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Abitibi-Consolidated Inc., 75
Able Manufacturing, Inc., private company 

valuation case illustrations, 363–364, 
366–367, 369–372, 374–375, 380–382, 
390–393

Abnormal earnings, 214, 333
Abnormal returns, 3
Absolute valuation model, 18–21, 34, 361
Accounting:

aggressive, 16–17
disclosure, quality of, 92–93
estimates, 267n
methods (see Accounting methods)
practices, 13, 16, 18, 92, 248
rules, 248–249
standards, 155, 160–161, 183, 222, 224, 

235–236, 249, 266, 268, 291, 303, 308
statements, 13

Accounting methods:
conservative, 313
price multiples, 269
signifi cance of, 215, 235, 314, 346

Accounts payable, 154, 158, 162, 167, 313
Accounts receivable, 153–154, 156, 162, 

167, 268n
Accrual accounting, 92
Acquisitions, 5–6, 25, 102, 160, 246, 248, 300, 

357, 359n, 369, 379–380, 382, 396
Active investment/active investment managers, 3, 

17n, 34
Adams, Jill, 61–62, 64
Add-back method, 16–17, 157, 160, 163, 314
Adjusted book value, 386
Adjusted earnings, 266
Adjusted present value (APV), 148n
ADR ratio, 270
Afton Mines, 103
AIMR, 27
Alberto-Culver Company (ACV), free cash fl ow 

valuation case illustration, 157–159
Alcatel-Lucent (ALU), 274
All-cash transactions, 380

Alleghany Corporation (Y), 61–62, 64
Allstate Corporation (ALL), price multiples case 

illustration, 298–300
Alpha, 3, 40–41, 333
American Depositary Receipt (ADR), 269–270, 

274, 319
American Institute of Certifi ed Public Accountants 

(AICPA):
Assets Acquired in a Business Combination 

to Be Used in Research and Development 
Activities: A Focus on Software, Electronic 
Devices, and Pharmaceutical Industries, 
373n, 376n, 377

functions of, 358n, 394–395
Valuation of Privately-Held Company Equity 

Securities Issued as Compensation, 372n, 
378n, 384n, 389n, 395

American Society of Appraisers (ASA), 358n, 394
America Online (AOL), 382
Amortization, 14, 16, 151, 157, 160, 214, 235, 

244–247, 313–316, 321, 331, 345
Analyst(s):

adjustments, 177
consensus, 54 
forecasts, 18, 95
functions of, 5–6, 9, 12, 26–27, 37, 43, 58, 

73, 79, 87, 92–93, 99, 129, 132, 136, 
147–148, 155, 164, 173, 176–177, 183, 
190, 195–196, 214–215, 217, 220, 226, 
234, 236, 241, 243, 247–248, 259–260, 
267–268, 273, 285, 288, 308, 332–333, 
340, 345

quality of forecasts, 3
recommendations, 8, 27–29, 34, 91
reports from, 340, 342
target price, 42
types of, 26–27
valuation approach selection factors, 361

Anheuser-Busch Co. (BUD), 271
Annual reports, 10
Appraisal Foundation, 395
Appraisals, 6, 34, 360–361
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Appraisers:
guidelines for, 394
responsibilities of, 380n, 382, 386

Aqua America Inc. (WTR), 102
Arbitrage pricing theory (APT), 65
Argentine pesos, 183–184
Arithmetic mean, 46–50, 338–339
Asset(s), see specifi c types of assets

collateralization, 5
guidelines, 290
holding companies, 396
signifi cance of, 240–241, 243
turnover, 131–132, 328
turnover ratios, 281

Asset-based valuation, 20, 360–361, 
385–386, 396

AstraZeneca PLC (AZN), 266
AT&T (T), 282, 284–285, 339
Audits/audit fi rms, 17, 394
Australian companies, residual income 

model, 248
Axis Manufacturing Company, Inc. (AXCI), 

211–213

Backfi lling, 52–53
Back-testing, 341
Baggai Enterprises, dividend growth rate case 

illustration, 131
Baker Hughes Inc. (BHI), 10
Balance sheet:

components of, 134, 151, 153–154, 164–168, 
224, 230, 235, 240–241, 245–246, 295, 
298–303, 322–323

quality of earnings analysis, 14
Bank of Canada, 99
Bankruptcy, 225, 357
Basic earnings per share, 265
BCE Inc. (BCE), 282–285, 339
Benchmark, defi ned, 291
Benchmark value:

implications of, 34, 63–64, 259–260, 281, 
287, 345, 380

of the multiple, 279, 344
Best practices, 395
Beta, 45, 58–60, 62–64, 66–68, 71, 73–74, 

79–80, 99–101, 108, 184–185, 191, 193, 
278, 284–285, 341

Beta-adjusted size premium, 72–73
Bias, 335, 342.  See also Look-ahead bias
Bill-and-hold basis, 14, 308, 310
BIRR (Burmeister, Roll, and Ross) 

model, 70–71

Blockage factcor, 26
Bloomberg L.P., 59–60, 125, 216
Blume method, 60
Board of directors:

dividend policy, 88
functions of, 18, 164
loans, 17
turnover, 17

Bombay Stock Exchange (BSE) Sensex 30, 
52–53, 59

Bond(s):
convertible, 238
emerging market, 76
indenture, 19
rate, 60
valuation, 180–181
yield, 76, 100–101, 288–289
yield plus risk premium (BYPRP) 

method, 73–74
Bondholders, function of, 163
Bono, Steve, 184–185
Bookkeeping system, 16
Book value:

of debt, 212
defi ned, 295
of equity, 92n, 212, 215, 219–220, 223, 230, 

243, 250, 295
implications of, 107, 233, 243, 295
per share (BVPS), 92, 115, 213, 216–218, 

220–221, 223, 231, 236n, 250, 261n, 
269–270, 295, 345–346

residual income valuation, 213, 215, 
221–222, 226, 232, 234–235, 245, 
247, 250

Book-to-market (B/M), 66–67, 272, 278
Boston Beer Co. (SAM), 271
Bottom-up forecasting approach, 18, 34
Bouvier, Elaine, 121–122
BP p.l.c. (BP), 276
Brady bonds, 76
Brazilian reals, 184–185
Breakup value, 22, 24
Bridgestone, 280
Brokerage fi rms, 26–27
Bubbles, 308
Buffett, Warren, 15–16
Bugg Properties, 217–218, 220
Build-up method, 71–75, 183, 369
Business cycle, 74, 268–270, 

361, 373
Business cycle risk, 70–71
Business enterprise value (BEV), 378n
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Business models, evaluation of, 9
Business strategy, evaluation of, 6
Buy-sell agreement, 4, 6
Buy-side analysts, 26
Buy signals, 335

Cagiati Enterprises, 150
Call options, 378n
Canadian companies, residual income model, 248
Canadian Institute of Chartered Business 

Valuators, 358n
Cane Distribution, Inc., 153–154, 156, 163
Canon, Inc. (CAJ), 224
Capital:

appreciation, 56, 104, 346
budgeting, 148n
expenditures, 154–155, 162, 167, 172, 

174–175, 189–191, 316
gains yield, 104
investment, 163, 173, 192
leases, 214
market, 13, 24, 27, 278 
reserves, 393 
structure, 26, 77, 86n, 128n, 129, 

147–148, 172, 180–182, 193, 196, 357, 
372, 392n

Capital asset pricing model (CAPM):
beta, 58–59, 62–64, 66, 68–69
characterized, 39, 40n, 45, 57, 71, 79
cost of equity calculation, 74–75
dividend discount model, 99, 121
expanded, 368–369
Gordon growth model, 100–101
multifactor models and, 65–67, 79
price multiples, 311
private company valuation, 368, 370n
required return on equity calculation using, 61, 

