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ompilation of CA Final SFM Formulae by SFM Praveen @ |

CA Final SFM Chennai Batch
Portfolio Management Schedule : 10-Jul-14 to 04-Aug-2014
Timings : 3:00 pm to 8:30 pm
Return of Stock  [Pi-Po]+D; %100 Venue: Premier Academy
W = P Mylapore, Chennai

]

If Probabilities are If probabilities are Q

Given not Given
Spxx rx CA Final SFM Batch |

a = = Schedule: 12-May-14 to 09-Jul-14
X o 3
Expected Return (x) Timings: 6.15 am to 9.30 am

b Venue: HBA College,Himayat
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Free One day last minute Revision Class of "SEM for May 2014 Exam will be held at

HB.A, Himayat Nagar, Hyderabad on 11" may 2014 from 7:00 Am to 7:00PM.
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Expected Return using:

Capital Market Line R = R+ ;TTX (R — Re).s)
n

| Security Market Line R
J

=Rs + B(Rn — Ry)

J Charactenstlc lne R; =B xR, +a :5

-

] Single Factor Model/Sharpe

Index Model

Return
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Multifactor Model/Arbitrage Pricing Theory

Expected Return = R, 4 B, (Actual — Expected) + Br2(Actual

Theory of portfolio proportional insurance Amount for Equity =m (
m=

ay—Covay

Minimum Risk Portfolio W, = O ZCov;l
xt0y— X,y ‘—m (VRS
U

Portfolio Return Weighted

Exponential Moving Average(EMA) = EMA of Previous Day + Smoothing Factor [ Sensex Current close-Previous EMA]

— Expected) +Br3(Actual — Expected). and so on |

Theory of Constant Mix Portfolio fixed weight will be given for equity value of the investment and Ry Value and
portfolio will be rebalanced at regular intervals to bring it back to the desired level.

Cut-off Poin

Portfolio value - floor value)
1/ Maximum Change in stock prrce
'(Rs=R )
Var,,,l,xCumulanve Value uf e/
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1+Var myxCumulative Value of
("'
L

Average of Returns with

wy, = 1-wy

Amount of Investments as
weights.
PF Return = § Weight X Return
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Our Faculty Team for CA final

S SFM Praveen
Auditing CA. \llkas Oswal
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CA.Hariharan &

Portfolio B = weighted average of s of the

stocks in PF

Reduce PF f3:

Amount of R, to buy = (old B — New B) xValue of PF
New B

Increase PF f3:- l

Amount of R, to borrow = New f-old f# x Value of PF
New f8
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P © Mutual funds Schedule : 05-08-14 to 25-09-14
[NAV,;—-NAV,]+D; +CG; Timings : 6.15 pm to 9.30 pm

Return of mutual Fund = NAV, X100 Venue: HBA College,Himayat

Nagar,Hyd.

NAV of a Scheme =
Value of Investment+Receivables+Accrued Income—Liabilities—Accrued Expenses

Number of units outstanding 5

s Required return of Investor % v /
Required return from Mutual Funds = + Recurring Expenses %

1-Initial Expense %
Fund Valuation Ratios ) / DOur Faculty Team for CA IFEE\
Rp—Rf o 0 S
Sharpe Ratio ——

oy i ~ LDWQ" Dsfo(_god‘?- Accounts | Shanmuganadhan
Rp—Ry Pualnsde Auditing CA.Vikas Oswal

BP Mt&' \)Q_’mﬂ_ Q‘) PE\%«H}’U Costing CA.Hariharan

Taxation CA Ramchandra Rao

Treynor Ratio

Jenson: a = Actual Return — CAPM Return Accounts Il Shanmuganadhan
Jp

(Rm Rf)] LAW Ramakrishna Sastry
IT & SM BVN Rajeswar
Visit sfmpraveen.com for class schedules and

Qne registrations

Call option Put Options Put-Call Parity Theorem: Theoretical value of
So>E.P - In the Money So>E.P - Out of the Money For Put =P.V of E.P + Call Premium — Sy
So=E.P - At the Money So=E.P - At the Money For Call =Sy + Put Prem.—P.V of E.P
So<E.P - Out of the Money Se<E.P - In the Money So = P.V of R¢ + Call Premium — Put Prem.

