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7. See Stewart (1991) page 320 for further
details.

8. Clean surplus accounting implies that
there are only two items that affect the book
value of equity, comprehensive income and
dividends. For ease of clarity we will assume
that comprehensive income is equal to net
income.

9. See Ohls on (1995), Feltham and Ohlson
(1995) for the detailed explanation of the
theoretical formulation of the RI model. See
Penman and Sougiannis (1998) and Nissim
and Penman (2001) for a comparison of the
discounted dividend, free cash flow and RI
model.

10. We use realized earnings and dividends
as a forecast for earnings and dividends. We
obtained this information from Wal-Mart's
published annual reports. We have assumed
that there were 2,300 million shares
outstanding from 1987-2002. We have also
assumed a 12% cost of capital.

11. See Taylor, Samson, and Gup (2001) for
a discussion of how changes in the
continuing value will change the intrinsic
value calculations.

12. If forecasted earnings and dividends are
the same, then the RI and AEG model should
yield the same valuation model. The
difference between the two models is due to

rounding errors.
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3.In the accounting literature residual
earnings have also been called abnormal
earnings. See Palepu , et. AL(1996), Chapter
7.

4 Damordaran, 2001.

5. John D. Stowe,” Analysis of Equity
Investments: Valuation", et. al, 2002.

6.Hirst and Hopkins, Earnings:
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Equity Valuation, AIMR, (2000).





