated by Howell 

and Jägle (1997) and Triantis and Borison (2001).  

 

Moreover, economic instability did not shift practitioners’ views on enhancing the 

usage of an ROA in corporate valuations105, despite its applicability in uncertain 

environments, as implied by Koller, Goedhart et al. (2015)106. Fundamentally, 

ROV requires significant levels of information to execute, even more than 

conventional methods. Data availability is inherently scarce in a small state, as 

expressed by the respondents107 and validated by Bonello (2018)108. This issue 

is further exacerbated by a nationwide uncertain environment, leading to reduced 

enthusiasm towards altering and shifting from conventional methods. 
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Additionally, this data scarcity stems from a lack of organisational readiness to 

undertake this analysis, concurring with Triantis’s (2005)109 notions. Hence, as 

recessions hit quite unexpectedly, it is unlikely that firms can shift resources when 

cash conservation is the primary strategy. 

 

Most interviewees110 highlighted that flexibility is better captured through 

qualitative descriptions specifying management’s intentions and strategies. The 

information conundrum limits analysts’ capabilities to employ a quantitively robust 

analysis of real options, thereby allowing single-point valuation estimates to 

fluctuate based on the disclosed information about the firm’s strategic options. 

 

Notwithstanding these limitations, CFOs are far more inclined to adopt this 

valuation analysis, contemplating the need to focus on other valuation aspects 

rather than just crunching the numbers111. One limitation that hinders firms from 

implementing this technique stems from a general resistance from valuers, who 

divert too much attention to the deterministic side of valuations. 

 

5.5.2 Stress Testing: A Way to Unmask Risk? 
 

In conformity with its broad application envisaged by Arnold and Hatzopoulos 

(2000) and Hüttche and Schmid (2024), stress testing ranks first112 among the 

tools practitioners employ to gauge the opacity in valuation appraisals manifested 

by a distressed economic environment. The responses portray the induced 

demand effect for stress testing with clients and customers expecting this 

analysis, which gradually diminished as Malta emerged from the recession, with 

some professionals abandoning the method entirely. This highlights the impact 

that recessions instigated, revealing the direct causality between stress testing 

and valuations.  
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Moreover, the study unveils that professionals implemented both sensitivity and 

scenario analysis within their engagements, with a predominant emphasis on 

scenarios. Sensitivity analysis may have been limited in addressing pandemic-

related economic fallout, diverting stakeholders' attention to planning multiple 

future stress events. Besides being pertinent to locating the responsiveness of 

specific macroeconomic anomalies on firm value, the interconnectedness of 

economic conditions renders sensitivity analysis restricted and less significant 

amidst a recessionary period, concurring with Massari, Gianfrate et al.’s (2016) 

assertions. 

 

Essentially, the instrument’s simplicity represents a cost-effective measure of 

uncovering key uncertainties impacting the computed firm value. Moreover, 

integrating an unsophisticated risk identification strategy enables practitioners to 

communicate pertinent assumptions better, especially to non-experts. In 

agreement with Joos and Piotroski (2017), analysts’ expected valuation 

forecasts, complemented by a subjective assessment of the distribution of 

possible outcomes113, convey value-relevant information for investors. This 

highlights that with professionals’ increased attention towards pessimistic future 

states, as suggested by some participants, their biases become a subtle indicator 

of a company’s expected performance, which may not be apparent in the raw 

numbers. 

 

Moreover, as a clearer picture is presented to clients, disagreements due to 

divergent perspectives and disputes are mitigated, allowing for a superior client-

consultant relationship. However, concerns about the complexity of integrated 

scenarios are significant despite their simplicity. A plausible rationalisation is that 

economic contractions require modelling more possible future states, disputing 

the optimal addition of two to three events as advised by Massari, Gianfrate et al. 

 
113 referred to as the tilt (Joos, Piotroski 2017) 
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(2016)114. Consequently, the strength and credibility of the tool deteriorate with 

the inclusion of more scenarios, undermining its robustness as a risk 

communication device. 

 

Nevertheless, several interviewees115 also recounted that the sensitivity of the 

modelled scenarios to the underlying assumptions poses a significant challenge 

in determining the best, base and worst-case scenarios. Given macroeconomic 

factors' broad nature and interconnectedness, correctly modelling these 

parameters requires an extensive knowledge base of fundamental economic 

concepts. Consequently, if assumptions lack substantial economic backing, there 

is a risk of a ‘garbage in, garbage out’ situation, aligning with Damodaran's (2012) 

perspective. Concerns arise over whether apprehensions have been applied in 

appraisals due to the limited comprehension116 of the challenges associated with 

these techniques. However, the mere trade-off between the assumptions yielded 

and the methodology’s accuracy does not alter practitioners’ views on its 

usefulness compared to other instruments such as simulations. 

 

5.5.3 Simulation-Based Valuations: A Probabilistic Remedy for an 
Uncertain Future? 

 

According to Ernst (2022)117, while simulation-based company valuations yield 

considerable gains to practitioners compared to traditional approaches, 

especially in times of crises, its methodological implementation is sparse, and 

uptake has been minimal. Consequently, this is akin to participants’ feedback 118, 

with only a handful applying the technique during the pandemic. Many 

determinants drive the marginal uptake of a probabilistic dimension towards 

corporate valuations.   
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One primary barrier is the complexity and resource-intensive nature of the 

process, aligning with KPMG (2024)119. Simulation requires time and technical 

expertise to design, implement and interpret the results emanating from this 

instrument. The evidence120 indicates that large resource-heavy audit firms are 

better equipped to embrace simulations than their smaller counterparts. This 

observation highlights a notable discrepancy in data readiness, posing a 

substantial obstacle to its widespread application. Interestingly, entities with 

sufficient resources are still not persuaded to leverage big data and advanced 

technologies to ease the adoption of a probabilistic approach. 

 

Additionally, some interviewees mentioned the high opportunity cost of applying 

simulations, arguing that model sophistication does not improve valuation 

accuracy during recessions. Thus, practitioners acknowledge the requirement of 

preparing the model before applying simulations, as stipulated by Pascolo 

(2019)121, concurring with Ferson's (1996) suggestions regarding the highly 

subjective selection of input parameters and their associated probability 

distributions. These assumptions would be formulated from historical information, 

further eroding its applicability amidst an exogenous shock event, where past 

data becomes even more irrelevant. Fundamentally, a more cost-effective and 

resource-efficient scenario analysis would suffice during black swan events and 

better conform to Damodaran's (2006) principle of parsimony. 

 

Furthermore, the limited comprehension of both analysts and clients impedes its 

eventual implementation. Hence, unlike scenario analysis, simulation results 

further erode the model's understandability rather than displaying the appraisal's 

ambiguity, contrasting Massari, Gianfrate et al.’s (2016) assertions122. 
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121 Vide ApxA2.5 
122 Vide Sn2.4.3 



 
Chapter 5  Discussion of Findings 
 

 
100 

 

5.6 Capturing Emotions and Narratives: Providing 
Essence with Qualitative Disclosures 
 

The responses123 partially corroborate the significance of narrative disclosures in 

valuation reports, conforming with Thorne’s (2021) and the IVSC’s (2020)124 

assertions. Contrarily, some respondents accentuate their irrelevance, owing to 

intended users' lack of comprehension. Thus, the relative insignificance of 

accounting information prescribed in Section 5.3.2 extends towards the textual 

interpretation of the quantitative data provided. Notably, preparers of these 

narrative explanations, such as valuers, tend to harbour greater scepticism than 

stockbrokers, commenting on their usefulness solely to other analysts rather than 

the general public. The discrepancies in feedback exemplify the potential trade-

off of additional information, as preparers’ inherent bias might cause qualitative 

disclosures to be seen as intensifying the degree of subjectivity. Contrarily, 

stockbrokers may perceive their inclusion as broadening their understanding of 

the entity’s environment while advising users of the firm’s predicted route and 

value. 

 

Despite their differences, the findings125 concur with Mehnaz, Rahman et al.’s 

(2022) and Hao and Pham’s (2022) evidence, implying that investors within a 

distressed market demand more exhaustive disclosures and, thus, description of 

the numerical valuation. The level of transparency is critical in reducing investors’ 

decision opacity, in agreement with Bywater (2011)126. Additionally, the 

supplementary information encapsulated within valuation reports is congruent 

with the guidance insinuated by RICS (2020), with an uncertainty clause 

attributed to the turbulent economic climate accompanying all appraisals. 

Nonetheless, the few respondents that oppose this consensus align with Bochkay 

and Levine’s (2019) findings, where the utility of the information provided by 
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analysts is dubious when they themselves do not have the necessary data or are 

incentivised to withhold it. 

