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Abstract 
This conceptual paper presents a dyadic valuation model for supply-chain collaborative solutions, 

centered on a synergistic approach which encompasses both operational and financial synergies. 

The model stands on the premise that client-supplier collaboration and vertical acquisitions can be 

seen as alternative solutions, and should be evaluated with similar theoretical frameworks. 
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Introduction 
 

A Supply Chain (SC) can be roughly defined as a network of suppliers, producers, distributors, 

sellers, and clients that supports and is supported by three bidirectional flows: materials, 

information, and financial flows (Yucesan 2007). Supply Chain Management (SCM) addresses the 

question of managing and optimizing those flows in order to achieve greater performance for each 

one of the interacting and for the network as a whole. In the last couple of decades, SCM has had 

such increased importance that Lambert et al. (1998) argue that competition is changing from 

single entities to a struggle between better or worst coordinated and integrated supply chains. 

Regardless of that importance, researchers still identify severe obstacles to deeper SC integration 

(Lambert and Burduroglu 2000, Lambert and Pohlen 2001). On one hand, there’s the difficulty of 

translating financial indicators into operating value drivers (communication problem); on the other 

hand, decision makers face the difficulty of the correct appraisal of the impact of supply chain and 

logistics decisions on firm value (evaluation problem). Researchers had addressed the latter giving 

light to a new field of investigation and application - Supply Chain Finance (SCF). SCF deals with 

the management of financials flows and capital allocation within and throughout a supply chain, 

and it also addresses value creation relating to SCM decisions (Hofmann 2005; Gomm 2009). In 

spite of recent developments, SCF focus has still be mainly driven by tactical and operating 

concerns, more structural and strategic aspects of SCM decisions still need deeper understanding. 

One of them is the influence of SCM decisions on the cost of capital.  

This conceptual paper emphases on the more pure financial aspects of SCM, by explaining the 

impact that SCM decisions may have on debt capacity and the cost of capital. It tries to do so by 
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focusing on supplier-client collaborative strategies as a ‘laboratory’ from which the framework 

can be later expanded with the greater purpose of valuing a complete SC. The proposed rationale 

is based on the premise that supplier-client collaborative strategies and vertical integration via 

mergers and acquisitions can be seen as alternative solutions for deeper flow coordination and, 

thus, can and must be valued using the same framework. 

 

Supply Chain Performance and Value Creation 

 

Existing literature related to SC performance measurement is summarized in several papers that 

point out the operating nature of most publications (Gunasekaran and Kobu 2007; Barber 2008: 

Akyuz and Erkan 2010; Gopal and Thakkar 2012). Only recent research attempted to draw a 

rationale connecting operating SC metrics to existing accounting and valuation models (Lambert 

and Burduroglu 2000, Horváth and Moeller 2004, Nahkla 2006, Camerinelli and Cantu 2006, 

Hofmann and Locker 2009, Otto and Obermaier 2009, Walter 1999, Hahn and Kuhn 2011). In 

spite of the emergent research, two relevant issues were not always considered.  

First, all mentioned authors focused on a single company, which is limitative considering the 

importance that cooperation and integration decisions assume in SCM. Pohlen and Goldsby (2003) 

surpassed this limitation and specifically addressed the joint-valuation of supplier-client 

collaborative strategies, namely Vendor Managed Inventory (VMI) and Supplier Managed 

Inventory (SMI). The authors argue that the conflict of interest that naturally arises in a client-

supplier relationship can be overpassed by the valuation of the impact of the cooperation on the 

joint value of the companies (dyadic approach). Second, almost all frameworks included the cost 

of capital as a parameter that it is not influenced by SC decisions. Horváth and Moeller (2004) and 

Camerinelli and Cantu (2005) were the few authors to develop frameworks where the cost of 

capital appears as a SC-influenced variable, namely because of potential risk reduction emerging 

from minor capital requirements and co-investment and cross-financing among SC intervenient. 

More recently, Pfhol and Gomm (2009) and Gomm (2010) argued that firms with lower financing 

costs within a SC may cross-finance working capital needs of their clients or suppliers. 

