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|. Part |: Dealing with A. Terms
More Than One Stock 1. Par Vaue
A. Portfolios 2. Coupon Payment
1. Diversification 3. Coupon Rate
2. Expected Rate of Return 4. Market Interest Rate
on a Portfolio 5. Maturity Date
3. Portfolio Effect B. Bond Present Value
4. Correlation Coefficient 1. Determining Current Price
B. CAP-M 2. Shorter Periods
C.Beta C. Discount and
1. Market Risk Premium Bonds
2. Market bete=1 1. What's with Interest Rates
3. Betaof aportfolio 2. Discounts
D. Putting CAP-M to Work 3. Premiums
for You 4. Current Yield
1. Theformula 5. Yield to Maturity
2. Using CAPM for Required 6. Yield to Call
Rate of Return D. Stock Vauation
E. The Security Market Line 1. Preferred Stock
1. Congtructing the SML 2. Congtant Growth Stock —
2. Using the SML the Gordon Growth Mode!
[, Part Il: Stock and 3. Differentia or Supernormal

Bond Valuation Growth Stock



FORMULAS

Expected Rate of Return on a
Portfolio: K =WK,+W,K ,+W;K

Capital Asset Pricing Mode (CAP-M):
K=K +B(K,-Ky)

Future Value:
FV=PV(FVIF)

Future Value of an Annuity:
FV=PAY (FVIFA)

Present Value:
PV=FV(PVIF)

Present Value of an Annuity:
PV=PAY (PVIFA)

Present Value of a Per petuity:
pv=BEY

Bond Current Prices:
BPV = Coupon Payment(PVIFA)+Par Vaue(PVIF)

Discount or Premium:
(Old Pay-New Pay)x (PVIFA[new rate and period])

Bond Current Yield:

il = Interest Pay
Current yield Bond PV

Present Value of a Preferred Stock:

KP

Present Value of a Normal Growth
Stock:

(Gordon Growth Model)

P, = KDa where D,=D, (1+g)

-

Present Value of a Differential
(supernormal) Growth Stock:
1. PV of Dividends
2. Apply Congtant Growth Formula

PQ = D 1

Ks' [¢]
3. Discount Normal Growth Value
4. Discount Supernormal Dividends. Add dividends to
present value of normal growth stock.
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