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Module 1
 1) Expected Return (P 1.7B)
 = (Return A * Probability A) + (Return B * Probability B) + …
 2) The Variance of returns (P 1.8T)
 = (Return - Expected Return) ^ 2 * Probability
 = Square root of the answer above
 3) Probability of return less than 0 (P. 18.M)
 = (Expected Return) / (Standard variation of Return)= (Answer in 1 / Answer in 2)= Round the answer to the nearest $0.1, then check the table at appendix 1.1, vertical = 0 column
 Module 3
 1) Current Ratio (P 3.4)
 = Current Asset / Current Liabilities
 2) Quick Ratio
 = (Current Assets - Inventory) / Current Liabilities
 3) Net Operating Cash Flow
 4) Free Cash Flow
 = Net Operating CF - New invested capital (Investment)While "Net Operating Cash Flow" = Answer in 3
 5) Accounts Receivable Period (P 3.8)
 = Accounts Receivable / Average Day Sales
 while, Expected return = Answer in Formula 1
 = Net income - Depreciation or Amortisaton + Change in Debtors / Creditors
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While Net Annual Sales / 365 = Average Day Sales
 6) Accounts Payable Period
 = Accounts Payable / Average Days Cost of Goods Sold (COGS)While Average Days COGS = Annual COGS / 365
 7) Work-in-Process (WIP) Period
 = WIP / Average Days SalesWhile Average Days Sales = Net Annual Sales / 365
 8) Pricing of Bills of Exchange, Promissory Notes and Government Securities (P 3.12M)
 = (Face Value of Bill) / 1 + { (f / 365) * i }
 Module 4
 1) Valuation / Price of a Bond (P 4.8)
 = ( Face Value * Coupon Rate) * [ 1 - ( 1 + Current Market + FV * ( 1 + Current %) ^ - n
 Current Market Yield %
 Note: If coupon paid semi annually, remember n * 2, Coupon % and Market Yield % / 2
 2) After-Tax Cost of Debt
 = Kd * ( 1 - Corporate Tax Rate)
 3) Cost of Debt (Study Guide Slide 18)
 Price of Bond = (Face Value + ( FV * Coupon %)) / ( 1 + Cost of debt)
 4) Valuation of Mortgage (Ans 4.1, P. 4.23)
 = (Value of Mortgage * Mortgage rate) / [ 1- ( 1 + Mortgage Rate ) ^ - nWhile n = Years remaining until maturity
 While, f = Number of days to maturity; i is the Simple Interest per annum
 Step 1 = Calculate Annuity (Annual Repayment)
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= A * ( 1 - ( 1 + Current Market Mortgage Rate) ^ - n) / Current Market Mortgage RateWhilw A = Annuity (Answer in Step 1), n = years remaining until maturity
 5) Capital Asset Pricing Model (CAPM) - Cost of Equity (P 4.10M)
 = Risk-free Rate + ( Company's Beta * Market Risk Premium %)While "Market Risk Premium" = Expected Return on Portfolio - Risk Free Rate of Interest
 6) Cost of Preferences Shares (P 4.12B)
 Current Market Price of Preference Shares (P) = Value of Annual Dividend / Current Market Cost of Preference Shares or Required Return on Preference Shares
 7) Accounting Rate of Return (ARR) (P 4.15)
 Step 1 : Calculate Depreciation of the project assetStep 2 : Calculate Annual Net Profit = Net Cash Inflow - Expenses (Incl. Depreciation)Step 3 : Calculate ARR = Annual Net Profit / Initial Cash OutlayStep 4 : Compare the ARR with the predetermined ARR "cut-off rate"
 8) Payback Method (P 4.16)
 = Initial Cash Outlay / Annual Net Cash Inflow
 9) Net Present Value Method (P 4.16)
 = {Annuity * [ 1 - ( 1 + r ) ^ - n ] / r } - Initial Cash Outflow
 10) Present Value Index ( P 4.18B)
 = (PV of Net Cash Inflow / Initial Cash Outlay)
 11) Weighted Average Cost of Capital (WACC) (P. 4.21)
 = Kd * (D/V) + Kp * (P/V) + Ke * (E/V)