As a corollary of deeper SC integration as a value creation mechanism, collaborative strategies 

between client and supplier have been gaining importance, encompassing characteristics that 

position them as strategic decisions as they normally are long-term partnerships where substantial 

financial commitment is made and both risks and rewards are shared (Soni and Kodali 2008). 

Daugherty (2011) provides an extensive literature review of the existing research on SC 

collaborative solutions where, among other conclusions, refers improved financial performance 

and better service level as the main motives pointed out by managers to engage cooperative 

arrangements, such as Vendor/Supplier Managed Inventory (VMI/SMI), Quick Response and 

Collaborative Planning, Forecasting and Replenishment (CPRF®). From a more conceptual point 

of view, collaborative SC partnerships between two firms can be seen as a ‘micro supply-chain’, 

from where research conclusions can later be expanded and tested for the SC as a whole. Our work 

is centered precisely on that ‘laboratory’ nature to investigate pure financial sources of value 

creation that can emerge from collaborative strategies and draws on existing literature on M&A to 

develop a valuation framework. 

  

Mergers and Acquisitions Valuation: A Synergistic Framework 
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Mergers and acquisitions (M&A) compare to collaborative strategies between client and supplier 

as the latter can be seen as a vertical integration strategy (Gomes et al. 2001). Vertical M&A refer 

to those situations where two firms situated at different points of the value-chain are integrated 

under the same management. Since collaborative strategies are a “virtual integration” that blurs 

firm’s frontiers among the value chain, it is possible to visualize them as leading to a “resource 

based company” (Weston et al. 1990). Within this approach, and never forgetting its differences 

in terms of control and commitment, M&A and supply chain’s collaborative arrangements are two 

comparable vertical integration solutions that should be valued the same way. Therefore, being 

M&A valuation literature deeply developed, it can provide a good guideline for a valuation model 

applicable to SC partnerships. 

On a theoretical basis, a merge between two firms is recommendable if and only if it creates 

more value than the two firms would aim to create separately. Value creation must then consider 

the ‘standalone best case’ for each company before comparing the sum of their independent value 

with the post-acquisition value potential, which is the concept behind ‘synergy’. Synergy is the 

gain that can be obtained by, and only by, the combination of the two firms. Copeland et al. (2005) 

point out that the value of a proposed M&A will be given by the sum of: i) the value of the 

operating synergies, e.g., the operating cash-flow variation emerging from the combination of the 

entities; ii) the value of financial synergies, which emerge from cost of capital and debt capacity 

changes that outcome from the combination of the entities; iii) the value of the negative effects 

that the M&A could have on the combined entity (‘negative synergies’; iv) the ‘value of control’, 

which are the gains resulting from the capacity of imposing best practices in the acquired company; 

and v) the value of real-options that the acquisition opens to the combined entity. Relating to the 

appraisal method, consensus among financial theory points to the use of Discounted Cash-Flow 

(DCF) Model, although Residual Income (or EVA®) can be used if appropriate adjustments are 

made to assure its mathematical equality with DCF valuation (Copeland et al. 2005; Damodaran 

2005). 

Bearing in mind the similarities between vertical acquisitions and collaborative SC strategies, 

our work sustains this valuation rationale as appropriate for both cases. However, besides 

similarities, there is also a main difference we must consider: the value of control must not be 

considered in SC collaboration, not only because there’s no ‘imposition power’ amongst partners, 

although some influence could occur, but also because ‘best practices transfer’ do happen and 

justify concentration strategies but mainly ‘horizontal ones’. On the other hand, ‘negative 

synergies’ can be added back to operating or financial synergies. Finally, for the purpose of this 

conceptual paper, real option’s value is to be ignored, although its importance impose that further 

investigation is necessary to complete the model with the value of opportunities that collaborative 

strategies may open to its partners. Therefore, the remaining of this paper is centered on synergies. 

 

Operating and financial synergies 

Bruner (2004) and Damodaran (2005) define M&A operating synergies as the cash-flow variation 

resulting from incremental sales or through cost reduction that cannot be obtained if the companies 

continue to act separately. Operating synergies can also be a consequence from asset or tax 

reduction within the combined entity, but authors stress out that those could be isolated events and, 

thus, should not be the main reason for undertaking M&A. 

