
E1FTOC 08/26/2010 13:59:19 Page 5

Contents

About the Authors ix

Foreword xix

Preface xxi

Acknowledgments xxvii

Notation System and Abbreviations Used in This Book xxix

PART ONE

Cost of Capital Basics

CHAPTER 1
Defining Cost of Capital 3

CHAPTER 2
Introduction to Cost of Capital Applications: Valuation and Project Selection 10

CHAPTER 3
Net Cash Flow: Preferred Measure of Economic Income 16

CHAPTER 4
Discounting versus Capitalizing 26

CHAPTER 5
Relationship between Risk and the Cost of Capital 45

CHAPTER 6
Cost Components of a Business’s Capital Structure 61

PART TWO

Estimating the Cost of Equity Capital and the Overall Cost of Capital

CHAPTER 7
Build-up Method 87

v

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



E1FTOC 08/26/2010 13:59:19 Page 6

CHAPTER 8
Capital Asset Pricing Model 103

CHAPTER 9
Equity Risk Premium 115

APPENDIX 9A
Realized Risk Premium Approach and Other Sources of ERP Estimates 146

CHAPTER 10
Beta: Differing Definitions and Estimates 159

CHAPTER 11
Unlevering and Levering Equity Betas 185

CHAPTER 12
Criticism of CAPM and Beta versus Other Risk Measures 208

CHAPTER 13
Size Effect 232

CHAPTER 14
Criticisms of the Size Effect 262

APPENDIX 14A
Other Data Issues Regarding the Size Effect 279

CHAPTER 15
Company-specific Risk 287

CHAPTER 16
Distressed Businesses 313

CHAPTER 17
Other Methods of Estimating the Cost of Equity Capital 347

CHAPTER 18
Weighted Average Cost of Capital 369

CHAPTER 19
Global Cost of Capital Models 403

CHAPTER 20
Using Morningstar Cost of Capital Data 429

vi CONTENTS

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



E1FTOC 08/26/2010 13:59:19 Page 7

PART THREE

Corporate Finance Officers: Using Cost of Capital Data

CHAPTER 21
Capital Budgeting and Feasibility Studies 461

CHAPTER 22
Cost of Capital for Divisions and Reporting Units 468

CHAPTER 23
Cost of Capital for Fair Value Reporting of Intangible Assets 497

CHAPTER 24
Cost of Capital in Evaluating Mergers and Acquisitions 518

CHAPTER 25
Cost of Capital in Transfer Pricing 531

CHAPTER 26
Central Role of Cost of Capital in Economic Value Added 558

PART FOUR

Other Cost of Capital Considerations

CHAPTER 27
Handling Discounts for Lack of Marketability and Liquidity for
Minority Interests in Operating Businesses 571

CHAPTER 28
The Private Company Discount for Operating Businesses 587

CHAPTER 29
Cost of Capital of Interests in Pass-through Entities 597

CHAPTER 30
Relationship between Risk and Returns in Venture Capital and Private
Equity Investments 611

CHAPTER 31
Minority versus Control Implications of Cost of Capital Data 624

CHAPTER 32
How Cost of Capital Relates to the Excess Earnings Method of Valuation 634

Contents vii

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



E1FTOC 08/26/2010 13:59:19 Page 8

CHAPTER 33
Adjusting the Discount Rate to Alternative Economic Measures 642

CHAPTER 34
Estimating Net Cash Flows 647

PART FIVE

Advice to Practitioners

CHAPTER 35
Common Errors in Estimation and Use of Cost of Capital 669

CHAPTER 36
Dealing with Cost of Capital Issues 684

Appendix I Bibliography 697

Appendix II Data Resources 725

Appendix III International Glossary of Business Valuation Terms 738

Index 747

viii CONTENTS

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