 

5.7 Brushstrokes of Improvement: A Way Forward for 
the Valuation Practice 

 

5.7.1 Due Diligence: A Derivative of Valuation Uncertainty? 
 

The findings127 elicit that financial due diligence occupied a much more prominent 

role in acquisitions during the pandemic. Thus, nationwide economic recessions 

directly correlate to the demand and significance of financial due diligence, 

consistent with Kooli and Lock Son’s (2021) assertions. With valuations hindered 

by uncontrollable uncertainty, due diligence served as a conclusive technique to 

address value disparities by thoroughly examining an entity’s short-term defence 

strategies and long-term viability. As a result, due diligence findings validate 

practitioners' estimated value, strengthening the relationship between the two 

practices during the crisis. However, an overreliance on the due diligence results 

may be undesirable. While the appraisal does assess information quality, it fails 

to capture other aspects of valuation uncertainty that are challenging to 

comprehend. Furthermore, given that due diligence is limited to merger and 

acquisition activities, many other valuers were unable to close the loop, leaving 

behind solely unruly uncertainty on the computed value. 

 

5.7.2 Enhancing the Process: Does the Industry need to establish a 
Valuation Committee?  

 

Several respondents outlined the shortage and disproportionate issuance of 

guidance towards large and small firms during the pandemic. Therefore, 

recessionary periods expose local structural deficiencies within the valuation 

profession, reflecting resource and network support disparities among business 
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valuation providers. Enterprises with superior market share leverage economies 

of scale to access a greater knowledge repository, enabling them to exercise 

professional judgment based on more timely and accurate data. Consequently, 

Big-4 analysts can better model economic affairs and uncertainty into valuations, 

allowing them to strengthen their market dominance by providing a more 

comprehensive, transparent and accurate valuation. This knowledge-based and 

quality divide fosters increased valuation inaccuracies among smaller service 

providers during macroeconomic imbalances. Consequently, this homogenises 

the industry landscape and hinders smaller firms’ growth and resilience, as 

Wilkinson, Antoniades et al. (2017) implied, exacerbated amidst troubled 

economic times.  

 

Similarly, stockbrokers and CFOs carried on with their operations without 

professional support. Nevertheless, the two distinct users of valuation models 

were less supportive of developing a committee128. Despite this, support that 

does not directly affect MLEs or stockbrokers might still be necessary. Unifying 

communication links among stockbrokers would ensure equitable information 

circulation, while auditors and finance teams require assistance to maintain parity 

with industry knowledge and prevent asset misvaluation in MLEs. 

 

This has sparked the debate regarding establishing a unanimous industry body 

that democratises the valuation profession through industry knowledge, as 

accentuated by Amidu, Boyd et al. (2019). Information exchanges become crucial 

during macroeconomic shocks to ensure that appraisals are conducted using the 

industry’s best practices, mitigating the occurrence of erroneous valuations and 

eliminating the use of idiosyncratic methods. Notably, its inauguration would emit 

significant benefits within the valuation field, akin to the accounting profession, 

including defining a professional identity (Greenwood, Suddaby et al. 2002), 

education, transfers of intellectual capital and professional development 

(Wilkinson, Halvitigala et al. 2018). However, interviewees disagree on its 
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development129, citing demand concerns and reluctance towards uniform 

appraisals. 

 

Deficient demand poses a significant barrier to establishing an industry forum 

dedicated to valuation affairs. With only 32% of the 87 registered accounting firms 

comprising more than three principals (The Accountancy Board 2024), there is a 

limited capacity to offer advanced valuations. This raises a contentious issue 

regarding its feasibility and long-term profitability. Moreover, local analysts’ 

resistance towards a governing authority enforcing and harmonising valuation 

methods contrasts with the call from overseas professionals who perceive a 

global system towards valuation as necessary due to globalisation and entities’ 

complex economic activities (Gonnella, Talarico 2018). Notwithstanding 

increased technical support during economic downturns, local valuation experts 

remain divided.  

 

5.8 Conclusion 
 

The present chapter addresses the primary contentious matters and inquiries 

arising from the research findings. The subsequent chapter will serve as the 

concluding section of this dissertation. 
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6.1 Introduction 
 

The last chapter shall conclude this research by summarising key findings, 

proposing feasible recommendations and recommending adequate avenues for 

further research based on the empirical results. The structure of this chapter is 

outlined in Fig. 6.1 below: 

 

 
Fig. 6.1: Outline of Chapter 6 

 

6.2 Summary 
 
The scope of this study was to unravel the intricacies that the macroeconomic 

climate in Malta exerts on corporate valuation models. The pandemic was taken 

as a proxy for an economic destabilisation event. The objectives of this research 

are threefold130, displayed in F6.2.  
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This research embarked on a mixed methods approach to achieve the three 

objectives prescribed. A regression analysis was executed to uncover shifts in 

the relevance of accounting fundamentals, essentially the income statement and 

balance sheet, at the onset of the pandemic. Share prices of MLEs were 

associated with earnings and book value figures. Furthermore, twelve (12) semi-

structured interviews were held with valuers, stockbrokers and CFOs to 

substantiate the regression analysis and augment this study by providing a 

comprehension of the ramifications of the macroeconomic environment on the 

use of valuation methods through a pandemic-inflicted lens. Taking a multi-

faceted approach captured an array of insights amongst the users of valuation 

models. The study’s quantitative component deals with the first objective, while 

the qualitative facet covers all objectives.  

 

 

 
 

 

Fig. 6.2: Overview & Relationship between Research Objectives 

Source: Author 
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6.3 Conclusion 
 

In addressing the initial objective, the study deduces that economic recessions 

result in a decline in the usefulness of earnings and book values. Interestingly, it 

was observed that local investors do not shift from earnings to book values in 

their investment decision-making processes when enduring a macroeconomic 

shock, indicating that book values’ incapacity of predicting future firm 

performance. The regression outcome was corroborated by the perceptions 

elicited by the interviewees, such that valuers tend to maintain their earnings-

based value drivers contingent on the industry in which the subject company 

operates. Moreover, analysts cited a lack of knowledge by local retail investors, 

information gathered through personal networks, negative earnings and the risks 

of earnings manipulation as factors influencing the utility of accounting data when 

making their economic decisions.  

 

In light of the second objective, the research unveils that all conventional 

valuation models encountered severe shifts in their fundamental constituents due 

to economic instability. A wave of asset and liability impairments hampered the 

asset-based approach, reducing its reliability and consistency amid an economic 

upheaval. Moreover, reduced accounting comparability led to material distortions 

and fluctuations in the relative model, rendering accounting ratios misleading. 

The method became ineffective in capturing assets’ intrinsic value despite efforts 

invested in peer group selection and the application of forward-looking multiples. 

Lastly, this research concludes that the income-based approach becomes 

increasingly arduous during economic recessions. Predominantly, determining 

the firm's earnings potential through cash flow forecasting becomes strenuous as 

enhanced ambiguity regarding an entity’s growth prospects, cost inflation, and 

risk factors render the exercise highly judgmental. Similarly, the cost of capital 

computation comprises enhanced levels of subjectivity adjoined with the shifts in 

its market determinants, such as company betas and risk-free rates. 
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Consequently, the findings delineate that two major approaches are employed 

locally: adjusting the risk element within the free cash flows or the discount rate. 

 

Finally, in addressing the third objective, the study infers that valuers favour 

conservatism by adhering to the principle of parsimony in valuation appraisals. 

Thus, professionals attempt to estimate value from the “simplest possible 

explanation” (Damodaran 2006, p.34). The local valuation practice prefers to 

maintain the computed model's credibility without the amalgamation of inferences 

attributed to overcomplicated factors that may enhance inaccuracies rather than 

mitigate them. Thus, while there is a growing interest in assessing strategic 

options during recessions, local practitioners perceive statistically valuing 

management flexibility through a real options lens as theoretical. Conversely, 

they depend on narrative disclosures to comprehend strategic decisions. 

 

Furthermore, the findings unearth that stress testing, primarily scenario analysis, 

and qualitative disclosures emerged as valuers' fundamental risk identification 

techniques, owing to their simplicity, universality and understandability among 

clients and practitioners. Conversely, local valuers perceive a simulation-based 

appraisal as overly complex and inadequate to factor abnormal economic shocks 

such as the pandemic into their models. Resource inequality has been critical in 

deterring small-to-medium-sized valuers from successfully implementing and 

championing the instrument.  

