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ABSTRACT

The triumph of streaming platforms has its origins in the last millennium. Mobile communications
standards and, thus, transmission bandwidths continued to develop. At least to the same extent,
physical media carriers lost massive importance, eroding the business models of traditional media
companies and causing industries to converge. Internet and media companies, therefore, felt
compelled to acquire streaming platforms or entire companies operating such platforms. The paper
focuses on the valuation of streaming companies and streaming platforms, which can be regarded as
definable parts of a company: What is the maximum price that the rational presumptive acquirer of
such a company (part) can pay for them without putting himself in a worse position by acquiring it
than by not acquiring it? The value to be determined has the character of a decision limit and depends
on the target system and the decision field of the valuation subject. The valuation of a streaming
company is divided into the following three steps in a decision-oriented sense: 1. Delimitation and
quantification of the relevant future successes (Determination of relevant data) 2. Transformation of
the determined data into a decision value 3. Weighing up (subjective) decision value and (objective)
price. The aim of this paper is to support valuation steps 1 and 2. To this purpose, the paper primarily
presents the fundamentals of valuation and the delimitation and quantification of the relevant future
earnings. The main task of valuation is the transformation of the qualitative and quantitative
information on future successes determined from well-founded forecasts into a value that fulfills the
function pursued by using the future performance value. This value is ultimately intended to support
the decision-making subject's decision.
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The unbridled success of streaming platforms

The triumph of streaming platforms has its origins in the last millennium. At least to the same extent,
physical media carriers lost massive importance, eroding the business models of traditional media
companies and causing industries to converge. Internet and media companies, therefore, felt
compelled to acquire streaming platforms or entire companies operating such platforms. For
example, the streaming platform "YouTube" was sold by its founders to the Google group for 1.65
billion US dollars in 2006 (United States Securities and Exchange Commission, 2006; for
significance of the valuation for unicorns see Menon & James, 2022, p. 101). Numerous corporate
acquisitions and mergers followed in the field of internet and media companies with regard to
streaming platforms. In 2021, for example, the merger of the streaming services of AT&T and
Discovery created a much larger streaming service (United States Securities and Exchange
Commission, 2021).

The paper focuses on the valuation of streaming companies and platforms (valuation object). In
the sense of a valuation within the framework of the so-called decision function, the question to be
answered is: What is the maximum price that the rational presumptive acquirer of such an object
(company or of a part of it) can pay without putting himself in a worse position by acquiring it than
by not acquiring it?

The value to be determined has the character of a decision limit and depends on the target system
and the decision field of the valuation subject (Hering et al., 2014, p. 35). The valuation of a
streaming company is divided into the following three steps in a decision-oriented sense:

1. Delimitation and quantification of the relevant future performance (Determination of relevant
data)

2. Transformation of the determined data into a (subjective) decision value

3. Weighing up (subjective) decision value and (objective) price.

The explanations concentrate on the support of valuation steps 1 (sections 3.1 to 3.3) and 2
(section 3.4) because the 3rd step cannot be formalised (Hering, 2021, p. 12). To this end, the second
chapter primarily presents the fundamentals of (functional) valuation (Matschke & Brosel, 2021,
p. 37) and the basic principles for delimiting the future performance relevant to valuation (Hering
et al., 2015, p. 1) against the backdrop of the streaming industry.

The third chapter deals with the delineation and quantification of the relevant future performance
(step 1 of the valuation). In this context, the special characteristics of the streaming market
exacerbate the already existing determination problems resulting from the uncertainty of the future.
This is followed — as a brief digression — by the transformation of the qualitative and quantitative
information on future performance determined from well-founded forecasts into a value that fulfills
the (decision) function pursued by the valuation (step 2 of the valuation) (Rapp & Olbrich, 2020).
This value should ultimately be intended to support the decision-making subject's decision.

The results are summarised in the concluding fourth chapter.

Our analysis is based on a comprehensive evaluation of the literature. It should be noted that
there are no relevant publications in the specific field of the valuation of streaming companies based
on functional valuation theory. Our paper is, therefore, based on the fundamental works of functional
valuation theory (Matschke, 1969; Matschke, 1971; Matschke, 1972; Matschke, 1975; Matschke,
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1976; Matschke & Brosel, 2021) and the valuation of telecommunications companies (Dechant &
Trost, 2001; Dechant & BraBler, 2003). Current developments in this context (Bylund et al., 2022;
Kintzel & Toll, 2022) and the context of company valuations have also been included in this paper;
however, these relate to companies with other fields of activity and have national characteristics
(Dréabek, 2022; Menon & James, 2022; Oh & Park, 2022; Qiu et al., 2022; Shuangying et al., 2023;
Widati et al., 2023).

