MAHAN BUSINESS SCHOOL [(* s

Tl 39 Fguan igh O 9,
LigS Olts guud S 2w yo0
1FeF yliwls



Al doesn’t replace financial analysts — it amplifies their intelligence
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Key Elements while writing a prompt:

Context — Brief Introduction to the topic
Expert Persona — Role or Expertise

Verbs — Guide the output required

Length and Output Type — Format and Structure
Task and Objective — Description and Goals
Tone — Mood for Output

Target Audience - Demographic

References — Information Sources

Purpose — Goal or Intention

Keywords — Terms and Concept

Notes - Additional Information
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Al doesn’t replace financial analysts — it amplifies their intelligence
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Return

roe = NatOtt on * xTrencil
J Assets J
ROE — Net Profit Sales Assets

Sales * Assets Equity

MeadergMoore
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Misconceptions about Valuation

N 1N
o Myth 1: A valuation is an objective search for “true” value

o Truth 1.1: All valuations are biased. The only questions are how much and
in which direction.

o Truth 1.2: The direction and magnitude of the bias in your valuation is
directly proportional to who pays you and how much you are paid.

o Myth 2.: A good valuation provides a precise estimate of value

o Truth 2.1: There are no precise valuations.

o Truth 2.2: The payoff to valuation is greatest when valuation is least
precise.

o Myth 3:. The more quantitative a model, the better the valuation

o Truth 3.1: One’ s understanding of a valuation model is inversely
proportional to the number of inputs required for the model.

o Truth 3.2: Simpler valuation models do much better than complex ones.
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o Intrinsic valuation, relates the value of an asset to its intrinsic
characteristics: its capacity to generate cash flows and the
risk in the cash flows. In it’s most common form, intrinsic
value is computed with a discounted cash flow valuation,
with the value of an asset being the present value of
expected future cashflows on that asset.

o Relative valuation, estimates the value of an asset by looking
at the pricing of '‘comparable’ assets relative to a common
variable like earnings, cashflows, book value or sales.

o Contingent claim valuation, uses option pricing models to
measure the value of assets that share option characteristics.
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DISCOUNTED CASHFLOW VALUATION

Expected Growth
Cash flows Firm: Gmwm in
Firm: Pre-debt cash Operating Eamings
flow Equity: Growth in .
Equity: After debt Net Income/EPS 2rm is |r: stabl;gtruwtrm:
cash flows rows at constant rate
\ forever
l Terminal Value
CF1 CF2 CF3 CF4 CFs CFn
Value | | | | | |
Firm: Value of Firm 1 | I 1 I I > —

Equity: Value of Equity
Length of Period of High Growth

Discount Rate
Firm:Cost of Capital

Equity: Cost of Equity
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Cash flows can be measured to
I

I
Just Equity Investors

All claimholders in the firm |
I I
EBIT (1- tax rate) Net Income Dividends
- ( Capital Expenditures - Depreciation) - (Capital Expenditures - Depreciation) + Stock Buybacks
- Change in non-cash working capital - Change in non-cash Working Capital
= Free Cash Flow to Firm (FCFF) - (Principal Repaid - New Debt Issues)
- Preferred Dividend
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K Multiples are just standardized estimates of

price...
Q/Iarket value of equi@ Market value for the firm Market value of operating assets of firm
Firm value = Market value of equity Enterprise value (EV) = Market value of equity
+ Market value of debt + Market value of debt
- Cash
Numerator = What you are paying for the asset
Multiple =
Denominator = What you are getting in return

Revenues Earnings Cash flow Book Value
a. Accounting | | a. To Equity investors a. To Equity a. Equity
revenues - Net Income - Net Income + Depreciation =BV of equity
b. Drivers - Earnings per share - Free CF to Equity b. Firm
- # Customers | | b. To Firm b. To Firm =BV of debt + BV of equity
- # Subscribers | | - Operating income (EBIT) - EBIT + DA (EBITDA) ¢. Invested Capital
= # units - Free CF to Firm = BV of equity + BV of debt - Cash
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FCFF (Free Cash Flow to Firm):
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FCFE (Free Cash Flow to Equity):
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