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AB InBev (ABI), 446
Able Manufacturing, Inc., private company
valuation case illustrations, 523-524,
526-527, 551-553
Abnormal earnings, 468
Abnormal returns, 3
Above-market expenses, 522
Absolute valuation model, 18-20
Accounting:
estimates, 371n
residual income model and, 488—503
Accumulated other comprehensive income
(AOCI), 490, 493
Acquisitions, 5, 517, 529
Adams, Jill, 65
Add-back method, 307, 419
Adjusted beta, 247
Adjusted book value, 406, 546
Adjusted present value (APV), 298n
Adjustments, private company valuatiss and, 522
ADR ratio, 373
ADT Security Services, Inc., 154
Advertising and promotion /A%3) expenditure, 160
Aerospace industry, governiient purchases and,
132-133
After-tax cost of capital, 302, 329
Afton Mines, 251
Agency issues, 515
Ahold, 168
AICPA, 554
AICPA Toolkit, Valuation of Privately-Held Equity
Securities Issued as Compensation, 544n
Air France-KLM, 208-209
Airline industry:
assumptions and, 208-209
industry analysis and, 134—135
Alleghany Corporation (Y), 65, 67
Alpha, 3
Ex ante, 42
American Depositary Receipt (ADR), 373
American Gas Association (AGA), 12

American Institute of Certified 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
Consideration of Fraud in a Financial Statement
Audit, 14
American Petroleurn 1astitute (API), 12
American Society ¢f Appraisers (ASA)
America Onlin? (AOL), 542
Amortizatini’, 412n
Analysts, communicating with, 6
Anheuscr-Busch InBev (ABI), 104
Annual reports, 102, 104, 140
Aoble, 193, 207
Appraisal Foundation, 539n
Identification of Contributory Assets and the
Calculation of Economic Rents, 554
Aqua America Inc. (WTR), 250
Arbitrage pricing theory (APT), 68
Argentine pesos (ARS), 334
Arithmetic mean, 49, 51, 52-53
ASC 805, 519, 536n
ASC 820, 537, 537n
ASML Holdings NV, 105-106
Asset-based valuation, 520, 545-546
Assets:
holding companies, 169
nonearning, 427
nonoperating, 345-346, 521, 551n
turnover ratios, 281, 385
See also specific types of assets
AstraZeneca PLC (AZN), 370-371
AT&T (T), 96, 123
Auction rate securities, 519n
Audits/audit firms, 17, 428, 502
Australian and New Zealand Standard Industrial
Classification (ANZSIC), 101
Average selling price (ASP), 195
Axis Manufacturing Company, Inc. (AXCI),
residual income calculation, 465-466
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B
Baby boom, post WWII, 131
Backfilling, 56
Back-testing, 447
Baggai Enterprises, dividend growth rate case
illustration, 279-280
Balance sheet:
forecasted, 211, 221
modeling, 172-174
residual income valuation, 498
Baltika, company analysis, 180—184
Bank of Canada, 246
Bankruptcy, 517
Barclays PLC (BARC/BCS), book value case
illustration, 404—407
Barra, 96
Based on fundamentals, 365n
Basic earnings per share, 369
BCE Inc. (BCE), dividend yield calculation,
423-424
Benchmark, 5, 7, 384
Benchmark beta, 66, 67
Benchmark company, 67
Benchmark multiple, 34, 363, 364, 442
Benchmark P/E, 386, 394
Benchmark value:
mispricing and, 398
of the multiple, 364, 383, 385, 391
Benchmark weights, 21
Beta, 336. See also Benchmark beta; Hisrosic:l beta
Beta-adjusted size premium, 75
Bias. See also Look-ahead bias
Bill-and-hold basis, 412
BIRR (Burmeister, Roll, ana Kess) model, 74
Blockage factor, 26
Bloomberg L.P, 272
Bloomberg screen, 63, 63n
Blume adjustment, 62
Blume method, 64
Board of directors:
controlling ownership and, 25, 522
dividend policy, 232, 236, 237, 313
dividends and, 19
functions of
loans
turnover
Bombay Stock Exchange (BSE) Sensex 30
Bonds:
convertible, 172, 369
emerging market, 79
indenture, 19

rate, 63

valuation, 19

yield plus risk premium (BYPRP) method,, 77
Bono, Steve, 335
Book value:

Book-to-market (B/M), 376

defined, 362

per share (BVPS), 240
Boston scientific, 119
Bottom-up forecasting approach, 18, 33, 151
Bottom-up investing, 18n
Bouvier, Elaine, 269-271
Boyd Gaming Corp. (BYD), forward P/E

calculations, 378-379
BP p.l.c. (BP), forward P/E case illustration,
380-381

Brazilian reais (BRL), 335-336
Breakup value, 22
Bridgestone, 385
Brink’s Home Securiry, 1 03—-104
Brokerage, 26n
Bubbles, stock market, 411
Buffett, War-en 15
Bugg Properties, 471-472
Build-1psaethod, 39, 47, 60, 75-79, 82
Business cycle, sensitivities, 94-95
Jusiness-cycle influences, 372-373
Business cycle risk, 74
Business enterprise value (BEV), 538n
Business strategy, evaluation of, 6
Buy-side analysts, 26

C
Call options, 251, 538n
Cane Distribution, Inc., 303—304
Canon, Inc. (CAJ), 478-479
Capex, 218
Capital:
appreciation, 58, 59, 252, 422
budgeting, 298n
expenditures, 173
gains yield, 41, 252, 259
invested, 173
investment, 24, 105, 106, 112, 175, 176, 207,
217,218, 239, 281, 313, 432
leases, 468
market, 13, 24, 26, 60, 401, 423
structure, 330-332
Capital asset pricing model (CAPM), 60-68
beta, 61
beta estimation, public company, 62-66
beta estimation, thinly traded stocks/nonpublic
companies, 66—68
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expanded, 528
global, 47
Gordon growth model, 247, 248, 249, 258,
269,270
justified P/S and, 415
one-period model, 53
private company valuation, 528, 530, 530n,
531, 532, 558
required return on equity using, 64, 65, 67
residual income valuation, 470, 475
sensitivity analysis, 335
small companies and, 528
Capital charge, 466
Capital expenditures, 525-526
Capital investments, 218
Capitalization of earnings method, 528
Capitalization rate, 251, 534
Capitalized cash flow (CCM) method, 527, 528,
533-535, 549
Capitalized cash flow models, 299n
Capitalized income method, characterized, 528
Carlsberg, 190
Carl Zeiss Meditec AG (XETRA: AFX),
262-263
Carrefour SA (CA):
dividend discount model and, 242
input costs and, 188-189
justified P/E, 257-258
Carried interest, 545n
Cash:
excess, 345, 345n
expenditures, 307
Cash flow:
discount rate and, 45
discount rate selectio1: in rciation to, 82
estimation, 521-527
free (see Free cash flow)
meanings/contexts, 238
negative, 339
present value of
streams, 19, 299, 328, 347
Cash flow from operations (CFO), 297
Cash flow statement modeling, 172174
Cash-generating unit, 517, 517n
Cash tax rate, 169
Catalysts, defined, 4
CFA Institute Code of Ethics and Standards of
Professional Conduct, 12
Clean surplus accounting;
book value of equity and, 240n
violations of, 489-497

See also Residual income valuation

Closed-end investment companies (CEICs), 545,
549
Coca-Cola Bottling Company (COKE), dividend
discount model case illustration, 236238
Coefhicients of determination, 68
Cognac industry, 209-223
Colgate-Palmolive Company, 400-401
Colorpak Ltd. (CKL), valuation indicators case
illustration, 445
Company, levered, 297-298
Company analysis, 135-139
about, 148
cyclical/non-cyclical companies, 94-95
differentiation strategies, 135, 136
elements covered in, 136—139
industry analysis and, 92
industry sectors and, 98-99
low-cost strategy, 135
spreadsheet modelirg, 139, 142
Company model, 709-223
company oveiview, 210-211
industry overyiew, 209-210
pro foria inicome statement, 211-217
segmentmnancial information, 211
Ccmypany size, 521
Cornpany-specific factors, 515-516
Company-specific risk, 528
Comparability with other companies, 374
Comparables, 383-395
P/B valuation, 408—410
peer-company multiples, 385-389
significance of, 363
terminal price based on, 397-398
Compensation
adjustment and, 522
share-based payments, 517
Compensation plans, 17
Competitive analysis, 810
Competitive strategy, 135
Compiled financial statements, 524
Compliance valuations, 518
Compound annual growth rate (CAGR), 197, 198
Compounding, 41, 52, 53
Comprehensive income, 477n, 488, 489-490
Compustat, 62
Conference calls, 13, 27, 148
Confidence risk, 74
Conglomerate discounts, 24
Consensus:
analyst estimates, 57, 59
expectations, 3, 57