64, 67–68
residual income valuation, 216, 221
sensitivity analysis, 102

Capitalization of earnings method, private 
company valuation, 368

Capitalization rate, 104, 107, 374–376
Capitalized cash fl ow (CCM) method, 149n, 

368, 373–375, 388–389
Capitalized income method, private company 

valuation, 368
Carl Zeiss Meditec AG (XETRA: AFX), 

114–115, 117–118
Carrefour SA (CA)

discounted dividend valuation case 
illustration, 94, 110

residual income valuation case 
illustration, 216–217

Cash:
excess, 361
expenditures, 244

Cash fl ow:
discount rate and, 78
free (see Free cash fl ow)
from operating activities, 14, 88–89, 90n
present value of, 55
streams, 87–93, 190

Cash fl ow from operations (CFO), 14, 146, 155, 
162–163, 169, 177, 192, 196, 312–317

Cash-generating unit, 357n
Catalysts, defi ned, 3
Centurytel (CTL), price multiples case 

illustration, 282–285, 339
CFA Institute Code of Ethics and Standards of 

Professional Conduct, 12, 28, 32–33, 35
Cincinnati Bell (CBB), price multiples case 

illustration, 282, 284, 339
Cisco Systems (CSCO), residual income 

valuation case illustration, 221–222
Citizens Communications Co. (CZN), price 

multiples case illustration, 282, 
284, 339

Clean surplus accounting, 92n, 211n, 223, 
233, 251

Clean surplus relationship, 219, 234–235, 243, 
250. See also Residual income 
valuation

defi ned, 234
violations of, 235–243, 249

Closed-end investment companies (CEICs), 
385, 389

Coca-Cola Bottling Company (COKE), 
dividend discount model case illustration, 
89–90

Coeffi cients of determination, 64
Colgate-Palmolive Company, price multiples case 

illustration, 297
Colorpak Ltd. (CKL), valuation indicators case 

illustration, 340
Common stock, 2, 6, 18, 69, 84, 88, 103, 

115–116, 146, 151, 154, 157, 166, 
180–181, 215, 238, 240–241, 250, 261n, 
298, 324, 378n

Company-specifi c risk, 71, 370
Comparables

applications, 21, 260
enterprise to EBITDA valuation, 260
method, 259–260
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Comparables (Continued )
peer company multiples, 261–262, 

281–285, 344
P/E valuation, 261, 279, 281–295
signifi cance of, 361

Compensation plans, 6, 17
Competition, 132, 188, 225
Competitive analysis, 7, 9–10
Competitive strategy, 9
Compounded annual growth rate (CAGR), 297
Compounding, 50
Comprehensive income, 234
Compustat, 58
Conference calls, 12, 28
Confi dence risk, 70–71
Conglomerate discounts, 24
Consensus:

expectations, 3
growth rate, 111, 289, 345

Constant growth:
free cash fl ow valuation, 96, 146, 184–185, 

190, 195 
rate, 225
residual income valuation, 223–224

Continental AG, price multiples case 
illustration, 280

Contingent consideration, 359n, 382
Continuing earnings, 265
Continuing residual income, 225, 229, 251
Continuing value of the stock, 115
Controlling equity, 25–26, 72, 91
Control premium, 25–26, 35, 379–381, 

386–388, 396
Cookie jar reserves, 248
Cooper Tire and Rubber (CTB), price multiples 

case illustration, 280
Core earnings, 265–267
Corporate bonds, 289
Corporate events:

disclosure of, 12n
evaluation of, 5, 34

Cost accounting, 107
Cost leadership, 9
Cost of capital, 43, 60, 76, 78, 125, 149, 152, 

212, 214, 243, 249
Cost of debt, 78, 193, 211–212, 233, 369
Cost of equity (COE), 68, 73, 75, 148, 

211–212, 215, 217, 222–226, 229, 
249–251, 289

Cost structure, 307
Country premium, 60
Country return, 183–184

Country risk, 60
Country risk rating model, 76
Country spread model, 76
Covariance, 58
Coverage ratios, 281
CR Bard Inc. (BCR), price multiples case 

illustration, 312
Credit:

market, 67
rating, 75

Creditors, 162–163
Currency exchange, 75
Current assets, 152, 158, 161, 165
Current liabilities, 154, 163, 165
Current P/E, 273
Customer acquisition costs, 14
Cyclical businesses, 268–269, 

307, 344

Debentures, 75
Debt:

capital, 171, 233
covenants, 17
fi nancing, 77, 90–91, 187–192, 369
free cash fl ow valuation, 153–154
long-term, 73, 77–78, 152–154, 168, 172, 

193, 324
market value of, 76
publicly traded, 75
ratio, 173
relative availability, 369
repurchasing, 322
risk-free, 85
short-term, 152, 154, 167

Debt/EBITDA, 16
Declining growth rate, 188–194
Default risk premium, 74
Delacour, Françoise, 42, 59–60, 68, 118
Dell Computer, price multiple case 

illustration, 297–298
Demand-side analysis, 55n
Depletion, 313, 315–316
Depreciation:

free cash fl ow valuation, 151, 153, 157, 160, 
162, 165, 169–170, 173–175, 179–181, 
187, 191, 195

implications of, 14
price multiples, 303, 313–315, 

321, 365
Developed markets, 52, 102
Development costs, 330–331
Development stage company, 361
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Diebold, Inc., price multiples case 
illustration, 310

Differentiation, 9
Diluted earnings per share, 265, 271
Dilution, defi ned, 265n
Direct method, cash fl ow 

statement, 155
Dirty supply items, 223
Disclosure:

cash fl ow, 166
quality of, 17
requirements, 12

Discounted abnormal earnings model, 214
Discounted cash fl ow (DCF) model: 

characteristics of, 18–19, 34, 74, 80, 134, 179, 
275, 361

comparables, 261–262 
dividend discount model, 25
Gordon growth model, 275
multistage, 345
P/CFO valuation, 316
price multiples, 310, 344–345
private companies, 367, 386
residual income valuation, 234

Discounted dividend models (DDMs):
Gordon growth model, 98, 114–115, 124, 

135, 275
growth rates, fi nancial determinants of, 

127–134
multiple holding period, 94–96
multistage, 99, 109, 112–127, 293–295 
overview of, 84, 93, 134–136
problems, 137–143
residual income valuation, 223
single holding period, 93–94, 134
three-stage, 119–123, 127 
two-stage, 113–116, 127, 136 

Discounting, 50
Discount rate:

defi ned, 43, 79
development of, 369–372
implications of, 14, 19n, 25, 38, 

55, 70, 74, 78, 79, 85–86, 136, 
179, 183

private company valuation, 369, 376
selection in relation to cash fl ows, 78

Discounts:
lack of control (DLOCs), 387–389, 396
lack of marketability (DLOMs), 

389–393, 396
Discover Financial Services (DFS), price 

multiples case illustration, 301–303

Divestiture, 5, 24
Dividend(s):

cash, 178
characterized, 42, 76–77
displacement of earnings, 318
forecasts, 7, 123
free cash fl ow, 155, 171–172, 

177–179, 195
free cash fl ow to equity, 163–164
free cash fl ow to the fi rm, 166, 181–182
growth rate, 44, 54, 104–106, 113–114, 

117–118, 127, 129–131
payout ratio, 54n, 90, 100–101, 109–110, 

278, 320
per share (DPS), 89–90, 134
policy, 87–88, 90, 105
preferred stock, 298
rate, 318
reinvestment, 41n, 42
residual income valuation, 213, 216–217, 

