A

Accounts payable, 159, 201-205
Accounts receivable, 175-176,
193-199
changes in, 164
Accrued income taxes, 160
changes in, 168
vs. deferred taxes, 144
Accrued liabilities, 159
changes in, 168
Advertising and marketing
expenses, 5
Assets, 175-178, 193-199
current, 175-178
accounts receivable, 175-176,
193-199
cash and cash equivalents, 175
inventory, 176-177,196-199
prepaid expenses. 177-178
non-current, »/Q 130-181
intangible, 178
property, plant, and equipment
(PP&E), 178
Automatic debt paydowns,
254-255

Balance sheet, 175-213
assets, 175-178
current, 175-178
non-current, 178
differences, 211

Index

liabilities, 178-180
current, 178
non-current, 179-180
projections, 191-205
assets, 193-199
cash flow stziement drives
balance sheet vs. balance
sheet/drives cash flow
stacement, 191-193
liapilities, 200-205
mibalanced, balancing, 205-213
NYSF method, 211-213
‘Wal-Mart’s, 180-191. See also
Wal-Mart case study
current assets, 180, 182
current liabilities, 182-183
historical current liabilities, 184
historical total liabilities, 188
non-current assets, 180-181
non-current liabilities, 183-187
redeemable non-controlling
interest, 185-187
shareholder’s equity, 187-191
Beta, 307-309
levering and unlevering, 308-309
Book value, 279
Business comparison, 285

G

Calendarization, 330

Capital Asset Pricing Model
(CAPM), 302-307

Cash equivalents, 140, 175
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Cash flow statement, 51-90
financing activities, cash from,
55-62
financial statement flows
example, 56-62
investing activities, cash from, 55
operating activities, cash from,
51-55
cost of goods sold (COGS), 53
depreciation, 53
interest, 53-54
operating expenses, 53
revenue, 53
tax, 54-55
projections, making, 68-90
financing activities, cash flow
from, 81-90
operating activities, cash from,
68-73
Wal-Mart’s, 62-68. See also Wal-
Mart case study
financing activities, cash from,
66—68
investing activities, cash
from, 65
operating activitiés, cash from,
62-65
Circular references; 247-254
#Value! erross, 250-254
Comparable company analysis,

286-287,327-372,384-385

calendarization, 330
Costco as comparable company,
331-372
adjusted LTM data, 332-334
adjusted 2012 year end,
331-332
annual income statement, 334
backing into Q4, 345, 349

calculating comparable metrics,

361-372
projections, 355, 357-359

quarterly income statement,
342-345
year-end and LTM
adjustments, 349, 354-355
Last Twelve Months (LTM),
328-329
Cost of debt, 302
Cost of equity, 302-305
Cost of goods sold (COGS)
from cash flow statement, 53
from income statement, 4-5
gross profit, 4-5
Costco, as comparabie company,
331-372
adjusted LTM data, 332-334
adjusted 2012 year end, 331-332
annual ncome statement, 334
COGS and operating expenses,
534-336
Jepreciation, 336-337
earnings per share (EPS),
341-342
interest, 338
non-controlling interests, 341
non-recurring events, 341
revenue, 334
taxes, 337-340
backing into Q4, 345, 349
historical income statement
with Q4 data, 350-353
calculating comparable metrics,
361-372
analysis, 362-365
diluted shares outstanding
and treasury stock method,
366-368
market value and enterprise
value, 368-372
multiples, 372
projections, 355, 357-359
COGS, 357
depreciation, 358-359



Index

403

non-controlling interests, 360
other income, 359
revenue, 357, 358
shares and earnings per share
(EPS), 360-361
taxes, 360
quarterly income statement,
342-345
historical, 346-348
year-end and LTM adjustments,
349, 354-355
historical LTM income
statement, 356-357
historical YE adjusted income
statement, 354-355

