CH 1 & 2
1. Define intrinsic Valuation?= Value of an asset being the present value of expected future cash flows

2. Define Relative Valuation? = Looking at comparable firms typically within the same industry  through common variables such as BV, P/S,
3.  Contingent Claim Valuation? This uses options pricing models to measure the value of a company through it’s assets(think of a start up with no cash flows or comps wtf you gonna discount or compare it to so you got no choice to value the assets of that company)
4. Advantages and disadvantages of DCF?ADV: less bias or exposed or exposed to market moods and perception(think buffet), you must understand the underlying business model and characteristics of the firm, You are theoretically  immunized from market sentiment  granted you have a long time horizon period you gotta be sit and hold type investor in that regard( think of last January when tech sector took a beating some undervalued tech stocks cause they got swept in tech sector bear market)

DISADVANTAGE: You need way more inputs for this to be successful and it becomes difficult to assume which inputs are  the right ones for that particular sector and security, Inputs can be manipulated AF(Think Tesla analyst going long ), Not for sure that anything will emerge as under valued or over valued ask PC about this one.
5. When does DCF Valuation work best? Best time to use is when you have assets that generate a steady series of cash flows ( think of Costco)
6. Advantages and Disadvantages of relative Valuation? You’re gonna be in sync with the market sentiment and perception thus reflecting marketing perceptions think of Cannabis sector last October, Great for IPO and M&A cause it makes a lot easier to value our target firm( For example think Uber and Lyft your gonna use them to value each other), PC* you’ll be getting a more reasonable valuation if you consider reasonable what people are willing to pay, Effective for momentum based strategies

DISADVANTAGES: Assumes markets in the aggregate are correct but individual securities are severely mispriced (ASK PC but assume this is like valuing Goldman Sachs using Lehman brothers in 2007 very bad cause what your comparing it is severely overvalued), Portfolio made of undervalued stocks on RV basis could still be overvalued but will just be less over valued  than others(When the market is valuing  an sector incorrectly RV is not helpful), Denominator is inconsistent across companies (think two tech companies with severely different capital structures  will definitely be valued differently and have to have consistent business model to match up with their structure)
A. BEST TO USE :
B. large # of comps available so that way you can narrow down specific characteristics if I got 2 companies that I can compare to that’s gonna be fucked up for me cause they can have really different characteristics
C. Short time horizon your constantly just waiting for the next earnings report to adjust you valuation
D. Based on relative benchmark (this the slide answers)

7. Advantages & disadavantages of Contigent Claim Valuatiion?
ADV:
A. Allows you to value assets of a firm you normally would not be able to (you got no cashflows or accurate comps some random fkn startup)
B. More risk variability can increase value rather than decrease
C. Gives an insight to drivers of Value
DISADVANTAGE:
A.  Many of the inputs are difficult to obtain
B. Derive Value from underlying assets now how the fuck you gonna that asset value is the question ( imagine it’s a software things begin to get tricky)
C. Dangers of double counting
CH 4,6 and 8
1. What is estimation uncertainty? I doubt hell ask this shit at you could have the probability of “wrong
2. model” or estimated inputs incorrectly within this model
3. What is the difference in derivation between CAPM and APT? FOR SURE HE ASKING THIS ONE

A. CAPM model makes the most restrictive assumptions and assumptions (no transaction costs, no private info) and is most simple model to use
B. APT & Multi model make less restrictive assumptions but are more complicated to use in terms of what inputs to use
C. Proxy Model : dependent upon historical returns and says that higher return firm must be riskier than lower return firm( SUCH FKN BS but whatever)


4. Understand discrete vs continuous uncertainty? 
Discrete is dormant uncertainty that is not constantly being updated think of broken pipeline or Venezuela while continuous is something that needs to be constantly updated


5. If asked to estimate interest free rate three concepts we need to know 
A) Time horizon Matters : rf expected will depend on when cash flows are expected to occur
B) Currency Matters: RF is currency specific
C) Not all government Securities Risk free: (Think Venezula)

Most likely tested theory and calculations you really gotta know this by heart
Really he would ask Is 5 year treasury risk free?   No fluctuations in interest rate would leave you exposed to reinvestment rate in the bond and only a 5 year zero coupon bond is completely risk free this is referred to as a treasury indexed security (TIPS) allows for combination of no default risk and guaranteed real return
PC* What rate to use when discounting US dollar? Slides say in theory 30 year rate but in practice the 10 year bond is much better due to liquidity, and also getting other inputs such equity risk premiums , default spreads is much easier than the 10 year rate
What are we implicitly assuming about US treasury when we use any of the treasury numbers?
3 different tests for risk free rate
3 different approaches for calculating Spread
A.Dollar or euro denominated bonds: country bond rate – US t bonds
B.CDS spreads: CDS country yield- US cds (one  catch is risk of counter party risk default of default and one advantage  spreads are easily available and often updated)
C.Sovereign based ratings: when the first two don’t work use this basically use average spread for other countries
with the same sovereign rating for example good luck trying to get spread in Syria or North Korea good luck so th
How 
TEST 1
Risk free rate in US dollars this shit above is what we just covered.
Test 2
RF in Euro Rates
Difference in rates will be due to default risk and theoretically best to use lowest one in or EURO central Bank(this the best one since they control money supply for all of EURO)
RF=Nominal Bond Rate- default spread

TEST 3 
RF in Indian Rupees IDEK what he could ask about this so quickly ask about this in class?
Takeaway to RF you must subtract out default rate from nominal bond rate
TEST 4 ASK PC what theory from slides 19 to 21 could he ask?