forecasts, 107, 368, 389, 475
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Consideration, form of, 540
Continental AG, 385
Contingent consideration, 519n, 542
Continuing earnings, 370
Continuing residual income, 480
Continuing value of stock, 263
Control, private companies and, 516
Controlling equity, 24, 239
Controlling interest, 547
Control premium, 25, 539, 540,
540n, 547
Cookie jar reserves, 502
Cooper Tire and Rubber (CTB), 385
Core earnings, 370
Corporate events, evaluation of, 5-6
Corporate income tax, 169, 217
Cost approach, 545
Cost leadership, 9
Cost of capital, 28, 39, 46, 109, 113n, 136,
155, 255, 260, 273, 299, 302, 467. See also
Weighted average cost of capital
Cost of debt, 42
Cost of equity (COE), 42, 465
Cost of goods sold (COGS):
about, 158-159
accounting choices and, 161n
in pro forma cash flow statement, 213
in pro forma income statement, 213
Cost projections, 190-192
company costs, 190-192
industry costs, 190
Country premium, 63, 79, 83
Country return, 333, 334
Country risk rating estimarce, $9n
Country risk rating model, 590, 83
Country spread model, 79
Covariance, 48, 61
Coverage ratios, 385
CR Bard Inc. (BCR), P/S comparables approach,
416-417
Cross-country comparisons, P/Es in, 395-397
Cross-sectional regression, predicted P/E based
on, 381-383
Cyclical businesses, 372
Cyclical companies, 94-95

D
Danone, 159-160
Debentures, 79
Debt:
beta and, 67
cost of, 529

ratio, 323
ratio (DR), 327
Declining growth rates, 269-271, 339-343
Default risk premium, 77, 78, 393
Deflation:, cost projections and, 190-192
Delacour, Francoise, 44-45
Demand, cannibalization tablets/PCs, 193-203
Demand-side analysis, 53, 53n, 59n
Depletion, 400, 418, 419, 419n
Depreciation:
capex, amortization and, 218
free cash flow valuation, 525
Development-stage companies, 516-517, 521
Diebold, Inc., revenue recognition case
illustration, 412
Differentiation, 9
Digital imaging, 130
Diluted earnings per shai=, 269
Dilution, defined, 3691
Disclosure requireraerts, 29
Discounted abrioin:al earnings model, 468
Discounted “ash How (DCF) method, 527
Discounicd cash low (DCF) model:
about, 263-285
chaiacterized, 19, 232, 546
fr:e cash as basis for valuation, 223
Gordon growth model (se¢ Gordon growth
model)
multiples and, 365-366
terminal value and, 207
using specified, 203
Discounted dividend models (DDMs):
Gordon growth model (se¢ Gordon growth
model)
required return estimate using, 274-275
Discount rate:
acquisition context, 529
defined, 45
international stocks and, 334
private company valuation, 529-532
selection in relation to cash flows, 82
Discounts:
conglomerate, 24
lack of control (DLOC:s), 548
lack of marketability (DLOMs), 549-554, 556
marketability, 25, 547
private company valuation, 546-553
Divestiture, 5
Dividend discount model (DDM):
characteristics of, 19
estimating a required return, 274-275
multiple holding periods, expression for, 242244
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multistage, 276
single holding period, expression for, 241-242
spreadsheet (general) modeling, 272-274
three-stage, 267-272
two-stage, 261-263
Dividend displacement of earnings, 277, 423
Dividend(s):
cash, 332
cash flows and, 232
policies, 232, 236, 237, 313
Dodd, David L., 366
Doe, Jane, 551-553
Dow Jones Industrial Average/Index, 15, 96,
373n, 384, 467
Drugstore chains, retail, 155-158
Due diligence, 27
DuPont (DD), stock valuation, 263-264
DuPont analysis, 489
DuPont formula, 280, 285
Duration, 53n
Duvall, James, 523, 524, 526, 527, 529, 534,
540, 541, 543
Dynamic random access memory (DRAM), 116

