Finance 3003

Final Exam

Key Concepts

1. Chapter 5: Risk and Rates of Return

a. Returns

b. Stand Alone Risk

c. Probability Distributions

d. Risk and Return

i. Expected Return

ii. Risk: standard deviation

iii. Coefficient of Variation

iv. Definitions and calculations of each

e. Portfolio calculations

i. Diversity and it’s benefits

ii. Expected return

iii. Risk

1. standard deviation 

2. Beta

iv. All just weighted averages

f. Problems 1-7, 9, 14, and 16

2. Chapter 9: Cost of Capital

a. WACC

b. Components

i. Define and calculate

ii. Cost of Debt

iii. Cost of Preferred

iv. Cost of Equity and Retained Earnings

v. Floatation costs and how they change the results.

c. Estimating

i. DCF

ii. CAPM

iii. BYPRP Approach

d. Factors that effect the cost of capital

e. Problems 1-8, 16, and 17

3. Chapter 10: The Basics of Capital budgeting

a. Project classifications

b. Metrics
i. Be able to define, calculate, and discuss strengths/weaknesses

ii. Payback Period

iii. Discounted Payback Period

iv. Net Present Value

v. Internal Rate Return

vi. Modified Rate of Return

vii. Profitability Index

c. Projects

i. Independent

ii. Mutually exclusive

1. Project ranking

d. Problems 1-7