Valuation basics and valuation-relevant special features

On the basics of functional business valuation theory

The controversial views of objective (Mellerowicz, 1952; Viel, 1955; Lackmann, 1962) and
subjective (Busse von Colbe, 1957; Miinstermann, 1966; Kéfer, reprint of essays in 1996; the
necessity of the subject reference in the context of valuations has already been recognised by
Schmalenbach, 1917/1918, p. 4) valuation theory were ultimately overcome 50 years ago by the
concept of functional business valuation, which was developed in Germany (Matschke, 1969;
Matschke, 1971; Matschke, 1972; Matschke, 1975; Matschke, 1976; Sieben, 1976; Goetzke &
Sieben, 1977; Matschke, 1979). The central point of this school of thinking is the purpose-
dependency (Moxter, 1983, p. 5) of the company value. The value of a company is determined with
reference to the expectations and plans of the concrete party interested in the valuation, explicitly
taking into account the pursued task of the company valuation. The company does not merely have
a specific value for each interested party in the valuation but can also have a quite different value
depending on the task (Matschke, 1995, p. 973). The company value and the procedure for its
determination do not exist.

Only if the respective function of the valuation is taken as a starting point can the necessary
procedural rules for determining the value be derived in a meaningful way (Matschke, 1981, p. 115).
Functional valuation differs from the so-called main functions, which include decision (Hering,
1999; Matschke & Brosel, 2021, p. 53), mediation (Matschke, 1971; Matschke, 1979; Moxter, 1983,
p. 22; Follert et al., 2018, p. 326; Matschke & Brosel, 2021, p. 213), and argumentation (Matschke,
1976; Matschke & Brosel, 2021, p. 259), and the types of value affiliated with them. In the
explanations that follow, only the decision value derived from the decision function is considered.

The decision value indicates to a decision-making subject, given a system of targets or
preferences and given a decision field, under which conditions or under which complex of
conditions the realisation of a certain intended action just does not reduce the level of target
fulfilment achievable without this action (Matschke, 1972, p. 147). In other words, the decision
value is regarded as the outermost concession limit of the valuation subject's in a given conflict
situation. The decision value is thus based on the investment-theoretical principles of target- and
decision-field-relatedness, cf. on the necessary investment-theoretical foundation of valuations
(Hering, 1999, p. 11).

If a valuation targets the change of legal relations and only the amount of the purchase price is
of importance for the agreement of the conflict parties, the decision value corresponds to the
marginal price of a negotiating party in this conflict situation. From the perspective of the
presumptive buyer, the decision value as the upper price limit is precisely the amount that he can
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pay without having to accept an economic disadvantage due to the purchase (Matschke, 1969, p. 59).
In negotiation situations, this critical amount should undoubtedly be a "hidden value" in view of the
strength of one's own negotiating position (Sieben, 1988, p. 86).

The significant principles (Matschke & Brosel, 2003) underlying functional valuation theory are,
in addition to the principle of purpose dependence, the principles of overall valuation, future
orientation, and subjectivity (Brosel et al., 2012, p. 244):

- With regard to the principle of overall valuation (Auler, 1926/1927, p. 42; Ballwieser & Leuthier,
1986, p. 548), the sum of the individual values of the assets of this streaming company is not relevant
for valuation; rather, it is necessary to consider the streaming company at disposal in the context of
the conflict situation as an economic unit. In the case of an isolated valuation of the individual
operational values, there is the danger of neglecting positive but also negative combination effects
within the valuation object to be considered as a unit because the sum of the individual values does
not have to be identical with the total value of the valuation object (Miinstermann, 1966, p. 18).
However, it is not impossible that the sum of the individual values does correspond to the overall
value.

