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Chapter 8: RISK & RETURN 

Total rate of return: 

 

Expected return: 

 

 

Standard deviation of returns: 

 

Coefficient of variation: 
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Portfolio return: 

 

Total Security Risk: 

 

Portfolio beta: 

 

 

The capital asset pricing model (CAPM): 

 

Risk-free rate of return: 
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Chapter 6: INTEREST RATES AND BOND VALUATION 

Nominal rate of interest: 

 Risk premium: 

Risk-free rate: 

 

Risky non-Treasury issues: 

 

Value of any asset at time zero: 
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Basic model for the value: 

 

Present value instead of future value: 
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CHAPTER 7: STOCK VALUATION 

Basic valuation model for common stock: 

 

 

Zero-Growth Model: 

 

 

Constant-Growth Model: 

Gordon growth model: 

 

Value of the stock: 
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Free cash flow valuation model: 

 

Find common stock value: 

 

To find common stock value: VS, we must subtract the market value of all the firm’s debt: VD, and the 

market value of preferred stock: VP from VC: 
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CHAPTER 9: COST OF CAPITAL 

Before-tax cost of debt: 

 

After-tax cost of debt: 

 

where 

Tax rate: T 

Cost of preferred stock: 

 

where 

annual dollar dividend= Dp 

net proceeds from the sale of the stock  Np 

Gordon growth model: 
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Cost of common stock equity: 

 

Required return: 

 

Cost of retained earnings: 

 

 

Cost of a new issue of common stock: 

 

If we let Nn represent the net proceeds from the sale of new common stock after subtracting 

underpricing and flotation costs, the cost of the new issue, Rn. 

Weighted average cost of capital (WACC): 

 

Ra = weighted average cost of capital 
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Chapter 10 :CAPITAL BUDGETING TECHNIQUES 

Net present value (NVP): 

 

Profitability index (PI): 

 

Internal Rate of Return (IRR): 
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