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*Population vs. sample

emean

svariance, standard dev.
ecorrelation, covariance
*Regressions R2,

*Risk aversion

eportfolio: expected return,
variance, standard deviation
*Systematic vs unique risk
Diversification

Perfectly diversified portfolios
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Part |1

CAPM
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Estimating beta from market data
Estimating beta from population data
*Beta of portfolio

*Beta and leverage
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Calculating, using CAPM
*Risk premium
*Risk-free rate

*Minimum variance frontier
*Efficient frontier

Capital market line (CML)
*Security market line (SML)



Part 111 - VValuation

Estimate beta of stock: /. Unlever 4 to obtain £,. Solve for f, in:
Either: _ . D,
«Calculate covariance of stock with | APV: Constant debt amount: Pe =Bat E (Ba=Fp)L-Tc)
market and divide by market variance or L
*Regress stock returns on market returns D
° WACC: Constant debt proportion: Bz = B, + E—L(ﬂA - b5)
L
v
Calculate r, using CAPM
Forecast all-equit APV Constant _ _ e CEIE I
cash flows (?:F)y amount of debt Fy =1T; +IBA(rm I’f) proportion of debt
Calculate WACC from r,:
Calculate V, = E + Dy WACC =, - D, Tor
. Discount all-equity after-tax CF D +E,
using r,.
. Add PV(tax shield) = T. x D, v
Calculate V  =E + D, :
_| <Discount all-equity after-tax
| CF using WACC
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Part IV - Derivatives

~ Concepts > Binomial pricing

*Types of derivatives: Forwards, Swaps, _

Futures, Options C - SA + B

*American vs European option

*Delta hedging A . Cu — Cd _ UCd —dCu

*General payoff structures - ) - -

*Replicating strategy/Noarbitrage (u — dﬁ (U — d)(1+ I‘)
Put-call parity Black Scholes pricing

C=SN(x)-Ke N(X—G\/T—),

C=S+P-K/(+nT llog (S/K )+ (r + 24T |

where x =
oNT
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