 

Interestingly, the study also uncovered that the valuation process is impacted by 

several external factors, which, amidst an economic downturn, are exacerbated 

by the loss of assurance in the computed intrinsic value. Consequently, the need 

for a professional arm handling issues, research and educational insights in the 

valuation practice and the effect that the due diligence market endured displays 

the lengths investors would go to empower their decision-making ability with a 

more confident representation of value. 
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6.4 Recommendations 
 

Following the research findings and discussion presented in the previous two 

chapters, several recommendations were delineated: 

 

6.4.1 Policy Recommendations 
 

i. Provide education to investors and introduce finance in Maltese 
education curricula (Section 5.3.1) 
 
Tailored education programmes could better equip institutional investors 

with the appropriate tools to undertake sound economic decisions based 

on accounting information. This should reduce non-information-based 

trading, increasing financial statement usability in equity trading. 

Introducing elementary finance, accounting, and economics concepts 

would boost trading volumes, empowering retail investors to become 

active stock market players. As a result, the local stock market efficiency 

would improve, augmenting the relevance of financial information.  
 

ii. Improve disclosure quality by strengthening audit committees’ role, 
streamlining regulatory procedures, and promoting transparency in 
financial reporting (Section 5.3.2) 

 

By raising disclosure quality, investor confidence regarding reported 

accounting figures increases as firms' susceptibility to earnings 

management manoeuvres is reduced. Consequently, investors become 

far more inclined to use financial statements in their investment decisions 

if they commonly understand that accounting numbers reveal firms’ future 

prospects. 
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iii. Improve economic analysis via enhancing communication between 
accounting and economic functions, recruiting economic advisors, 
or emphasising economic thought in the accountancy curriculum. 
(Section 5.2) 
 
Valuation appraisals can incorporate economic indicators if practitioners 

are accustomed to the economic principles that could significantly 

influence firms’ intrinsic value. By strengthening economic thought and 

mitigating data silos, analysts may construct models that are enhanced 

predictors of firms’ expected growth potential and reinforce appraisals’ 

initial preparation phase with an additional paradigm beyond the narrow 

company lens.  

 
iv. Expand current training and education to valuation analysts 

regarding more advanced valuation techniques (Section 5.5) 
 

This study unveils that distinct economic and information environments 

necessitate differing valuation instruments. However, their implementation 

within real-world engagements would be infrequent without practitioners’ 

awareness of ancillary instruments or novel techniques. Therefore, 

expanding current education and training programmes to embrace other 

research-based mechanisms could offer a more enriched and accurate 

selection of valuation models, benefitting the profession.  

 
v. Revisit the standard on inflationary accounting and facilitate its 

adoption (Section 5.2.2) 
 
Adopting inflationary accounting practices could enhance accounting 

information's comparability, timeliness and relevance as valuation 

practitioners would receive an enriched pool of price-adjusted information. 

This disentanglement between nominal and real growth could aid 
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practitioners in obtaining a superior understanding of the firm's intrinsic 

value. This adoption could only be accelerated if the standard governing 

inflationary accounting is updated and reconfigured to meet the demands 

of the current commercial climate. 

 

6.4.2 Recommendations to Valuers 
 

i. Triangulate models, favour income approach during recessions 
(Section 5.4) 

 
The income model’s enhanced granularity should be leveraged for greater 

flexibility amidst a depressed economy. However, the estimate should be 

corroborated against other models by sceptically deliberating on the 

impact of recessions on these alternative approaches. 

 

ii. Adopt a comprehensive and forward-looking perspective to account 
for cyclical recovery and long-term impacts (Section 5.4.3) 

 

Recessionary-induced accounting information offers limited utility for 

valuations. Thus, broadening the valuation enigma and including non-

financial elements, such as management flexibility, provides a more 

holistic estimate. Additionally, extending the forecasting of financial 

information reduces biasedness caused by depressed data and would 

alleviate concerns about erroneous valuations. 

 

iii. Implement safeguards to eliminate the risk of double-counting in 
valuation models (Section 5.4.3) 

 

To ensure that cyclical risks are not incorporated more than once in 

valuation models, valuers should implement safeguards such as clear and 

proper documentation and independent reviews of the valuation process.  
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6.5 Avenues for Future Research 
 

Throughout this study, an array of related avenues for further research have 

emerged which include the following:  

 
a) Unlocking Strategic Flexibility: A Real Options Valuation Case Study 

(Section 5.5.1) 
 
With several valuation analysts unaware of the concept, a case study 

approach implementing real options could enable such a technique in a 

practical, real-world scenario. This study could elevate the valuation 

community’s comprehension of the instrument, indicating which methods 

and how those tools could be employed locally, adding another dimension 

to their appraisals. 

 
b) Value Relevance of Non-Financial Information: Assessing the Impact 

of Auxiliary Information for Maltese Investors (Section 4.3.1) 
 

With newly introduced non-financial reporting requirements131 and the 

growing significance of sustainability investing, factors such as 

sustainability performance (Thompson, Ashimwe et al. 2022), corporate 

governance quality (Whelan 2008), brand valuation (Bagna, Dicuonzo et 

al. 2017) and financial disclosure levels (Shamki, Abdul Rahman 2013) 

are increasingly expounding company values beyond earnings and book 

values. A study assessing the value relevance of non-financial information 

could broaden our understanding of their significance. 

 
 

 
131 Such as the newly introduced European Sustainability Reporting Standards (ESRSs) 
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c) The Introduction of IFRS 18: An Assessment of the Local Investor 
Perspective (Section 4.3.1) 
 
An analysis of the current difficulties, expectations, knowledge and effect 

of IFRS 18 on Maltese investors may provide insights into the benefits and 

challenges that the primary users of financial statements expect to endure 

locally with its introduction. 

 

d) Examining Economic Literacy Among Certified Public Accountants 
(CPAs) in Malta: Bridging Accounting and Economic Ideologies 
(Section 5.4.3) 

 
Optimising financial data hinges on CPAs’ awareness of economic 

concepts, enabling varied conclusions based on distinct economic 

environments. Koshal, Gupta et al. (2008) report a 64.1% overall 

economic literacy score among MBA students in India. Thus, a similar 

study of CPAs’ extent of economic literacy in Malta could unearth the 

magnitude to which the accounting profession has a deep knowledge of 

economic principles. This research can also be seen as a signal for 

incorporating economic principles into the educational curriculum of the 

accountancy course. 

 

e) Assessing the Feasibility of Establishing a Valuation Committee in 
Malta: A Way Forward (Section 5.7.2) 
 
During the pandemic, one of the main difficulties encountered by Malta’s 

valuation community was the need for more technical guidelines. 

Wilkinson, Halvitigala et al. (2018) advocate for a professional body to 

assist valuers’ skill development, expand practitioners’ knowledge base, 

provide educators with adequate tools and integrate technology within the 

community. Hence, a feasibility study on developing a valuation committee 
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and acknowledging valuation standards could provide insights into the 

demands and obstacles encountered during this process. 

 

6.6 Concluding Remarks 
 

This study exemplifies the materiality of the economic climate within which 

accounting-based corporate valuations are conducted, where the two disciplines 

of economics and accounting become interwoven to assist corporate participants 

in making rational business decisions. Economics, as the science that examines 

people’s behaviour with objects of value, relies on metrics to determine that value 

for further scientific, in-depth analysis of one’s decisions. Accounting bridges the 

usability of information for examining firm valuation by seamlessly 

complementing such an assessment with the provision of accounting-based 

valuation models. Hence, the two are interdependent and not mutually exclusive, 

as economic decisions must be anchored by appropriate accounting data, and 

the latter must be complemented with an enriched evaluation of economic 

fundamentals. In essence, as Ross (1983) suggests: 

 
“…if economics is to be useful it must be through some analysis that provides 
a link between the accounting numbers and the market's assessment of them 
in its valuation of the assets of the firms” 

 

    (Ross, 1983, p.377) 
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Appendix A1.1: Purpose of Corporate Valuation 
 
 
Damodaran (2006) classifies the role of valuation exercises in 

 

1. Portfolio Management – Firm valuations enhance information symmetry 

and help reduce investors’ information gaps while seeking optimal 

portfolios, guiding them to hold, sell or buy stocks to main such optimality 

(Fabozzi, Markowitz 2011). However, the relevance of corporate valuation 

towards the planning and control of portfolios is contingent upon the 

passiveness of the investor. Different investor philosophies require 

differing degrees of information, and hence the worth of particular assets. 

Damodaran (2006) distinguishes between active investors, market timers, 

information traders and chartists as requiring distinct degrees of 

information. 

 

2. Acquisition Analysis – During mergers or takeovers, both bidders and 

potential vendors shall compute a fair estimate forming the basis of their 

willingness to transact. Aluko, Amidu (2005) indicate that institutional 

investors are unwilling to enter into a business combination based on an 

unsubstantiated value uttered by one party to the contract. Thus, corporate 

valuations play a central role during acquisitions as these theoretical 

models are widely understood and accepted by all parties, and they 

provide a baseline to critically assess the reasonableness of the offer, and 

whether to go through with the acquisition or cease further negotiations. 