221–222, 230, 232, 
240, 250

yield, 42, 54, 341, 346
Dividend discount model (DDM):

characteristics of, 19, 25
estimating a required return, 125–127
free cash fl ow compared with, 177–179, 182, 

185–186
multistage, 112–127, 226
price multiples, 341
residual income valuation, 218–219, 223, 225, 

230–232, 241, 243, 250
single-sheet, 225
spreadsheet (general) modeling, 123–125, 

133–134
three-stage, 119–123
two-stage, 113–116, 136

Dow Jones Industrial Average/Index, 15, 213, 
269n, 280

Due diligence, 27–28
DuPont analysis, 127, 130, 136, 

235, 310
Duvall, James, 366–367, 369–370, 

374, 380–381, 383

Earnings:
current, 289
dispersion, 341
displacement of, 129
forecasts, 7
growth rate, 99
negative, 25
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Earnings (Continued )
normal/normalized, 360n, 361–364, 376
press releases, 12
quality (see Quality of earnings analysis)
reconciliation, 157
retention, 125, 128–130, 133, 154
surprise, 332–333, 341, 346
torpedo, 341 
volatile, 275
yield, 271, 288, 344

Earnings per share (EPS). See Price multiples
adjusted, 266–267
basic, 265
characterized, 89–90, 115, 262–263, 296
diluted, 265, 271 
discounted dividend valuation, 107
free cash fl ow valuation, 186–187
growth forecast, 284
growth rate, 189
historical, 268, 270
negative, 295
normalized, 269, 290
residual income valuation, 213, 216–218, 

220–222
trailing, 271

EBIT (earnings before interest and taxes), 133, 
147, 165, 169–170, 173, 175, 179, 195, 
211, 316, 327

EBITA (earnings before interest, taxes, and 
amortization), 327

EBITDA (earnings before interest, taxes, 
depreciation, and amortization), 16–17, 147, 
165, 169–170, 179, 195, 260, 331, 378

EBITDA/interest expense, 16
Economic profi t, 214
Economic sectors, 279
Economic Value Added (EVA), 92, 

214–215, 249
Edwards-Bell-Ohlson (EBO) model, 214
Effi cient market, 2, 34, 56
E. I. DuPont de Nemours and Company (DD), 

115–116
Elaine Bouvier (EGN), discounted dividend case 

illustration, 121–123
EMC Corporation (EMC), price multiples case 

illustration, 325–326
Emerging markets, 75, 80
Employee:

loans, 17
severance pay, 158–159
stock ownership plans (ESOPs), 357
stock plans, 160–161

Enron Corporation, 27, 224
Enterprise value (EV), 20–21, 260, 321, 345, 

378n.  See also Enterprise value multiples
Enterprise value multiples:

characterized, 320, 326–327
comparison with price multiples, 328–329
defi ned, 258
enterprise value to sales, 327–328
EV/EBITDA, 346
P/EBITDA, 346
rationale for using, 321
signifi cance of, 320, 361

Enterprise value to EBITDA (EV/EBITDA):
based on forecasted fundamentals, 325
calculating EV/EBITDA, 322–325
characterized, 316, 321, 341, 345
determining enterprise value, 322
drawbacks to, 321
rationale for using, 321
valuation based on comparables, 325–326

Enterprise value to sales (EV/S) ratio, 328
Entry price, 360
Equilibrium, 41
Equinix (EQIX), price multiples case illustrations, 

282–284, 339
Equity:

capital, 171–172, 210–211, 249
charge, 211–212, 249
fi nancing, 77, 90
index, 55, 57n, 102, 286–289, 335
market, 111
premium puzzle, 50n
risk model, 3
risk premium (see Equity risk premium)
secondary issues of, 129n

Equity risk premium:
forward-looking estimates, 53–57
historical estimates, 45–49, 51–53
implications of, 38, 44–45, 62, 71–72, 73n, 

75–76, 79–80, 112, 121, 184–185
Espinosa, Carla, 176–177
Estate tax, 358
Estimates, aggressive, 15–16
Eurozone, 54
Everett, Jane, 157–158
Ex ante estimates, 53–54
Excess earnings method (EEM), 219n, 368, 

375–377
Excess returns, 225
Exchange of stock, 380
Exchange rate, 239
Exchange risk, 75

bindex.indd   428bindex.indd   428 12/14/09   11:47:15 PM12/14/09   11:47:15 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Index 429

Exchange-traded funds (ETFs), 335–337
Ex-dividend date, 99
Executive compensation, 92n, 215, 249
Exit costs, 158–159
Exit price, 360
Expanded CAPM, 368
Expectations, 17
Expected growth rate, 109, 111, 120, 125, 136, 

287–288, 317, 320, 345–346
Expected growth rate in real earnings per share 

(EGREPS), 55–57
Expected growth rate in the P/E ratio (EGPE), 

55–57
Expected holding-period returns, 39, 135
Expected income component (EINC), 55–57
Expected infl ation (EINFL), 55–57
Expected rate of return, 111–112, 126–127
Expected returns, 14, 15, 39–42, 135
Expenses, quality of earnings analysis, 14. See also 

specifi c types of expenditures

Face value, 378n
Factor beta, 65
Factor risk premium, 65
Factor sensitivity, 65
Fair market:

defi ned, 358
value, 4

Fairness opinions, 5, 34
Fair value:

accurate estimates of, 394
assessment of, 303
case illustration, 302n
defi ned, 359
fi nancial reporting, 359
implications of, 21, 34, 245, 303n
litigation, 359
price multiples, 259, 304
residual income valuation, 224, 251, 235–236

Fama, Eugene, 65
Fama-French three-factor model (FFM), 65–71, 

79, 278
Federal Reserve, 287
Fed Model, 287–289
Financial policy, 131
Financial ratios, 10
Financial reporting, 4, 17, 155, 357, 359, 377
Financial reports analysis:

benefi ts of, 10, 13, 16–17
components of, 10–11
historical performance, 10, 13
information sources, 12

Financial risk, 86n
Financial Select Sector SPDR (XLF), 335–337
Financial Services Authority (UK), 382
Financial services company, valuation of, 386
Financial statements, 7, 152, 164–165, 172, 211, 

243–244, 247, 250, 270, 296, 364, 395
Financial Times Stock Exchange (FTSE), Global 

Classifi cation System, 280
Financial transaction, 379
First-in, fi rst-out (FIFO), 270, 300, 330
Fiscal year, 273–274
Fitch, 74
Five-factor BIRR model, 9, 70–71
Fixed assets, 86n, 166, 236, 368, 

375–376
Fixed capital, free cash fl ow valuation, 

151–152, 154–156, 159, 167–170, 
173–181, 189–191

Fixed growth rate, free cash fl ow valuation, 
186–187

Fixed-rate perpetual preferred stock, 102–103
Focus, 9
Forecasted fundamentals:

enterprise value to EBITDA valuation, 
260–261, 325

P/B valuation, 304–305
P/CFO valuation, 316–317
P/E valuation, 276–277
P/S valuation, 310–311

Forecast horizon, 92, 251
Forecasting:

accuracy in, 34 
company performance, 17–18
converting to valuation, 8, 25–26, 29, 

34–35
free cash fl ow valuation, 91, 160, 

172–177
residual income valuation, 233–234, 250
types of, 7
valuation model selection and, 25