Which slide is best used for
DISCOUNT rate 2
NoiSY ESTIMATES: lack of time in terms of collecting enough data 10-20 years simply not enough but rather we need like 80 years

Discussing ERP for Corporate Risk Premium understand difference between all 3 COULD BE TTQ?  AND WHICH is best in each scenario

Approach 1)If you do 

Approach 2) understand

Approach 3)assuming  different risk in terms of  CRP includes the lambda for CRP ( Why do we need to use a lambda? Not reasonable to use beta

Use of risk management products:

Government national interests:
SURVIVORSHIP BIAS: Pushes up historical premiums an example of this is removing data that is unfavorable for you so it statistically skewes your result for example look at the hedge fund index looks good but doesn’t take into account all the funds that went bust that’s how they be scheming
Slide 34 How should we decide country risk premium? And only affects approach number 1 and 2 could be  one question like this

Slide 42 five ways to  calculate ERP ask about the
1) constant exposure to CRP location CRP
2) constant exposure to CRP operation CRP
3) 
What kind of question could he ask
How will number 1 affect you   use if everybody using number 1 and you use number 2 the value you get from approach of using higher value  you approach number 1 will give an overvalued approach relative to the market ask him about this tomorrow

Slide 42
Slide 43
 slide 44 important to note you to make the price equal to index  think of it as a bond

Spent good amount of time on 48 and 49


Slide 45 calculation and how to do last step which is find out implied ERP
Write out the formula  and solve for  Implied ERP
We are all doing because we don’t want really trust the historical premiums real thing is how can you be certain youre growth rate is rate which is really an issue because how can  we be certain that the projected cashflows are correct going to be correct

Slide 53
Why is average  implied premium better because it gives you smoothe out average and aid in removing  statistical noises Could be an MCQ?

Again look at slide 53 for calculating ERP
Slide 54



IF you are using location crp this will overvalue
Calculations
About 8 formulas so expect at least one question on each as well as theoretical understanding for each one. Go over later tonight>
Things he mentioned in class that I remembered
[bookmark: _GoBack]*Possible that he may ask ABOUT RCY will it be Calculation or theoretical? Ill assume it’s gonna be most likely calculation
100% will be tested he legit said it
*Real interest rate =nominal-inflation*
*EXACT real interest rate use fisher formula = look that up
Arithmetic best used for simple and very short term period

Geometric formula= [(1+R 1)(1+R 2)…(1+R n)] 1/n−1
What are the two problems with these approaches basically just know slide 35
Focus on just revenues:

Exoposure not just based upon beta: youre assumption can be really wrong



Just in case he asks a theory question: he main benefit of using the geometric mean is the actual amounts invested do not need to be known; the calculation focuses entirely on the return figures themselves and presents an "apples-to-apples" comparison when looking at two investment options over more than one time period. Geometric means will always be slightly smaller than the arithmetic mean, which is a simple average.

KEY TAKEAWAYS
· The geometric mean is the average rate of return of a set of values calculated using the products of the terms.
· It is most appropriate for series that exhibit serial correlation. This is especially true for investment portfolios.
· Most returns in finance are correlated, including yields on bonds, stock returns, and market risk premiums.
· For volatile numbers, the geometric average provides a far more accurate measurement of the true return by taking into account year-over-year compounding that smooths the average.

Part 2 short answer theory based explain this
2 long calculations
1.one definitely ERP solve for R basically know how to do slide 53
2. the other who knows

MCQ
1. Misconeptions of valuation we think this objective but there is no true valuation slide 3
2.Bermuda triangle sense of valuation
3. talk about using  implied ERP your not actually trying to calculate FA but rather to calculate relative valuation
B result definitely

3 types of valuation
DCF best for long term
RV for short 
Know how to calculate GEO and arimethic
ERP big one solve for 

CAPM is just theory

1
2. treat same as beta
3.treat differently than country wide beta you can never apply location based for lmbda
We can write

RP from relatively 

Discount Rate 
Things should be consistent  slide 2 nominal with nominal rates and real with real rates

Slide 6 what is the differce  between  all 3
5.What can proxy do that camp cant?
First 2 are based on mkt risk cause ppl are diverysfying their risk
The significant difference is that assumption for first 2  everything  is based on diversification and market risk
What is special about the third one proxy assumes what if people arent diversifying 
Re investment rate has to equal  ytm in what circumstances does ytm equall re investment rate?

6.Why don’t we use 30 year and use 10 year get ready to answer that specifically?


7.Slide 13 three ways to calculate each and when is each one effective 
8. slide 19
8.Slide 22
9.Slide 23 
10.Slide 25 historical risk premium
11. Difference between both arithmetic and geo metric which one is smaller

12.How to calculate CRP slide 30

Slide 31 which ERP for country to use simple based calculations

Slide 37