 

3. Corporate Finance – Strategic considerations require valuation 

information in order to understand the repercussions of significant 

investment and financial decisions undertaken by top management, on the 

value of the firm. Appropriate strategic decisions can only be accompanied 

by valuation assignments, in order to reveal the extent to which firm 

policies align with value-creation objectives (Kulwizira Lukanima 2023). 
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Henceforth, shareholder value and wealth can be monitored and assessed 

based on the results of valuation exercises.  

 

4. Legal & Tax – Commercial and Tax legislation might mandate the valuation 

of undertakings to correctly compute the tax outflow to be paid to the 

relevant tax authorities and/or for fulfilling and satisfying legal and 

regulatory obligations. The Income Tax Act [Cap.123] of the Laws of Malta, 

contemplates a specific methodology in the computation of the market 

value of a company when estimating the tax charge, applicable further to 

a transfer of a company’s shares. 
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Appendix A2.1: Further Insights on Value Relevance 
 
 
From an institutional standpoint, the IASB affirms and emphasises the 

significance of the decision usefulness role of financial data in its Conceptual 

Framework, by inscribing that: 

“The objective of general purpose financial reporting is to provide 
financial information about the reporting entity that is useful to existing 
and potential investors, lenders and other creditors in making 
decisions relating to providing resources to the entity.” 

(IASB 2018, p. 8) 

Concerning the above, the IASB posits that financial information is useful to make 

decisions for the provision of “resources to the entity”. The latter is further 

explained within the framework by eliciting that investors and potential investors 

utilise financial statements, prepared according to globalised standards, for 

“buying, selling or holding equity and debt instruments” (IASB 2018, p. 8), 

portraying the correlation between financial reporting and company valuations, 

through the consideration of investment strategies (i.e the acquisition and sale of 

shares). It is not only essential to evaluate whether financial statement items are 

useful in influencing decisions, but the extent of such usefulness of accounting 

information is imperative and widens the current scope of academic literature 

between financial reporting and corporate valuations.  
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Appendix A2.2: Conventional Valuation Method 
Process 
 
 
Relative Valuation 
 
Damodaran (2007) discloses the procedure of undertaking this method, by 

highlighting how analysts must primarily search for comparable firms in an active 

market, these comparable assets are subdued to an assessment to extract 

standardised performance measures, such as EBITDA multiples, PE ratios and 

PBV ratio, which are subsequently applied to estimate the value of the subject 

entity. Lastly, the author explains that adjustments should be performed to modify 

the value achieved with the standardised variables, to reflect the intrinsic 

attributes of the entity distinct from the comparable company, such as inherent 

risks, growth opportunities and the ability to generate cash flows. 

 

DCF Valuation 

 

The DCF approach is described as consisting of a sequential process where the 

analyst must first estimate the value of the firm’s operating free cash flows 

discounted using the applicable WACC. Thereafter, the enterprise value is 

computed by evaluating the value of non-operating cash flows and summing them 

to the DCFs above. Finally, to value the common equity to extract the share price, 

all debt and non-equity claims against the enterprise value are subtracted from 

the computed estimate (Koller, Goedhart et al. 2015). 
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Appendix A2.3: Factors Affecting PE and PBV Ratios 
 
Price-Earnings (PE) Ratio 
 
Constand, Constand, Freitas et al. (1991) ponder that the share price is 

determined by the Gordon Growth Model, which disseminates the PE ratio into 

its fundamentals: the expected growth rate in earnings, the cost of equity and the 

payout ratio. Consequently, one delineates that the metric is negatively correlated 

to the cost of equity and positively associated with the payout ratio and the firm’s 

growth potential. Henceforth, firms are valued at higher multiples of earnings with 

higher growth rates and payout ratios, and lower embedded risk, contributing to 

higher PE ratios, ceteris paribus (Damodaran 2007). Conversely, in a study 

executed by Freihat (2019), the dividend payout ratio and firm size were 

discovered to be the only relevant factor influencing the PE ratio, disregarding 

earnings growth, and the interest rate (as a proxy for the cost of equity) as having 

no significant impact.  

 

Price-Book Value (PBV) Ratio 

 

The PBV ratio is based upon the same parameters as the PE ratio, albeit an 

additional variable: the return on equity (ROE). The ratio is contingent upon the 

correlation between the return on equity and the opportunity cost of capital, such 

that the value of an entity’s equity must match its book value when the return on 

equity equates to the expected return of the market (Massari, Gianfrate et al. 

2016). Penman (1996) compares the PE and PBV ratios to uncover the 

association between these ratios and the ROE, upon which the PBV ratio was 

found to bear a stronger correlation.  
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Appendix A2.4: Classification of Real Options 
 
Given that the business world is characterized by an endless permutation of 

decisions, the underpinning theory summarizes the key strategic options into 

three categories, known as ‘simple options’. Complex strategic considerations 

are a variation of the simple options enlisted below. Larrabee & Voss (2013), 

Damodaran (2005a) and Smit & Trigeorgis (2004) consolidate them into the 

following: 

1. Option to Abandon: This strategic option is exercised to salvage the 

remaining value of an investment, by defaulting and halting any 

successive cash outflows (Larrabee, Voss 2013). The underlying asset in 

an abandonment option is given by the expected value of cash outflows, 

while the exercise price is the liquidation value less abandonment costs. 

(Smith Trigeorgis, 2004). 

2. Option to Expand or Grow: The option to grow encompasses expansionary 

decisions of the business or investment. Larrabee & Voss (2013) disclose 

that this option is applicable when an investment has the potential to be 

given additional funds to grow in scale. Smit & Trigeorgis (2004) depict 

expansionary options as call options with the value emanating from firm 

expansion as the underlying asset and the exercise price equal to the cost 

of crafting further business activity. 

3. Option to Defer or Delay: Smit & Trigeorgis (2004) and Damodaran (2005) 

articulate that the real-options method determines the profitability of 

delaying an investment, unlike traditional approaches. The latter recounts 

that investments with negative DCFs in the immediate term might generate 

positive cash flows in the longer-term horizon. The option to delay option 

is applicable in the simultaneous presence of uncertainty and irreversibility 

of the investment (Smit, Trigeorgis 2004). 
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Appendix A2.5: Process of Simulation-based Valuation 
 
Prior to commencing a simulation-based valuation, analysts and practitioners 

must prepare the model for the eventual incorporation of probabilistic distributions 

(Pascolo, 2019). Damodaran (2012) enlists the procedure required to conduct a 

simulation-based valuation effectively.  

1. A Monte Carlo approach should commence with identifying the 

probabilistic variables. During this step, analysts must properly determine 

the value drivers that exert an impact on the entity’s value and evaluate 

the significance between those inputs to dilute the probabilistic variables 

into an adequate and time-manageable amount (Massari, Gianfrate et al. 

2016).  

2. Secondly, Damodaran (2012) expounds that probabilistic distributions 

must be defined for each selected input, based on either historical data, 

cross-sectional data and/or statistical distributions and parameters. 

Correlations between the input variables themselves are investigated to 

reduce distortions, as high inflation could be associated with high-interest 

rates (Damodaran 2012).  

3. Finally, the simulations are run according to the defined assumptions 

factored into the model. Stakeholders should be able to appraise the 

expected firm value and the likelihood that the value will deviate from those 

expectations, using the output from the simulations. Nowak & Hnilica 

(2012) contemplate that the degree of probability should not be interpreted 

as the likelihood of occurrence but rather a distribution of uncertainty 

regarding the output. 
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Appendix A3.1: Test for Normality Assumption 
 
In estimating the applicability of the OLS regression model and its statistical 

inferences, the normality assumption of the dependent variable was examined by 

employing the Shapiro-Wilk Test. Cleff (2019) describes the latter as an objective 

means for checking the normal distribution of a variable. 