E
Early-stage development companies, 532
Earnings:
dividend displacement of, 277
extremely low, 376
negative, 374-375
normalized, 204, 520n, 521-527
quality (see Quality of earnings analysis)
surprise, 437, 438-439
yield, 375, 376
Earnings per share (EPC):
basic, 369
diluted, 369
method of comparables and, 363
normalized, 372
P/E’s and, 367
See also Price multiples
Earnings retention rate, 276, 380
Earnings retention ratio, 273, 277, 278
Earnings yield, 375
EBIT (earnings before interest and taxes), 215,
297, 323-324
EBITA (earnings before interest, taxes, and
amortization), 432
EBITDA (earnings before interest, taxes,
depreciation, and amortization), 297,
329-330, 362, 538
Economic profit, 468

Economic sectors, 384
Economic Value Added (EVA), 468—469, 503
Economies of scale, 155
Edwards-Bell-Ohlson (EBO) model, 468
Effective tax rate, 169
Efficient markets view, 58, 60, 274
Efficient market theory, 2
E. I. DuPont de Nemours and Company (DD),
263-264
EMC Corporation (EMC), enterprise value
multiples case illustration, 430431
Emerging markets, 79
Employee:
severance pay, 307
stock ownership plans (ESOPs), 517
Employee stock ownership plan (ESOP), 517
Energen (EGN), discounted dividend case
illustration, 269-271
Energy, information socices, 12n
Energy Informatioh Administration (EIA), 12
Enron Corporatcn; 27
Enterprise vilug (EV):
business =nierprise value and, 538n
deermisiing, 427
th sales, 433
Ste also Enterprise value multiples
Enterprise value multiples, 426-435
comparison with price multiples, 433435
defined, 362, 426
denominators in, alternative, 432
enterprise value to sales, 433
EV/EBITDA, 426-431
other commonly used, 432
price multiples and, 433-435
rationale for using, 426
Enterprise value to EBITDA (EV/EBITDA),
426-431
based on forecasted fundamentals, 430
calculating EV/EBITDA, 427-430
determining enterprise value, 427
drawbacks to, 426
rationales for using, 426
valuation based on comparables, 430-431
Enterprise value to sales (EV/S) ratio, 433
Entry price, 519
Equilibrium, 60-61
Equinix (EQIX), 444
Equity:
capital, 173, 251, 305, 320, 321, 321n, 322,
364, 365n, 432, 464, 465, 466, 503, 550n
charge, 465-466
financing, 81, 529, 544n
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Equity (continued)
index, 21, 48, 55, 57n, 58, 59, 61n, 63, 69,
102, 384, 391, 440-441
market, 47, 48, 53, 57, 59, 61, 68, 76, 79, 82,
96, 250, 260, 390-391, 392-393, 515
premium puzzle, 53n
risk model, 4
risk premium (see Equity risk premium)
Equity risk premium:
defined, 47
forward-looking estimates, 57-60
historical estimates, 48—56
Espinosa, Carla, 325-326
Estate tax, 518
European Aeronautic Defence and Space
Company (EADS), 132-133
European Petroleum Industry Association
(EUROPIA), 12
Eurozone, 57
EV/EBITDA, 421, 451
Everett, Jane, 307-308
Ex ante alpha, 42
Ex ante estimates, 57
Excess cash, 345, 345n, 521
Excess earnings method (EEM), 527, 528,
535-536
Exchange rate, 79, 153, 212
Exchange-traded funds (ETFs), momentum
valuation indicators and, 440—442
Ex-dividend date, 246
Exit price, 519
Expanded CAPM, 513, 528
Expected growth rate in real eainings per share
(EGREPS), 59
Expected growth rate it:the T'/E ratio (EGPE),
59, 60
Expected holding-period returns, 41
Expected income component (EINC), 59, 60
Expected inflation (EINFL), 59
Expected return:
estimates, from intrinsic value estimates, 43—44
required rate of return and, 42-43
Expenses:
above-market, 522
financing, 168
Expenses. See specific types of expenditures
Experience curve, 107
External influences, industry analysis, 129-135
case study, 134-135
demographic influences, 130-131
governmental influences, 131-132
macroeconomic influences, 129

social influences, 133—134
technological influences, 129-130
Exxon Mobil Corporation (XOM), 438-439