The same authors define financial synergies as the impact that M&A can have on the cost of 

capital that can arise from four major sources: i) the reduction of cash-slack; ii) tax benefits 

resulting from lower taxes derived from higher depreciations and/or operating losses carried 
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forward; iii) diversification effect for the shareholders of privately held companies; and iv) added 

debt capacity. Given its applicability to SC collaborative strategies, only the debt capacity source 

will be addressed in the next paragraphs.  

The cost of capital is the minimum expected return acceptable for investors to apply their money 

on an endeavor of uncertain output, and constitutes a frontier that separates value creation (returns 

above the cost of capital) and value destruction. It considers the capital structure of the firm, e.g., 

the proportion of equity and debt that finances activity, with the cost of capital being the weighted 

average of the individual costs of those financing sources (wacc - weighted average cost of 

capital). Given the riskier nature of equity as a residual claim, shareholders require higher returns 

than debtholders in order to invest, and thus, the cost of equity is higher than the cost of debt. Plus, 

the tax deductibility of interests paid (tax shield) is an incentive to the use of debt. Inversely, the 

default and bankruptcy risks constrain debt use, creating a tradeoff continuum that leads to an 

optimal leverage level, where, for a given level of cash-flow generation, wacc is minimum and 

enterprise value (EV) hits its maximum level. Therefore, wacc simultaneously influences and it is 

influenced by capital structure, and it is driven by the risk perceived by investors. 

Amongst existing literature, consensus exists that M&A can have an impact on the cost of debt. 

M&A can increase debt capacity when earnings and cash-flows become less volatile due to co-

insurance effect: two less than perfectly correlated streams of cash-flows can produce a less 

volatile joint cash-flow (Bruner 2004; Brealey et al. 2011; Ross et al. 2007). With more predictable 

cash-flows, debtholders will perceive lower default probability (Leland 2007), and will demand 

lower interest rates for comparable debt levels, thus allowing the combined firm to lower its cost 

of capital and adjust for a more valuable optimal capital structure. Financial synergies imply a 

change of the wacc ‘U’ shaped function, and not a mere reposition within the same function 

(Bruner 2004). Note that, ceteris paribus, an increase on firm’s debt level also has an impact on 

equity’s cost, which will increase because higher debt brings higher risk to shareholders. 

Finance theory also sustains that M&A can have a direct impact on the cost of equity. 

Shareholders demand a return that is equal to a risk-free return plus a risk premium. This risk 

premium may be computed through different asset valuation models, with Capital Asset Pricing 

Model (CAPM) being more commonly used (Graham and Harvey 2001). The basic premise of the 

CAPM is that investors minimize risk through diversification. Therefore, with the availability of a 

diversified portfolio, any additional investment is scrutinized by focusing on the impact that it may 

have on the portfolio’s risk, and that is why risk is measured on relative, and not absolute, terms. 

A given firm’s or project’s β is the measure of that relative risk, which changes only if the 

correlation between its returns and market overall returns varies, given that market volatility is an 

exogenous variable. Existing research shows that β tend to be resilient and that only three structural 

factors (the β determinants) lead to β changes over time: Cyclicality of revenues, Operating 

Leverage and Financial Leverage (Damodaran 2005; Brealey et al. 2011). The latter was already 

addressed, and a structural change in a firm’s cyclicality of revenues (the way they change with 

the economic cycles) is more related to non-related activities combination and not to vertical 

integration. So being, only Operating Leverage will be scrutinized on the next lines. 

Operating Leverage relates to the proportion of fixed and variable costs within a given cost 

structure, which leads to a more profound, and thus less changeable, issue: the business model. A 

model based on high proportion of fixed costs, generally associated with processes internalization 

and with capital intensive industries, may lead to higher margin appropriation but entails more risk 

given there’s no flexibility to reduce them if revenues contract; variable costs allow flexibility and 

minor loss risk when facing falling revenues, but margins must be shared with suppliers. Therefore, 
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when considering non diversifiable risk, firms and industries with greater proportion of fixed costs 

tend to have higher relative volatility towards market volatility, and therefore, higher β. Assuming 

that a given cost structure (fixed versus variable) is optimized, if that structure is changed as a 

consequence of a M&A, than the companies’ β is also expected to change. 

