




About Me:
Professional Profile
• MBA from the Carlson School of Management, University of Minnesota.
• Chartered Financial Analyst (CFA), and Certified Financial Planner (CFP)
• Lecturer of Finance at the Eller College of Management, University of Arizona.
• Former Senior Lecturer of Finance at the W.A. Franke College of Business, Northern Arizona University.
• Former Chief Investment Officer, Idaho State Endowment Fund, State Insurance Fund and Judge’s 

Retirement Fund.
• Former Equity Portfolio Manager, Washington Trust Bank.

Community and Volunteer
• Volunteer Instructor at Osher Lifelong Learning Institute, Sedona and Tucson campuses.
• Former Board Member, Phoenix CFA Society.
• Career Day Presenter, Northland Preparatory Academy.

More about Matt
• Matt’s son is attending Northern Arizona University.
• Matt’s wife recently retired from teaching high school, and together they are figuring out how to be 

empty-nesters and snow birds in Tucson.
• In his free time, Matt enjoys golf, mountain biking, camping and fishing.
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Introduction to Valuation

• Your ideas: How do you value a stock?

Introduction to Valuation:



• The present value of future cash flows
• What money in the future is worth today 

Where:
• PV = Present Value
• FV = Future Value
• R = Rate of Return
• N = Number of Periods

The Present Value of Money



Discount Rates: What is appropriate?

• Cost of Financing

• Opportunity cost presented by other 
investments

• Typically: Risk-free rate + risk premium



Warm-Up: The Present Value of Money

Suppose you can earn a return of 1.75% on a 10-year U.S. Treasury Bond.
Would you rather have $975,000 today, or $1 million a year from now?

Warm Up Exercise A 



Warm-Up: The Present Value of Money

Warm Up Exercises: B

How much will $975,000 today be worth 5 years from now if invested at the 
same rate?



Valuation 
Models



Dividend Discount Model

• Discount all expected future dividend payments.

• The basic DDM equation is:

Formula Key:
• P0 = present value of all future dividends
• Dt = the dividend to be paid t years from now
• k = required rate of return 



DDM: Constant Growth Model 

• Assuming that the dividends will grow 
forever at a constant growth rate g.

• For constant perpetual dividend growth, the 
DDM formula becomes:

Formula Key:
• P0 = present value of all future dividends
• D0 = the dividend in year zero (now)
• D1 = the dividend in year one
• k = required rate of return 
• g = constant growth rate 



Warm Up: Constant Growth DDM

Warm Up Exercises: C & D 



Warm Up: Constant Growth DDM

C. Suppose a company paid a $5 annual dividend last year. With a constant 
growth rate of 2% and a required return of 5%, what is the price of the stock?



Warm Up: Constant Growth DDM

D. Suppose a company paid a $0.50 quarterly dividend last year. With a constant 
growth rate of 5% and a required return of 8%, what is the price of the stock?



Multi-Stage DDM

• The two-stage dividend growth model:
- Initial growth phase
- Perpetual growth stage

• The Two-Stage Dividend Growth Model 
formula is:

Formula Key:
• P0 = present value of all future dividends
• D0 = the dividend in year zero (now)
• k = required rate of return
• gs = initial growth rate
• gL = perpetual growth rate



Growth Rate: What is Appropriate?

The growth rate in dividends can be estimated by:

• Using the companyʼs historical average growth rate.

• Using an industry median or average growth rate.

• Using the sustainable growth rate.



Free Cash Flow Model

• Simple formula to calculate Free Cash Flow, FCF:

FCF = EBIT*(1-T) + Depreciation – Capital Spending –
Change in Net Working Capital

• Possible for: Net Income < 0 and FCF > 0 

• Depreciation and Capital Spending matter in FCF.

Formula Key:
• FCF =  “free cash flow”
• EBIT = “earnings before interest & taxes”
• (1-T) = “1 minus the tax rate”



FCF Approach: Inputs 

• Estimate FCF:
• Net Income
• Depreciation
• Capital Expenditures

• The growth rate of FCF
• The proper discount rate
• Tax rate
• Debt/Equity ratio
• Equity beta

• Calculate value using a “DDM” formula



DDM vs FCF 

• DDM
• Calculate a value of the equity only
• Use dividends, a cash flow only to equity holders
• DDM’s use the CAPM to estimate required return
• DDM’s use an equity beta to account for risk

• FCF 
• Calculate a value for the firm
• Free cash flow can be paid to debt holders and to stockholders
• We can still calculate the value of equity using FCF

• Calculate the value of the entire firm
• Subtract out the value of debt and preferred stock

• Use beta for assets, not the equity, to account for risk



Relative 
Valuation



Financial Ratios

• Reveal insights regarding profitability, 
liquidity, operational efficiency, and solvency 

• Great for comparison of companies within 
similar industries

• Great for comparison of companies of 
different sizes

Why do we use ratios?