 Step 2 = Calculate Present Value of Mortgage
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while Kd = Cost of Debt , Kp = Cost of Preference Shares, Ke = Cost of equity D = MV of Debt, E = MV of Equity, P = MV of preference shares V = D+E+P
 12) After Tax WACC ( P 4.33)
 = Kd ( 1 - Tax Rate) (D/V) + Kp * (P/V) + Ke * (E/V)
 13) Project with Different Risk (use other company's beta & Debt : Equity Ratio) ( P 4.25)
 Ke = Risk Free Rate + Other Coy's Beta * Risk Free Premium
 Ke = Ke* + ( 1 - Tax Rate ) * ( Ke* - Risk free rate) * (Other Coy's D / E)
 Ke = y + ( 1 - Tax Rate) * (y - Risk free rate) * (Your own coy's D / E)
 WACC = Risk free rate ( 1 - Tax rate) (Own Coy's D / V) + y ( Own Coy's E / V)
 14) Project With Different Lives (Lowest Common Life Method) (P 4.26)
 For example, if Project A Life = 3 years; Project B Life = 4 yearsThen Common NPV of Project A = NPV of A + NPV of A * ( 1 + r )^ -3 + NPV of A * ( 1 + r ) ^ -6
 Common NPV of Project B = NPV of B + NPV of B * ( 1 + r )^ -4 + NPV of B * ( 1 + r ) ^ -8(Repeated 3 times, which is the Lowest Common Multiple with Project B)
 15) Project with Different Lifes ( Continuous Replacement Method ) (P 4.27, S.G. Slide 58)
 Step 1 = Calculate "Cost of Equity" using CAPM
 Step 2 = Calculate Ke*(Systematic Risk of portfolio)
 while D = Debt Ratio , E = Equity Ratio (Both Other coy)
 Step 3 = Calculate Ke (Own Coy's Intended Debt Level)
 while y = Answer in Step 2, D = Own coy's Debt Ratio, E = Own Coy's Equity Ratio
 Step 4 = Calculate WACC
 while y = Answer in Step 3, D = Own Coy's Debt Ratio, E = Own Coy's Equity Ratio,
 Step 1 = Calculate the NPV of each project separtely (Refer to NPV Calculation above)
 Step 2 = Choose a Common Multiple Life for projects
 Step 3 = Calculate NPV of the series of repetition
 + NPV of A * ( 1 + r ) ^ -9 (Repeated 4 times, which is the Lowest common multiple with Project B)
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NPV = A * [ 1 - ( 1 + r ) ^ -n ] / rA = r * NPV / [ 1 - ( 1 + r ) ^ -n ]while r = Discounted rate , n = Lowest common multiple in period
 Project A = Answer in Step 2 / rwhile r = Discounted rate
 16) Depreciation Tax Shields ( Study Guide Slide 66)
 Year 1 = ( Depreciation rate * Book Value ) * Tax rate
 Year 2 = ( Depreciation rate * ( Book Value - Depreciation at year 1) * Tax Rate)
 17) Tax on the disposal of assets (Capital Gains Tax) (SG Slide 67)
 = ( Sales Proceeds - Carried Down Book Value ) * Tax Rate
 18) Inflation Effects (Fishers' Effect) (P 4.30B)
 ( 1 + n ) = ( 1 + r ) ( 1 + E(i) )while n = nominal interest rate, r = real interest rate, E(i) = Expected rate of inflation
 19) Interest Coverage Ratio (Ans 4.9)= EBIT / Interest Charges
 Module 5
 1) Forward Rate Agreement (FRA) Pricing (P 5.7B)= { 1 + ( Long Term Rate / Period ) / 1 + (Short Term Rate / Period ) - 1 * 100 * 365 / Days in Forward Period
 2) FRA Settlement Calculation (P 5.8)PV = Principal / ( 1 + r1 ( n / 365 ) ) - Principal / ( 1 + r2 ( n / 365 ))
 3) Forward Exchange Contract (FECs) (P 5.13M)
 Step 1 = Calculate the NPV of each project
 Step 2 = Calculate the EAA of each project
 Step 3 = Calculate Perpetuity of each project
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Spot Rate * [ 1 + ( It * D / Basis Year) ][ 1 + ( Ib * D / Basis Year ) ]
 while It = Interest rate of term currency, Ib = Interest rate of base currencyD = Number of days in the period, Basis Year = 360 days for US & Euro, 365 days for AUDSpot = Spot Exchange Rate