Foreign currency, 158, 183–185, 236
Foreign exchanges, 331
Forward dividend yield, 104 
Forward-looking estimates:

characterized, 53–54
Gordon growth model, 54–55
macroeconomic model, 55–57

Forward P/E, 109, 261, 264, 271–275, 284–285, 
288, 292

FPL Group, Inc., residual income valuation case 
illustration, 111

Franchise agreements, 10
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Franchise-value approach, 108
Free cash fl ow (FCF):

characterized, 361
complicated capital structures, 180–182
distinguished from dividends and earnings, 

177–180
implications of, 25
negative, 93, 233 
private company valuation, 367, 373
residual income valuation, 233, 251, 253

Free cash fl ow to equity (FCFE):
characterized, 19
computing from free cash fl ow to the fi rm, 

163–169 
defi ned, 91, 147, 194
forecasting, 196
price multiples, 277, 313, 315–317, 

331, 345
private company valuation, 365–366
residual income valuation, 230, 249 
sensitivity analysis, 184–185
single-stage growth model, 150, 183–184
three-stage growth model, 192–194
two-stage model, 187–190

Free cash fl ow to the fi rm (FCFF):
characterized, 19
computation from EBIT/EBITDA, 153, 

169–170
computation of FCFE from, 163–169
computation from net income, 151–154
computation from statement of cash fl ows, 

155–156
constant growth, 149–150
defi ned, 90, 147, 151, 194
EV/EBITDA and, 321, 326–327
forecasting, 134, 172–177, 196
noncash charges, 157–163
private company valuation, 365–366, 374
residual income valuation and, 230 
sensitivity analysis, 184–185
single-stage growth model, 149–150
three-stage growth models, 192–194, 196
two-stage growth models, 196
uses-of-free-cash-fl ow basis, 171–172

Free cash fl ow valuation:
approaches to, 146–150
forecasting, 151–177, 196
international applications, 182–184
multistage model, 182
nonoperating assets, 194 
overview, 145–146, 194–195
private companies, 388–389, 396

problems, 196–208
residual income valuation and, 232
sensitivity analysis, 182–185
single-stage model, 182–184
three-stage growth models, 

192–194
two-stage models, 185–192, 196

French, Kenneth, 65
French companies, residual income model, 

248–249
Fundamentals, 5, 108. See also Forecasted 

fundamentals
Future cash fl ow, 6, 37, 43, 70, 76, 79, 84, 129n, 

152, 172–173, 261, 361
Future earnings:

growth, 318
implications of, 244
residual, 234

Gain:
free cash valuation, 157, 159–160
quality of earnings analysis, 14

GATX Corporation, price multiples case 
illustration, 281

Generally accepted accounting principles 
(GAAP), 155, 160–161, 222, 234–236, 
246–247, 249, 266, 268n, 270, 296, 
303n, 304, 310, 315, 330–331, 357, 
359–360, 393

General Motors, price multiples case 
illustration, 210

General residual income model, 219–223
Geometric mean, 46–51, 57
German companies, residual income model, 

248–249
Getinge AB, price multiples case illustration, 

311–312
Gift tax, 358
Global Industry Classifi cation System (GICS), 

280–282, 328
Going concern:

assumption, 4, 34
basis, 386
value, 4, 24, 90, 357, 361

Going-private transactions, 5
Goldman Sachs (GS), 305–306
Goodwill, 213–214, 245, 300, 303, 331, 365, 

368, 382
Goodyear Tire & Rubber Company, price 

multiples case illustration, 280
Google, Inc., Gordon growth model case 

illustration, 107–108
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Gordon growth model:
dividend discount model and, 98, 114–115, 

124, 135–136, 225, 291
equation, 97–103, 106
expected rate of return estimation with, 54–55, 

79, 111
implications of, 96
implied dividend growth rate, 104–106
with negative growth, 103
present value of growth opportunities 

(PVGO), 106–108, 135
price-to-book (P/B) ratio, 304–305
price-to-dividend yield, 319
price-to-earnings (P/E) ratio, 109–110, 

293–295
price-to-sales (P/S) ratio, 310
residual income valuation, 223, 242
share repurchases, 104–105
utility holding company case illustration, 

99–102
Government bonds, 46, 50–51, 54–55, 76
Government debt, 46, 66, 85
Graham, Benjamin, 13
Gross domestic product (GDP), 18, 

55–56, 98
Grossman-Stiglitz paradox, 2 
Growth-oriented stocks, 69
Growth phase, 123, 136
Growth rate:

assumptions, 43
free cash fl ow valuation, 181
historical, 173, 190
implications of, 98–99, 183–186, 241, 243
residual income valuation, 225, 230

Guideline companies, 259
Guideline public company method (GPCM), 

368–369, 370n, 377, 379–382, 386, 388
Guideline transaction method (GTM), 377, 

382–384, 388

Halliburton Co. (HAL), 10
Harmonic mean, 338–339
Hemscott Americas, 228
Henschel, Uwe, 187
High-growth companies, 361, 389
High-liquidity stocks, 69
Historical beta, 99
Historical data, 235–236, 239, 342
Historical estimates, adjusted, 51–53
Historical returns, 70
HML, Fama-French model, 65–67
H-model, 96, 113, 117–119, 121, 126, 136, 186

Holding period rate of return/holding period 
return, 38–41

Holding period return, 79
Holding policy, 129n
Honda Motor Company (HMC), historical P/E 

case illustration, 290
Hormel (HRL), dividend discount model case 

illustration, 89–90
Hoshino Distribution, dividend discount model 

case illustration, 133–134
Human capital, 296

Ibbotson, 58
Idiosyncratic risk, 64
Illiquidity discounts, 25–26, 35
Impairment, 4, 160, 213, 267, 331, 365, 382
Income-based valuation, 360–361, 367–377, 

385, 396
Income models, 18n, 71
Income reinvestment, 55
Income statement, 133, 151, 153, 160, 164, 

169–170, 223, 234–236, 239, 267, 323, 
345, 396

Income tax, 151, 157, 162, 211, 331
Indian equity risk premium, 52–53
Indirect method, cash fl ow statement, 155–156
Industrial Classifi cation Benchmark (ICB), 280
Industry:

analysis, 7–9
multiples, 285–286
risk premium, 369
sectors, 280–281, 379
structure, 8

Infl ation:
impact of, 288, 291–293, 296
rate, 43, 251, 291
risk, 70–71

Information resources:
for competitive analysis, 12
for energy analysts, 11
press releases, 12
web sites, 10, 12

Inguigiattao, Bob, 111
Initial public offering (IPO), 6, 357, 

388–389, 396
In perpetuity, 107, 228–230
In-play sectors, 379
In-process research and development (IPRD), 

22–24, 395
In-process technology, 395
Institute of Business Appraisers, 358n
Institutional Investor, 76
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Institutional investors, 341
Intangible assets, 10, 160, 213, 244–247, 251, 

300, 327, 331, 368, 375–376
Intel Corporation, 6–7
Intellectual property, 10
Interest:

carried, 385
expense, 76, 133, 151, 153, 155, 165–167, 

171–172, 182, 211
income, 155
payable, 162
rate, 53, 74–75, 85, 287–288, 291, 359n
rate risk, 51
receivable, 162

Internal rate of return (IRR), 43–44, 55, 111, 
125–127, 136

International accounting standards (IAS), 90n, 
92n, 330–331

International Accounting Standards Board 
(IASB), 4n, 360n

International Business Machines (IBM) case 
illustrations

cost of equity, 74–75
dividend discount model, 120, 125, 131–132
forward P/E calculations, 273
weighted average cost, 77–78