Price Ratio Analysis 

• Price-earnings ratio (P/E ratio)
• Current stock price divided by annual earnings per share (EPS)

• Earnings yield
• Inverse of the P/E ratio: earnings divided by price (E/P)

• High-P/E stocks are often referred to as growth stocks, while low-
P/E stocks are often referred to as value stocks.



Shiller PE Ratio



Price Ratio Analysis 

• Price-cash flow ratio (P/CF ratio)
• Current stock price divided by current cash flow per share
• In this context, cash flow is usually taken to be net income 

plus depreciation.

• Cash flow can be more informative than net income.

• Earnings and cash flows that are far from each other may be a 
signal of low-quality earnings.



Price Ratio Analysis 

• Price-sales ratio (P/S ratio)
• Current stock price divided by annual sales per share
• A high P/S ratio suggests high sales growth, while a low P/S ratio 

suggests sluggish sales growth.

• Price-book ratio (P/B ratio)
• Market value of a companyʼs common stock divided  by its book 

(accounting) value of equity
• A ratio bigger than 1.0 indicates that the firm is creating value for 

its stockholders.





Case
Study



Case Study

GENUINE PARTS COMPANY
(NYSE: GPC)

Current Stock Price: $116.62



Cost of Equity: Terminology 

Source: corporatefinanceinstitute.com

• Risk Free Rate: Rate of return attainable with no risk, 
commonly the 10-year treasury bond

• Beta Coefficient: volatility of a security compared to the 
overall market (Market = 1.0)

• Expected Market Return: Rate of return investors expect

• Cost of Equity: compensation market demands in 
exchange for owning the asset and bearing the risk of 
ownership 



Application: Cost of Equity

Risk Free Rate (10 Year Treasury Yield)

Cost of Equity= Risk Free Rate + Beta * (Exp. Market Return – Risk Free Rate)

Excel Spreadsheet (Cell B8): =B4+B5*(B6-B4)



Application: Cost of Equity
Beta (measure of risk in comparison to overall market) 



Solution: Cost of Equity

Cost of Equity:
8.74%



Application: DDM Perpetual Growth

Stock Value = Dividend in first year (D1)/ Cost of Equity (K) - Growth Rate (G) 

Excel Spreadsheet (Cell B14): B13/(B8-B12)



Solution: DDM Perpetual Growth

Stock Price: $103.05



Sustainable Growth Rate: Terminology 

• Return on Equity (ROE) - measure of profitability in relation to stockholder’s 
equity. Calculated by dividing net income/ shareholder’s equity (assets-debt)

• Payout Ratio - Percentage of earnings that a company pays out as dividends

• Retention Ratio - Opposite of payout ratio. Percentage of net income kept as 
retained earnings 

• Sustainable Growth Rate - The growth rate a company can sustain without 
having to finance growth with additional debt or equity 



Application: Sustainable Growth Rate

Excel Spreadsheet (Cell E14): =E11*E13

SGR = Return on Equity (ROE)*(Retention Ratio) 



Solution: Sustainable Growth Rate

Sustainable 
Growth Rate:
8.27%



Application: DDM Two Stage

Excel Spreadsheet (Cell B27):  PV Terminal Value= PV(B8,3,0,-B25)

Excel Spreadsheet (Cell B28) : PV Dividends (1-3)= NPV(B8, C23:E23)

Excel Spreadsheet (Cell B25):  Terminal Value= F23/(B8-B19)



Solution: DDM Two Stage

Stock Price: $97.10



Free Cash Flow: Terminology 

• EBIT (“Earnings Before Interest and Taxes”) – Revenue minus 
expenses excluding taxes and interest, a.k.a. operating profit   

• Capital Expenditures (CapEx) – funds used by a company to 
acquire, upgrade, and maintain physical assets like property, plant, 
and equipment 

• Net Working Capital (NWC) – difference between operating 
current assets and operating current liabilities. Measure of 
liquidity, operating efficiency, and short-term financial health 

• Terminal Growth Rate – The rate at which a company will continue 
to grow in perpetuity (should not exceed GDP)



Where can I find this Info? 

• 10K (Annual), and 10Q (Quarterly) Reports – Reports 
pertinent business information, including financials

• Publicly traded companies are required by the SEC to provide 
information to their shareholders (and the public) 

• Commonly found within an “investors” tab on a company’s 
website 

• Read the fine print! 