Debt, cost of, 302
cost of equity, 302-305
Debt schedule, 215-256
automatic debt paydowns,
254-255
circular references, 247-254
#Value! errors, 250-254
modeling, 216-247
cash available tz.pay down
debt, 231--247
long-term deby, 225, 228
long-term debt due within one
year, 220, 222-223, 224
long-term obligations under
capital leases, 227,229-230
mandatory issuances/
(retirements) and non-
mandatory issuances/
(retirements), 217-220
obligations under capital leases
due within one year,
223-225,226
projected cash flow before debt
paydown, 232

projected short-term
borrowings, 221
projected total cash available
to pay down debt, 234
short-term debt, 217
total interest expense, 231
total issuances/(retirements),
231
switches, basic, 255-256
structure, 216
Depreciation, 8, 40, 53
and amortization, 8
EBIT, 8
from cash flow-ciatement, 53
future projections of, 40
Depreciatior schedule, 91-137
accelerated, 93-97
deciining balance, 93
madified accelerated cost
recovery system (MACRS),
94-97
sum of year’s digits, 94
deferred taxes, 97-101
asset, 97
liability, 99-101
projecting, 101-137
accelerated, 116-137
straight line, 101-116
straight line, 92
Discounted cash flow analysis,
288-289,291-325, 386-389
beta, 307-309
levering and unlevering,
308-309
mid-year vs. end-of-year
convention, 291
terminal value, 309-310
multiple method, 309-310
perpetuity method, 310
unlevered free cash flow, 282-301
consolidated statements of cash
flows, 293-298
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Discounted cash flow
analysis (continued)
Wal-Mart, 311-325
EBITDA method, 319-323
perpetuity method, 323-325
unlevered free cash flow, 314
WACC, 313-319
weighted average cost of capital
(WACC), 301-307
cost of debt, 302
cost of equity, 302-305
market risk premium,
305-307
Distributions, 11
net income (as reported), 11
Dollar General
financial summary, 377
Form 8-K, 376
general historical income
statement, 377
merger proxy, 380
precedent transaction, 379

Earnings per share (EPS), 12
EBIT, 8

EBITDA, 6-8

EBT, 9

Enterprise value, 280-284
Excel hotkeys, 395-396

F

52-week high/low, 383-384
Financial statement flows, 56-62,
393-394
cash flow to balance sheet, 394
example, 56-62

income statement to cash flow, 393
Financing activities, cash flow from,

81-90

capital lease obligations, payment
of, 85
common stock, purchase of,
82-85
dividends, 81-82
effect of exchange rate on cash, 88
other, 85-86
redeemable non-controlling
interest, purchase of, 85
Football field analysis, 387, 389
Formula references, anchoring,
105-116

Goodwill, 152
Gross profit, <=5

‘ncome statement, 3—-50, 99-100,
252,257,260-265
consolidated, 257, 260-265
Wal-Mart, 263-265
cost of goods sold, 4-5
gross profit, 4-5
depreciation and amortization, 8
EBIT, 8
distributions, 11
net income (as reported), 11
fixed, 253
for GAAP and tax purposes,
99-100
interest, 9
EBT, 9
non-recurring and extraordinary
items, 10-11
operating expenses, 5—6
other income, 6-8
EBITDA, 6-8
projections, making, 31
cost of goods sold, 36-38
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depreciation, 40
earnings per share, 47
interest income, 40
non-controlling interest, 43
non-recurring events, 42—-43
operating expenses, 38, 40
revenue, 32-35
shares, 44-47
taxes, 40, 42
revenue, 4
shares, 11-12
earnings per share (EPS), 12
taxes, 9-10
net income, 10
#Value! error, 252
Wal-Mart’s, 12-31. See also
Wal-Mart case study
annual reports, 13
cost of goods sold (COGS),
21-22
depreciation, 19-21, 24
distributions, 28-29
EBIT, 24
EBITDA, 19, 24
EBT, 25
five-year financial'sumimary, 14
gross profit, 22-73
historical, 30-3
interest, 27
investor relations web site, 13
net income, 26, 28, 29
non-recurring events, 26, 28
operations by segment, 20
other income, 23
revenue, 15-19
selling, general, and
administrative expenses, 23
shares and EPS, 29
taxes, 26
Interest
from cash flow statement, 54
from income statement, 9