Fama: a = Actual Return — [R; +

Morning Star Model: Average Return — Average Risk of
loss in MF compared to R¢

Equity Derivatives

Call Holder/Call Writer Put Holder/Put Writer
E.P E.P

[ ' i L l
S>E.P Sl<E.P S|‘/\F,.P
Exercise : Lapse Exercise

‘t Position View Profit Loss Option I Underlying Position
| Call Holder | Bullish Unlimited | Limited Buy | Buy Option to Buy

L Call Writer | Bearish | Limited Unlimited Sell _Sell Obligation to Sell
3
i
\

Put Holder | Bearish | Unlimited | Limited Buy Sell Option to sell
_Put Writer | Bullish Limited Unlimited Sell Buy Obligation to Buy

il

Facebook ID : 5fm Praveen Mobile no. 2886435913
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Put Premium

'

Call PIemium
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Intrinsic Value

Time Value

Time Value

Premium-L.V

lntrins'lc Value

Premium-L.V

>,

IT™
E.p-So
Derivative Strategies

ATM/OTM
Zero

ATM/OTM

g

Zero

6>,ZOQJO€P E,_ A;WEP

Spread View on Stock/ Nifty

Position in Options

Bull Spread with Calls Bullish

L

Buy E1 call
Sell E2 call

| Bull Spread with Puts Bullish

Buy E1 Put
Sell E2 Put

Bear Spread with Calls Bearish

Sell E1 call
Buy E2 call

Bear Spread with Puts Bearish

Sell E1 Put
Buy E2 Put

Butterfly with calls

H;E)\A:S,W(Q ik M b nheask )MW‘

High volatility
Greak A tdesonto

Buy E1 call
Sell 2X E2 calls
Buy E3 call

| Butterfly with calls

v : z - Low Volatilit e
Lovd &f-Datee el faul pai nuseoude, v X

WOLED L V\I\QJUT\V\

Sell E1 call
Buy 2X E2 calls
Sell E3 call

Butterfly with Puts
High volatility

Buy E1 put
Sell 2X E2 Puts
Buy E3 Put

Butterfly with Puts
Low Volatility

Sell E1 put
Buy 2X E2 Puts
Sell E3 Put

| Long straqﬂg ‘MC l’)\l __High volatility

Buy call, Buy Put

Short straddle

HLMJ el

B _Low Volatility

I Long strangle High volatility

| Short stranglé  Low VOlatmty

oA
Jgépa
Sell call, Sell Put
Buy E1 call
Buy E2 put "
Sell E1 call
Sell E2 put

| strip ~ More downside likely

7Bvuy 2 puts and 1 call

| Strap More upside likely

Buy 2 calls and 1 put

BOX

5 L(ﬂ\?‘lﬂ‘\
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Any movement
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Options Valuation Models /\

[ l | |

Stock Equivalent Option Equivalent Approach:
Approach Black-Scholes Model:

Call Premium = No. of shares to So iy =
buy xS, —P.V of Bank Loan @ . log?+|r+§a ]l
Coikimed] e

1

oVt

v
: D, =d; — oyt
No. of shares =

Spread in possible GPO

Spread in possible Maturity Spots.

J

T™: OTM:
Call prem.= Call GPO @ higher end xProb.(up) + Call GPO @ lower end x Prob.(down)
So= P.V of R; + Call So=no. of calls x 1+R,

, | Premium Call Prem + P.V of KF.:: Prb % P‘u'U"/ﬂ\—rQ"PY\‘b)$P1§LC Yo

Lower stock price

| x & |

| Options closing in Options Closing | Risk Neutral Model:
\

|

\

i

i

A,

If dividend Amount is given,
No. of calls to buy =
Spread in possible maturity spots Revised S, =S, - P.V of Dividend receivable
: “Sp;e‘ad .1’;}}?05(5:[‘7’13 cc;lls, Gf,(-)j If dividend Yield % is given,

Py, e e PN Revised R; = Ry - % Div. Yield

c@'\m DAlp. — Cpeed 10 Soek paites gl
%«(\w n Gl o)t poiies
Futures Valuations e -
CA Final SFM Batch Ill
1, et"=EVIF >1 Schedule : 05-Aug-14 to 25-sep-14
Timings : 6.15 am to 9.30 am
Venue: Ameerpet,Hyd

=—=PVIF <1

e S
et  FVIF

2. e

Non dividend paying stock: Theoretical future price = S, x e’*

4. Dividend paying stock[S, — D]e™, D = P.V of dividend

5. Dividend Yielding stock TFP = S, X e ")t y= Dividend yield

N= no- WW\:I/“@ :
Facebook ID : 5fm Praveen A |
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6. Long on Portfolio

Value of P
No of Lots of Nifty to Short = it 23

Nifty Fut pricexlot size

For full hedge
Long Portfolio

Decrease f§ Increase f3

No. of Nifty Future No. of Nifty Future lots

Lots to sell = (Old B8 - New B)X Value of PF to buy = (New - Old 8)XValue of PF
Lot Size X Nifty Fut Price Lot Size X Nifty Fut Price

Mark to Market Initial Margin= y +3 0
Maintenance Margin = 75% of Initial Margin

Commodity Derivatives

Theoretical Forward price = (S, + 1)e”t, | = P.V of Inventory cost.