- The principle of future orientation (Ballwieser & Leuthier, 1986, p. 548) states with regard to the
valuation of streaming companies that only the benefit that the valuation object will provide in the
future is relevant for the valuation subject. The merchant gives nothing for what has been
(Miinstermann, 1966, p. 21). In the valuation of product or programme innovations, such as new
content that has already been produced but not yet been made available, the problem arises that a
trend extrapolation based on the results of previous periods cannot be used as a forecasting tool at
all, or only to a very limited extent. The future orientation results in the problem of uncertainty
(Keuper, 2002, p. 458) because the exact future benefit of the valuation object (streaming company)
and all future action alternatives and consequences are not known to the valuation subject at the
time of valuation.

- In accordance with the principle of subjectivity (Moxter, 1983, p. 23), the determination of the
value of streaming companies requires the fictitious embedding (in the case of a presumptive buyer)
or fictitious divestment (in the case of a presumptive seller) of the valuation object in or from the
plans of the valuation subject (The subject reference has so far been largely ignored in Anglo-Saxon
valuation theory, cf. Olbrich, 2000, p. 458.). Thus, the target system and the decision field of the
valuation subject are of significance. Accordingly, the value is determined by the targets pursued by
the valuation subject, the financial and real economic options and restrictions available from the
decision-making field, and the use planned for the valuation object. Furthermore, it is a consequence
of the principle of subjectivity that the individual positive and negative compound effects expected
by the valuation subject must be considered when determining the value. Due to different plans,
synergy potentials (Moxter, 1983, p. 91; Weber, 1991; Olbrich, 1999, p. 20) as well as utilisation
possibilities, and restrictions, streaming companies have an individual value for each valuation
subject. Even equal utility expectations of different valuation subjects do not lead to equal company
values if, for example, the alternative capital utilization options of the valuation subjects differ
(Ballwieser & Leuthier, 1986, p. 549).
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Principles for the delimitation of future performance relevant to valuation

For the presumptive buyer, all future performance generated by the valuation object is of importance
in the context of the valuation. In the case of an acquisition, the valuation object provides the
valuation subject with a future benefit and thus contributes to the fulfilment of its targets. The
determination of this performance from the valuation object relevant to the valuation subject is
usually not the focus of valuation theory (Dechant & Trost, 2001, p. 234). This also applies to the
analysis of interdependencies. Instead, the delimitation and quantification of the future performance
of the streaming companies to be valued is the responsibility of the streaming industry experts.

However, the quality of a value for the streaming company determined by certain models is
determined by the quality of the information and the delineated and quantified future performance
provided for the valuation. If meaningful results are to be achieved with the valuation, the
performance resulting from the company must be delimited and quantified appropriately. With this
background, the main principles to be observed in the accrual and quantification process are now
presented in the form of (Moxter, 1983, p. 75; Matschke & Brosel, 2021, p. 341)

- the principle of overall valuation,
- inflow (or distribution) principle and
- principle of synergy consideration.

In principle, for the presumptive buyer, according to the principle of overall valuation (Moxter,
1983, p. 75; Matschke & Brosel, 2021, p. 37), the future performance includes both financial and
non-financial benefits. In addition to the cash surpluses, the acquisition of a streaming company
can, for example, influence the level of recognition and the reputation of a valuation subject. Due
to the lack of quantification possibilities, the assessment of non-financial benefits proves to be
particularly difficult. However, based on the individual target system of the valuation subject, it is
important to identify all matters of interest as far as possible and to determine their weighting
(Matschke, 1975, p. 75).

In the present case, it is assumed that the interest of the valuation subjects is primarily directed
towards financial advantage or a financial benefit, i.e. valuation subjects strive for an inflow, which
can occur and be measured in the form of payments to the respective owners of the valuing company
(withdrawals or distributions) as well as cash outflow savings of the owners. With regard to this
withdrawal target, only the monetary advantage is to be considered relevant to the valuation in the
context of the explanations and will be used to determine the (decision) value. However, this
simplified assumption should not lead to neglecting or excluding non-financial advantages. Rather,
in addition to the decision value, in which only financial benefits are taken into account, the non-
financial benefits should also be considered by the decision maker when determining the price
because the future performance basically consists of the total benefit expectations (Moxter, 1983,
p- 79).