International Financial Reporting Standards 
(IFRS), 4n, 155, 160–161, 222, 234–236, 
244, 246–247, 249, 266, 268n, 270, 296, 
304, 315, 330, 357, 359, 376–377, 393

International Glossary of Business Valuation 
Terms (IGBVT), 358n, 389n

International markets, bond performance, 51
International stock, 182–184
International Valuation Standards Committee 

(IVSC), 358n, 394–395
Internet stocks, 308
Intrinsic value, 2, 34, 39–43, 79, 84, 99, 121, 

125, 215, 223, 250, 261n, 269, 271, 276, 
286, 304n, 311, 317, 337, 359, 382

Inventory:
free cash fl ow valuation, 153–154, 158, 

161–162, 166
just-in-time, 297–298
methods (see First-in, fi rst-out (FIFO); Last-in, 

fi rst-out (LIFO))
residual income valuation, 244

Inverse price ratio, 271–272
Investing strategies, 20, 335
Investment:

decisions, infl uential factors, 27, 34, 287, 341
horizon, 3, 95

management fi rms, 26
objectives, 27
strategies, 214
value, 4, 359
value, fair value vs., 395

Japanese companies, residual income model, 
248–249

Johnson & Johnson, Inc. (JNJ) dividend discount 
model case illustrations, 126–127

Jones, Charles, 193
Jurong Technologies (JTL), 340
Justifi ed price multiples:

defi ned, 261
forward P/E, 271–276, 292
P/B, 261–262, 304–305
P/E, 109–110, 135, 275–277, 288, 291, 

293, 344
P/S, 310–311
trailing P/E, 276, 341

Kansas City Southern Preferred 4% 
(KSU.PR), 103

Key person discounts, 390
Kim, Robert, 100
Koninklijke Philips Electronics N.V. (PHG), 315, 

333–334

Large-cap securities, 66, 69, 71–73, 
286–287

Larsen, Janet, 342–343
Larsen & Toubro Ltd., returns case 

illustration, 59–60
Last-in, fi rst-out (LIFO), 214, 244, 270, 

300, 330
Law, Valerie, 340
Law of one price, 260
Leading dividend yield, 318
Leading P/Es, 109–110, 135, 264
Leases, 214, 243–244
Legal fees, 158
Leiderman, William, 320
Leverage, 5, 70, 80, 86n, 128n, 129n, 417–148, 

171–172, 321, 328, 378n
Leveraged buyout, 5
Leverage ratios, 281
Liabilities, 4, 14, 34, 153, 160, 165, 240–241, 

243, 303
Licenses, 10
Liquidation:

implications of, 158, 225, 357
value, 4, 34
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Liquidity
characterized, 51, 69–70, 360n
ratio, 281

Liquid market, 303
Litigation-related valuations, 13, 358
Livent, Inc., 16–17
Look-ahead bias, 342, 344
Losses:

free cash valuation, 159–160
quality of earnings analysis, 14

Macroeconomics:
expected rate of return estimation with, 55–57
forecasts, 17, 29, 34
impact of, 291
required return models, 70

Macy’s, Inc., 107–108
Maia, Mario, 340
Majority shareholder, 360
Management:

discussion and analysis (MD&A), 12, 
158–159, 267

fees, 385
integrity of, 18
performance, 27
turnover, 17

Market:
capitalization, 10, 66, 73, 211, 287, 324, 338
conditions, 3, 76–77, 189
effi ciency, 43
price, 2–3, 21, 29, 34, 43–44, 55, 75, 102, 

105, 228, 337
risk, 58, 68, 101
risk premium, 67
share, 17, 25
timing, risk, 70–71

Marketability:
discounts, 25–26
lack of, 72
signifi cance of, 35, 70, 396

Marketable:
assets, 24, 70
securities, 148, 171, 303

Market-based valuation, 360–361, 377–386, 396.  
See also Price multiples

Market expectations:
inferring, 6–7, 34 
reasonableness of, 5

Market value (MV):
defi ned, 358–359, 386
free cash fl ow valuation, 191–192, 194
present value and, 90

price multiples, 304n, 311, 322, 327
residual income valuation, 223–224, 235
weighted average cost of capital (WACC) and, 

76–78
Market value added (MVA), 215
Market value of invested capital (MVIC), 325, 

378, 381, 383–384
Marshall, Alfred, 210
Matrix price estimates, 332n
Mattern, Hans, 114
Mature companies, 307, 378
Mature growth phase, 125, 130–131, 

294–295
Mature growth rate, 123–124, 128
Maximum value, 46–48
McDonald’s Corp., 107–108
Mean, 338–339
Mean reversion, 229
Median, 339, 344
Mergers, 5
Merrill Lynch (MER):

price multiples, 305–306
return on equity, 58

Merrill Lynch Institutional Factor Survey, 25, 93, 
295, 306, 312, 318, 332, 341

Method based on forecasted fundamentals, 260
Method of comparables, 21, 34, 259, 344
Michelin, 280
Micro-cap securities, 72
Microsoft (MSFT)

price multiples case illustration, 273
returns case illustration, 42, 67–68

Mid-cap stocks, 287
Middlesex Water Company (MSEX), 

100–102, 107
Minimum value, 46–48
Minority interest, 322n, 324, 328, 

331, 392n
Minority shareholders, 388, 391
Mispricing, 3, 20, 40, 104, 286
Misvaluation, 290
Molodovsky effect, 268
Molson Coors Brewing Co. (TAP), price 

multiples case illustration, 271
Momentum indicators, 258, 335, 337, 

341, 346
Mondale Enterprises, growth rate case 

illustration, 131
Moody’s Investors Service, 74–75, 289
Morgan Stanley (MS), price multiples case 

illustration, 305–306
Morningstar, 52, 58, 76
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Mortgage-backed securities, 19n
Moving average, 335
MSCI:

Barra, 280
World Index, 58

Multicollinearity, 277–278
Multifactor models:

characterized, 64–65
Fama-French model, 65–70
macroeconomic and statistical, 70–71

Multiple earnings growth, 55
Multistage dividend discount model:

characterized, 226
H-model, 113, 117–119, 121, 126–127, 136
spreadsheet modeling, 123–125, 133–134
three-stage dividend discount model, 

119–123, 127
two-stage dividend discount model, 

113–116, 127, 136
valuing a non-dividend-paying company, 

116–117
Multistage models:

dividend discount model, 113–127, 226
residual income valuation, 225–230

Nasdaq Global Select Market 
(NASDAQ-GS), 6n

National Association of Certifi ed Valuation 
Analysts, 358n

National Oilwell Varco (NOV), 10
Negative cash fl ow, 134
Negative earnings, 270–272
Negative free cash fl ow, 250
NetApp (NTAP), 325–326
Net asset value per share, 385
Net borrowing, free cash fl ow valuation, 

167–168, 170, 174, 179–181, 
195–196

Net cash, 151, 157–158, 162, 174
Net income:

free cash fl ow of equity, 179–181
free cash fl ow to the fi rm, 153–155, 162, 

179–182
free cash fl ow valuation, 159–160, 162, 

164–169, 179, 196
growth rates, 130, 133
residual income valuation, 210–212, 215, 

218–219, 223, 231, 236, 239–244, 
247, 251

Net operating profi t after taxes (NOPAT), 
212–213, 249

Net present value (NPV), 106–107

Next 12 months P/E (NTM P/E), 273–274
Nikkei 225, 288
No-growth company, 107
No-growth value per share, 107
Nokia Corporation (NOK), price multiples case 

illustration, 236–239, 330
Nominal GDP growth, 99
Noncallable fi xed-rate perpetual preferred 

stock, 103
Noncash charges, 151–152, 154, 157–163, 

169–170, 173, 179, 314–316
Noncash consideration, 382
Non-dividend-paying companies/stocks, 91, 