 4) Option - Long Call (P 5.18)
 Pay-off = Max ( Spot Price at maturity - Exercise Price , 0 )If answer is below 0 (negative), it becomes 0
 Profit = Max ( Spot Price at maturity - Exercise Price, 0 ) - Call Option Premium
 5) Option - Short Call (P 5.19)
 Pay-off = - Max ( Spot Price at maturity, 0 )If answer is negative, then 0, if answer is positive, then negative
 Profit = Call Option Premium - (Spot Price at maturity - Exercise Price , 0 )
 6) Option - Long Put (P 5.21)
 Pay-off = Max ( Exercise Price - Spot Price at maturity, 0 )If answer is below 0 (negative), it becomes 0
 Profit = Max ( Exercise Price - Spot Price at maturity, 0 ) - Option Premium
 7) Option - Short Put (P 5.23)
 Pay-off = - Max ( Exercise Price - Spot Price at maturity, 0 )If answer is negative, then 0, if answer is positive, then negative
 Profit = Put Option Premium - Max ( Exercise Price - Spot Price at maturity, 0 )
 Module 6
 1) Forward Rate (P 6.7)= { ( 1 + rn) ^ N / ( 1 + rn) ^ N - 1 }
 2) Buyer (Long) Pay-off on FRA
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= (BBSW - FRA Rate)= (PV Notional Value @ FRA Rate - PV Notional Value @ BBSW Rate)
 3) Seller (Short) Pay-off on FRA= (FRA Rate - BBSW)= (PV Notional Value @ BBSW Rate - PV Notional Value @ FRA Rate)
 4) Price of Long (Buyer) 90 Day BAB Futures= (100 - BBFR)where BBR = ( 1 - Bank Bill Future Price) or (Market Interest Rate or Floating Rate)where BBFR = ( 1 - Price of 90 day BAB) or (Future Agreed Rate or Fixed Rate)
 5) Buyer (Long) Pay-off on Interest Rate FuturesBuyer Pay-off = (90 day BBR - 90 day BBFR)Buyer Pay-off = (PV (Notional Principal @ 90 day BBR) - PV (Notional Principal @ 90 Day BBFR)
 6) Seller (Short) Pay-off on Interest Rate Futures Seller Pay-off = (90 day BBFR - 90 day BBR)Seller Pay-off = (PV (Notional Principal @ 90 Day BBFR) - PV (Notional Principal @ 90 day BBR))
 7) Interest Rate Swaps - Fixed Rate Payers' Pay-off= BBSW - Swap Rate
 8) Interest Rate Swaps - Floating Rate Payer's Pay-off= Swap Rate - BBSW
 9) Interest Rate Options - Long Call (Use for borrowers)Buyer Pay-off cap = Max (BBSW - Cap Rate , 0 )Profit Long Cap = Pay-off Cap - Cap Premium = Max (BBSW - Cap Rate, 0) - CPIf answer positive = receipts, negative = Option expired / No Payment
 10) Interest Rate Options - Short Call Seller Pay-off = - Max (BBSW- Cap Rate, 0 )Seller Profit = CP - Max (BBSW - Cap Rate, 0 )
 11) Interest Rate Option - Long Put ( Buyer)Buyer Pay-off Long Flooe = Max (Floor rate - BBSW, 0 )Profit Long Floor = Pay off Floor - Floor Premium (FR) = Max (Floor Rate -BBSW, 0) - FPIf answer positive = receipts, negative = Option expired / No Payment
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12) Interest Rate Option - Short Put (Seller)Seller Pay-off Short Floor = -Max (Floor Rate - BBSW, 0)Progit Short Floor = FP - Max (Floor Rate - BBSW, 0)
 13) Interest Rate Collars - Long Collar (Buyer) (P 6.20)Pay-off Long Collar = Max (BBSW - Cap Rate , 0 ) - Max ( Floor Rate -BBSW, 0 )Profit Long Collar = { Max (BBSW - Cap Rate, 0 ) - Max (Floor Rate - BBSW, 0) } - (CP - FP)while If the collar is "zero cost collar", then CP = FP
 14) Interest Rate Swaptions - Long Payer Swaption ( P 6.21)Pay-off = Max (Swap Rate - Swaption Rate , 0)Profit = Max ( Swap Rate - Swaption Rate, 0) - Payer Swaption Premiumwhile Swap Rate = Variable, Swaption Rate = Fixed