Convenience yield refers to Benefit holder of commodity receives if he held the stock in physical form rather
Than Future position
Present Value of Convenience yield = So+ P.V. of Inventory cost — P.V of Future price

Bond Market
Value of Bond = P.V of future cash flows of bond (i.e. Coupon Rate & Redemption Value)
Current Yield = Current yield refers to the return investor gets in the current year
= |nterest P.A
Current Market Price

Yield to Call Yield to call refers to return investor receives if he surrenders the bond when called back by the
company.

Redemption value—purchase price

Remaining Life of call
Redemption value+Purchase price

2
Yield to Maturity Yield to Maturity refers to return investor receives if he holds the bond till Maturity.
Redemption value—purchase price] (/ f .E——-P——
: § No.of years to maturity N
Yield to Maturity = Redemption value+Purchase price X100 - _——
2 Vg P

; : : p=

Duration of the Bond It refers to weighted average maturity of the cash flows of the bond.
) -~

enpeeled voluwe D’L bond = Fulhinit value(i-e CmD)*#ebL QD%WJ =

Facebook iD : Sfm Praveen Mobile no. 8886435913

L Bond eguiylont yotd = Fauevabuo (P, Je0/1p 1) ,
Y (mep ! Mw"ua fokod

E@AS&D/’M—@ALCXWW@MJ Qmﬁmw =

Interest p.a+|

]

YTC = X 100

Interest p.a+|

By A. Amogh aaaamogh@gmail.com 09666460051. Page 6 of 13



mailto:aaaamogh@gmail.com
mailto:aaaamogh@gmail.com

CA FINAL SFM FORMAULE SHEET

COMPILED BY A. AMOGH. FEEDBACK CAN BE SENT @ aaaamogh@ gmall com. 09666460051.
LU\UW\D\\V\UVW,N = e
Il L VOl )
[owm(qm wm

_raskol Prés = ,.mawm Pute 8) bonl | delieabizie

C_MP (Rejen Pme'lg)‘

volatility of the Bond It refers to Sensitivity of the bond to Interest rates. In other words, Volatility shows
%Increase or % decrease in Bond price due to decrease or increase in interest rates in the economy.

Duration

Volatility% =
14YTM

Portfolio Duration It refers to weighted average of duration’s of the bonds in the portfolio.
Straight Value of Bond Straight value of Bond means the Present value of Plain Vanilla Bond (Non-Convertible Bond)

Conversion Parity Price It means the value of Equity share at which it makes no difference for investor whether
converted or not.

Floor value of Bond It is the value of the convertible Bond, if the stock price falls drastically to even to zero.

Bond Price—Straight Value 3 Bond Price

D ide Risk = p 10 Conversion Parity Price=——————
T v Lﬁ)nd Price o s No.of Shares

(mP8)bond &

Fixed Income Derivatives

Interest Rate swap-
If Fixed Diff > Float Diff

Conversion from Fixed to Float is Possible from the angle of stronger company.
i 28 Strong Company E 5] i Weak Company

1. Pay Fixed to Bank 1.Pay Float to Bank

2. Receive above + share of Swap 2.Pay Step 2 to Strong Company

3. Pay Float (Which is otherwise 3.Receive Step 3 from strong company

payable to Bank) |
4. Net Cost = 1+2+3 (Float) | 4.Net cost = 1+2+3 (Fixed)

If Fixed Diff< Float Diff
Conversion from Fixed to Float is possible from the angle of weaker company
Strong Company 3 Weak Company
1. Pay Float to Bank 1.Pay Fixed to Bank
2.« Receive gbg\iejihare of Swap 2.Pay Step 2_ to Strong Company
3. Pay Fixed (Which is otherwise 3.Receive Step 3 from strong company
payable to Bank) £ -
4. Net Cost = 1+2+3 (aned) % 4 Net cost = 1+2+3 (Float)
Forward Rate agreement is an agreement to borrow and lend money for specified penod in future but rate of Interest is

fixed now

Borrower Angle Lender Angle

Actual Interest > FRA Actual Interest < FRA Actual Int > FRA Actual Int < FRA
Diff Gain Diff Loss Diff Loss Diff Gain