 

In assessing this normality assumption, the null hypothesis (𝐻() specifies that the 

price distribution is normal and is accepted if the p-value exceeds the 0.05 level 

of significance. The alternative hypothesis (𝐻$) specifies that the score 

distribution is skewed and is accepted if the p-value is less than the 0.05 criterion, 

as shown below:  

 

𝐻(: 𝑇ℎ𝑒	𝑆𝑡𝑜𝑐𝑘	𝑃𝑟𝑖𝑐𝑒	𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛	𝑓𝑜𝑙𝑙𝑜𝑤𝑠	𝑎	𝑛𝑜𝑟𝑚𝑎𝑙	𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 

𝐻$: 𝑇ℎ𝑒	𝑆𝑡𝑜𝑐𝑘	𝑃𝑟𝑖𝑐𝑒	𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛	𝑑𝑜𝑒𝑠	𝑛𝑜𝑡	𝑓𝑜𝑙𝑙𝑜𝑤	𝑎	𝑛𝑜𝑟𝑚𝑎𝑙	𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 

 

The Shapiro-Wilk Test is illustrated below, together with a graphical 

representation of the frequency distribution of the stock price distribution, 

depicted in the form of a histogram, as the following: 

 

 
Test for Normality – Shapiro-Wilk Test 

 
Non-Pandemic 
Period Statistic df p-Value 
𝑃𝑅𝐼𝐶𝐸 0.914 125 < 0.001 

 
Pandemic Period Statistic df p-Value 
𝑃𝑅𝐼𝐶𝐸 0.883 37  0.001 
 

 
Table A.1: Shapiro-Wilk Test Result 

 

Unfortunately, the Shapiro-Wilk p-value (approx. 0) is smaller than the 0.05 level 

of significance for both periods, which indicates that the price distribution violates 
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the normality assumption. However, graphically the data signals only minimal 

skewness as depicted in Fig. A3.1 and Fig. A3.2. Consequently, in reference to 

the mixed normality depiction and given that neither Cleff (2019) nor Gujarati 

Porter (2010), denote that the normality of the dependent variables indicates a 

violation of the assumptions of the OLS regression model, the classical method 

is selected to conform with the objectives of the study and take a similar 

methodological route as Liu Sun (2022) and Bepari (2015). 

 

 

 
 

Fig. A.1: Histogram & Normality Distribution of Price Variable during Pandemic 
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FA.2: Histogram & Normality Distribution of Price Variable during Non-Pandemic 

 

 

  



  Appendices 
 

 
154 

 

Appendix A3.2: The Nature of the Relationship – 
Linearity Assumption 
 
The following scatter plots display that both independent variables, 𝐸𝑃𝑆 and 

𝐵𝑉𝑃𝑆, are linearly related to the dependent variable, 𝑃𝑅𝐼𝐶𝐸. Thus, the model 

fitted for the variables conforms with a multiple linear regression model, and thus 

no other transformation (such as logarithmic, inverse or square root) should be 

enabled, as this would alter the nature of the relationship between the dependent 

and independent variables. 

 

For Model 1 – Pre-Pandemic: 

 

 

 
 

Fig. A.3: Linearity Assumption Scatterplots for Non-Pandemic Period 
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For Model (1) – Pandemic: 
 
 

 

 

 

 

 

 

 

 

 

 
 

Fig. A.4: Linearity Assumption Scatterplots for Pandemic Period 
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Appendix A3.3: Testing for Heteroscedasticity 
 
One of the underlying assumptions of the Classical Linear Regression Model 

(CLRM) is that the variance of the disturbances or error terms embedded within 

the model is constant, or homoscedastic (Das, 2019). In a situation of unequal 

variance of the residuals, one could denote the presence of heteroscedasticity 

(Gujarati, Porter 2010), expressed as the following: 

 
 

𝐸(𝑢!') = 𝜎!' 
 
 
 

Despite OLS estimators remaining unbiased and linear, with the occurrence of 

heteroscedasticity, those estimators no longer remain the Best Linear Unbiased 

Estimators (BLUE) (Gujarati, Porter 2010). This suggests that conventional 

hypothesis testing may portray incorrect statistical robustness, possibly drawing 

incorrect conclusions and statistical inferences (Gujarati, Porter 2010). 

Henceforth, given that value relevance studies draw conclusions based on the 

level of significance, it was imperative to carry out diagnostic tests to determine 

the presence of heteroscedasticity for each period. Additionally, the selected 

price model frequently contains difficulties pertaining to the presence of 

heteroscedasticity (Biesland 2009), hence detecting its existence could enable 

the researcher to modify the regression model to extract more robust results.  

 

The White Test was employed to detect whether the variance of the disturbances 

is non-constant. This statistical analysis obtains the residuals from the original 

regression and runs an auxiliary regression incorporating the independent 

variables, the squared values of the independent variables and their cross-

products. Consequently, the R-squared attained from the auxiliary regression 

multiplied by the number of observations delineates the critical value,  

approximating the value obtained from the chi-squared distribution, i.e. 𝜒'	with 
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degrees of freedom of (𝑘 − 1) where 𝑘 represents the number of explanatory 

variables. This relationship can be captured in the following equation: 

 
 
 

𝑛. 𝑅'	~	𝜒)#$'  
 
 
Thus, for all regressions estimated, the following null (𝐻() and alternative 

hypotheses (𝐻$) were assumed: 

 
 
𝐻(: 𝑇ℎ𝑒	𝑐𝑟𝑖𝑡𝑖𝑐𝑎𝑙	𝑣𝑎𝑙𝑢𝑒	𝑓𝑟𝑜𝑚	𝑎𝑢𝑥𝑖𝑙𝑖𝑎𝑟𝑦	𝑟𝑒𝑔𝑟𝑒𝑠𝑠𝑖𝑜𝑛	𝑖𝑠	𝑙𝑜𝑤𝑒𝑟	𝑡ℎ𝑎𝑛	𝑡ℎ𝑒	𝜒)#$'  
𝑎𝑡	𝑡ℎ𝑒	0.05	𝑙𝑒𝑣𝑒𝑙	 − 𝐻𝑜𝑚𝑜𝑠𝑐𝑒𝑑𝑎𝑠𝑡𝑖𝑐 
	𝐻$: 𝑇ℎ𝑒	𝑐𝑟𝑖𝑡𝑖𝑐𝑎𝑙	𝑣𝑎𝑙𝑢𝑒	𝑓𝑟𝑜𝑚	𝑎𝑢𝑥𝑖𝑙𝑖𝑎𝑟𝑦	𝑟𝑒𝑔𝑟𝑒𝑠𝑠𝑖𝑜𝑛	𝑖𝑠	𝑔𝑟𝑒𝑎𝑡𝑒𝑟	𝑡ℎ𝑎𝑛	𝑡ℎ𝑒	𝜒)#$'  
𝑎𝑡	𝑡ℎ𝑒	0.05	𝑙𝑒𝑣𝑒𝑙	 − 𝐻𝑒𝑡𝑒𝑟𝑠𝑐𝑒𝑑𝑎𝑠𝑡𝑖𝑐	 
 
 
For Model (1)132, regarding the two timeframes, the output of the White test is 

illustrated in Table A.2 & A.3 below: 
 

 
White Test for Heteroscedasticity 

 
Chi-Square df Sig. 

3.018 5 0.697 
 

Table A.2: White Test for Model (1) for Non-Pandemic Period 
 
For Model (1), concerning the data for the non-crisis period, and at a 95% level 

of significance, the chi-squared distribution yields a value of 11.0705. Thus, as 

3.018 < 11.0705, we accept the null hypothesis (𝐻() of no heteroscedasticity.  

 
 

White Test for Heteroscedasticity 
 

Chi-Square df Sig. 
24.926 5 < 0.001 

 
Table A.3: White Test for Model (1) for Pandemic Period 

 
132 Vide Sn3.7.2 
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For Model (1), concerning the data for the crisis period, and at a 95% level of 

significance, the chi-squared distribution yields a value of 11.0705. Thus, as 

24.926 > 11.0705, we reject the null hypothesis (𝐻() of no heteroscedasticity, 

indicating that the variance of the residuals is non-constant. For this reason, 

White’s (1980) robust standard error approach was employed to ascertain that 

hypothesis testing accounts for the heteroscedastic problem, similar to that 

applied by Bepari (2015). These robust standard errors were applied for both 

periods to ensure that consistency is applied upon comparison and to mitigate 

the possibility of drawing misleading conclusions caused by differing 

methodological approaches. 

 
Additionally, the White test was run for Model (2)133, highlighted by results in 

Table A.4 below: 
 

 
White Test for Heteroscedasticity 

 
Chi-Square df Sig. 

18.076 10 0.054 
 

Table A.4: White Test for Model (2) 
 

For Model (2) at a 95% level of significance, the chi-squared distribution yields a 

value of 18.3070. Thus, as 18.076 < 18.3070, we accept the null hypothesis (𝐻() 

of no heteroscedasticity.  

