Contents

Introduction ix

Part One Questions

1

N U1 = W DN

10
11
12
13
14
15
16
17
18
19

Why Maximize Value? 3

The Value Manager 6

Fundamental Principles of Voiue Creation 10
Do Fundamentals Really Drive the Stock Market?
Frameworks for Valuation 15

Thinking about Return on Invested Capital
and Growth 18

Analyzing Historical Performance 19
Forecasting Performance 25

Estimating Continuing Value 28
Estimating the Cost of Capital 35
Calculating and Interpreting Results 39
Using Multiples for Valuation 41
Performance Measurement 43
Performance Management 45

Creating Value through Mergers and Acquisitions
Creating Value through Divestitures 51
Capital Structure 53

Investor Communications 55

Valuing Multibusiness Companies 57

13

48

vii



viii CONTENTS

20
21
22
23
24
25

Valuing Flexibility 59

Cross-Border Valuation 61

Valuation in Emerging Markets 63
Valuing High-Growth Companies 70
Valuing Cyclical Companies 72

Valuing Financial Institutions 81

Part Two Answers

1

N U1 = W DN

N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Why Maximize Value? 91

The Value Manager 93

Fundamental Principles of Value Creation 97
Do Fundamentals Really Drive the Stock Market?
Frameworks for Valuation 102

Thinking about Return on Invested Capitzl
and Growth 106

Analyzing Historical Performance 107
Forecasting Performance )

Estimating Continuing Vaiue 122
Estimating the Cost of Capital 131
Calculating and Interpreting Results 134
Using Multiples for Valuation 136
Performance Measurement 138
Performarice Management 140

Creating Value through Mergers and Acquisitions
Creating Value through Divestitures 146
Capital Structure 149

Investor Communications 152

Valuing Multibusiness Companies 154
Valuing Flexibility 156

Cross-Border Valuation 158

Valuation in Emerging Markets 160
Valuing High-Growth Companies 168
Valuing Cyclical Companies 170

Valuing Financial Institutions 179

99

143



