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Surviving on Wall Street is baptism by fire. ..
...as there is no training for the young analyst...

...or single book with what one needs to know. ..

...as the existing corpus of literature is a tangled
web of thoughts and ideas

We wanted to address that deficiency...

...by creating a familiar surprise
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“To sell something familiar, make
it surprising. To sell something
surprising, make it familiar.”

- Derek Thompson

L]

...my wife is a professor of finance at

University and, among others, she teaches a portfolio

management course with a student-run allocation of the university's endowment. She'd been
thinking about putting her own textbook together out of frustration--there was nothing that gathered
together the essentials in one place--but now | think you've saved her the trouble with your

outstanding new book.
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Book Overview

®  EES ®
* Determine intrinsic value "_ﬁ stz @
« Understand market price oD [ s &
* |dentify genuine mispricing
« Add Value through research s o P [
* Assess risk :
« Craft the perfect pitch i
®
sp2rp207
If | have seen further, it is by standing on
the shoulders of giants.
— Isaac Newton
— .
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How to Value
an Asset
How to Value a Business

[iil O
How to Evaluate 3

Competitive Advantage
and Value Growth
1T Vs
How to Think @
About a Security's
Intrinsic Value

Determine
Intrinsic Value

Damodaran
yq0n .
Valuation

Aswath Damodaran

COMPETITION

ALFRED RAPPARGET

mﬂw}iamnm T '- William Ackman
m.l.un.m_ m
CAETON
: INVESTING;
The Classic Bestseller o
on Value Investing g
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B 1 Strateey
How to Think About ond
Market Efficiency
I
How to Think @
About the : ¢ 11‘]1. ;
_ W|sdon'_tif_0mwds . '{ v‘ A . \Lnil}ﬂ!lléu
N | _.® ADAPTIVE THIN ICE :
HuwthhinkIHhuut MARKETS
Behavioral Finance -
L =
Understand ECONOMETRICA ot QUARTERLY
Market Price JOURNAL oF o
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The MOST
IMPORTANT i L
THING BLACK SWAN llﬂ)‘l]) !
TLLUMINATED MANAGERS
q l;abmli:.;:n.,a-
lh'»:dln
By B
Sassem Nicksalas Taleh 'Mi-!-im'
R Seeing
Common Stocks What Others
and Uncommon . Dom't
dentify Genuine i, ; it
Mispricing g : )
,"-"\.\ -—-i-L-J*—- g GARY KL r- N
i QUARTERLY
How to Add Value JOURNAL OF
Through Research ECONOMICS
How to
Assess Risk
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0 Everything ls
“ONCE FOU KNIOW THE ANSWER
How to Select
a Security
How to Organize
the Content
[T
How to Deliver
the Message
The Pitch NEVER i usts |
SPLIT THE Norve ARGUMENT - 5t9;|ytelling
» witl
DIFFERENCE Nt
NEGOTIATING AS e
IF YOUR LIFE e
BEPENBED ON IT
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. to create

..with very practical implications
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Key themes that we felt were important

« Valuation — determine a range for intrinsic value

* Market efficiency — understand how markets function to gain an edge
* Risk and uncertainty — understand and exploit the difference

* Pitching — get your idea adopted

We felt that these subjects had not been taught in a way that was useful to the
young analyst

9/27/2017 16
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What is the analyst trying to accomplish?

9/27/2017 17

Find a “clear the desk” idea

9/27/2017
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Started by reverse engineering the process

Dissemination Processing Incorporation
What is he : Why does he
looking at? How does he estimate value? T

Make ' " Process with  Arriveat Take Action
Observation Model Estimate (Trade)

' Dnmain—Speciﬁc
| Knowledge |

Facts . Expertise ]

What does What are his

he know? experiences?

9/27/2017 19
Quantitative
Objective Subjective

Market cap $2-810 billion

Fundamental 5 year growth >7%
50% of sales abroad

Underperformed index Strong competitive position

No financials or biotech Good capital allocation

Management owns stock

Valuation P/E below 20 Valuation less than industry Undervalued

9/27/2017
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Just bring me stocks that will outperform ...

“We try to find some set of statistics that motivate us to act.
The analogy | have always used is that when you go into the
beer section of the supermarket, you see 25 different brands
of beer. There's something that makes you reach for one
particular brew. In the parlance of the stock market, there's
some combination of return-on-equity, growth rate, P/E ratio,
dividend yield, and asset value that makes you act.”