 

Dyadic and Synergistic Approach to Collaborative Strategies 

 

In the previous section we’ve mentioned existing literature to justify operating synergies, increased 

debt capacity, and cost-structure changes as the main drivers that explain the value creation 

expectations resulting from vertical M&A. Grounded on the same rationale, this section develops 

a cause-effect nexus that may contribute to the a deeper understating of the full value creation 

potential of SC cooperative strategies.  

 

The valuation model 

Our framework uses Discounted Cash-Flow Model as a valuation tool. Assuming a perpetual 

stream of constant cash-flows for simplicity reasons, our model can be represented as a system of 

five equations. The first equation encompasses the ‘operating’ dimension of the valuation, where 

Enterprise Value (EV) is encountered by discounting perpetual cash-flow generated by operations 

(Free Cash-Flow to the firm, FCFF) at a given wacc: 

𝐸𝑉 =
𝐹𝐶𝐹𝐹

𝑤𝑎𝑐𝑐
=  

𝑁𝑂𝑃𝐴𝑇+𝐴𝑀𝑇− 𝛥𝑊𝐶𝑁−𝐶𝐴𝑃𝐸𝑋

𝑤𝑎𝑐𝑐
                   (1) 

As shown, FCFF is given by the sum of the Net Operating Profit After Taxes (NOPAT) plus 

non-cash expense such as Amortizations and Depreciations (AMT), minus the Variation of 

Working Capital Needs (ΔWCN) minus Capital Expenditures (CAPEX). On its turn, existing SC 

literature tend to consider wacc as an exogenous parameter, but our framework sustains that SC 

decisions, especially those of strategic nature such as collaborative arrangements, may also have 

impact on wacc itself, thus transforming it into a variable. Therefore, for the purpose of wacc 

assessment, four new equation are added to the model, in a framework well documented in most 

corporate finance text-books (Ross et al. 2007; Brealey et al. 2011):  

𝑤𝑎𝑐𝑐 = 𝐾𝑠.
𝑆

𝐸𝑉
+ 𝐾𝑑. (1 − 𝑡).

𝐷

𝐸𝑉
                 (2) 

𝐾𝑠 = 𝐾𝑓 + 𝛽𝑙. (𝐾𝑚 − 𝐾𝑓)                  (3) 

𝛽𝑙 = 𝛽𝑢. [1 + (1 − 𝑡)
𝐷

𝐸𝑉
]                  (4) 

𝑆 = 𝐸𝑉 − 𝐷                    (5) 

Equation (2) and (3) compute the previously mentioned wacc and cost of equity (Ks); equation 

(4) explains the effect that financial leverage has on shareholder’s perceived risk by relating the 

company’s unlevered β (β with no debt; βu) to its debt-influenced β (levered β; βl); equation (5) 

closes the model by stating that the enterprise Value (EV) equals the sum of Debt Value (D) and 

Equity Value (S). Consequently, S/EV and D/EV computes the capital structure of the firm, 

considering market values of S and D. The equations address the need to compute five variables 

(wacc, Ks, βl, S, EV), and require two exogenous parameters that are publicly available in financial 

and market information (t, Km), one firm or industry specific factor also available or independently 

calculable (βu) and three endogenous parameters that complete the model (FCFF, D, Kd). Given 
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that the five equations do not need simultaneous solving, a mere substitution exercise will lead to 

a single equation: 

𝐸𝑉 =   
𝐹𝐶𝐹𝐹+𝐷.[𝐾𝑓+𝛽.𝑡.(𝐾𝑚−𝐾𝑓)−𝐾𝑑.(1−𝑡)]

𝐾𝑠
=

𝐹𝐶𝐹𝐹

𝐾𝑠
+

𝐷.[𝐾𝑓+𝛽.𝑡.(𝐾𝑚−𝑘𝑓)−𝐾𝑑.(1−𝑡)]

𝐾𝑠
           (6) 

The aim of the model is to value the company for different levels of financial leverage (D), 

understanding that each level will be associated to a different interest rate (Kd; cost of debt), and 

will also induce variations on other values such as Ks through βl. Considering the tradeoff between 

tax shields and default probability, a ‘U’ shape is expected on wacc behavior, as initial debt level 

increase will have no impact on default probability but will allow value creation through tax 

shields; at a given point, FCFF availability will begin to constrain higher debt and its marginal 

effect will increase wacc. Given that FCFF is a parameter and considering equation (1), wacc 

variation will lead EV to have an opposite behavior.  