116–117
Nonearning assets, 322
Nonfi nancial metrics, 379 
Nonoperating:

assets, 13, 148, 194, 196, 361, 391n
income, 14, 247

Non–publicly traded companies, 62–63, 71, 79. 
See also Private company valuation

Nonrecurring items, 214, 229, 234–235, 
247–248, 251, 265–266, 270, 396

Nonstationarity, 46, 53–54
Nontraded assets, 61–62
Normal/normalized earnings, 360n, 361–364, 

376, 396
Normal/normalized earnings per share, 268, 

361–364
Normalized P/E, 264, 275
Noronha, Vishal, 189–190
Notes payable, 152–153, 166, 172
NYSE Composite, 58

Obsolescence, 90
Occidental Petroleum (OXY), 20
Off-balance-sheet:

fi nancing, 224
items, 234, 244, 251, 300

Offi cer loans, 17
Oil and gas industry, 10–11
Operating assets, 159, 186, 361
Operating cash fl ow, 14, 313
Operating costs, 165
Operating expenses, 163
Operating income, 165, 247, 365
Operating leases, 214, 243–244
Opportunity cost, 92, 125, 211, 249
Option pricing theory, 378n
Options, 108, 157, 160–161, 238, 390, 

395–396
Orderly liquidation value, 4, 386
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Other comprehensive income (OCI), 223, 
235–236, 238–239, 240–243

Overleveraged companies, 357
Overpriced securities, 5
Overvalued securities, 7, 20–21, 119, 121, 230, 

259, 290, 380
Ownership interest, 4
Ownership transactions, 88, 92n, 219, 

251, 270

Paid-in capital, 238
Pairs trading, 21
Par value, 378n
Pastor-Stambaugh model (PSM), 69–70
Patents, 300
Peer review, 394
Pensions, 14–15, 236, 330–331
Pepco Holdings (POM), 320
Perpetual preferred stock, 103, 135
Perpetuity, 104, 130, 231, 373.  See also In 

perpetuity
Persistent earnings, 229, 265
P/E-to-growth (PEG) ratio, 282–285, 345
Petrobas (PBR), valuation case illustration, 20
Petroleo Brasileiro (PBR), free cash fl ow valuation 

case illustration, 184–185
Physical property, 10
Pitts Corporation, free cash fl ow valuation case 

illustration, 164–175
Portfolio:

discounts, 390
diversifi cation, 43

Portland General Electric Co. (POR), price 
multiples case illustration, 320

Positive free cash fl ow, 250
PPL Corp. (PPL), price multiples case 

illustration, 320
PRAT formula, 130–132
Preferred shareholders/stockholders, 163
Preferred stock, 102–103, 135, 151–152, 176, 

180–182, 298, 324, 378n
Premise of value, defi ned, 358n
Present value:

discount rate selection, 79
dividend discount model, 114–116, 

120, 134 
expected future residual income, 215
expected rate of return, 127
forward-looking estimates, 55
free cash fl ow to equity, 149, 190, 192
free cash fl ow to the fi rm (FCFF) model, 90, 

148–149, 193–195

free cash fl ow valuation, 148–149, 178, 188
multifactor models, 70
price multiples, 305
residual income valuation, 213, 217, 221–223, 

227, 228, 230–232, 247, 250, 261
Present value models:

characteristics of, 18–19, 25, 34, 37, 43, 50
dividend discount model (DDM), 

94–95
expected cash fl ow streams, 87–93, 190
free cash fl ow valuation, 91–92
future cash fl ows, 85–87

Present value of growth opportunities (PVGO), 
106–110, 135, 288n

Price momentum indicator, 335
Price multiples:

averaging, 338–340
characteristics of, 20–21, 25, 34, 344
comparables, 259–262, 279–291, 328–329
defi ned, 258, 344 
enterprise value multiples, 320–329, 345 
forecasted fundamentals, 260–262, 304–305, 

310–311, 316–317, 344–346
guideline public companies, 380–381
international considerations, 330–331
international valuation, 330–331, 346
justifi ed, 261, 344
momentum valuation indicators, 

332–337, 346
price-to-book value (P/B), 272, 295–306, 

312–317, 341, 345
price-to-cash fl ow (P/CF), 272, 312–320, 

341, 345
price-to-dividends and dividend yield, 272, 

318–320, 346
price-to-earnings (P/E), 262–295, 341, 

344–346, 378
price-to-sales (P/S), 306–312, 327, 

341, 345 
problems, 346–352
public company vs. private company valuation, 

378, 382–383
residual income valuation, 225 
signifi cance of, 361
valuation indicators and investment 

management, 337–344, 346
Price-to-book value (P/B):

based on forecasted fundamentals, 
304–305

case illustrations, 297–303
characterized, 295–298, 331
determining book value, 298–304
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Price-to-book value (P/B) (Continued )
inverse price ratio, 272
residual income valuation, 223, 234, 250
valuation using comparables, 261–262, 

305–306
Price-to-cash fl ow:

accounting methods and, 314
based on forecasted fundamentals, 316–317
characterized, 312–313, 331
defi ned, 313n
determining cash fl ow, 314–316
drawbacks of, 313
rationale for using, 313
valuation based on comparables, 317

Price-to-dividend yield (P/D) ratio:
based on forecasted fundamentals, 319–320
calculating dividend yield, 318–319
characterized, 272, 318–320, 346
drawbacks of, 318
valuation based on comparables, 320

Price-to-earnings (P/E) ratio:
benchmark value, 281–283, 287, 290–291
calculating, 270–271
characterized, 20, 25, 30, 262–263, 331, 

339, 378
current, 273, 286, 291
defi ned, 263–264
dividend discount model (DDM), 293–295
forward, 261, 264, 271–275, 284–285, 288
free cash fl ow valuation, 186
high, 272
historical, 281, 287, 289–291
justifi ed, 275–277, 288, 291, 293
leading, 109–110, 135, 264
negative, 271
next 12 months (NTM P/E), 273–274
no-growth/growth values, 108
normalized, 264, 268–269, 275
outliers, 272, 339
predicted, 277–279
prospective, 264
residual income valuation, 234
returns, 55–56, 70
trailing, 109–110, 115, 135, 190, 264–265, 

276, 278, 282–284, 290, 297, 342, 344
valuation using comparables, 259–260, 

279–293
Price to EBITDA (P/EBITDA), 316
Price-to-sales (P/S) ratio:

based on forecasted fundamentals, 311
calculating, 307–308
characterized, 306–307, 327

drawbacks of, 307
inverse price ratio, 272
revenue recognition, 307–310, 345
valuation based on comparables, 311–312

Prior transaction method (PTM), 377, 384
Private businesses, appraisals of, 6, 34.  See also 

Private company valuation
Private company valuation:

asset-based approach, 360–361, 
385–386, 396

build-up approach, 71–73
cash fl ow estimation, 365–367
company-specifi c factors, 355–356, 378, 395
defi nitions (standards) of value, 358–360, 396
discounted cash fl ow model, 361
discounts, 386–393, 396
income approach, 360–361, 367–377, 396
market approach, 360–361, 377–384, 396
normal/normalized earnings, 361–364, 396
premiums, 386–388, 396
price multiples, 378
problems, 397–403
public company valuation compared with, 

354–361
scope of, 354–358, 395–396
standards and practices, 393–396
stock-specifi c factors, 356, 378, 395