EBT, 9
Interest income, 40
Inventory, 164-165, 176-177,

196-199

L

Last Twelve Months (LTM),
328-329

Liabilities, 159, 178-180

accrued, 159, 179

current, 178
accounts payable; 178-179,

201-205

accrued, 179
short-tefin debts, 179

non-curreny, 179-180, 183-187
deiesred taxes, 179-180
long-term debts, 179

|

Market risk premium, 305-307
Market value, 279
Model, finalizing, 256-276
consolidated income statements,
257
Model quick steps, 391-392
Modified accelerated cost recovery
system (MACRS), 94-97
half-year convention, 95
mid-quarter convention placed in
service in first quarter, 96, 121
Multiples, 284-286

Net income, 10, 11

Net operating loss (NOL)
carryback example, 98-99

Non-controlling interest, future
projections of, 43
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Non-recurring events, future
projections of, 42-43

Non-recurring and extraordinary
items, 10-11

Operating expenses
from cash flow statement, 53
from income statement, 5-6

P

Precedent transactions analysis,
287-288,373-381, 385-386
identifying precedent
transactions, 373-374
purchase multiples, 287-288
Wal-Mart, 374-381
Prepaid expenses, 157, 165-167
Projections, seven methods of,
69-73
Property and equipment, proceeds
from disposal of, 78
Property, plant, and equipment
(PP&E), 178

Receivables, 154-156
Redeemable non-controlling
interest, 185-187
Research and development (R&D)
expenses, 5
Revenue
from cash flow statement, 53
from income statement, 4

Selling, general, and administrative
(SG&A), S
Shareholder’s equity, 187-191

projections, 204
Shares, 11-12, 44-47
earnings per share (EPS), 12
future projections of, 44-47
basic outstanding, 44
diluted outstanding, 44, 46-47
Straight line depreciation, 92
Switches, basic, 255-256

T

Taxes, 9-10, 40, 42, 55, 97-101
from cash flow starement, 55
deferred, 97-101, 179-180,

183-185
asset, 97
liability, ©9-101
futura projections of, 40, 42
net income, 10

Ternnal value, 309-310
multiple method, 309-310
perpetuity method, 310

Unlevered free cash flow, 282-301
consolidated statements of cash
flows, 293-298

v

Valuation methods, 286-289,
383-389
comparable company analysis,
286-287,384-385
discounted cash flow analysis,
288-289, 386-389
52-week high/low, 383-384
precedent transactions analysis,
287-288, 385-386
Value, 279-289
book, 279
enterprise, 280-284
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market, 279
multiples, 284-286
business comparison, 285
valuation, three core methods of,
286-289
comparable company analysis,
286-287
discounted cash flow analysis,
288-289
precedent transactions analysis,
287-288
#Value! errors, 250-254

Wal-Mart case study, xvi—xvii,
12-31
allocation of capital expenditures,
107
balance sheet, 180-191, 195,
199,203, 206-208, 269-270
cash, projected, 195
consolidated, 269-270
current assets, 180, 182
current liabilities, 182-163
historical current iiabiiities, 184
historical total liabalities, 188
non-current.assets, 180-181
non-current Labilities, 183-187
projected, 206-208
projected assets, 199
projected liabilities, 203
redeemable non-controlling
interest, 185-187
shareholder’s equity, 187-191
CAPEX depreciation, 109-110,
112-113
cash flow statement, 62-68, 119,
137,167, 170, 212, 243
consolidated, 170-173,
266-268
current assets, changes in, 167