 

Integrating operating and financial synergies into a common framework 

 

Operating gains that should emerge from deeper cooperation between SC agents are profusely 

documented in existing literature. Table 1 rearrange the causes why SC cooperative decisions 

should have a positive impact on cash-flow, recalling motives mentioned by Walters (1999), 

Lambert and Borduroglu (2000), Lambert & Pohlen (2001), and Gomm (2009). Given that 

operating gains are recognized by existing empirical literature and that the aim of this paper is to 

address financial synergies, the rationale presented in Table 1 is assumed as accurate and complete. 

The positive EV impact that is expected from the justifications mentioned on Table 1 will lead 

to gains in FCFF present at equation (6). If no further influence are considered, the operating value 

effect (first parcel of the equation) would ‘close’ the valuation effort. But, our framework states 

that, on a second stage, volatility must be added to the valuation rationale which will lead to 

financial synergies’ impact.  

First, if FCFF volatility is expected to do drop as a consequence of SC collaboration, the cost 

of debt is also expected to decrease, thus improving the firm’s debt capacity. Looking at the 

appointed advantages for deeper cooperation mentioned in Table 1 and also following literatures’ 

mentioned gains resulting from deeper SC coordination (Daugherty 2001), it is possible to infer 

cause-effect relationships between some of them and FCFF variability. Once again, it is important 

to reinforce that the relevant issue here is volatility, and not value. That is to say that even though 

a given factor that influences FCFF is expected to evolve favorably to a new expected value (a 

sales increase, for instance), its future variation around that new average may rise, and thus 

increase risk as it becomes more unstable and unpredictable. That’s why it is so important to 

evaluate both expected return and expected volatility. Collaborative planning, both in terms of 

sales forecast and in terms of inter-firm management, is appointed not only as an advantage in 

monetary terms (more sales and less costs lead to FCFF improvement), but also as a way of 

improving predictability and diminish uncertainty and variability of FCFF. On one hand, product 

flow coordination between firms, minimizing glitches and optimizing inventories management, is 

expected to diminish imparities and non-usable stocks, thus decreasing volatility of the associated 

costs. On the other hand, for the end customer, SC coordination is expected to minimize stock-offs 

and to improve lead times and customer service, creating more loyalty among customers and 

stabilizing their purchase behavior. Consequently, NOPAT volatility is expected to decline as a 

consequence of SC cooperation. 
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Table 1 - Sources of operating gains that may emerge from collaborative SC strategies 

 
 

Another probable consequence of more efficient inventory management is working capital’s 

more predictable behavior on a joint basis. That is, inventory management is likely to be more 

stable not only between the partners, but also in terms of inbound and outbound logistics, given 

collaborative purchase planning and sales forecast. Hence, ΔWCN is also expected to be less 

volatile. 

Finally, fixed costs and CAPEX, by definition, are expected to be more stable than the other 

FCFF components, and although their value is expected to decline, the variation around its new 

average won’t probably suffer great change.  

In conclusion, a plausible cause-effect relationship between SC cooperation and FCFF volatility 

decline is probable to exist. Therefore, drawing on financial literature, more stable and predictable 

FCFF leads to lower interest rates paid to debtholders for similar amounts of debt. As a 

consequence, two opposite effects are expected to alter wacc: i) the cost of debt will decrease; and 

ii) the expected rise on debt level will lead to a cost of equity increase. Ceteris paribus, the tax 

shield effect tend to exceed the increase of shareholders’ demanded return, and the change of the 

wacc curve will lead to an optimal level that is lower than the previous, thus increasing EV. 