Facebook ID : 5fm Praveen Mokt -RGREGRS0 3
Ewﬁ_’eé&m&w Lospulss — ‘_@fd}'m}b\{\ C%ng 5;9
I'fﬂﬂ(d%mlov)
N =nNohonad pabueipal dnuount DT = mﬂ foanTadsn for
A= gt e v SRR DY = 12]abo|2s os May be Hae
A= Ratnopeertied o FOH A e
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Theoretical Forward Rate Theoretical forward rate refers to the FRA at which there is no Arbitrage Opportunity
available by borrowing and lending for different maturities. For example,

(1+1* Year Rate) = (146 Months Rate)(1+2"¢ 6m Rate)

(1+6m Rate) = (1+3m Rate) (1+2"¢ 3m Rate)

(1+2 Year Rate)’ = (1+1*' Year Rate)(1+2" Year Rate)
If the above equations are not satisfied, Arbitrage Opportunity available

Relationship between Interest Rates, Reinvestment income & Bond Prices

Interest Rates ] Re Investment Income _| Bond Prices

=

i e
B o R

]

compensated with rise in Reinvestment income and when interest rates fall
compensated with raise in the bond value. Immunization can be achieved b

Immunization refers to buying a bond in such a way when interest rates rises fall in the

bond prices will be exactly
s fall in the reinvestment will be exactly
y buying the bond now and holding it till

duration.
’ Corporate Dividend Policy

[ =
f Dividend Discounting/Growth Model : :
{

’ ‘ Walter’s Model:
|

Gordan Model: P,

2o by
) =
G= Retention Ratio X IRR ,u%mf

Retention Ratio = 1 — Payout ratio.

D.
pD:_‘

D. >
—— orK, ==+
K.=G P,

M:

J Earnings Growth Model
f
i

&

Modiglani Miller Theory Dividend decision is irrelevant in determining the value of shares. In other words, whether the

company pays the dividend or not the stock price will not change.
P, = Py(1+K,) — D, l:= Investment in Year 1, E,= Earnings in year 1

(m+n)P,+E, -1,
14K,

MxP, = m= 0Old No. of Shares, n= New No. of shares

Post Bonus Theoretical Price = S xM

Theoretical post Rights Price = (S,xM)+ Rights Proceeds
M+N

SoxNo. of Shares
New no. of Shares

Post Split Price =

Tmelt hsa b
5o .

G noo
%

Facebook ID : Sfm Praveen
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Mergers and Acquisitions

Earnings Based Valuations method

Total earnings of target co.

. of shares i ble =
No.o shares issua le EPS of Acquisition co.

Market Based Valuations method

. M.Cap of Target Co.
e
No. of Shares issuable CMP of Acquisition Co.

Book value based valuation method

A Book value of Target Co.
No. of shares issuable = ==
Book value per share of Acquiring co.

Discounted Cash flows method The future cash flows of the target co. business will be estimated and discounted with

Discounted Lash TIOWwS ===

acquiring co.’s cost of capital.

Weighted Average Method Weighted Average of 2 or more of the above Methods.

FOREX Markets

e == When bank buys denominator
bQ currency Bid Rate.

i When bank sells denominator
Bid and Ask Value currency Ask Rate

Bid==—3

3% Ask=

2 Fx Rates of Few Currencies

FXRAtES Ol revw L0 " = ===

Cross Currency Bid/Ask Rs/$ - 60

Bid% = Bid>x Bid  and Ask® = Ask x Ask? | Rsi€ - 85

Y

Rs/£ - 100
Conversions from
¥/$ -103
Denominator to Numerator = Multiplication.
Numerator to Denominator = Division. Rs/AED - 16

Price & Product Price is Numerator & Product is Denominator

: S—F 1 . o ; -
Prices=ars x 100 X A—; (if +ve Price is Premium, If —ve Price is Discount)

F=S 12 % s - . 5
Product = sz 100 x = (if +ve Product is Premium, If —ve Product is Discount)

Facebook ID : Sfm Praveen Mobile noc. 8886435913
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I
‘ SWAP Points
|

Ascending Order — Add SWAP } From Spot Rate to find Forward rates.
Descending Order — Deduct SWAP

Interest Rate Parity Theorem

: : . So(1+Rp)
According to Interest rate Parity Theorem, Theoretical Forward Rate = m
f

R,= Home Currency Interest rate, Ry = Foreign Currency Interest Rate
If Actual R, > Theoretical R, = Borrow in Foreign Currency & Invest in Home Currency (i.eMoney is cheaper in

Foreign Currency).

