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This is an introduction to basic concepts underlying finance theory. The theory of

A2Ie finance is concerned with the ways in which individuals and firms allocate

resources through time. The theory seeks to explain how the allocation of
resources through time is facilitated by (a) firms which provide the means by
which individuals physically transform current resources into resources available
in the future (production—investment decision) and (b) capital markets which
provide a mechanism by which individuals can exchange resources over time.

1. The Time Value of Money

2. Capital Budgeting

&3, 3. Portfolio Theory
I Al

4. CAPM and SML

5. Options
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Time Value of Money 1: —-Create a cash flow time line
1 Analyzi Single Cash FI —-Compute the future value of money
nalyzing Single Cas OWS  |-Show how the power of compound interest increases wealth
» |Time Value of Money : e 1 o 0 1 T s
i . -Discount multiple cash flows to the present
Analyzing Annuity Cash FlOWs | o et sty i s oot sosaity
—Descr ibe l?ond characteristics
3 Va | U | ng Bonds :Ejﬁ(lja?gdﬂggt?;'\);ﬁogzﬂ?pqggizln bond prices and interest rates
—Compute bond yields
. —-Compute stock values using dividend discount and constant—-growth models
4 Valui ng Stocks —-Calculate the stock value of a variable-growth-rate company
-Assess relative stock values using the P/E ratio model
Introduction to Capital -The NPV rule for jedging investments and projects
5 Bud ; -The IRR rule
udget ing —-Capital budgeting principles
—Compute forward-looking expected return and risk
. . . ~Understand risk premiuns
6 |Estimating Risk and Return 1 | e
~Computing required return
X . . -Plan investments that take advantage of diversification and its impact on total risk
7 Estimating Risk and Return 2 |-The efficient frontier and the minimum variance portfolio
-The effect of correlation on the efficient frontier
8 |Midterm Exam
—-Compute an investments dollar and percentage return
9 |Portfolio Theory 1 -Recognize the risk/return relationship and its implications
-Find efficient and optimal portfolios
—-Compute an investments dollar and percentage return
10 |Portfolio Theory 2 -Recognize the risk/return relationship and its implications
-Find efficient and optimal portfolios
—Risky portfo\ios aljd the r\'skffreg asget
11 |CAPM and SML ST Sharbe ratlo and the matket por tfolto
-The security market line
) ) -Options: Basics
12 |Options and Corporate Finance |-Fundamentals of Option Valuation
-Valuing a Call Option
. . -Put-Call Parity
13 |Option Valuation . o
P -The Black-Scholes Option Pricing Model
14 |Risk Management Using Options |-Options and Corporate Decisions
15 |Final Exam
16
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g3 A2 Homework, Midterm, Final week 1-week 15 O, HRE
AFEAE ¥ Homework, Midterm, Final week 1-week 15 o=
=l o4 Homework, Midterm, Final week 1-week 15 &
SIPNFSE=gp = Homework, Midterm, Final week 1-week 15 AII=% 8
ZH&E s Homework, Midterm, Final week 1-week 15 g, &
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