F
Face value, 54, 371
Factor beta, 68
Factor risk premium, 68
Factors, 25n
Factor sensitivity, 68
Fair market value, 4, 518
Fairness opinions, 6
Fair value:
defined, 4n, 407n
financial reporting, 519
hierarchy, 537n
litigation, 519
residual income valuation, 498
Fama, Eugene, 68-72, 223, 384n
Fama-French three factor model (FFM), 68-73,
383
Federal Rese-ve 209, 391
Fed Modcl 591-392, 392n, 393
Financial-‘Conduct Authority (UK), 542
Firanrial information, quality of, 515
Jinancial modeling, 148-176
income statement modeling, 148-154
Financial ratios, 385
Financial reporting:
fair value and, 519
goodwill impairment, 517
Financial reports analysis, 10-11
historical performance, 10
information sources, 12—13
Financial risk, 234, 368
Financial services company, valuation of, 546
Financial statements:
compiled, 524
reviewed, 524
Financial Times Stock Exchange (FTSE), Global
Classification System, 384
Financial transaction, 539
Financing, private, 516-517
First-in, First-out (FIFO), 374
First-mover advantage, 263
Fiscal year, 377
Fitch, 78, 79
Five-factor BIRR model, 74
Fixed assets, 19, 167, 173n, 234n, 316, 325, 417,
419n, 490, 535, 536, 536n
Fixed-rate perpetual preferred stock, 250
Focus, 9
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Forecasted fundamentals:
method based on, 365-366
P/B valuation, 407—408
P/E valuation, 379-383
Forecast horizon, 147, 224, 239, 240, 243, 463,
480, 482, 483, 486, 504
Forecasting:
company performance, 17-18
long-term, 203-209
Foreign currency, 212, 490
Foreign exchanges, 212, 255
Forward dividend yield, 252
Forward-looking estimates:
characterized, 57
Gordon growth model, 57-58
macroeconomic model, 58—60
survey estimates, 60
Forward P/E:
calculating, 377-379
defined, 365, 368
trailing P/Es and, 388
Franchise agreements, 10
Franchise-value approach, 256
Free cash flow (FCF):
analyst adjustments to CFO, 327
as basis for DCF valuation, 223
characterized, 296, 527-528
complicated capital structures and, 330-333
defining, 297-298
discounted cash flow method and, 527
distinguished from dividends and edinings,
327-329
forecasting, 301-334
lack of control discounts and; 549
method, 533
present value of, 298-299
private company valuation, 525-526
sales and, 325
sales growth and, 325-326
Free cash flow to equity (FCFE):
characterized, 19, 238-239
computation from EBIT/EBITDA, 318-320
computing from free cash flow to the firm,
312-318
defined, 238, 297
forecasting, 322-327
net income, mistake of using for, 329-330
present value of, 299
private company valuation, 525-526
sales forecasts and, 326
sensitivity analysis, 334-336
single-stage growth model, 301, 333-334

three-stage growth models, 343
two-stage growth model, 336-343
uses-of-free-cash-flow basis, 320-322
Free cash flow to the firm (FCFF):
characterized, 19
computation from EBIT/EBITDA, 318-320
computation from net income, 301-305
computation from statement of cash flows,
305-307
computation of FCFE from, 312-318
defined, 238, 297
EBITDA, mistake of using for, 329-330
forecasting, 322-327
noncash charges, 307-312
preferred stock in capital structure, 330-331
present value of, 298-299
private company valuation, 525-527
sensitivity analysis, 334325
single-stage growth miadel, 299-300
three-stage growth models, 343345
two-stage grawth model, 336-337
uses-of-frec-cesi-flow basis, 320-322
weighred average cost of capital and, 529
Frenct. K¢nneth, 68—73, 383, 384n
FTSE 96, 384
Aur.damentals:
defined, 5
peer-group comparison, 388-389
terminal price based on, 397
See also Forecasted fundamentals
Future cash flow, present values of the expected,

