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Introduction


Wal-Mart has remained at the forefront of their industry by offering products and services at prices unheard of by their competition. In order to offer preferred pricing, Wal-Mart has to determine the values of these services and products that will not only benefit the company, its employees and stockholders but also the customers.  “Valuation is the process that links risk and return to determine the worth of an asset” (Gitman, 2006).  By assessing the valuation of their capital, Wal-Mart is able to justify their pricing and spending while minimizing their debts and errors.  “There are three key inputs to the valuation process: (1) cash flows (returns), (2) timing, and (3) a measure of risk, which determines the required return” (Gitman, 2006).  Understanding and determining these inputs and the appropriate capital valuation model is essential in deciding on the appropriate prices for their assets which will prove beneficial to Wal-Mart.  

Equity Justification


The current market prices for Wal-Mart’s equity can be justified through the use of the different capital valuation models.  The Basic Valuation Model states that “the value of any asset is the present value of all future cash flows it is expected to provide over the relevant time period [which can be any length of time]” (Gitman, 2006).  In using the Basic Valuation Model, the asst’s value is “determined by discounting the expected cash flows back to their present value, using the required return commensurate with the asset’s risk as the appropriate discount rate” (Gitman, 2006).  Using the Basic Valuation Model, one can determine see “regardless of the pattern of the expected cash flow from an asset, the basic valuation equation can be used to determine its value.”


The constant growth model is “a widely cited dividend valuation approach that assumes that dividends will grow at a constant rate, but a rate that is less than the required return.”  The variable-growth model is “a dividend valuation approach that allows for a change in the dividend growth rate” and “because of changing expectations, it is useful to consider a variable-growth model that allows for a change in the dividend growth rate [unlike the constant growth model].”  
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