 15) Interest Rate Swaptions - Long Receiver Swaption Pay-off = Max (Swaption Rate - Swap Rate, 0)Profit = Max (Swaption Rate - Swap Rate, 0) - Receiver Swaption Premiumwhile Swap Rate = Variable, Swaption Rate = Fixed
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= Round the answer to the nearest $0.1, then check the table at appendix 1.1, vertical = 0 column
 Amortisaton + Change in Debtors / Creditors

Page 22
                        

8) Pricing of Bills of Exchange, Promissory Notes and Government Securities (P 3.12M)
 FV * ( 1 + Current %) ^ - n
 Note: If coupon paid semi annually, remember n * 2, Coupon % and Market Yield % / 2
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= A * ( 1 - ( 1 + Current Market Mortgage Rate) ^ - n) / Current Market Mortgage Rate
 While "Market Risk Premium" = Expected Return on Portfolio - Risk Free Rate of Interest
 Current Market Price of Preference Shares (P) = Value of Annual Dividend / Current Market Cost of Preference Shares or
 Step 2 : Calculate Annual Net Profit = Net Cash Inflow - Expenses (Incl. Depreciation)
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while Kd = Cost of Debt , Kp = Cost of Preference Shares, Ke = Cost of equity
 13) Project with Different Risk (use other company's beta & Debt : Equity Ratio) ( P 4.25)
 WACC = Risk free rate ( 1 - Tax rate) (Own Coy's D / V) + y ( Own Coy's E / V)
 14) Project With Different Lives (Lowest Common Life Method) (P 4.26)
 Then Common NPV of Project A = NPV of A + NPV of A * ( 1 + r )^ -3 + NPV of A * ( 1 + r ) ^ -6
 Common NPV of Project B = NPV of B + NPV of B * ( 1 + r )^ -4 + NPV of B * ( 1 + r ) ^ -8
 15) Project with Different Lifes ( Continuous Replacement Method ) (P 4.27, S.G. Slide 58)
 = Own Coy's Equity Ratio
 = Own Coy's Equity Ratio, V = D + E
 = Calculate the NPV of each project separtely (Refer to NPV Calculation above)
 (Repeated 4 times, which is the Lowest common multiple with Project B)
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Year 2 = ( Depreciation rate * ( Book Value - Depreciation at year 1) * Tax Rate)
 while n = nominal interest rate, r = real interest rate, E(i) = Expected rate of inflation
 = { 1 + ( Long Term Rate / Period ) / 1 + (Short Term Rate / Period ) - 1 * 100 * 365 / Days in Forward Period
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while It = Interest rate of term currency, Ib = Interest rate of base currencyD = Number of days in the period, Basis Year = 360 days for US & Euro, 365 days for AUD
 Profit = Max ( Spot Price at maturity - Exercise Price, 0 ) - Call Option Premium
 Profit = Put Option Premium - Max ( Exercise Price - Spot Price at maturity, 0 )
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where BBR = ( 1 - Bank Bill Future Price) or (Market Interest Rate or Floating Rate)where BBFR = ( 1 - Price of 90 day BAB) or (Future Agreed Rate or Fixed Rate)
 Buyer Pay-off = (PV (Notional Principal @ 90 day BBR) - PV (Notional Principal @ 90 Day BBFR)
 Seller Pay-off = (PV (Notional Principal @ 90 Day BBFR) - PV (Notional Principal @ 90 day BBR))
 Profit Long Cap = Pay-off Cap - Cap Premium = Max (BBSW - Cap Rate, 0) - CP
 Profit Long Floor = Pay off Floor - Floor Premium (FR) = Max (Floor Rate -BBSW, 0) - FP

Page 28
                        

Pay-off Long Collar = Max (BBSW - Cap Rate , 0 ) - Max ( Floor Rate -BBSW, 0 )Profit Long Collar = { Max (BBSW - Cap Rate, 0 ) - Max (Floor Rate - BBSW, 0) } - (CP - FP)
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