• GPC Investor Relations

https://genuineparts.investorroom.com/index.php


Application: Free Cash Flows

Excel Spreadsheet (Cell B41):  RATE(2,0,-D39,B39)



Solution: Free Cash Flows



Application: Free Cash Flow Forecast & Present Values



Application: Free Cash Flow Forecast & Terminal Values

B48 = E46/(B8-B43)

Let’s do it together: Present Value Calculations in Excel 

B50 = PV(B8,3,0,-B48)
B51 = NPV(B8, B46:D46)



Application: Free Cash Flow Forecast & Terminal Values

Let’s do it together: Present Value Calculations in Excel 



Solution: Free Cash Flow

Stock Price: $149.90



Application: Multiple Valuation 



Application: Multiple Valuation 



Application: Multiple Valuation 

Question: 
What are the right multiples to use? How Does GPC compare to 
competitors?  



Application: Multiple Valuation 

Use average multiples (calculated above):
• P/E: 18.22
• P/S: 0.81
• P/CF: 13.66



Solution: Multiple Valuation 

Average Stock Price: $102.15



Application: Comparable Companies



Application: Comparable Companies

Use average multiples (calculated above):
• P/E: 22.7
• P/S: 2.27
• P/CF: 17.9



Solution: Comparable Companies

Average Stock Price: $180.96



Application: Valuation Summary

And finally: putting it all together! 



Solution: Valuation Summary



Conclusion: Your Rating 

As a new analyst, what is your investment recommendation?



https://www.wtwealthmanagement.com/team/matt-haertzenFind us here:

https://www.wtwealthmanagement.com/team/matt-haertzen


WT Wealth Management is an SEC registered investment adviser, with in excess of $100 million in assets under management (AUM) with offices in Flagstaff, Scottsdale and Sedona, AZ along with Jackson Hole, WY and Las 
Vegas, NV.

WT Wealth Management is a manager of Separately Managed Accounts (SMAs). With SMAs, performance can vary widely from investor to investor as each portfolio is individually constructed and managed. Asset allocation 
weightings are determined based on a wide array of economic and market conditions the day the funds are invested. In an SMA, each investor may own individual Exchange Traded Funds (ETFs), individual equities or mutual 
funds. As the manager we have the freedom and flexibility to tailor the portfolio to address an individual investor’s personal risk tolerance and investment objectives – thus making the account “separate” and distinct from all others 
we manage.

An investment with WT Wealth Management is not insured or guaranteed by the Federal Deposit Insurance Corporation (FDIC) or any other government agency.

Any opinions expressed are the opinions of WT Wealth Management and its associates only. Information offered is neither an offer to buy or sell securities nor should it be interpreted as personal financial advice. Always seek out 
the advice of a qualified investment professional before deciding to invest. Investing in stocks, bonds, mutual funds and ETFs carries certain specific risks and part or all of an account’s value can be lost.

In addition to the normal risks associated with investing, narrowly focused investments, investments in smaller companies, sector and/or thematic ETFs and investments in single countries typically exhibit higher volatility. 
International, Emerging Market and Frontier Market ETFs, mutual funds and individual securities may involve risk of capital loss from unfavorable fluctuations in currency values, from differences in generally accepted accounting 
principles or from economic or political instability that other nations experience. Individual bonds, bond mutual funds and bond ETFs will typically decrease in value as interest rates rise. A portion of a municipal bond fund’s income 
may be subject to federal or state income taxes or the alternative minimum tax. Capital gains (short and long-term), if any, are subject to capital gains tax.

Diversification and asset allocation may not protect against market risk or investment losses. At WT Wealth Management, we strongly suggest having a personal financial plan in place before making any investment decisions 
including understanding personal risk tolerance, having clearly outlined investment objectives and a clearly defined investment time horizon.

WT Wealth Management may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration requirements. Individualized responses to persons that involve either the 
effecting of transactions in securities, or the rendering of personalized investment advice for compensation, will not be made without registration or exemption. WT Wealth Management’s website is limited to the dissemination of 
general information pertaining to its advisory services, together with access to additional investment-related information, publications, and links.

Accordingly, the publication of WT Wealth Management’s website should not be construed by any consumer and/or prospective client as WT Wealth Management’s solicitation to effect, or attempt to effect transactions in securities, 
or the rendering of personalized investment advice for compensation, over the internet. Any subsequent, direct communication by WT Wealth Management with a prospective client shall be conducted by a representative that is 
either registered or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.

A copy of WT Wealth Management’s current written disclosure statement discussing WT Wealth Management’s registrations, business operations, services, and fees is available at the SEC’s investment adviser public 
information website (www. adviserinfo.sec.gov) or from WT Wealth Management directly.

WT Wealth Management does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated third party, whether linked to WT 
Wealth Management’s web site or incorporated therein, and takes no responsibility therefor. All such information is provided solely for convenience purposes and all users thereof should be guided accordingly.

Disclaimer:


