first attempt success tutorials

ores A EM

OUTNOTES

Visualise Finance! Don't Just Read!

Revise
Faster

E
Understand
ntge?n _d C)

Recollect
Quicker




B s e e e e e e e e e

INDEX

/Basics of AFM

A. Calculations and Ratios 1

C. Time Value of Money 8
1) Format of Income Statement (IS)

1) Interest Rate & Compounding Frequency
2) Earnings Per Share

3) Book Value Per Share

4) Return on Equity

5) Market Price per Share & Market
Capitalization

6) MPS & Price Earnings Ratio

Interpretations
2) Present Value & Future Value Calculations

D. Types of Cash Flows 11
1) Calculation of Cash Flow After Tax (CFAT)
2) Nominal vs Real Cashflows

7) Dividend: Absolute & Percentage E. Some Exam Tips and Maths Tricks 13
8) Other ratios used in practical questions 1) Rounding-off rules
B. Different Types of Rates of Return 6 2)  Day Counting Rules

3) Dirty Power Calculation
4) Maths related to e*
5) Weighted Average Calculation

1) Required Rate of Return
2) Expected Rate of Return

3) Internal Rate of Return

- J
. Ll .o \
Equity & Business Valuation
A. Dividend based Valuation Models - 19 E. Relative Valuation 34
1) Zero Growth Model | Constant Dividend 1) Equity Value Multiples Based Valuation
Model

2) Enterprise Value Multiples Based Valuation
2) Constant Growth Model | Gordon’s Model

3) Variable Growth Model
4) H Model

3) Chop - Shop Approach | Break-up Value
Approach | Sum of Parts Approach

F. Other Important Topics 37
1) Economic Value Added

2) Market Value Added

3) RightIssue and related calculations

B. Cash Flow Based Valuation | Discounted
Cash Flow Models 28
1) Free Cash Flow to Firm Model | Free Cash

Flow to Equity Model 4) Share Buy-back and related calculations

C. Asset Based Valuation Models 31 5) Bonus Issue of Shares
1) Net Asset Value | Net Realizable Value | 6) Shareholder Value Analysis
Replaceable Value Method 7) Beta of an Unlisted Entity | Proxy Beta

8) Valuation of Distressed Companies
9) First Chicago Method

D. Earnings based Valuation Models 32
1) Earnings Capitalization Method
2) Walters Model




|.  Ex-post Data: Covag | ras |op? | op

-
Mergers, Acquisition & Corporate Restructuring
A.  Basics of Merger & Acquisition - C. Post-merger MPS and related calculations 59
1) Understanding an M & A transaction 1) When question is silent about synergy in value
2)  Basic Ratios 2) When question specifies Synergy in Value, Post-
3) Default Assumptions merger MV, or way to calculate them
4) Types of M & A Deal
5) Swap Ratio (SR) or Exchange Ratio (ER) D. NPV from Merger | Cost of Merger,
6) Synergy Acquisition or Takeover 69
B. Post-merger EPS and related calculations 53 FE- Demerger 70
NG J
/Fixed Income Securities A
A. Capital Market Fixed Income Securities 73 b) Modified Duration | “Volatility' |
1) Types of Bonds Sensitivity
2) Valuation of Bonds ¢) Convexity of Bonds
3) Yield from Bonds: YTM, Current Yield & d) Immunization
Realised Yield 9) Convertible Bonds Terminologies & Calculations
4) Valuation of Bond on other than Coupon B. Money Market Fixed Income Securities 90
Date: Full Price vs Flat Price 1) Call Money or Notice Money or Term Money
5) Valuation using Spot & Forward Interest 2) Commercial Bills | T-Bills | Commercial Paper |
Rates Certificate of Deposit
6) Extension Decision in Bond a) Discount Rate or Discount Yield
7) Refunding Decision in Bond b) Add-on Yield | Money Market Yield |
8) Risk Management of Bonds Effective Annual Yield
a) Macaulay’s Duration | ‘Duration’ 3) Repo & Reverse Repo
o 4
4 N\
Portfolio Management
A. Modern Portfolio Theory & Capital Market ll. Ex-ante Data: Covas | ras |op? | op
Theory 95 lll.  Important points of consideration: E(Rp)
1) Expected Return — Individual Security | Covag | ras |op? | op
2) Risk — Individual Security 5) Coefficient of Variation
3) Expected Return — Portfolio 6) Minimum Variance Portfolio of Two Securities
I.  Ex-post Data: E(Rp) 7) Markowitz Model of Optimal Portfolio
Il. Ex-ante Data: E(Rp) Selection| Efficient Frontier
4) Risk — Portfolio 8) Capital Market Theory and Capital Market Line