In accordance with the inflow (or distribution) principle (Moxter, 1983, p. 79), the decisive factor
for the valuation of streaming companies is the benefit that accrues to the presumptive buyer with
the acquisition of the valuation object. The owners of the valuing company (valuation subject) are
interested in a financial inflow in the form of a withdrawal, payment or distribution, which is
available to them to satisfy their consumption wishes in accordance with the withdrawal target
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explained. This also includes savings in cash outflows. The impact of the valuation object on the
satisfaction of the owners' (valuation subject) needs can be measured by the payment consequences
triggered by it (Hering, 1999, p. 17). Thus, payment amounts serve as a calculation parameter for
assessing the future benefit of the valuation object.

Incoming and outgoing payments are objectively verifiable because they are subject neither to
balance sheet valuation influences nor to periodisation considerations. Both payment surpluses and
payment savings can be considered as payment parameters. Profit figures only have an influence on
the valuation if they affect the amount of the payments. The amount of the payment parameters is
influenced, for example, by performance-related tax payments (Hering, 1995, p. 9).

The streaming company to be valued is interpreted as an uncertain future cash flow in the context
of the valuation. The relevant cash flow that is to be attributed to the valuation object thus results
from the continuously or discontinuously occurring incoming and outgoing payments (For
simplification, a hypothetical discontinuous cash flow is assumed in business valuation as in
investment appraisal; cf. Matschke, 1993, p. 58.). If integration effects occur during the acquisition
of a streaming company, these must also be taken into account when determining future
performance.

The valuation-relevant benefit stream in the sense of the (incoming) payment surpluses (PS) thus
results in the period t or at time t, in accordance with the principle of synergy consideration, from
the difference of the performance to be recorded of the valuing company (valuating subject) with
(PS¥V9) and without (PS°V°) the valuation ebject (VO) (Moxter, 1983, p. 91):

PS, = PS'VO — psovo.

Since the payment surpluses are always the difference between the incoming payments
(including the outgoing payment savings; cash incoming) CI and outgoing payments (cash
outgoing) CO, this results in the following:

PS; = (CI'VO — copYO) — (C12v0 — COopvO) as well as
PS, = CI}'VO — CIPVO — coyvO + CcogYe.

In order to determine the valuation-relevant payment surpluses, it is therefore necessary to
determine the incoming payments of the valuing company with (CI}*V©) and without (CI?V©) the
valuation object as well as the outgoing payments of the valuing company with (CO}¥V?) and without
(CO?VO) the valuation object.

In the streaming industry, economies of scope can occur, for example, in the form of cash outflow
savings for the valuing company from programme content taken over as well as from customer
management and customer billing systems. Particularly when acting in new markets, a company's
growth due to an acquisition can often result in an outstanding position vis-a-vis competitors;
possibly with the consequence of more than just additive linking of the two company’s market
shares. On the cost side, for example, a fixed cost degression can result from larger production
volumes. In addition, there may also be negative economies of scope, such as "double staffing".
Since the respective economies of scope are generated by the synthesis of the acquiring and the
acquired company, the principle of economies of scope reflects both the principle of overall
valuation and the principle of subjectivity.
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Particularities of the streaming industry

Determining the cash inflows and outflows of streaming companies must be based, above all, on
the products — the programme content — and the behaviour of the consumers. Forecasting involves
a large number of imponderables.

Cash inflows are generated from the viewing of programme content. For this purpose, the
companies try in advance to forecast the possible acceptance of the content through market research.
However, in a fast-moving society it repeatedly happens that individual content develops into a
(short-lived) megatrend, although not expected; conversely, elaborately produced and extensively
advertised content does not necessarily succeed in achieving the required success. Another trend
that is relevant for the forecast of the cash inflows is the increased willingness of customers to switch
between different providers. Environmental influences can also have a significant impact on the
development of cash inflows. In order to be able to generate cash inflows, companies must first
invest.

These investments are partly associated with high cash outflows. On the one hand, the streaming
company must maintain the technical infrastructure that makes it possible to withstand a large
number of simultaneous requests for programme content. On the other hand, new programme
content must be produced regularly, which is also associated with cash outflows.

An approach to forecasting future performance

Explanation of the procedure

The careful delineation and quantification of relevant payments by professionals operating in the
streaming industry require strict adherence to the principles outlined in section 2.2 (Olbrich, 2002,
p. 695). A heuristic approach to support the forecasting of future cash flows is presented below
(Dechant & Trost, 2001; Dechant & BraBler, 2003). With regard to the formula presented for
determining the valuation-relevant payment surpluses PS;, this forecasting approach is divided into
the components "cash inflow forecast" with a market and turnover model (to determine the
respective CI'VO and CIZVO) as well as "cash outflow forecast" with an investment and cost model
(to determine the respective COYV© and COSVO).