244

G
GATX Corporation, 385
Generally accepted accounting principles (GAAP):
home-country, 502
income statement modeling and, 148
See also US Generally Accepted Accounting
Principles (US GAAP)
General Motors (GM), 464
Geometric mean, 49, 51, 52-53
Getinge AB, price multiples case illustration,
price-to-sales (P/S) ratios, 415-417
Gift tax, 518
Global Industry Classification System (GICS),
93, 384, 385, 385n
Going concern, 4
Goodwill:
adjustments and, 436
defined, 404, 468
impairment, 371, 514, 517, 525, 536, 542
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Goodwill impairment tests, 517
Google, Inc., Gordon growth model case
illustration, 255-256
Gordon growth model, 244-260
equation, 245-251
expected rate of return estimation with, 259
implications of, 252
implied dividend growth rate, 253-254
with negative growth, 251
present value of growth opportunities (PVGO),
254-256
price-to-earnings (P/E) ratio, 256-258, 392,
393, 398-399
required return estimate using, 259
sensitivity analysis, 250
share repurchases, 252-253
Governmental industry classification systems,
100-101
Government bonds, 47, 392n, 470
Government debt, 48, 49, 53, 69, 233
Graham, Benjamin, 366
Gross domestic product (GDP):
defined, 246
growth rates, 246-247
Grossman-Stiglitz paradox, 2-3
Groupon (GRPN), 413-414
Growth capital expenditures, 173
Growth-cyclical label, 95n
Growth phase, 260
Growth rate:
declining, 269-271, 339-343
GDD, 246-247
implied dividend, 253-254
mature, 260
sustainable, 276-278
Guideline assets, 363
Guideline companies, 363
Guideline public companies, 528
Guideline public company method (GPCM),
537, 539542
Guideline transactions method (GTM), 537,
542-544

H

Harmonic mean, 442444

Hemscott Americas, 482

Henschel, Uwe, 337

Hewlett-Packard Company (HP), 104
High-liquidity stocks, 72

Historical beta, 62, 65, 247
Historical equity risk premia, 49
Historical P/E, 393-395

Historical valuation multiples, 206
HML, Fama-French model, 69
H-model, 265-267
Holding period return:
about, 40—41
realized and expected, 41
Honda Motor Company (HMC), historical P/E
case illustration, 394
Hormel (HRL), dividend discount model case
illustration, 236-238
Hoshino Distributors, dividend forecasting
illustration, 282—283
Housing industry, baby boom and, 131
Human capital, 4, 118, 400
Hurdle rate, 545n
Hybrid forecasting approach, 151

I
Idiosyncratic risk, 68
Illiquidity discounts, 25
Impairment:
assessment. 5.4
book vaive and, 400
defned; 468
expenise, 542
goodwill, 371, 467, 514, 517, 536, 542
loss, 407, 407n
testing, 4, 514
Income approach, 527-536
about, 527-528
capitalized cash flow method, 533-535
excess earnings method, 535-536
forms of, 527
free cash flow method, 533
required rate of return and, 528-532
Income-based valuation, 520
Income statement, pro forma. See Pro forma
income statement
Income statement modeling
balance sheet modeling and, 172-174
cash flow statement modeling and, 172-174
items, other, 172
non-operating costs, 167-171
operating costs, 154-167
revenue, 148—154
Income tax, corporate, 169
Income trust:
defined, 131
tax increases on, 132
Indian equity risk premium, 63n
Industrial Classification Benchmark (ICB), 384,
385, 385n
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Industry:
competition in, determinants of, 109, 111
cyclicity of, 203
multiples, 390
risk premium, 528, 530
sectors, 539
Industry analysis:
about, 92, 106-107, 148
airline industry and, 134-135
classification systems and (see Industry
classification systems)
competitive analysis and, 8-10

defined, 92

external influences (see External influences,

industry analysis)
framework for, 108
identifying similar companies, 93-95
strategic analysis (see Strategic analysis)
uses of, 92-93
women in workforce and, 133-134
Industry Classification Benchmark (ICB),
96-97
Industry classification systems, 96-106
commercial, 96
company classifications and, 98-99
concepts, review of, 99-100
global standard, 96
governmental, 100-101
Industry Classification Benchmark (ICB);
96-97
peer group construction, 102-106
Russell global sectors (RGS), 96
sectors, representative, 97-95
strengths and weaknesses o, 161-102
Industry factors, 539-540
Inflation:
cost projections and, 190-192
input costs and, 191-192
P/Es and, 395-397

rate, 33, 45, 53, 74, 87, 188, 227, 246, 395,

397

risk, 74
Inflation-adjusted values, 333
Inflation risk, 74
Information, quality of, 515
Information resources:

for competitive analysis, 12-13

for energy analysts, 12n

press releases, 12, 13, 501
Inguigiatto, Bob, 259
Initial public offering (IPO), 6, 517, 547
In perpetuity, 247, 249, 255, 281, 482, 483

