Finance 7003
Key Concept Outline

1. Risk and Return: Portfolio Theory and Asset Pricing Models
a. Measuring Risk and Return
i. Measuring Risk and Return of an asset

ii. Measuring Risk and Return of a portfolio

iii. The implications of correlated assets in a portfolio
1. No correlation, perfectly correlated, and negatively correlated.
b. Efficient set or Frontier of optimal portfolio choices
i. With and without a risk free asset
c. Capital Market Line
d. Capital Asset Pricing Model

i. Assumptions and Implications for these

ii. Current Status

iii. Implementation and calculation
e. Additional insights to risk and return

i. Diversifiable, company/industry specific, or non systematic risk

ii. Non-diversifiable, market, or systematic risk

iii. Total risk

f. Multi-Factor Asset Pricing Models

i. Background and implications

2. Financial Derivatives: Option pricing models

a. Types of options and characteristics of options

b. Factors that effect the value of an option

c. Pay off diagrams

d. Binomial model and the introduction of riskless hedge

e. BS OPM

i. Assumptions and implications

ii. Calculation

3. The cost of capital

a. WACC

i. Components

ii. Determining component values and weights

1. Estimation techniques

b. Factors that effect the WACC of a firm

c. Adjusting WACC for project risk

i. Risk premium

ii. Betas

d. Floatation costs

e. Problems to avoid

4. Capital budgeting: cash flow estimation and risk analysis
a. Project classifications

b. Four steps of capital budgeting

c. Decision Rules or Capital Budgeting Metrics

i. Calculations

ii. Advantages and Disadvantages of Each

d. Identifying the relevant cash flows

i. Incremental cash flows

ii. Depreciation

iii. Sunk costs

e. Evaluating Capital Budget

i. Inflation concerns

f. Project Risk analysis

i. Stand alone risk

1. sensitivity analysis

a. what to use and why.

2. scenario analysis

a. what to use and why

3. Basic of simulation

4. Basic of Decision trees

ii. Corporate risk

1. Coefficient of variation of the project

2. correlation of the project with the current portfolio of assets