J




B . . . .. .. . .

f N
B. Sharpe Index Model & CAPM 113 7) Sharpe’s Optimal Portfolio
1) Systematic Risk: Beta - Individual Security C. Other Important Topics 123
2) Unsystematic Risk: Individual Security 1) Arbitrage Pricing Theory
3) Systematic Risk: Beta — Portfolio 2) Portfolio Performance Evaluation
4) Unsystematic Risk: Portfolio 3) Portfolio Rebalancing Strategy
5) Return & Risk as per Sharpe or Single 4) Time Weighted vs Rupee or Money
Index Model Weighted Return
6) Capital Asset Pricing Model | Security
Market Line
. J
4 N\
Mutual Funds
A. Net Asset Value 129 2) Expense Ratio
B. Types of Mutual Fund Plans and Returns 3) Tracking Error
calculation 130 4) Minimum Return to be earned by MF
5) Fees to Hedge Fund Manager
C. Other Calculations 132 6) Concept of Dividend Equalisation
1) Entry Load and Exit Load
. J
4 N
Advanced Capital Budgeting Decisions
A. Capital Budgeting Techniques 137 a) Scenario Analysis
B. Incorporating Risk in Capital b) Sensitivity Analysis
Budgeting 140 c) Simulation Analysis
1) Statistical Techniques d) Decision Tree analysis
a) Expected Cashflow and Expected 3) Conventional Techniques
NPV a) Risk Adjusted Discount Rate
b) Variance & Standard Deviation of b) Certainty Equivalent Approach
E(CF) and E(NPV) C. Replacement Decision 152
c) Coefficient of Variation of E(CF) and 1) Replacement of Existing Machine
E(NPV) 2) Optimum Replacement Cycle
2) Other Techniques
\_ J
Derivatives Analysis and Valuation
A. Forward and Futures Contract 157 3) Arbitrage using Futures and Forwards
1) Pricing of Forward or Futures: Cost of Carry 4) Speculation using Forward & Futures
Model 5) Hedging using Forward & Futures:
2) Settlement of Futures and Forward Golden Rule of Hedging
g Contract )




6) Beta Adjustment or Hedging using RF Securities c) Two Period Binomial Model
or Stock Index Futures 3) Call-Put Parity Theorem
7) Initial & Maintenance Margin on Future 4) Valuation of Option: Black-Scholes Model
8) Optimal or Minimum Variance Hedge Ratio 5) Real Options
B. Options: Call & Put 172 D. Exotic Derivatives 182
1) Basics of Call and Put 1) Credit Default Swap - Physical & Cash
2) Valuation of Option: Binomial Model Settlement
a) Risk-Neutral Probability Approach 2) Electricity Derivatives
b) Delta-Hedging (Replicating Portfolio) 3) Commodity Derivatives
L Approach )
- N
Interest Rate Risk Management
A. Forward Rate Agreement 186 a) Construction of Swap without Financial
1) Settlement Amount or Calculation of Intermediary
Gain or Loss on FRA b) Construction of Swap with Financial
2) Hedging through FRA Intermediary
3) Pricing of FRA and Arbitrage using FRA c) Various types of Interest Rate Swaps
B. Interest Rate Futures 189 d) Pricing of Interest Rate Swaps
C. Interest Rate Option or Guarantee: 2) Currency Swaps
Cap & Floor 191 3) Equity Swaps
D. Swaps 193 E. Swaption 202
L 1) Interest Rate Swaps F. Gap Exposure 203)
4 )\
Foreign Exchange Risk Management
A. Basics of Forex 205 3. Gain or Loss due to Delay in Payment
1. Exchange Rates 4. Triangular Arbitrage
2. Conversion from one currency to another C. Forward Contract 213
3. Inverse of an Exchange Rate 1. Forward Rate: Forward Premium and
4. Direct & Indirect Quote Discount
5. Concept of Exchange Margin 2. Expected Spot Rate: Appreciation
6. Exchange Rates Presentations: & Depreciation
Symbolic vs ISO Codes 3. Hedging through Forward Contract
7. Incomplete to complete exchange rates D. Exchange Rate Theories 216
8. Gain or Loss on Foreign Currency Transactions 1. Interest Rate Parity Theory
B. Cross Rates 210 2. Covered & Uncovered Interest Arbitrage
1. Calculation of Cross Rates 3. Money Market Hedging
2. Transaction to Cover or Square-off a 4. Purchasing Power Parity Theory
position 5. International Fisher Effect




B OO000 .00 0 00

s N
E. Fate of Forward Contract 223 3. Leading & Lagging
1. Cancellation of Forward Contract 4. Matching FC Cashflows
2. Extension of Forward Contract 5. Netting
3. Early delivery under forward contract 6. Hedging through Currency Futures
4. Default of Forward Contract 7. Hedging through Currency Options
F. Foreign Currency Exposures 228 G. Other Important Topics 238
1. Operating Exposure: Gain or Loss 1. Foreign Currency Accounts
2. Invoice Currency 2. Foreign Currency Borrowing & Investment
\_ J
( L] L] L] \
International Financial Management
A. Multinational Cash Management 241 3. Adjusted Present value
B. International Capital Budgeting 242 4. Currency Swap
1. Net Present Value C. Issue of ADRs, GDRs & IDRs 244
2. Modified IRR
. J
( L3 L3 . \
Financial Policy & Corporate Strategy
A. Sustainable Growth Rate 247
B. External Fund Requirement 247
. J/
Risk Management
A. Value at Risk (VaR) 249
4 N\
Security Analysis
A. Arithmetic & Exponential Moving 1)  Serial or Auro-correlation Test
Average 251 2)  RunTest
B. Tests to verify Weak-form Efficiency 252 3) Filters Rule
. J
e ] N
Theory Topics
1. Financial Policy And Corporate Strategy 255 9. Derivatives Analysis And Valuation 304
2. Risk Management 260 10. Foreign Exchange Exposure And
3. Advanced Capital Budgeting Decisions Risk Management 311
(SM 2024) 266 11. International Financial Management 315
4. Security Analysis 268 12. Interest Rate Risk Management 319
5. Security Valuation 278 13. Business Valuation 320
6. Portfolio Management 280 14. Mergers, Acquisitions And
7. Securitization 287 Corporate Restructuring 323
8. Mutual Funds 296 15. Start-Up Finance 326
\. Y,




Basic of AFM

“Master the roots, strengthen

the core to rule finance!”



Basics of AFM

A. Calculations and Ratios

1) Format of Income Statement (IS)
4 N\

Equation of PAT:
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Basics of AFM

2) Earnings Per Share

-
Earnings Per Share (EPS) is financial statement-
based calculation of profit earned per equity share. Income Statement extract:

Particulars ‘ Amount

n = Number of equity shares
. In the absence of preference dividend, EAES = PAT.

3) Book Value Per Share

Book-value per Share (BVPS) is the per share value
of equity shareholders (SH) in the net assets of the
company as per books or Financial Statement.

(EHF) o et Worth 5 s
(ESHF) or Net Worth is the

value of equity SHs in the e
net assets of the company 1. Equity Share Capital A. Fictitious Assets

as per Balance Sheet or Reserves & Surplus - P/L Debit Balance
. . - Unamortized Expenses
Financial Statements.

]
I
I
1
1
I
I
I

- Retained Earnings
- General Reserves Cl----CC--CITCCZCITCZCZICIZCZCICC

N

|

Gttty B. Fixed Assets :
| T
' 3. Preference Share Capital - Land & Building :
: . . epers - Plant & Machinery [
. 4. Outside Liabilities :
: -LT & ST Debt C. Current Assets i
: - Creditors - Debtors !
: - Inventory "

4) Return on Equity

-

ROE is financial statement- Totality Per Share

based ratio that tells the
return (profit in IS) earned by
the company on the capital of
equity SHs (as per BS).
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Basics of AFM

5) Market Price per Share & Market Capitalization

( )
Market Price per Share (MPS) is the price at which a share is quoted in the market. It tells you
the value per share in the market. Market Capitalisation (M-Cap) means total Market Value

(MV) of all equity shares of the company.

Example: Justdial Ltd has 1000 equity shares outstanding.
Current market price is X 15 per share.

Shareholding Pattern No. Of shares Holding %

Promoters 700 70%
General Public 300 30%

Total or Full Market Cap Free-float Market Cap

It is the total market value of all equity | It is that part of total market cap that is not held by
shares of the company. promoters i.e., held by general public

Calculation of M-Cap

ESHF vs M-cap or BVPS vs MPS:

As per market

As per books
\_ W,
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Basics of AFM

6) MPS & Price Earnings Ratio

Price Earnings Ratio (PE Ratio): tells you
‘How many times the investors are ready to
pay for every 1 rupee of income earned by
the company’.

Which PE ratio is better?

Accordingly, Market Price Per Share (MPS):

7) Dividend: Absolute & Percentage

-
Dividend Per Share (DPS):

Impact of dividend on MPS:

A

Dividend Rate = Dividend Yield = Dividend Payout Ratio = | Retention Ratio =
(as a % of FV) (as a % of MPS) (as a % of EPS) (as a % of EPS)

v
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Basics of AFM

8) Other ratios used in practical questions:
4 N\
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Basics of AFM

B. Different Types of Rates of Return

1) Required Rate of Return

e R
It is the minimum rate of return required to be earned from an investment based on the risk
involved in it. Also called as Opportunity Cost, it is used as Discounting Rate to calculate PV of

CFs.

Real Risk-free Rate Inflation Premium Risk Premium
Compensation for Compensation for loss Compensation for taking
allowing use of money of purchasing power of risk while making a risky
to other money invested investment
\ y,

2) Expected Rate of Return

s N
Denoted as E(R), it is the rate of return that an investor estimates (expects) that he will earn on
an investment in next 1 year. It depends on the estimated price and dividend of next year.

Example: A share is bought today @ X

100 (Po) & investor estimates that it can I I
be sold @ X 115 after a year (P1). Then,

expected rate of return:

' v

)
|/

( Capital Gain Yield ] Dividend Yield
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3) Internal Rate of Return

Basics of AFM

7

It is the annually compounded rate of return actually earned (in case of past data of CFs) or to
be earned (in case of future data of CFs) on any investment. It is calculated as the discounting
rate at which PV of cash inflows from an investment is equals to initial cash outflow.

Example:

~N

0 - 100
1 60
2 70

First, we use Trial & Error method to find the PV of future cash inflows at different rates:

Thought Process:
If r=18%, thenPV=%101.12

& if r=19%, thenPV=%X99.85
So, r=722, if PV=X100

Then, we use Interpolation to find precise IRR:

Let’s verify the return earned:

| Year | Amountnvested | RetumAccrued | Returnreceived | DueAmount

Adish Jain CACFA | 7



Basics of AFM

C. Time Value of Money

1) Interest Rate & Compounding Frequency Interpretations:

-

Percentage & Decimal

Annually
Compounded

Semi-annually | [ |
Compounded

Continuously I |
Compounded

r = 5% per for 6 months | | '

One month rate is 10%

8 | Adish Jain CA CFA



Basics of AFM

2) Present Value & Future Value Calculations

Example: Interest Rate = 10%

Periods: 1 2 3 4
Cash Flows (R) 200 200 200 200

Future Value Present Value

Single Sum

FV of X 200 of today at the end of 4th year: PV today of X 200 of 4" year end:

FV of X 200 of today at the end of 4th semi- | PV today of X 200 of 4" semi-annual period
annual period: end:

Adish Jain CACFA | 9



Basics of AFM

Annuity (A)

Regular Annuity: Assumes CF at the end of the period

FV of all CFs at the end of 4% year:

Calci steps:
1) 1M+
2) 1.1M+
3) x=M+
4) =M+
5) MRC

PV of all CFs today:

I | 1

I 1 1

Calci steps:

1) 1.1

2) =

3) == ..4times

4)

GT

Annuity Due: Assumes CF at the start of the period

FV of all CFs at the end of 4% year:

PV of all CFs today:

Perpetuity: Assumes everlasting CFs

FV of infinite CFs of X 200 at the end of period:

10 | Adish Jain CA CFA

PV of infinite CFs of X 200 today:
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