 

 
  

 
133 Vide Sn3.7.2 
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Appendix A3.4: Testing for Autocorrelation 
 

According to Gujarati, Porter (2010), the CLRM should not have serially 

correlated disturbance terms, articulating that regression models should be 

hinged on the Gauss-Markov assumption of non-autocorrelation. This 

assumption implies that the residuals embedded within the model are 

independent, and uncorrelated, which is expressed as: 

 
 

𝐶𝑜𝑣a𝑢! , 𝑢*c = 0			𝑖 ≠ 𝑗 
 

 
The problem of autocorrelation manifests, predominantly, in time-series data 

(Turner 2021) rendering OLS estimators inefficient, despite being unbiased 

(Turner 2021). Moreover, without the presence of autocorrelation, the distribution 

of parameter estimates is less complex to derive, rendering hypothesis testing 

and other statistical readings, such as confidence intervals, less problematic 

(Turner 2021). Given that autocorrelation may occur due to inertia or 

sluggishness (Gujarati, Porter 2010), and that local stock prices tend to react with 

a lag caused by a lack of stock market efficiency in the local market (Bonello 

2018), the researcher elected to perform diagnostic tests to negate the existence 

of autocorrelation to draw statistically robust findings from the regression 

analysis. 

 

The Durbin-Watson Test was executed to detect autocorrelation in the regression 

models. This diagnostic metric computes the ratio of the sum of squared 

differences in successive residuals to the Residual Sum of Squares (RSS), 

expressed as: 
 
 

𝑑 = 	
∑ (𝑒" − 𝑒"#$)'+
",'

∑ 𝑒"'+
",$
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Based on the 𝑑-statistic obtained from the regression models, the decision 

regarding the existence of autocorrelation is apprehended according to the 

following decision rules outlined in Fig. A.5: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Fig. A.5: Decision Rules for Durbin-Watson Test 

 
 

For Model (1)134, the following d-statistic was extracted in Table A.5, for the 

pandemic and non-pandemic periods respectively; 
 

 
Durbin-Watson Test for Autocorrelation 

 
 d-statistic 
 

Non-Pandemic Period 
 

 
1.954960 

 
Pandemic Period 

 

 
2.24837 

 
Table A.5: Durbin-Watson Output for both Non-Pandemic and Pandemic Period 

 
 

 
134 Vide Sn3.7.2 
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The upper (𝑑-) and lower (𝑑.) boundaries for the non-pandemic period were 

1.7375 and 1.67, respectively. Thus, with a value of 1.900720, such that d > 

1.7375, we accept the null hypothesis of no positive autocorrelation. Similarly, the 

upper (𝑑-) and lower (𝑑.) boundaries for the pandemic period were 2.41 and 

2.636, respectively. Thus, with a value of 2.24837, such that d < 2.41, we reject 

the alternative hypothesis of positive autocorrelation. 

 

For Model (2)135, the following d-statistic was extracted as depicted in Table A.6; 

 
 

Durbin-Watson Test for Autocorrelation 
 

d-statistic 
 

1.975060 
 

 
Table A.6: Durbin-Watson Output for Robustness Regression 

 
 

The upper (𝑑-) and lower (𝑑.) boundaries for the regression to be carried out as 

a robustness assessment, were 1.764536 and 1.71608, respectively. Thus, with 

a value of 1.975060, such that d > 1.764536, we accept the null hypothesis of no 

positive autocorrelation.  
 
 

 
 
  

 
135 Vide Sn3.7.2 
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Appendix A3.5: Testing for Multicollinearity 
 
Multicollinearity is a statistical phenomenon that occurs when two or more 

predictor variables in a multiple regression model are highly correlated (Gujarati, 

Porter 2010). This correlation creates problems because it undermines the 

statistical significance of an independent variable, violating one of the 

fundamental principles of the CLRM. As a result, the presence of very high levels 

of multicollinearity reduces the efficiency of the estimated regression (Turner 

2021) with large variances of predictors, wider confidence intervals, insignificant 

t-ratios and reduced precision (Gujarati, Porter 2010) hindering the extraction of 

the individual statistical inferences of explanatory parameters. 

 

For Model (1), a correlation matrix has been developed to assess the degree of 

strength of the association between BVPS and EPS. 
 

 BVPS EPS 
BVPS 1.000000 0.273244 
EPS 0.237344 1.000000 

 
Table A.7 Correlation Matrix for Non-Pandemic Period 

 
During the non-pandemic, as the relative correlation stands at 0.237344, the 

estimators are deemed as only marginally associated with each other, rejecting 

the presence of multicollinearity. 

 
 

 BVPS EPS 
BVPS 1.000000 0.326882 
EPS 0.326882 1.000000 

 
Table A.8 Correlation Matrix for Pandemic Period 

 
Similarly, during the pandemic, as the relative correlation stands at 0.326882, 

rejects the presence of multicollinearity due to only a marginal association. 
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Appendix A3.6: Type A Interview Schedule 
 
This study shall aim to gather insights into how fluctuating economic conditions 
influence the valuation practice, by primarily turning our attention towards the 
pandemic to assess different economic phenomena that coincided. 
 
Part A: Value Relevance 
 

1. Could you explain the notion of decision usefulness of accounting 
information in the context of corporate valuation? 
 

2. Are you aware of the concept of value relevance? If yes, could you explain 
its meaning and how it relates to the practice of business valuations? 
 

3. In practice, do you expect earnings or book values to be more relevant in 
business valuations, and why? 
Possible Prompts: 

a. Is there any other more relevant accounting information (e.g. 
sustainability data), and why? 
 

4. Have you observed discrepancies in the relevance of earnings and book 
values during the pandemic, and how did you navigate these differences 
in your valuations? 
Possible Prompts: 

a. How did the market react to earnings announcements during the 
pandemic, and did this reaction align with your valuation 
expectations? 

b. Were there instances where market sentiment significantly 
deviated from the assessed value based on earnings? 

c. How did the uncertainties introduced by the pandemic affect the 
process of forecasting future earnings in business valuations?  

d. Were there adjustments made to earnings forecasts in response 
to changing market conditions? 

e. Did book values emerge as more predictive of future financial 
performance during the pandemic, and how did this influence 
your valuation models? 

f. To what extent did investor confidence in book values impact 
market dynamics, and how did you incorporate this into your 
valuations? 

g. Has the value relevance of intangible assets, such as brand 
valuation, increased during the Covid-19 crisis? 

 
5. From your experience, what lessons can be drawn from the pandemic 

regarding the use of earnings and book values in corporate valuations 
during times of economic uncertainty? 
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Part B: Overview of Corporate Valuation Models 
 

6. What are the most commonly used valuation methods in Malta, such as 
the Income Approach, Market Approach, or Asset-Based Approach, and 
why? 
 

7. What are some of the common challenges or obstacles that valuation 
experts face when conducting valuations in Malta, and how are these 
challenges addressed? 

 
Part C: Corporate Valuation Models during the Covid-19 Pandemic 
 

8. In your opinion, is the macro environment relevant in corporate 
valuations? Explain which aspects of the economy provide significant 
changes to these models (for example – interest rates, inflation, demand 
and supply shocks, consumer sentiment). 

 
9. How has the asset-based approach been impacted by the pandemic? 

 
10. Were there challenges in accurately valuing tangible and intangible assets 

during this period? 
 

11. How were comparable company analyses affected by the pandemic, and 
what challenges did analysts face when selecting peer companies? 
Possible prompts: 

a. Could you recall whether the deteriorating quality of financial 
statements added a further layer of difficulty when choosing 
comparables? 

b. Were there challenges in finding relevant comparables, and how 
were these addressed? 

 
12. How did the pandemic influence the choice of multiples used in Relative 

Valuation? Were there any adjustments or modifications to the selection 
criteria? 
Possible Prompts: 

a. Which type of multiple (forward, historical, etc) alleviates as much 
as possible any distortions? Describe the challenges faced when 
using this type of multiples. 

b. What are the possible reasons why PE ratios were ineffective 
during the pandemic? 

c. Do you consider the PBV ratio as an alternative metric for company 
valuations during the pandemic? 

d. How did the pandemic influence decisions regarding liquidity 
discounts and control premiums in the market-based approach? 

e. How did you adjust market multiples to account for fluctuations in 
the conditions of local markets during the pandemic? 
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13. Could you provide examples of industries or sectors where Relative 

Valuation became more or less reliable during the pandemic, and why? 
 

14. How did increased market volatility and uncertainty triggered by the 
pandemic impact the forecasting of cash flows and the selection of 
discount rates? 
Possible Prompts: 

a. How did you adjust cash flow forecasts to accommodate the 
uncertainties posed by the pandemic? 

b. How did you adjust cash flow forecasts to account for potential 
disruptions in revenue streams and cost structures? 

c. Given the economic uncertainties, how did you account for potential 
changes in debt service obligations and interest rates in cash flow 
projections? 

d. Were there changes in cash flow patterns that required specific 
attention? 

e. Were there challenges in assessing the risk-free rate, equity risk 
premium, and beta components of the discount rate? 

f. Did the changing economic landscape prompt adjustments to the 
risk-free rate used in the discount rate calculation? 

g. How did you assess and adjust the equity risk premium to reflect 
the increased uncertainties brought about by the pandemic? 

h. In response to market volatility, how did you adjust beta values to 
capture changes in systematic risk for specific industries or 
companies? 

