EMBA test 20070621
EMBA 98 R07954085
6/ 27/ 2007
NPV ver sps40RR
1. I nternal RaRR of Return
The internal rate of return is defined as otwe discol
to its outfl ows. I n other words, the internal rate
The | RRs A maBdPrej ekbown bel ow
Year (Ptr)YophecProBect
0 ($17,00937,000)
1 8,000 2,000 | RR{L5 . | 6%
2 7,000 5,000 | RR{L4. 169 %
3 5,000 9,000
4 3,000 9,500
The I'RR method of capital budgeting maintainsofthat
capi tal. Strict adherheenrc editca atthee tIhRRR maitthuat d o weixa |
the basis ofl ft he hgowetveesrt, | RRhe proweuatltd eheomat
A.
One shortbhemingepohfal rate of retecai vedthrmae 1i¢i meaIt
internaétumabhe which is not usually true.
2. Net PresBHRY Value
This value represents the valBEueA tohre . MMAOj ect add to
WA CC = 11%
Pr oj eAc T Ti me periofd: 1 2 3 4
Cash | fll7o0w]}:0 08, 00 7,000 5, 000 3, 00]0
N P Y =%$1,5)20. 71
ProjBRct Ti me periold: 1 2 3 4
Cash | tll7o0w}:0 02, 00 5,000 9, 000 9, 50]0
N P \BY - $1, 69p8.58
Both o% tNaPkwe>0 We woul d only accept Projec
3. The crossowV&r rate = 12.18
() Di scawmnte ddAd_edt8%Pr oject A
()Discount pPalAecgqgez.tR @B
()Discount ©Paltedi l2erl8/t bet ween these t wo
. p. 427
1. Define increment al cash fl ow
()The netatashltt ealml a nvest ment project
2. unk coshcrement al cash flow
()A cash outlay thatdhababal caadgt bbenr et
regardless of whether the project i s
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3. Opportunitgccement cash fl ow
()The return on the best alternative usSeEe
not be earned i parftuinguslogae et i nvested i1
().
projeapital budgeting

Sunk cosntcr ement cash fl ow
NPV p. 427, 437

1.Vv=0.55, FC=5k/month, Q=100%k
()Total <cost Ok 5k1*51k+0. 55*10
1.Average cost = 115k/ 100k = 1.15
()Capibhwdgeti iFrdC Q
1. TC=VC+HKXC partial analysis

( IMa.r gi nzgllg: V< =t0.55
0 1Q
(2)F.©sunk costincremental cash flow

2. TR=p*Q partainall ysiMar gi nalﬂJ—QRr:epr/iGenuez

3. pce < averagepcoste Gl mhs)ginal cost ((
Mar gi nal revenue > Marginal cost

2 . 2> Q 1 P

() NPV=f(Q, P, FC,V, R, Economic. .)

(). Q MR>M@ositive increment al ca
NPV Q NPV

.Acount i-ev@g nBQaesakkv B el anka n c teavle nBr e a k
Capital Budgeting
Q Q OCF NPV

sunk cost.
1. Cash f leowwe nb:r eak
().
I nfl ow=®uGFsl=0w
() NPV<S0 | RIRED

FC
() .QCBE

2. Accountiemgnbreak

Account =0
and Dep

p- Vv
3. Financialenbreak
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(). NPV=0
(). lo

()_Qggﬂ
p-V
4. Capital budgeti ndqRR, &ayWNackbk, D. O. L.
Financialenbr e@ k Financiealknbreak
NPV=0 NPV

. CAPMapital Asset Pricinpg. 8d% I

1. A mode based on the proposition that any stock’ s required rate of return is equd to
the risk-free rate of return plus arisk premium that reflect only the risk remaining
after diversification.

2. : William Sharpe John Lintner Jack
Treynor Jan Mossin
3. CAPM
4, CAPM
FAMA-FRENCH CAPM

(REQUIRED RETURN OF EQUITY)

ki:RFk'M—(ka)Bi
ki I
kRF
Bi Bet a [ systemabimizﬂwk
Var(rm)
km m
kw— e Mar ket Ri sk Premium
1. l ow riskrand | ow retundexhifgmd
ri sk and high return
2. Asset All ocation
(). Dominant principlMarkowi tz Efficient
Efficient Portfolio
1. index fund
stock index fund + OCT +risk free
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Treasury bond
2. bond + risk free

o
.G
» (risk)
3.
().
1.
2 o kei s a
wei ghtedg-Jwk rage
i=1
(). Ri sk Averse

Ef ficient Portf ol

.Systematic riskstematic pi3s&7
1. Mar ket ri sk i-di wmeé si fkinoavtni @ars miosk , or syst
ri sk that remains after diversification.

2. CAPMbet a

().

ok kP

(). B =

Capital pu4deting

W

Poauditing
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.Bl axckhol es pricing modevolatilopy¥i on

trading

1. calolpt pompti on
Cal | or PRut=f (S, E, rf, T,Bl as<bkol e pricing
mo 8 e Call or Put

LAssumpti on
|l ognoyr,onal ,

No dividend
No Arbitrage

AN AN AN AN AN AN~
— N N N N

r

(). C=S" N(d,)- Ee""N(d,)
(). P=Ee"N(-d,)- S"N(-d,)
o In(S/E)+(r +s 2/2)T

2
Oy art:dln(glE)+(r-s/2)'I'=dl_sﬂ/?
sAT sAT
2. vol atilopgtyi on trading
()Option trading volatility
()Vol ata | ity
1. B-S sAT
(1Pama(1965) & Franch(1980)
( 2V)o. ll dttiy T=250
2.Hi storical wvolatility
(1). iiiddentical independent distribu
(2Qaflss E, rf STEgrf , D
3.l mplied volatility
4. Time premiobmtil ity

. |l nt erest ReameesitsnenBond skt ebPorbti on
i mmuni”zati on

1.
2. Bond (1)reinvestment risk and (2)interes:s
() Lontger m>»bmotner est ri sk
() Shdretr m>beoinmvest ment ri sk
3. n ither nal i mmuni zahi opur e
di scount bond, dwuration = n
()i fr>reinvest me Wt
()i fi=>rei nvest me Wst
4.

().
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