Consequently, although much research is still necessary, cause-effect inference seems to support 

that financial synergies can emerge from SC collaborative strategies, at least to a point where 

decisions makers should not ignore them. 

Additionally, potential financial gains that may arise from lower risk premiums demanded by 

shareholders must be scrutinized. As previously mentioned, SC cooperation is expected to lower 

fixed costs (Table 1) and that effect is expected to be higher on those costs than on variable ones. 

Justification
Expected 

Impact

Expected 

Impact
Justification

- Retain and strengthen relationships with profitable customers - Delivery to customer requested Date

- Sell higher margin products - Decrease of stock-offs

- Improve 'share of  customer' - Increase response to customization

- Improve mix (align services and cost to serve) - Service reliability

- Improve lead time

- Improve customer satisfaction and customer loyalty ( minor error ratio)

- Increase price (higher quality and/or service)

- Increase sales volume (improved order fill rates)

- Improve mix (align services and cost to serve)

- Sales increase due to better customer service

- Improve plant productivity - Processe and plan productivity improvement

- Coproductivity - Lower cost of purchased materials

- Lower variable storage costs (logistics, process, material, tax, customs)

- Coproductivity

- Reduce marketing costs throough targeted marketing - Capacity optimization and asset utilization (increased productivity)

- Reduce trade spending - Asset utilization

- Eliminate or reduce services provided to low-profit customers - Handling and warehouse cost reduction

- Optimize physical network/facilities - Reduced order management costs

- Reduce customer service & order management costs - Fewer set-up costs

- Reduce general overhead/management/administrative costs - Lower freight costs

- Reduce order processing costs - Lower inventory carrying costs (insurance, taxes, losses)

- Reduce human resources costs - Lower indirect human resources costs

- Reduce setup costs - Leverage new and/or alternative distribution channels

- Reduce general overhead/management/administrative costs

- Reduce information system costs

- Fewer las minute production changes (lot quantity costs)

- Reduced costs of supervision (general and administrartive costs)

- Improve demand planning - Less inventory, both raw materials and final product

- Reduce safety stock - Cash-to-cash cycle optimization

- Make to order

- Mass customization of inventories

- Reduce accounts receivable through faster payment

- Asset optimization and capacity management (both warehouse 

acquisition and maintenance; both within each company and amongst 

partners)

- Asset optimization and capacity management (both warehouse 

acquisition and maintenance; both within each company and amongst 

partners)

- Improve product development and asset investment - Cross utilization

- Improve investment planning and deployment - Less warehouse sapev and equipment required

- Cross utilization

Supplier Client
FCFF 

COMPONENT



 - CAPEX

 
FIXED 

COSTS

 - ΔWCN

VARIABLE 

COSTS 

SALES
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If such premise is true, firms engaged on a cooperative solution will be less sensitive to the 

economic cycles and to other non-diversifiable risk, thus lowering its β, which should have a non-

ignorable impact on wacc since its sensitivity to β changes is much higher than to other financial 

parameters. This sensitivity is a double face argument that should be taken into consideration by 

decision makers: on one hand, due to its impact, risk reduction to shareholders must not be ignored 

when appraising collaborative strategies; but, on the other hand, given its complexity and the need 

for further and deeper research, beta expected changes must not be the main factor for investment 

approval.   

 

A numerical example 

Based on our model, a very simple numerical example helps to visualize the non-neglectable 

impact of pure financial value drivers.  

 

 
Figure 1 - wacc changes as a plausible consequence of SC collaborative decisions 

 

Building on a ‘base-case’ with given external parameters (Kf=2%; Km=6%;Bu=1,2;t=25%; and 

FCFF=1.000, with FCFF being already an optimized output from a collaborative SC strategy), 

we’ve computed the corresponding EV for different debt levels. Starting on an all equity financed 

scenario, D increases on 750 intervals, with a parallel Kd growth of 0,125%, starting at 2,125%. 

