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It makes sense that the higher the cost of generating equity returns, the lower the value of that equity, i. Healy
is James R. Professor Palepu's current research and teaching activities focus on strategy and governance.
Understanding the variables and valuation should help you make better investing decisions. For example,
Jean-Marie Eveillard said in a interview: We never use discounted cash flows. In the area of corporate
governance, Professor Palepu's work focuses on how to make corporate boards more effective, and on
improving corporate disclosure. Buffett does not consider discounted cash flow either, because the way things
work, after 10 years you have a residual value which is often about half the net present value. There is strong
demand among business students for course materials that provide a framework for using financial statement
data in a variety of business analysis and valuation contexts. Then, you'll learn how to apply these tools in a
variety of decision contexts, including securities analysis, credit analysis, corporate financing policies
analysis, mergers and acquisitions analysis, and governance and communication analysis. The snapshot
earnings growth rates of Coke and Merck were probably much higher than  Cost of equity is the rate of return
demanded by investors to compensate them for business risk. Professor Healy's research includes studies of
the role and performance of financial analysts, how firms' disclosure strategies affect their costs of capital, the
performance of merging firms after mergers, and managers' financial reporting decisions. Managers, securities
analysts, bankers, and consultants all use them to make business decisions. Prior to assuming his current
administrative position, Professor Palepu held other positions at the school, including Senior Associate Dean,
Director of Research, and Chair, Accounting and Control Unit. So not only do you pretend to know what is
going to happen over the next 10 years but even beyond. Paul M. Graham vs. In theory, the best way to value
a stock is to estimate all of its future free cash flows on an annual basis and discount them at an appropriate
annual interest rate to reach a net present value. Still, at least the formula illustrates the two factors that go into
choosing an earnings multiple. It is accompanied by a business analysis and valuation software model
published by the Harvard Business School Publishing Company. Based on this work, he coauthored the book,
Business Analysis and Valuation: Text and Cases, which won the American Accounting Association's
Wildman Award for its impact on management practice, as well as the Notable Contribution to the Accounting
Literature Award for its impact on academic research. Best Sellers Rank Infomation Financial statements are
the basis for a wide range of business analysis. Valuation Requires Humility Not only is future cash-flow
growth uncertain, but so is the appropriate interest rate used to discount that future growth. The variables are
well known, as are the possible outcomes. No basic valuation model should be expected to accurately value
freakish outliers. Anyone who claims to know the future, who says they can tell you what the economy will
do, what earnings will be and, therefore, where the stock market is going is lying to you. Prior to joining
Harvard, Professor Healy spent fourteen years on the faculty at the M. This begs the question, how can you
determine the proper multiple? An investor in the higher-PE stock is willing to accept a 3.