— Graham & Doddsville interview with Leon Cooperman Fall
2011

21

How to address the PM’s criteria and craft the
perfect pitch

What the portfolio Steinhardt Variant |

manager is thinking " Perspective Framework | The Perfect Pitch

Is your view different ' ' .
How much can | make? ——» — Compelling return
from the consensus?

How much can | lose?  —— Are you right? — Accuracy of analysis

Is it too good to be true?  ——»{ What is the market missing? ——» Justify mispricing
How will the next guy .' When and why will the : dentify catalyst
figure it out? situation change? y y

9/27/2017
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Answer manager’s four questions

What the portfolio
manager is thinking

How much can | make?

How much can | lose?

Is it too good to be true?

How will the next guy
figure it out?

9/27/2017
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Develop a variant perspective

Steinhardt Variant
Perspective Framework

Is your view different
from the consensus?

Are you right?

What is the market missing?

When and why will the
situation change?

9/27/2017
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Craft the perfect pitch

The Perfect Pitch

Compelling return

Accuracy of analysis

Justify mispricing
Identify catalyst
9/27/2017 25
Disseminatedx Processed \/ Incorporated \/
. |nf0|'m ational advanta ge Information must be . Information must be . Information mustbe . Stack
dequateh d absent any incarparated into the Mispriced
disseminated systematic bias stock price
Disseminated \/ Processed X Incorporated /
L] An a |yt ICa | a dva nta ge Information must be —  Information must be —  Information must be g _Sm_:“
adequately processed absent any incorparated into the Mispriced
disseminated systematic bias stock price
Disseminated\/ Processed \/ Incorporated x
e Cost / tradin g advanta ge Information must be . Information must be . Information must be . Stack
dequateh d absent any incarparated into the Mispriced
disseminated systematic bias stock price
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Informational advantage

Know something the market does not know

Disseminatedx Processed \/ Incorporated\/

Information must be ——p Information must be ——p Information must be ‘

Stock

adequately processed absent any incorporated into the Mispriced

disseminated systematic bias stock price
9/27/2017 27
Analytical advantage

See something the market does not see
Disseminated \/ Processed x : Incorporated \/
Stock

Information must be —| Information must be ./ Information must be —5)

adequately processed absent any incorporated into the Mispriced

J

disseminated systematic bias stock price

J | I
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Cost / trading advantage

Willingness to trade when other investors cannot or will not

Disseminated/ Processed / Incorporated x

Information must be . Information must be . Information must be
adequately processed absent any incorporated into the
disseminated systematic bias stock price

Stock
Mispriced

9/27/2017

29

Delivery: appearance matters

9/27/2017

30

9/27/2017

15



A significant portion of the pitch is non-verbal

, 30-Second Two-Minute
First glance = = Small Talk : Q&A Goodbyes
Hook Drill
Height / Weight s Appeal Quality and Evidence
3 Voice pitch ] :
Attractiveness Handehaka of the idea persuasiveness Warrant Posture
Clothing Evecontac of arguments Backing Eye contact
Hair y Rebuttal Handshake
Posture s S
Glasses . : Conviction Professionalism
Facial Expression : ; . ;
Age Seri Enthusiasm Voice Tone Voice tone Politeness
: eriousness e ;
Facial features Gestures Conviction Defensiveness
9/27/2017 31
: : Underlying
Nagging Questions b
Is the situation analyzahle?
< Is he right in his estimate of the . .
time horizon and intrinsic value? Did he miss
anything?
Did he identify all the risks? .
Did he properly weight risks? Is he right?
s the ston alead ,.':F' Can I trust his
5 the story already :
priced into the stock? judgement?

9/27/2017

Will the event close the gap?

Can I trust his

|/ research?

Do | believe him? |

32
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Need to make it easy for the manager

9/27/2017
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The Pitch

* Slide deck - 8 slides!
« Basic financial information
* Explain what the company does
 Answer the four questions

* Pitch Pack
 Copy of presentation
 Reports you have written

» Company’s financial documents (Annual Report, Press Releases, important corporate
filings)

9/27/2017
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Thank you

www.pitchtheperfectinvestment.com

Paul D. Sonkin psonkin@pitchtheperfectinvestment.com Paul Johnson: pjohnson@pitchtheperfectinvestment.com
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