This approach not only intends to support the well-founded forecasting of payment surpluses.
The approach also enables greater transparency of the forecasts and allows the procedures for taking
uncertainty into account to gain greater significance because the effects of certain parameter
constellations can be examined and shown transparently. A major focus of these remarks will be the
possible collection of data.

The forecast of cash inflows (CI)

Forecasting cash inflows requires the determination of potential sales volumes — here identical to
customer numbers — and product prices, which in turn form the basis for forecasting turnover
figures. The approach to forecasting cash inflows is divided into the following ten steps:
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Step 1: Segmentation
The first step is to segment the market. First, the individual customer segments s (e.g., customer
segments by age of the target groups) must be determined. Then, for each customer segment, the
size of the segment S is estimated as well as the product variants that suit the needs, such as different
media use. Consumer surveys are to be carried out to develop product variants, for example.
The index t describes the respective period as the time between the points in time t — 1 and t (here
one year) or the respective point in time (e.g., the stock figure "customers" refers to the end of the

year).

Table 1.
Customer segmentation
Description Variable/Formula Method of determination
Determination of customer segments S Company decision
Scope of respective customer segments S§ Estimation
Product variants Index h Analysis

Step 2: Interdependent estimation of potential market size and possible sales prices
In the second step, the potential market size and the possible sales prices for the respective segments
s are determined by an interdependent estimation. To simplify matters, the quantity-specific
consideration of the customer distribution among the product variants is dispensed with here, which
corresponds to the consideration of an "average customer". This customer distribution will be
included in the price and proceeds calculations at a later stage (steps 6 and 7).

Estimating potential penetration rates PP is usually a big challenge in the case of product
innovations because, in addition to the supposed demand, technical restrictions (e.g., bandwidth in
more remote areas) and limitations resulting from company decisions must also be taken into
account, among other things. It is often even necessary to model several multiplicatively linked
penetration rates. Current as well as past penetration rates can be taken from relevant trade journals
or determined by special studies, for example. It should be noted, however, that these data provide
only very limited information on penetration rates more than one year in the future. Penetration rates
from different sources often differ considerably. Even special studies sometimes do not clearly
delineate the market segments and leave open whether legal, technical or other restrictions have
already been taken into account. Also, when transferring penetration rates from "pioneer countries"
to the market under consideration, maximum caution is required with regard to different habits and
specifics. Against this background, a classical estimation is a preferable method (Koppelmann,
2001, p. 118). Each penetration rate is to be estimated by identifying and ranking the product drivers
(e.g., monthly usage time, speed and convenience of data transmission, status, price) and their
characteristics in the segment categorised by target groups.

Penetration rates are to be measured in close coordination with the expected prices. In the
meticulous analysis of customer needs necessary for this, the focus is on the question: "Which target
groups have which benefits and how high is their willingness to pay for them?"
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Consumer surveys are an indispensable source of information, especially for estimating market
prices piltv[ and g;ltv[ The index M used clearly shows that — in contrast to the company-specific

variables used below (index U) — these are market-specific variables.

Table 2.

Interdependent estimation of potential market size and possible sales prices

Description Variable/Formula Method of determination
potential penetration rates PPf € [0;1] Estimation
Segment-specific sales prices

— monthly fees P Estimation

— one-time connection fees g Estimation

Step 3: Identify the potentially addressable customer segments
The determination of the potentially addressable customer segments is now carried out in the third
step by multiplying the respective customer segments S{ by the corresponding potential penetration
rates PP;.

Table 3.
Identifying the potentially addressable customer segments
Description Variable/Formula Method of determination
Number of potentially addressable customers per
P y P S - PP} Calculation
segment

Step 4: Determine a tariff and supply model

Strategic decisions are made by the companies as to whether the entire market or only sub-markets
are to be addressed and how quickly the target groups are to be expanded. The degree to which
customers can be addressed is formally captured by means of a so-called segment-specific potential
exploitation coefficient (xi’U with ai’U € [0;1]. Influencing factors include the company's mission
statement, its willingness to take risks and cooperate, the lucrativeness of the market potential, the
level of investment and the financial situation, including the company's debt potential. Mainly in
the early days of market penetration, experience has shown that a rapid entry into the nationwide
mass market often overburdens the company's processes, which manifests itself, among other
things, in poor service or limited accessibility to programme content.