Private Equity Industry Guidelines Group 
(PEIGG), 394

Privately held companies, required return 
estimate, 71–73

Private market value, 22
Private security investments, 69
Procter & Gamble (PG) case illustrations:

expected returns, 41
price multiples, 319

Pro forma analysis, 7
Pro forma fi nancial statement analysis, 96, 

132–134, 233
Product development costs, 14
Product life cycle, 90
Profi t margin, 132, 176, 186, 191–192, 

310–311, 328
Profi tability, 5, 8–10, 17, 74, 88, 90–91, 101, 

134, 179, 195–196, 233, 260, 281, 
284–285, 304, 318n, 346

Progress Energy (PGN), price multiples case 
illustration, 320

Projection risk, 369
Property, plant, and equipment (PP&E), 88, 152, 

155–156, 162–163, 244–245
Property tax, 358
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Public Company Accounting Oversight Board 
(PCAOB), 394

Public equity valuation, 4
Put options, 390, 396
Pyramid Breweries (PMID), price multiples case 

illustration, 271

Quality of earnings analysis:
components of, 13
indicators of, 14
warning signs, 15–17

Quantitative analysts, 26
Qwest Communications International (Q) case 

illustrations, price multiples, 282–285, 339

Rate of return, 38
Rational effi cient markets formulation, 2
Real estate investment trusts (REITs), 385, 389
Real options, 108
Realized holding period return, 39, 79
Realized return, 39
Receivables, 14, 162.  See also Accounts 

receivable
Recurring expenses, 247–248
Redhook Ale Brewery (HOOK), price multiples 

case illustration, 271
Regression, cross-sectional, 277–278
Regression to the mean, 10, 101
Regulation FD, 12
Regulatory agencies, 12
Reinvestment of earnings, 87, 90, 129
Related-party transactions, 17
Relative spread investing, 20–21
Relative-strength indicators, 335–337, 341, 346
Relative valuation:

methods, 361
model, 34

Relative value investing, 20–22
Reliant Home Furnishings, free cash fl ow 

valuation case illustration, 193–194
Replacement cost, 224
Reporting unit, 357n
Repricings, 52
Required rate of return:

defi ned, 211, 213
dividend discount model, 125–127 
on equity, 250
expected returns, 39–40, 43
price multiples, 304, 316, 319, 346
residual income valuation, 213, 216, 220

Required return on equity:
build-up method estimates, 71–75, 79

capital asset pricing model (CAPM), 50, 
57–64, 71, 79

international issues, 75–76
multifactor models, 64–71, 79
private company valuation, 374

Research and development (R&D) expenditures, 
214, 246–247, 296, 331

Research reports:
contents of, 29–30, 35
format of, 31–32
purpose of, 29
responsibilities for, 32–33
sample, 30–31

Reserves, 14, 214, 244, 248, 331, 393
Residual income:

characteristics of, 130, 210–215
dividend discount model, 91–93
fundamental determinants of, 223–224
growth rates, 134
per-share forecasts, 216–217, 219, 231, 250
valuation (see Residual income valuation)

Residual income valuation:
accounting considerations, 234–248
calculating of residual income, 211–212
characteristics of residual income, 210–215
commercial implementations, 249
fundamental determinants of residual income, 

223–224
general residual income model, 219–223
international considerations, 234–235, 

248–249
multistage, 225–230
overview, 210, 215–218, 249–251
persistence, 229
private company valuation, 368
problems, 251–255
in relation to other approaches, 230–234
selection factors, 19
single-stage, 224–225
strengths and weaknesses of, 232–233, 250 

Restricted stock, 389, 396
Restructuring/restructuring charges, 157–160, 

248, 266–267, 358
Retained earnings, 154, 217.  See also Earnings: 

retention
Retention rate, 125, 128–130, 133
Return on assets (ROA), 13, 15, 130, 215
Return on capital, residual income 

valuation, 212
Return on equity (ROE):

dividend discount model, 118, 121
DuPont analysis, 127, 130, 310
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Return on equity (ROE) (Continued )
Gordon growth model, 101, 107
implications of, 38
price multiples, 268–269, 304, 306, 310, 328, 

341, 344–346
residual income valuation, 215, 217, 220, 

222–230, 233–236, 239–240, 244–247, 
249, 215

Return on invested capital (ROIC), 213n, 
325–326

Return on investment:
equity risk premium, 44–57
overview of, 37, 78–80
problems, 80–82
required return on equity, 57–76
return concepts, 38–44
weighted average cost of capital, 76–78

Reuters Company Research, 281
Revenue(s):

accrual, 268n
forecasts, 17–18
quality of earnings analysis, 13–14
recognition practices, 307–310, 345
targets, 17

Reversals, 335
Reversion to the mean, 225
Risk. See specifi c types of risk

control, 26n
premium, 73, 100–101, 289
ratings, 76

Risk-adjusted returns, 3, 147
Risk-free assets, 44
Risk-free rate, 43, 50–51, 53, 60, 65, 67, 

71–72, 79, 86n, 121, 184–185, 187, 
189, 193

Risk-free returns, 44–46
RMRF, Fama-French model, 65–66
Rosato, Diana, 226–227, 230
R-squared (R2), 64, 67
Russell 3000, 21
Russian bonds, 76
Ryanair Holdings PLC (RYAOF), free cash fl ow 

valuation case illustration, 161–163

Sales:
forecast, 7, 18
free cash fl ow valuation, 173–176
growth rate and, 131–132, 174–175, 187

SAP AG (SAP), 236, 238–239
Savings and loan crisis, 393
Scaled earnings surprise, 332
Scenario values, 365

Schering-Plough Corporation (SGP), valuation 
model selection case illustration, 22–24

Schlumberger Ltd. (SLB), fi nancial report case 
illustration, 10

Screening, 342–344, 346 
Seagate Technology (STX), enterprise value 

multiples case illustration, 325–326
Sector, multiples, 285–286
Securities and Exchange Commission (SEC):

on control premiums, 388
8-K report, 12n
fair value estimates, 394
fi ling requirements, 12, 301, 308–310
foreign investment requirements, 330
functions of, 12, 382
Rule 144, 389
Rule 10b-18, 88n
Staff Accounting Bulletin No. 101, 308
10-Q report, 12

Securities laws, violation of, 17 
Selling, general, and administrative (SGA) 

expenses, 247
Sell-side analysts, 26–27, 62
Sell signals, 335
Sensitivity analysis, 8, 19, 25, 35, 102, 184–185
Severance pay, 158–159
Share-based payments, 6, 357
Shareholder(s):

cash fl ow and, 78
dividends, 178
equity, 128, 130, 133, 165, 235–236, 

238–239, 242, 269, 295, 298, 300
value, 24
wealth, 107

Share issuance, 129, 171, 236n
Share repurchase, 88, 104–105, 171–172, 178, 

182, 221, 236n, 296–297
Short-selling, 20–21
Sindhuh Enterprises, free cash fl ow valuation case 

illustration, 189–190
Single-stage models

free cash fl ow valuation, 149–150
residual income valuation, 224–225

Size premium, 71–73, 368
Skewness, 272
Small-cap companies/securities, 66–67,  69, 

72–73, 87
Small company stocks, 71
SMB (small minus big), Fama-French model, 

65–67
Smith, David, 216
Smith, John, 363, 366, 369, 390, 392
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Smith & Nephew PLC, price multiples case 
illustration, 312

Sonoco Products Company (SON), 99
Sony Corporation (SNE), 333–334
Sovereign bond yield, 76
SPDR Gold Shares (GLD), 335–337
Special-purpose entities (SPEs), 243–244
Spin-offs, 5, 24
Spreadsheet modeling, 96, 123–125, 

