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While there are many approaches to determine the appropriate discount rate depend-
L the cash flowsito bedisconn e it concept of WACC is the most commonly used
methodology and enjoys broad acceptance.!? . :

Sometimes, risk adjustments in addition to the risk premium already captured within
the WACC are discussed to reflect facts and circumstances specific to the market or the
valuation object; for example, a country risk premium, a small firm premium or an infla-
tion premium. j : :

The country risk premium is usually derived from a comparison of two countries’ bond
rates (i.€., as a country bond default spread). It considers the additional risk that a specific
country with an immature market may present in comparison to the mature markets from
which the financial information to determine the WACC has been derived; for example, a
WACC based on US-listed companies is adjusted to reflect the different risk of an invest- '
ment in an emerging country with little historical data or data too volatile to yield a mean-
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This decomposition shows that PE ratios depend on investment policy ,(pbpr,how e - ;;
of earnings is reinvested in each period) and growth g as well as risk, Wh1ch aﬂ'ectslchq :
dicount rate r."” Therefore, when applying PE ratios in a valuation, the assets in the com-
pasables set should embed similar investment policy, growth and risk expectat Bk
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