Finally, the number of addressable customers per segment results from the size of the customer
segment S, the penetration rate PP} and the potential utilisation coefficient ai'U.

In addition, within the framework of the tariff and offer model, the price positioning — represented

here by segment-specific price adjustment coefficients (q;’?) — vis-a-vis the competitors must be

determined (Kotler et al., 2017, p. 46). In practice, calculations must be carried out for various such
tariff and supply models, taking into account the dynamics of market prices depending on the

company's pricing decision. The corresponding product segment-specific monthly prices pfl[tJ and
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. . ,U . . M M . .
one-time connection fees g’ can be derived from the market prices p;’, and g} estimated in step

2 and via a company-specific price adjustment coefficient qflltj

Table 4.

Determination of a tariff and supply model

Description Variable/Formula Method of determination
Potential utilisation coefficient, so that: oY Company decision
Number of addressable customers = S§ - PRS- o’ Calculation

Price adjustment coefficient, so that: q;? Company decision
product segment-specific monthly prices = Pry = ayy - Phy Calculation
Product segment-specific one-time connection fees= g\ = q}; - g Calculation

Step 5: Forecasting the market share and calculating the number of customers
The forecast of the company's market share in the respective (sub-)segment MAi’U is carried out in
step 5 with recourse to the potentials targeted in step 4. The determination of the potential market
share, which depends on the already determined tariff structure, should be based on strategic
analyses of the company and the main competitors of the relevant strategic group.

Objects of analysis include previous market shares, product strategy and portfolio, distribution
and production capacity as well as company cooperations. Subsequently, the company's segment-
specific customer numbers mi’U (equivalent to product volume) can be calculated from the size of
the customer segment S, the penetration rate PP§, the potential exploitation coefficient ai'U and this

market share MAS".

Table 5.

Forecast of market share and calculation of customer numbers

Description Variable/Formula Method of determination
Market share MA;Y Forecast
Number of customers m?Y =S¢ - PPS - oV - MATY Calculation

Step 6: Forecasting the distribution of demand
The sixth step is to forecast the previously neglected distribution of demand (hereafter referred to

as demand distribution) 3 ;[tj among the different product variants of the respective segments.

Table 6.
Forecast of demand distribution

Description Variable/Formula Method of determination

Company-specific demand distribution B flltj with0 <PV <1, ¥ B}SlltJ =1 Forecast
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Step 7: Calculation of (average) prices

Following the determination of the demand distribution f iltj, this and the product variant-specific
monthly prices p;ltj as well as the connection fees gflltj can be used to calculate the average monthly

. U . U . .
price py - as well as the average connection fee gy, which can also be characterised as company-
specific average prices.

Table 7.
Calculation of (average) prices
Description Variable/Formula Method of determination
. . s,U _ s,U s,U .
Company-specific average monthly price bt = Z Bis P Calculation
h
. . s;U _ s,U s,U .
Company-specific average connection fee 8t = Z Bis B Calculation
h

Step 8: Turnover forecasts
With these quantities, the forecast annual turnover from monthly and one-time connection fees can
then be determined in total for the respective segment and cumulatively across all segments. If the

periods under consideration t correspond to one year, the monthly prices pi’U must be multiplied by
twelve and the average annual number of customers in order to calculate the annual turnover from
monthly fees UPi’U. For the calculation of the annual turnover from one-time connection fees UGi’U,

the connection fees gi’U are to be multiplied by the annual increase in customer numbers.

Table 8.
Turnover forecasts
Description Variable/Formula Method of determination
ms,U + ms,U
Annual turnover from monthly fees gpsY=—t _ t=1 sU 19 Calculation
t 2 t
Annual turnover from one-time connection fees ~ UGPY = (m$Y — m®Y) - g¥¥ Calculation
Annual turnover per segment ugY = upY + UGHY Calculation
- ug =) up’ i
cumulative annual turnover t = t Calculation
S

Step 9: Forecasting the average payment shift
Before reconciling the determined turnovers into the payments, the payment deferral z and the
payment default x € [0;1] are to be forecast. For simplicity, both variables are assumed to be
constant over time.
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Table 9.