 
15. Were there explicit issues in estimating terminal values in DCF models 

during a period of economic uncertainty like the pandemic? 
Possible Prompt: 

a. Were adjustments made to account for potential changes in 
perpetual growth rates and the timing of the terminal period? 

 
16. What were the key considerations and assumptions that valuation experts 

had to revisit when using the DCF method during the pandemic? 
 

17. Comparatively, which method would you say provided the most sensible 
estimate given the elevated levels of uncertainty?  
Possible Prompt: 

a. Did you find it necessary to integrate multiple valuation 
methodologies given the unique circumstances of the pandemic? 

 
Part C: The Use of Real Options and Risk Techniques 
 

18. Could you provide an overview of what real options are in the context of 
business valuations, and how they differ from traditional valuation 
methods? 
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Possible Prompts: 
a. Have you considered the use of real options to value flexibility, 

either qualitatively or quantitatively, especially in the event of an 
economic shock such as the pandemic? 

b. If yes, how have you applied real options in your valuation 
assignments, and what were the challenges associated with its 
use? 

c. If no, what factors and limitations deterred you from making use of 
real options? 

d. Do you believe that real options might have been a more suitable 
approach given the uncertainty around valuations? 

e. Can you provide specific examples of how real options were 
considered in your valuation process? 
 

19. Could you explain how scenario analysis and sensitivity testing were 
used to evaluate risks and uncertainties in corporate valuations specific 
to the Maltese market during the pandemic? 
Possible Prompts: 

a. What were the challenges associated with the use of each 
method? 

b. Which risk technique would you say is more applicable? 
c. How did you utilize scenario analysis in your business valuations 

during the pandemic?  
d. Were there specific scenarios that proved more challenging or 

insightful? 
e. To what extent did you employ sensitivity testing to assess the 

impact of different variables?  
f. Were there surprises or unexpected outcomes identified through 

sensitivity testing? 
 

20. Did you consider the use of Monte Carlo simulations in your valuation 
engagements given the ambiguity instigated by the Covid-19 crisis: 
Possible Prompts: 

a. If yes, could you share instances where the simulation provided 
valuable insights? 

b. If yes, what were the primary challenges and considerations when 
using Monte Carlo simulations for business valuations in Malta 
during the pandemic, especially in a highly uncertain economic 
environment? 

c. Were there specific elements of the simulations or assumptions 
that required adaptation to the Maltese context? 

d. If no, what were the reasons that discouraged its use? 
 

21. How important would you say are qualitative disclosures within valuation 
reports to the recipient of corporate valuations? 
Possible Prompts: 
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a. What feedback have you received from clients regarding the 
impact of the pandemic on business valuations? 

b. Were clients receptive to adjustments made in response to 
pandemic-related uncertainties? 

 
22. Did the relative significance of these disclosures become more apparent 

as a result of the pandemic? 
Possible Prompts: 

a. What additional information was given to stakeholders? 
b. Do you think that qualitative descriptions compensate for the high 

level of uncertainty? 
c. Did these disclosures require rigorous assessments of economic 

fundamentals and their impact on the overall business landscape? 
 

23. Did you receive any guidance, either locally or internationally, as to how 
to navigate the economic uncertainty during this period in your valuation 
engagements? 
Possible Prompts: 

a. If yes, do you believe that the amount of guidance provided was 
substantial enough? 

b. Do you believe that the MIA should have provided guidance during 
this period? 

c. Should Malta set up a committee to handle valuation issues? 
 

24.  Do you think that the shortcomings of valuation engagements could be 
detected when undertaking a Financial Due Diligence engagement? 
Possible Prompts: 

a. Did the pandemic enhance the importance of financial due 
diligence? 
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Appendix A3.7: Type B Interview Schedule 
 
This study shall aim to gather insights into how fluctuating economic conditions 
influence the valuation practice, by primarily turning our attention towards the 
pandemic to assess different economic phenomena that coincided. 
 
Part A: Value Relevance 
 

1. Are you aware of the concept of value relevance of accounting 
information? If yes, could you explain its meaning and how it relates to the 
practice of business valuations? 
 

2. In practice, do you expect earnings or book values to be more relevant in 
business valuations? And why? 
Possible Prompts: 

b. Is there any other more relevant accounting information, and 
why? 
 

3. Do you think that the pandemic has shifted the relevance of earnings or 
book values within the context of corporate valuations? 
Possible Prompts: 

h. How did the market react to earnings announcements during the 
pandemic, and did this reaction align with your valuation 
expectations? 

i. Were there instances where market sentiment significantly 
deviated from the assessed value based on earnings? 

j. How did the uncertainties introduced by the pandemic affect the 
process of forecasting future earnings in business valuations?  

k. Were there adjustments made to earnings forecasts in response 
to changing market conditions? 

l. Did book values emerge as more predictive of future financial 
performance during the pandemic, and how did this influence 
your valuation models? 

m. To what extent did investor confidence in book values impact 
market dynamics, and how did you incorporate this into your 
valuations? 

n. Has the value relevance of intangible assets, such as brand 
valuation, increased during the Covid-19 crisis? 

o. Did you observe any instances where market participants 
placed greater emphasis on non-financial metrics or qualitative 
factors when assessing stock valuations during the pandemic? 

 
Part B: Overview of Corporate Valuation Models 
 

4. What are the most commonly used valuation methods in Malta, such as 
the Income Approach, Market Approach, Asset-Based Approach or any 
other technique? 
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5. What are some of the common challenges or obstacles that valuation 

experts face when conducting valuations in Malta, and how are these 
challenges addressed? 

 
Part C: Corporate Valuation Models during the Covid-19 Pandemic 
 

6. In your opinion, is the macro environment relevant in corporate 
valuations? Explain which aspects of the economy provide significant 
changes to these models (for example – interest rates, inflation, demand 
and supply shocks, consumer sentiment). 

 
7. How has the asset-based approach been impacted by the pandemic? 
 
8. How were comparable company analyses affected by the pandemic, and 

what challenges did analysts face when selecting peer companies? 
Possible prompts: 

a. Could you recall whether the deteriorating quality of financial 
statements added a further layer of difficulty when choosing 
comparables? 

 
9. How did the pandemic influence the choice of multiples used in Relative 

Valuation? Were there any adjustments or modifications to the selection 
criteria? 
Possible Prompts: 

a. Which type of multiple (forward, historical, etc) alleviates as much 
as possible any distortions? Describe the challenges faced when 
using this type of multiples. 

b. What are the possible reasons why PE ratios were ineffective 
during the pandemic? 

c. Do you consider the PBV ratio as an alternative metric for company 
valuations during the pandemic? 

 
10. Could you provide examples of industries or sectors where Relative 

Valuation became more or less reliable during the pandemic, and why? 
 

11. How did increased market volatility and uncertainty triggered by the 
pandemic impact the forecasting of cash flows and the selection of 
discount rates? 
Possible Prompts: 

a. What factors within the discount rate, drastically changed as the 
pandemic economic crisis deepened? 

b. Were there changes in the market risk premium or the risk-free rate 
assumptions due to the pandemic's economic impact? Describe the 
extent within the Maltese Context. 

c. Were there changes in cash flow patterns that required specific 
attention? 
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d. Were there challenges in assessing the risk-free rate, equity risk 
premium, and beta components of the discount rate? 

e. Did the changing economic landscape prompt adjustments to the 
risk-free rate used in the discount rate calculation? 

f. How did you assess and adjust the equity risk premium to reflect 
the increased uncertainties brought about by the pandemic? 

g. In response to market volatility, how did you adjust beta values to 
capture changes in systematic risk for specific industries or 
companies? 

 
12. Were there explicit issues in estimating terminal values in DCF models 

during a period of economic uncertainty like the pandemic? 
 

13. Comparatively, which method would you say provided the most sensible 
estimate given the elevated levels of uncertainty? 
Possible Prompts: 

a. What possible factors influenced your decision to undertake which 
method? 

b. What were the key considerations and assumptions that valuation 
experts had to revisit when using the DCF method during the 
pandemic? 

 
Part D: The Use of Real Options and Risk Techniques 
 

14. Could you provide an overview of what real options are in the context of 
business valuations, and how they differ from traditional valuation 
methods? 
Possible Prompts: 

f. Have you considered the use of real options to value flexibility, 
especially in the event of an economic shock such as the 
pandemic? 

g. If yes, how have you applied real options in your valuation 
assignments, and what were the challenges associated with its 
use? 

h. If no, what factors and limitations deterred you from making use of 
real options? 

i. Do you believe that real options might have been a more suitable 
approach given the uncertainty around valuations? 
 

