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Financial Statement Analysis: A Valuation Approach
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14.4 CasH FLOW VALUATION OF FIRMs WiTH ESOs 337
We simply generalize this expression, in the same way as we did for the free cash flow model, to be Add
COMEQUITY =0pN4, + Y NOPAT, —k OPNA, _ 5o GRANT, (1= Tpsp)
t=l a ""(’r)r =1 A +k)

. 14.
+ NONOP - DEBT = ESO - (1 - Tgg0) — OCAP a2

Once again, the superscripts (') indicate the amount is to be defined without regard to any ESOs. As
we estimate OPNA', | for each period in the forecast, we must exclude any of the forecasted ESO
exercises, even though those would increase the firm’s book value.!¥ Similarly, NOPAT," must not
include any charge for the ESOs. Once we have valued the core operations, incorporating the ESOs
is the same under residual income valuation as it was for the free cash flow model, and the result is
identical.
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