Forecast of average payment deferral and payment default

Description Variable/Formula Method of determination
Days until receipt of payment z Forecast
Payment default X Forecast

Step 10: Calculation of cash inflows
In a final step, a cash inflow forecast is now derived from the sales forecast — taking into account
the average payment deferral and the average payment default rate.

Table 10.

Calculation of cash inflows

Description Variable/Formula Method of determination
. z 365 —z .

Cash inflows cy = <UP_1 36T ug - 6 ) -(1-x) Calculation

The forecast of cash outflows (CO)

The approach to forecasting cash outflows presents a methodology that reliably supports the
transition from a performance-based view to a payment-based financial perspective. The following
aspects must be taken into account when collecting data:

e Since payment figures are relevant in the valuation, the calculated costs must be adjusted for
non-cash components (e.g., depreciation). For example, depreciation is taken into account via the
investment cash outflows. For a valuation after taxes, on the other hand, depreciation would have
to be applied in a modified form.

e In general, the unit cost rates of the variable costs are not constant but are determined by the
sales volume due to economies of scale on the procurement and production side.

e Fixed costs are also only considered fixed within certain sales volume ranges and must be
modelled accordingly as stepped fixed costs (and thus also as dependent on sales volume).

Step 1: Identification of the value chain with its individual value chain links

Due to the complexity of the network of costs to be forecast, it makes sense to carry out a more
differentiated cost categorisation initially. This involves identifying the individual value creation
links along the value chain. In the present decision-making situation, the development and
production of programme content, the creation of the technical infrastructure, marketing, sales,
order processing and customer support, for example, can be considered as a value chain link. For
each individual value chain link, the various components leading to cash outflows are to be
identified and — as described below — categorised and estimated. For reasons of simplification, the
following formal description does not include the indices for the respective value added element
and for the year t under consideration.

The cash outflows to be determined can be divided into cash outflows relating to items to be
found in the balance sheet (hereafter referred to as investment cash outflows) and cash outflows
relating to current costs affecting cash outflows. While the investment cash outflows are now
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represented with the designation I and i, the current costs affecting cash outflows are represented
with K and k, whereby the lower-case letters designate the investment cash outflows and the costs
affecting cash outflows per unit. After subdivision into variable (v) and stepped fixed (sf) quantities,
the costs affecting cash outflows and the investment cash outflows amount to:

K =ky(m) -m+ Ky(m) and I = i,(m) - m + I(m).

If there is a relatively large block of additional cash costs and investment cash outflows to be
allocated, it is advisable to subdivide them into directly triggered cash costs and investment cash
outflows (index "d") and additionally utilised cash costs and investment cash outflows (index "in").
The utilised cash costs and investment cash outflows concern those cash outflows that are incurred
in combination with other products and thus not exclusively by the product under consideration —
in this example: technical infrastructure. It is, therefore, necessary to allocate the corresponding
components according to their cause. Finally, the following decision-relevant investment cash
outflows and costs affecting cash outflows can be identified:

I = [i¢(m) +i"(m)] - m + I&(m) + I(m) and
K = [k{(m) + ki (m)] - m + K&(m) + K{H(m).

Step 2: Determination of the individual components of the costs affecting cash outflows and the

investment cash outflows

In step 2, the respective components of the costs affecting cash outflows and the investment cash
outflows kd(m), ki?(m), K%(m), K (m), id(m), il* (m), I%(m) and II? (m) are to be determined
for each value creation element. The problems of obtaining information that exist in this
determination mainly concern the special features of product realisation as well as the state of
development of planning calculations and data pools in the company. Within this step, the most
complete possible identification and estimation of the costs affecting cash outflows and investment
cash outflows is supported by the analysis along the value chain.

Table 11.

Determination of the components of cash outflow costs and investment cash outflows
Description Variable/Formula Method of determination
Cost components affecting cash outflow kd(m), ki (m), K%(m), K1 (m) Analysis/estimation
Investment cash outflow components id(m), i? (m), 1%(m),112(m) Analysis/estimation

K = [k} (m) +kJ (m)]-m .
Cash outflow effected costs = P : Calculation
+ K (m) + K (m)

I=[i{(m) +iy (m)]-m ,
Investment cash outflows = g : Calculation
+ 15 (M) + 15 (m)

As already shown, cost and investment cash outflow components with a fixed character — insofar
as they can be attributed to the product — usually occur in a stepped fixed form, which can then be
modelled as a variable, fixed or stepped fixed depending on the frequency, the extent of the steps
and the degree of simplification. In this respect, the extent to which idle capacity costs can be
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sensibly reduced by other products must be taken into account in the cash outflow forecast. The
precondition for this is functioning interfaces between marketing, capacity management and
corporate management.

