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		Abstract

		This paper compares the market value of highly leveraged transactions (HLTs) to the discounted value of their corresponding cash flow forecasts.  These forecasts are provided by management to investors and shareholders in 51 HLTs completed between 1983 and 1989. Our estimates of discounted cash flows are within 10%, on average, of the market values of the completed transactions.  Our estimates perform at least as well as valuation methods using comparable companies and transactions.  We also invert our analysis and estimate the risk premium implied by transaction values and forecast cash flows, and the relation of the implied risk premium to firm-level betas, industry-level betas, firm size, and firm book-to-market ratios. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kaplan,  Steven Neil and Ruback,  Richard S., The Valuation of Cash Flow Forecasts: An Empirical Analysis (April 1994). NBER Working Paper No. w4724,  Available at SSRN: https://ssrn.com/abstract=226993
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Steven Neil Kaplan (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Chicago - Booth School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States
773-702-4513 (Phone)
773-702-0458 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				University of Chicago - Polsky Center for Entrepreneurship 

			

			
			
				
				
				
					Chicago, IL  60637
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Richard S. Ruback

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Harvard Business School  ( email )

			

			
			
				
				
				
					Boston, MA  02163
United States
617-495-6422 (Phone)
617-496-8443 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      892

			

		
		
		
			Abstract Views

			    8,795

		

		
		 
		
			Rank

			   49,426

		

		
	


	
		
            
            	       23 Citations
		

	

	
		
			
				       24 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,662

                                    

                                

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,565

                                    

                                    
                                        PAPERS

                                           40,905

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Evolution of Buyout Pricing and Financial Structure

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Jeremy C. Stein
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        How Costly is Financial (Not Economic) Distress? Evidence from Highly Leveraged Transactions that Became Distressed

                        
                            By
                                
                                
                                    
                                    Gregor Andrade
                                     and 
                                
                                    
                                    Steven N. Kaplan
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        How Costly is Financial (Not Economic) Distress? Evidence from 
Highly Leveraged Transactions that Became Distressed

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Gregor Andrade
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Voting Prohibition in Bond Workouts

                            
                                By
                                    
                                    
                                        
                                        Mark J. Roe
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Determinants of Professional Fees in Large Bankruptcy Reorganization Cases

                            
                                By
                                    
                                    
                                        
                                        Lynn M. Lopucki
                                         and 
                                    
                                        
                                        Joseph W. Doherty
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Distress and Bank Lending Relationships

                            
                                By
                                    
                                    
                                        
                                        Sandeep Dahiya
                                         and 
                                    
                                        
                                        Anand Srinivasan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Sales and Debt Capacity

                            
                                By
                                    
                                    
                                        
                                        Andrei Shleifer
                                         and 
                                    
                                        
                                        Robert W. Vishny
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Financial Distress and Bankruptcy: A Survey

                            
                                By
                                    
                                    
                                        
                                        Lemma W. Senbet
                                         and 
                                    
                                        
                                        Tracy Yue Wang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Value of Corporate Control and the Comparable Company Method of Valuation

                            
                                By
                                    
                                    
                                        
                                        John D. Finnerty
                                         and 
                                    
                                        
                                        Douglas R. Emery
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

