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About Equity Risk Premium 
(ERP)1

 

𝐸𝑅𝑃 = 𝑟௘ − 𝑟௙

Where : 𝑟௘ = Cost of equity 

𝑟௙ = Risk-free rate 



ERP Measurement 
Techniques 

 
 

 

 

 

 

 

 

 

Implied ERP3  

    
    FCFF 

𝑉ி஼ிி = ෎
𝐹𝐶𝐹𝐹௜
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௡

௜

 

Where : 

𝐹𝐶𝐹𝐹௜ 

𝑊𝐴𝐶𝐶 

 
= Discretionary cash flows available 
    to all financiers 
= Weighted average cost of capital 

       

     FCFE 

𝑉ி஼ிா = ෎
𝐹𝐶𝐹𝐸௜

𝑘௘

௡
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Where : 

𝐹𝐶𝐹𝐸௜

𝑘௘ 

 
= Discretionary cash flows available 
    to equity financiers 
= Cost of equity 

  



WACC 

𝑊𝐴𝐶𝐶 =
𝐷

𝐸𝑉
× 𝑟ௗ × (1 −  𝑇) +

𝐸

𝐸𝑉
× 𝑟௘ 

Where:

WACC 
 EV 

D 
Rd 
T 
E 

re 

= Weighted average cost of capital 
= Enterprise value 
= Market value of net debt 
= Cost of debt 
= Tax rate 
= Market value of equity 
= Cost of equity 

     

Cost of Equity 

𝑟௙ = 𝑟௘ + 𝛽 × 𝐸𝑅𝑃 

Where: 

rf 

β  
ERP 

 
 
= Risk-free rate 
= Systematic risk 
= Equity Risk Premium 

     

ERP 
𝐸𝑅𝑃 ௜௠௣௟௜௘ௗ =

𝑟௘−𝑟௙

𝛽
 

Market Approach  
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𝑟 − 𝑔
 

𝑉଴ =
𝐶𝐹ଵ

𝑟 − 𝑔

 



Excess EV/EBITDA Cap Rate vs ERP December 2023 
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About AN Valuations 

 
 
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 
 

 



Disclaimer 