Step 3: Determining the average payment delay
Analogous to step 9 of the payment forecast, an average payment deferral needs to be taken into
account here, for example, due to a payment period granted or due to payment delays.

Table 12.

Determination of the average cash outflow shift

Description Variable/Formula Method of determination
Days until outgoing payment y Company decision/forecast

Step 4: Calculation of cash outflows
The addition of the values calculated in step 2 for all value-added links — if necessary taking into
account the average cash outflow shift — results in the period-related total cash outflow forecast. At
this point the index t is shown again.

Table 13.
Calculation of cash outflows
Description Variable/Formula Method of determination
Addition of the cash outflow components = COYK = KWK 4 [WK Calculation
WK,U
Accumulation across the value chain = coY = ) A Calculation
WK
365 — .
Cash outflows = CO, = coY y + (30%J . y Calculation

t—1'%

The heuristic approach presented offers assistance in determining the relevant performance in
terms of the correlation already outlined: PS, = CI¥*VO — CIZV© — CO + COLvO.

The transformation of future performance
The information on spreads, ranges and interdependencies of the future payment surpluses, which
is determined taking into account the basic principles for the delineation of future performance and
possibly with the help of the heuristic approach presented, forms the starting point for the
transformation of this information into a value which is to serve as a basis for decision-making.
The future performance value FPV as a variant of the present value calculus corresponds to the
present value of the future (incoming) payment surpluses (PS) of the valuation object discounted
with the calculation interest rates r; in terms of payment surpluses. The calculation interest rates
serve as a benchmark and result from the best alternative use of capital of the decision-making
subject. Neglecting non-financial restrictions (Brdsel, 2002, p. 157), the future performance value
of streaming companies or their separable company components is calculated according to the
following formula of the so-called simplified valuation (Laux & Franke, 1969, p. 210):
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_ PS¢
FPV = Ztm:l(lm)'

The knowledge of the marginal interest rates of each period is, therefore, the basis for the
decentralised application of the partial model "future performance value method". In practice,
however, it is to be expected that this marginal interest rates problem will be strongly masked by
the uncertainty problem (Hering, 1995, p. 173; Rollberg, 1999, p. 106; Rollberg, 2001, p. 189) that
mainly arises with the determination of future performance (Adam, 1996, p. 10). Therefore, it is
advisable not to commit to a specific percentage in the valuation, but to consider a range of potential
marginal interest rates (Ballwieser, 2002).

Since the determined decision value should serve as a decision support to the valuation subject
and the following (third) step demands a transparent information base with regard to the
"consideration of (subjective decision) value and (objective) price", the uncertainty of the valuation
issue in step two of the decision value determination should not be concentrated, thereby reducing
information, but instead be disclosed to the fullest extent. Therefore, the use of methods for the
detection of uncertainty (including sensitivity analysis and risk analysis) is obvious in the context
of decision value determination (Rapp & Olbrich, 2022, p. 189). These methods create the necessary
transparency with regard to the subjectively suspected consequences of a decision and, therefore,
serve as a decision criterion in a vivid and comprehensible way (Matschke & Brosel, 2021, p. 77).

A summary

In the theory-based discussion of company valuations, reference is made to the involvement of
industry experts with regard to the undoubtedly serious problem of obtaining data. Against this
background, this article provides the basics for the valuation of streaming companies by explaining
the decision function and the principles of functional valuation theory. The focus is then on data
acquisition and the transformation of future performance into a decision value. The delimitation and
quantification of the relevant future performance is supported by means of a developed heuristic. A
proceeds model as well as an investment and cost model are integrated into this. With the transparent
disclosure of the parameters, variables and ultimately drivers, these models provide the basis for an
adequate transformation of the future performance into the sought-after quantity, taking uncertainty
into account. The approach can be extended at will, for example, by including it in complete
financial plans, and has already been successfully used for other fields of application, such as the
valuation of market development strategies in the fixed network business and for the valuation of
business models for "application service providing".
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