financing activities, cash from,
66-68, 80, 87-90
with depreciation, 119
historical CAPEX, 76
investing activities, cash
from, 65
operating activities, cash from,
62-65,212
projected CAPEX, 77
projected cash flow from
financing activities, 243
projected cash flow from
operating activities, 74, 137
projected other operating
activities, /3
projectea ourchase of common
stotk, 24
prorected shares repurchased, 85
cetaparable company analysis,
286-287,327-372
calendarization, 330
Costco as comparable
company, 331-372
Last Twelve Months (LTM),
328-329
debt maturities, 219
debt schedule, 274-276
deferred tax provisions, 120
deferred taxes, 120
depreciation schedule, 271-272
discounted cash flow analysis,
311-325
EBITDA method, 319-323
perpetuity method, 323-325
unlevered free cash flow, 314
WACC, 313-319
EBITDA, 25, 41
historical, 25
projected, 41
gross profit, projected, 39
historical adjusted net income, 27
historical net sales, 18
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Wal-Mart case study (continued)

historical total revenue, 18
income statement
annual reports, 13
consolidated, 263-265
cost of goods sold (COGS),
21-22
depreciation, 19-21, 24,
117-118
diluted shares, 47
distributions, 28-29
EBIT, 24
EBITDA, 19, 24
EBT, 25

five-year financial summary, 14

Form 10-Q, 45
gross profit, 22-23
historical, 30-31
interest, 25

investor relations web site, 13

net income, 26, 28, 29

non-recurring events, 26, 28

operations by segment, 20

option table, 46

other income, 23

projected, 48-50

projected, with interest,
237-240

revenue, 15-19

SEC filings, 44

selling, general, and

administrative expenses, 23

shares and EPS, 29
taxes, 26
leases, 229
MACRS percentages
through 2013 CAPEX, 123
through 2014 CAPEX, 124
through 2017 CAPEX, 125
operating working capital,
142-153,156
accounts payable, 150

accrued income taxes, 152-153

accrued liabilities, 151-152
balance sheet, 143

historical balance sheet current

assets, 145
historical current assets,
149-150
historical current liabilities,
145-146
historical operating capital
schedule, 153
inventory, 147-148
prepaid expenses; 148150
projected assets, 158
projected recrivables, 156
receivabics; 146
schedule, 273
sciedule, projected, 161
precedent transactions analysis,
374-381
projected accelerated
depreciation
through 2013 CAPEX, 128
through 2014 CAPEX, 129
through 2015 CAPEX, 131
through 2016 CAPEX, 132
total, 133
projected depreciation and
deferred tax schedule,
135-136
property, plant, and equipment,
101
depreciation, 106
projected accelerated
depreciation for, 126
property useful lives, 103
total book depreciation, 115

Weighted average cost of capital

(WACC), 301-307, 386-387
cost of debt, 302
cost of equity, 302-305
market risk premium, 305-307
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Working capital, 139-174
and cash flow statement,
160-174
accounts payable, changes
in, 168
accounts receivable, changes
in, 164

accrued income taxes, changes

in, 169
accrued liabilities, changes
in, 168
identifying proper line items
between cash flow and
balance sheet, 165
inventory, 164-165
prepaid expenses, 165-167
operating, 140-142
projecting, 153-160
accounts payable, 159
income taxes, accrued, 160
inventories, 156-157
liabilities, accrued, 159

prepaid expenses, 157
receivables, 154-156

Wal-Mart’s, 142-153. See also

Wal-Mart case study
accounts payable, 150
accrued income taxes,

152-153
accrued liabilities, 151-152
balance sheet, 143
historical balance sheet current

assets, 145
historical current assets,

149-150
historical cursent liabilities,

145-146
historicaicperating capital

scheaile, 153
inventory, 147-148
vrepaid expenses, 148-150
projected assets, 158
projected receivables, 156
receivables, 146


