133–134
Standard & Poor’s, as information resource, 10, 

75, 280
Standard & Poor’s (S&P):

MidCap 400 Index, 328
SmallCap 600 Index, 328
Super 1500 Composite Index for U.S. equities, 

328–329
Standard & Poor’s 500 Index (S&P 500):

Composite Index, 286–287
signifi cance of, 54, 56, 58, 70, 288, 328, 

335–336
Standard deviation, 46–49
Standardized unexpected earnings (SUE), 

333, 346
Standard of value, 358
Statement of cash fl ow, 164, 323–324
Stationarity assumption, 46
Statistical multifactor models, 70–71
Stavros, Edward, 301, 303
Stock. See Common stock; Preferred stock

buybacks, 90
grants, restricted, 6
issuance, 176, 182, 246
options, 157, 160–161, 238, 390, 395–396
restricted, 389, 396
screening, 342–344, 346
selection, 5, 25, 34, 271, 341

Stora Enso Oyj, price multiples case illustration, 
307–308, 328

Straight-line depreciation (STD), 314
Strategic transaction, 379
Structured notes, 19n
Sumargo, Robert, 221
Sum-of-the-parts valuation, 22–24
Sunbeam Corporation, 309–310
Supply and demand, 9, 11
Supply-side analysis, 60n
Supply-side estimates, 55–57
Supply-side models, 79
Survivorship bias, 46, 51–53
Sustainable growth rate, 125, 128–129, 186, 196, 

223, 304n, 310, 374

Swiss francs (CHF), 150
Systematic risk, 44–45, 58, 62, 67, 71–73, 75

Taiwan Semiconductor Manufacturing Company 
(TSM), case illustrations:

price multiples, 269–270
residual income, 226–230

Taiwan Stock Exchange, 269
Takeovers, 178
Tangible assets, 300, 303, 331, 376
Tangible book value per share, 300, 303
Target price, 42
Taxation:

calculation of, 76
deductions, 77, 152, 169, 178
deferred taxes, 160, 214, 244
income tax, 151, 157, 331
private company valuation, 385
property tax, 358
tax rates, 77–78, 151, 154, 162, 167, 

169–170, 175, 180–181, 193, 
195–196, 211

tax reporting, 358
Technical indicators, 332, 335
TechnoSchaft, free cash fl ow valuation case 

illustration, 187–188, 190
Terminal price multiples, 293–294
Terminal share price, 96
Terminal stock value, 114–115, 136
Terminal value:

dividend discount models, 95, 124, 127
free cash fl ow valuation, 188, 190, 192–193
price multiples, 281, 345
residual income valuation, 225–226, 228–230, 

232, 250
returns, 50

Thinly traded stocks, 62–63, 79
Thomson First Call, 273, 311
Three-stage valuation model:

dividend discount model, 96, 119–123
free cash fl ow valuation, 150

TIC/EBITDA, 326
Time horizon, signifi cance of, 69–71, 225–226, 

258. See also Investment: horizon
Time value of money, 85
Time Warner Corporation, private company 

valuation case illustration, 382
Tobin’s q, 224
Top-down forecasting approach, 17–18, 34, 

54–55
Torino, Flavio, 191
Total equity valuation, 22, 24–25
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Total invested capital (TIC), 325
Toyota Motor Corporation (TM), price multiples 

case illustration, 277
Trading costs, 2
Trailing cash fl ow, 316
Trailing dividend yield, 318–319
Trailing P/E, 109–110, 115, 135, 190, 

264–265, 276, 278, 282–284, 290, 
297, 342, 344

Trailing 12 month (TTM), 324
Transfer pricing, 358
Transition phase, 123
Transparency, 18
Treasury bills, 46, 50–51, 71
Treasury bonds, 56, 73n, 74, 76, 288
Treasury infl ation protected securities (TIPS), 56
Trice, Harry, 110
Two-stage valuation model:

dividend discount model, 96, 113–116, 
127, 136

free cash fl ow (FCF), 185–192, 196

Uncertainty, 3, 91, 101, 232–233, 250, 
356, 373

Underlying earnings, 265
Underlying values, 27
Underpriced securities, 5
Undervalued securities, 17n, 20–21, 41, 74–75, 

119, 121, 259, 277, 287, 311
Unexpected earnings, 332, 346
Unger, Jan, 276
Uniform Standards of Professional Appraisal 

Practice (USPAP), 393–394
Unilever PLC (UL), price multiples case 

illustration, 319
United Kingdom:

Gordon growth model estimates, 54
pound sterling, 75
residual income model, 248–249

United States: 
dollar valuation, 75
sectors, 285–286

Unsystematic risk, 72
Utilities Select Sector SPDR (XLU), 335–337

Valuation, overview:
analyst’s role and responsibilities, 26–28
converting forecasts to, 8, 25–26, 29, 34–35
defi ned, 1–2
errors/mistakes in, 178
forecasting performance, 7, 17–18
problems, 35–36

process, components of, 7–13, 34
purpose of, 35
results, communication of, 28–33
terminology, 2–6
understanding the business, 7–17, 24, 34
value, defi ned, 2, 88

Valuation model:
absolute, 18–21, 34
going-concern assumption, 4, 18, 34
going-concern value, 4, 24
relative, 18, 20–22, 34
selection factors, 8, 18–25, 34
sum-of-the-parts, 22–24
total equity, 22, 24–25

Valuation specialists, 394
Value creation, 88
Value investing, 279
Value Line, 58, 286, 315n
Value of growth, 106
Value-weighted equity index, 58
Valvulon, private company valuation case 

illustration, 383–384
Venture capital investors, 356
Verizon Communications (VZ) case 

illustrations:
price multiples, 282–284
valuation indicators, 339

Vinci SA (DG), dividend discount model case 
illustration, 118–119

Visibility, 96
Volatility, 164, 275, 313, 378

Weatherford International Ltd. (WFT), fi nancial 
reports, 10

Weeramantry, Thomas, 42, 59, 67–68
Weighted average cost of capital (WACC):

free cash fl ow valuation, 147–150, 152n, 179, 
181, 186, 193, 195

implications of, 38, 76–80
price multiples, 346
private company valuation, 369–375, 376n
residual income valuation, 230

Weighted harmonic mean, 338–339
Welch Corporation, free cash to the fi rm case 

illustration, 180–182
Werks, Medina, 191–192
Western Digital Corporation (WDC), price 

multiples case illustrations, 316–317, 
322–326

Weyerhaeuser (WY), valuation approach selection 
case illustration, 20

Williams, Joel, 99
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Williams, John Burn, 96
Windstream Corp. (WIN) case 

illustrations:
price multiples, 282–285
private company valuation, 339 

Working capital:
dividend discount valuation, 90
free cash fl ow valuation, 151–154, 

166–170, 173–178, 180–181, 187, 
189–192

income-based valuation, 368
price multiples, 297, 345
private company valuation, 375–376

World Bank, 98
World equity markets, 79
Write-downs, 267n, 269

Yang Co., 124–125
Yardeni Model, 289

Yau, Patrick, 340
Yield:

bond market, 48, 76, 100, 288–289
capital gains, 104
curve, 50, 56
dividend, 42, 54, 104
earnings, 257, 271, 288
forward dividend, 104
inverted curve, 51

Yield to maturity (YTM), 50–51, 62, 73–75, 
77, 79

Yoh, Joseph, 224–225
YPF Sociedad Anonima (YPF), free 

cash fl ow valuation case illustration, 
183–184

Zacks Investment Research, 100
Zero earnings, 271
Zero-income companies, 307
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