Institute of Business Appraisers, 518n
Institutional Investor, 80
Institutional investors, 25, 241, 437, 445
Intangible assets, 10, 302, 400, 404, 419n, 468,
498-501, 561. See also Goodwill; Patents
Intel Corporation (NASDAQ-GS:INTC),
6-7
Intellectual property, 10
Interest:
carried, 545n
expense, 168
income, 167, 217, 305
minority, 427
rate risk, 54
Internal rate of return (IRR), 46, 259
International accounting standards (IAS), IAS 38,
536n
International Business Maclines IBM) case
illustrations:
cost of equity, 78
dividend discOHune model, 268, 274
forward P/ cai-ulations, 377-378
ROE, PP AT formula and, 280-281
weighted average cost of capital, 81
Internadonal Energy Agency (IEA), 12
nternational Federation of Accountants,
international standards on Auditing 240, 7he
Auditor’s Responsibility to Consider Fraud and
Error in an Audit of Financial Statements, 14
International Financial Reporting Standards
(IFRS), 148, 407, 435-4306, 488, 502, 514,
517, 519n, 553
International Glossary of Business Valuation
Terms (IGBVT), 518n, 521, 521n, 539
International Standard Industrial Classification of
all Economic Activities (ISIC), 100
International stocks, 334
International Valuation Standards (IVS), 554
International Valuation Standards Council
(IVSQ), 518, 518n
Valuation of Intangible Assets, 554
Internet bubble, 390
Internet stocks, 390, 411
Intrinsic value, 2—4, 45, 519
Inventory:
methods (see First-in, first-out (FIFO); Last-in,
first-out (LIFO))
turnover, 172, 173
Inverse price ratio:
defined, 375
price ratios and, 376
Invested capital, 173
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Investment: Liquidity events, timing of, 547

balances, 521 Litigation, fair value and, 519

capital, 218 Litigation-related valuations, 518

held to maturity, 407
horizon, 4, 243, 244
management firms, 26, 28, 261
value, 5
value, fair market value vs., 4-5
Investment value, 519
Investors, short-term, 515-516
IPRD Practice Aid, 554
ISIC, 100

J
Johnson & Johnson, Inc. (JN]):

dividend discount model case illustrations, 275
US stent market, 119
Jones, Charles, 344-345
Justified price multiples:
defined, 365
method of comparables and, 365-366
P/B, 365-366
P/E, 257-258

K

Kansas City Southern Preferred 4% (KSU-P), 251
Key person discounts, 550

Kim, Roberta, 248

Koninklijke Philips Electronics N.V. (PHG)

L
Lam Research, 105-106
Larsen, Janet, 447449
Larsen & Toubro Ltd., retrias case illustration,
62-64
Last-in, first-out (LIFO), 574, 498
Law of one price, 364
Leading dividend yield, 423
Leading P/Es, 368
Leases, 468
Leiderman, William, 425
Leverage, 332
Leveraged buyout, 5
Leverage ratios, 385
Licenses, 10
Life-cycle stage, industry, 107
Life-cycle stage, private companies, 515
Lindt, 192
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P/E-to-growth (PEG) ratio, 387-388
Petrobas (PBR), valuation case illustration,
335-336
Petroleo Brasileiro (PBR), free cash flow valuation
case illustration, 335-336
Physical property, 10
Pitts Corporation, free cash flow valuation case
illustration, 314—318
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Price-to-book value (P/B), 399-410
based on forecasted fundamentals, 407—-408
determining book value, 401-407
valuation using comparables, 408—410
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chief variations of, 366



Index

591

cross-country comparisons, 395-397
defined, 367-368
earnings per share and, 367
forward, 368
Gordon growth model and, 398-399
historical, 393-395
inflation and, 395-397
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Straight-line depreciation (STD), 418
Strategic analysis, 109-128
barriers to entry, 111-113
competition, determinants of, 109, 111
competition in, determinants of, 109-128
industry capacity, 116-118
industry comparison, 125-128
industry concentration, 113-116
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Top-down investing, 18n

Torino, Flavio, 341-343

Total invested capital (TIC), 174

Toyota Motor Corporation (TYO), forward P/E
case illustration, 381
Trailing dividend yield, 423
Trailing P/E, 369-376
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low/no/negative earnings, 374-376
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understanding the business, 8-17
Valuation indicators, 442—449
harmonic mean, 442—444
multiple, using, 444-447
screening, 447-449
Valuation model:
absolute, 18-20
relative, 20-22
selection factors, 18-25
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