15. Could you explain how scenario analysis and sensitivity testing were 
used to evaluate risks and uncertainties in corporate valuations specific 
to the Maltese market during the pandemic? 
Possible Prompts: 

a. What were the challenges associated with the use of each 
method? 

b. Which risk technique would you say is more applicable? 
 



  Appendices 
 

 
171 

 

16. Did you consider the use of Monte Carlo simulations or other types of 
probabilistic modelling in your valuation engagements given the 
ambiguity instigated by the Covid-19 crisis: 
Possible Prompts: 

a. If yes, what were the primary challenges and considerations when 
using Monte Carlo simulations for business valuations in Malta 
during the pandemic, especially in a highly uncertain economic 
environment? 

b. Were there specific elements of the simulations or assumptions 
that required adaptation to the Maltese context? 

c. If no, what were the reasons that discouraged its use? 
d. What type of distributions were utilized? 
e. How was the analysis undertaken? 

 
17. How important would you say are qualitative disclosures within valuation 

reports to the recipient of corporate valuations? 
 

18. Did the relative significance of these disclosures become more apparent 
as a result of the pandemic? 
Possible Prompts: 

a. What additional information was given to stakeholders? 
b. Do you think that qualitative descriptions compensate for the high 

level of uncertainty? 
c. Does such reporting provide an information overload rather than 

an actual tool for decision-making? 
 

19. What other possible remedies did you incorporate in your valuation 
engagements during the pandemic (e.g. risk scores of different values)? 

 
20. Did you receive any guidance, either locally or internationally, as to how 

to navigate the economic uncertainty during this period in your valuation 
exercises? 
Possible Prompts: 

a. If yes, do you believe that the amount of guidance provided was 
substantial enough? 

b. Do you believe that the MIA should have provided guidance during 
this period? 

c. Should Malta set up a committee to handle valuation issues? 
 
 
 
 
 
 
 



  Appendices 
 

 
172 

 

Appendix A3.8: Type C Interview Schedule 
 
This study shall aim to gather insights into how fluctuating economic conditions 
influence the valuation practice, by primarily turning our attention towards the 
pandemic to assess different economic phenomena that coincided. 
 
Part 1: Overview of Corporate Valuation Models 
 

1. As a CFO, why do you use valuation techniques in your role? Could you 
elaborate on the reasons why valuations are conducted in your role? 
 

2. How would you rate the importance of accounting information in the 
valuation process for the firm?  
Possible Prompts: 

a. In your opinion, are earnings or book vales pertinent for investors 
to assess your company’s performance?  

b. Do you think that the pandemic shifted this relevance given the 
decreased level of earnings? 

c. Has other non-financial information gained prominence to explain 
share prices, such as the level of disclosures, corporate 
governance, and sustainability issues? 

 
3. What are the most commonly used valuation methods in Malta, such as 

the Income Approach, Market Approach, Asset-Based Approach or any 
other technique? Which technique do you employ? 
 

4. What are some of the common challenges or obstacles that you encounter 
when utilizing valuation techniques in Malta, and how are these challenges 
addressed? 

 
Part 2: Corporate Valuation Models during the Covid-19 Pandemic 
 

5. In your opinion, is the macro environment relevant in corporate valuations? 
Explain which aspects of the economy provide significant changes to 
these models (for example – interest rates, inflation, demand and supply 
shocks, and consumer sentiment). 

 
6. How has the asset-based approach been impacted by the pandemic? 

 
7. How were comparable company analyses affected by the pandemic, and 

what challenges did analysts face when selecting peer companies? 
Possible prompts: 

a. Could you recall whether the deteriorating quality of financial 
statements added a further layer of difficulty when choosing 
comparables? 
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8. How did the pandemic influence the choice of multiples used in Relative 
Valuation? Were there any adjustments or modifications to the selection 
criteria? 
Possible Prompts: 

b. Which type of multiple (forward, historical, etc) alleviates as much 
as possible any distortions? Describe the challenges faced when 
using this type of multiples. 

c. Did you adjust the selection criteria to include differences between 
peer companies? 

d. What are the possible reasons why PE ratios were ineffective 
during the pandemic? 

e. Do you consider the PBV ratio as an alternative metric for company 
valuations during the pandemic? 

 
9. How did increased market volatility and uncertainty triggered by the 

pandemic impact the forecasting of cash flows and the selection of 
discount rates? 
Possible Prompts: 

f. What factors within the discount rate, drastically changed as the 
pandemic economic crisis deepened? 

g. Did you consider a blanket discount for different segments within 
the firm, or different discount rates were utilized? Why? 

h. Were there changes in the market risk premium or the risk-free rate 
assumptions due to the pandemic's economic impact? Describe the 
extent within the Maltese Context. 

i. How did you assess the relative growth of the firm during periods of 
inflation? 

j. Did you consider a Sum-of-Parts valuation approach during the 
pandemic? 

 
10. Were there explicit issues in estimating terminal values in DCF models 

during a period of economic uncertainty like the pandemic? 
 

11. Comparatively, which method would you say provided the most sensible 
estimate given the elevated levels of uncertainty? 
Possible Prompts: 

c. What possible factors influenced your decision to undertake which 
method? 

d. What were the key considerations and assumptions that valuation 
experts had to revisit when using the DCF method during the 
pandemic? 

 
Part 3: The Use of Real Options and Risk Techniques 
 

12. Could you provide an overview of what real options are in the context of 
business valuations, and how they differ from traditional valuation 
methods? 
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Possible Prompts: 
j. Have you considered the use of real options to value flexibility, 

especially in the event of an economic shock such as the 
pandemic? 

k. If yes, how have you applied real options in your valuation 
assignments, and what were the challenges associated with its 
use? 

l. If not, what factors and limitations deterred you from making use 
of real options? 

m. Do you believe that real options might have been a more suitable 
approach given the uncertainty around valuations? 
 

13. Could you explain how scenario analysis and sensitivity testing were 
used to evaluate risks and uncertainties in corporate valuations specific 
to the Maltese market during the pandemic? 
Possible Prompts: 

a. What were the challenges associated with the use of each 
method? 

b. Which risk technique would you say is more applicable? 
c. How many scenarios were employed in your evaluations? 

 
14. Did you consider the use of Monte Carlo simulations in your valuation 

engagements given the ambiguity instigated by the Covid-19 crisis: 
Possible Prompts: 

a. If yes, what were the primary challenges and considerations when 
using Monte Carlo simulations for business valuations in Malta 
during the pandemic, especially in a highly uncertain economic 
environment? 

b. Were there specific elements of the simulations or assumptions 
that required adaptation to the Maltese context? 

c. If no, what were the reasons that discouraged its use? 
 

15. How important would you say are qualitative disclosures within valuation 
reports to the recipient of corporate valuations? 
 

16. Did the relative significance of these disclosures become more apparent 
as a result of the pandemic? 
Possible Prompts: 

a. What additional information was given to stakeholders? 
b. Do you think that qualitative descriptions compensate for the high 

level of uncertainty? 
c. Does such reporting provide an information overload rather than 

an actual tool for decision-making? 
 

17. What other possible remedies did you incorporate in your valuation 
engagements during the pandemic (e.g. risk scores of different values)? 
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18. Did you receive any guidance, either locally or internationally, as to how 
to navigate the economic uncertainty during this period in your valuation 
engagements? 
Possible Prompts: 

a. If yes, do you believe that the amount of guidance provided was 
substantial enough? 

b. Do you believe that the MIA should have provided guidance during 
this period? 

c. Should Malta set up a committee to handle valuation issues? 
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Appendix A3.9: Ethical Considerations 
 

For the purpose of upholding moral philosophy and ethical guidelines, the 

researcher bears the responsibility and duty to perform research initiatives within 

the remits of ethical codes of conduct (Paterson, Leung 2016). The formal ethical 

procedure employed began with presenting participants with a signed letter136 

from the Supervisor, inviting the participants to partake in the study and 

introducing the researcher as a UoM student and the research area. Thereafter, 

all necessary ethical clearances were granted from the proposal stage to the 

FREC phase, upon which interviews were executed ex-post of such checks.  

 

Moreover, research participants were handed a consent form137, specifying their 

entitlement to withdraw from the study voluntarily, the obligations of the 

researcher to ensure confidentiality and anonymity and the general purpose of 

the information gathered that shall be restricted solely to this research. 

 

 
  

 
136 Vide ApxA3.10 
137 Vide ApxA3.11 
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Appendix A3.10: Letter of Introduction 
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Appendix A3.11: Interview Consent Form 
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Appendix A3.12: Statistical Dataset 
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