As on 1/1/2014 | As on 31/12/2014.
Borrow in F.C 5 Redeem Deposit + Interest.
Convert in H.C @ spot. 6 Reconvert to F.C @ Fwd Rate.

Deposit @ actual R, 7 Repay F.Cloan
Take Fwd Cover to buy F.C 8  6-7 Arbitrage gain

If Actual R, < Theoretical R, = Money is cheaper in Home Currency. Hence borrow in Home currency & Invest

in foreign currency.

o F e Houteia EREIREEE SRS e
As on 1/1/2014 As on 31/12/2014.
5. Redeem Deposit + Interest.
6. Reconvert to H.C @ Fwd Rate.
T
8.

1. Borrow in H.C

2. ConvertinF.C@spot. |
3. DepositinF.C

4. Take Fwd Cover to sell F.C

Repay H.C loan + Interest.
6-7 = Arbitrage gain.

: : ; < So(1+1n)
According to Purchasing Power Parity Theorem/ Theoretical Forward Rate = -m—)—
\ f

here | refers to Inflation.
Money Market Hedging

Money Market Hedging refers to simultaneous creation of FX asset for existing FX liability in case of importer and
creation of FX liability for existing FX asset in case of exporter.

Importer — Payment due.

Identify Fx Liability
Create Fx Asset (Deposit in foreign currency bank @ Deposit rate) by borrow in Rs. & Conversion to Dollar at spot

rate. x

Redeem the deposit and repay the Liability
Repay home Currency Liability + Interest.
Exporter — Receivable

Identify Fx Asset

Create Fx Liability by borrow in Dollar on /9
Convert to Rupees at 31/1.

Realize Fx Asset & repay Fx liability.
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Leading & Lagging
Leading means pay or receive now. Lagging means pay or receive later.
Importer (So — 60 Rs./Dollar, Credit period 1 year)

.

».

Expected S; — 55 Expected Spot rate

l

Pay Later

l

Lag the Payment Sl_ 70
on 1/1 borrow Rupee Lag the payment
Convert Rs. Into Dollar @spot
Make the payment
On 31/12 - repay the loan+ int.

Lead the payment.
Int rate < Dollar Appreciation  Int rate > Dollar App

Exporter (Se — 60 Rs./Dollar, Credit period 1 year)

E

»
>

Expected S; — 55 Expected Spot rate

l

Receive now

<

l l

lead the Payment Sp=70

Lag the payment Lead the receipt

Int rate < Dollar Appreciation  Int rate > Dollar App
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Risk analysis

Returns of the stock y =3 P xX

Risk of the project = Sp(x- )’

Risk Adjusted discount rate = Cost of Capital + Risk Premium CA Final SEFM Batch Il
Schedule : 12-May-14 to 09-Jul-14
Timings : 6.15 pm to 9.30 pm
Venue: Ameerpet,Hyd.

Certain C/F

Certainty Equivalent Factor=———
Un Certain C/F

Sensitivity Analysis

hange

G
% of Sensitivity = CE R X 100

Sensitive’s CFAT l
LIFE l
O/F T
D/F T

Hillier's Model

Independent Dependent

C/Fs CiFs

Discount Variance of C/F ¢ Discount S.D with

@ 1 b
(2t r)e (1+41)

Then y/Sum of Variance Sum of S.D is project S.D
= S.D of Project

Desired Deviation

X-X
ZValue = = S
=i g Standard Deviation

ol nodt 0% et gk y 12 - QA Kol Peyroi
WAt e p/\AL& - Caoh ’QWA\,E ﬂ 0D

(F)
8#@;5@ M}lm = ﬂ %Lﬁ-

——

Facébook ID : Sfm Praveen /) 'H Mobile no. 8886435913

/m= Wa Wanaval. .
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Leasing

+is inflow and —is outflow

)

Lessee (Financial Decision)

l !

Option | Option Il

Take the asset on Lease Borrow & Buy

» Pay lease Rent(-)
» Claim Tax (+)

—» Pay Interest(-)

—» Claim Tax(+)

— Claim Depreciation (+)
—» Get Resale Value (+)
—» Repay Loan (-)

By A. Amogh aaaamogh@gmail.com 09666460051.

»

-

Lessor (Invetment/Capital Budgeting Decision)

Initial Outflow (-)
Receive Lease Rent(+) & Pay Tax(-)
Claim tax on Depreciation(+)
Realize terminal/Salvage Value(+)
If NPV +ve Lease is viable
If NPV —ve Lease is not viable

Bye ok cinon {rose Ao dT,
é @ameﬁ[b (;) lopse= (,DSC? &a;e,;
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