Even though reality is not that linear and that for higher debt levels, additional leverage leads to 

growing incremental interest rates, such considerations are ignored in our example, given that they 

don’t change our rationale for affordable debt levels. On a second stage, based on the assumption 

that Kd will decrease as a consequence of higher and more stable FCCF, we’ve computed the same 

EV for a 10% Kd for the same debt values. Finally, on a third scenario, we’ve computed a 10% 

reduction of the company’s β based on the assumption of a shift of its cost structure. Figure 1 

illustrates the impact of such changes on wacc values.  

As a consequence of the Kd drop, the optimal capital structure of the firm (minimum wacc) 

accommodates more leverage (optimal D/EV changes from 40% to 49%). This increased debt 

capacity opens two different value creation options to decision makers: increase firm size using 

extra debt capacity, or return cash to shareholders through a debt/equity swap. Either way, 

shareholders will see an increase on the return of their capital invested in the firm. On a second 

impact, Figure 1 also shows that if the cooperative solution changes the cost structure of the firm 

in a way that lowers its β by 10%, wacc declines significantly for every D/EV level, thus 

40%; 6,428%

49%; 6,393%

40%; 5,988%

5,40%

5,60%

5,80%

6,00%

6,20%

6,40%

6,60%

6,80%

7,00%

7,20%

0% 9% 18% 27% 36% 45% 54% 64% 74% 85% 96%

EV

  wacc Base Case

  wacc Kd decrease

  wacc Beta decrease

D/EV
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reinforcing the non-neglectable nature of the potential pure financial impact on shareholders’ 

perceived risk. 

A Dyadic approach 
 

Once understood the rationale that may link SC collaborative strategies to pure financial sources 

of value creation within a firm, a final word is necessary to address the joint value creation. From 

a SC perspective, value creation is expected in client-supplier collaborative strategies when the 

sum of the expected value both firms (“s” and “c”) with the cooperative solution exceeds the 

optimized value of the firms acting separately. And the post-partnership value is given by a simple 

adding exercise: 

 

𝑉𝑎𝑙𝑢𝑒 =
𝐹𝐶𝐹𝐹𝑆

𝑤𝑎𝑐𝑐𝑠
+

𝐹𝐶𝐹𝐹𝐶

𝑤𝑎𝑐𝑐𝐶
 

Maintaining the parallelism with M&A, the above equation displays a main difference that is 

crucial to understand the valuation process: given that there’s no merge of the financing structure 

of the partners, both firm’s optimal capital structure must be used. And given that those optimal 

wacc already embrace the collaboration effects, solutions such as cross-investment and cross-

financing are included, otherwise they wouldn’t be optimal. This further adds to the need of 

evaluating the full potential effects of collaborative decisions, both operating and financial, but 

also stresses the complexity of such evaluation and the need for deeper research. On a 

complementary perspective, equation opens a possible line of research: the optimization of the 

joint value via simultaneous changes in FCFF and separate wacc. 

 

Conclusion 
 

The last couple of decades brought deeper integration and coordination between SC agents, with 

client-supplier collaborative strategies becoming one of the more visible solutions. Research 

followed, and value creation issues became one of its focus. Aiming valuation concerns, and based 

on existing comparability between vertical M&A and collaborative SC solutions, our paper 

presents a framework that tries to establish a cause-effect relationship between SC collaborative 

decisions and pure financial value drivers, namely debt capacity and the cost of capital. Our 

rationale seems to support a positive impact of collaborative strategies on EV by diminishing cash-

flow volatility, which may lead lower cost of debt, and by structural cost changes, which will lower 

the cost of equity. Given the higher uncertainty that is associated with cost of equity changes and 

its higher relative impact on EV, caution is necessary when appraising this variable. Given the 

conceptual nature of our work, empirical research is needed in order to test the validity of the 

assumptions and, if proven, the magnitude of the impact. The aim of this paper is precisely to 

contribute to the process of building a framework with which empirical tests can be developed. 

One final word addressing FCFF volatility is necessary and must also be accommodated in 

future research: our model focus on direct impact rationale between operating improvements and 

FCFF’s components, but does not include the co-variation of those components. Furthermore, debt 

capacity is proven to rise tax benefits and enterprise value, but caution is necessary because it is 

not clear if that improvement benefits simultaneously equity holders and debt holders, or just the 

later (Leland 2007).  
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