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9. In a nutshell, your ability to take on risks depends on your surplus. Of course, before you can take on risks, you must know what is a risk and have something to place at risk. Therefore, your ability can be quantified primarily through your net worth or your wealth relative to your debt. Other factors that are considered in determining your ability to take on risks are your time horizon, human capital, and expected income from investing
On the other hand, willingness refers to the degree of investment risk one is comfortable taking. An investor may say in the beginning “I can handle the inevitable market fluctuations” but this resiliency will eventually be put to the test. In the end, it all comes down to how you will react when your investment portfolio loses its value. In short, can you still sleep soundly at night after you’ve made an investment decision? If the answer is no, then you might have exceeded your willingness threshold.

10. Introduction- Description of the client
Statement of Purpose- Purpose of the IPS
Statement of Duties and Responsibilities - Duties and responsibilities of all parties – client, advisor, custodians
Procedures - The steps that will be undertaken to keep the IPS updated and procedures to be followed in the response  to various contingencies
Investment Objectives -The client’s investment objectives
Investment Constraints - The client’s investment constraints
Investment Guidelines - Information on how the investment policy should be executed and includes the permissibility and exclusion of assets
Evaluation and Review - Guidance on obtaining feedback for investment results
Appendices - Strategic asset allocation (SAA) – also known as the policy portfolio which provides the baseline portfolio allocation
Rebalancing policy

11. Every investor has different liquidity requirements. Institutuions like an insurance company might need funds when a lot of claims arise and might want to invest when there is a surplus. 
Some might want to invest and forget for a decade whereas someone might need the funds back in the next few months. Hence, the asset allocation is done according to investment horizon.
Dividend income is charged a higher tax rate than capital gains so that needs to be taken care of
Legal and regulatory factors – Restrictions on institutions like pension houses and insurance companies for asset allocation
Unique – Socially responsible investing may be demanded by a particular investor

12. Environmental, social and governance factors are collectively referred to by the acronym “ESG”. ESG integration is the practice of considering environmental, social, and governance factors in the investment process. The integration can be implemented across all asset classes, including equities, fixed income, and alternative investments. ESG issues can be sub-divided into 3 main groups:
environmental issues: climate change, pollution, deforestation, etc.
social issues: customer satisfaction, gender and diversity, labor standards, etc.
governance issues: bribery and corruption, executive compensation, lobbying, etc.
Investors may exclude or engage with companies with strict consideration of these issues. Alternatively, investors may ask their asset managers to consider these issues in the investment process. For example, an investor might not want to buy a share of a cigarette manufacturer as cigarettes cause cancer.
13. 324/625 = 51.84%
14. 
	INVESTOR
	RISK TOLERANCE
	INVESTMENT HORIZON
	LIQUIDITY NEEDS
	INCOME NEEDS

	INDIVIDUAL
	VARIABLE
	VARIABLE
	VARIABLE
	VARIABLE

	BANKS
	LOW
	HIGH
	HIGH
	MEDIUM

	ENDOWMENTS
	MEDIUM
	HIGH
	LOW
	LOW

	INSURANCE
	LOW
	MEDIUM
	HIGH
	HIGH

	MUTUAL FUNDS
	LOW
	HIGH
	HIGH
	LOW

	DEFINED BENEFIT PENSION 
	LOW
	HIGH
	LOW
	LOW



15. Defined contribution plan is where the amount of premium to be paid is pre-decided. Therefore, the investment risk here lies with the employee as no returns are guaranteed.
Defined benefit pension plan is where the premium amount is not fixed but the benefit or the pension payments to be received in the future have fixed amounts. Here the investment risk lies with the employer
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11. Michael Porter’s 5 competitive forces:
Threat of new entrants
Bargaining power of suppliers
Bargaining power of buyers
Threat of substitute products
Intensity of rivalry among competitors

12. External factors affecting an industry’s growth include macroeconomic, technological, demographic, governmental, and social influences.

Macroeconomic Influences
Cyclical or structural trends may have significant effects on the demand for an industry’s products or services. An industry’s sales and profitability may be impacted by gross domestic product, interest rates, credit availability, and/or inflation.

Technological Influences
New technologies create new or improved products that can radically change an industry and change how other industries use the products to conduct their operations.

Demographic Influences
Changes in population size, the distribution of age and gender, and other demographic characteristics may have significant effects on economic growth and the amount and types of goods and services consumed.

Governmental Influences
Governments may have a significant influence on industries through their ability to control tax rates and their status as major purchasers of goods and services from a range of industries. Governments may also exert their influence indirectly by empowering other regulatory or self-regulatory organizations to govern the affairs of an industry.

Social Influences
Societal changes involving how people work, spend their money, enjoy their leisure time, and conduct other aspects of their lives can significantly affect the sales of various industries.
13. Dividends
A dividend is a distribution paid to shareholders based on the number of shares owned. The distribution can take one of several forms:

Cash dividend
A company pays regular cash dividends whenever it distributes a share of its profits in cash to its shareholders based on a regular dividend payment schedule. For example, the company may opt to pay shareholders a dividend every quarter, semiannually, or annually. Thus, the company could issue an annual dividend of, say, $0.50 per share. In such a scenario, an investor who owns 100,000 common shares would receive $50,000.

Consistent cash dividend payouts send a positive signal to the markets, indicating that the company is growing and should continue to grow and pay dividends in the future.

Extra dividend
A company may also issue a dividend outside of the usual schedule to supplement the regular cash dividend with an extra payment. This is called an extra dividend or special dividend.

Stock dividend
Stock dividends refer to all dividend payments that are not in the form of cash. In these instances, a company chooses to distribute profits in the form of additional shares instead of using cash. For example, when a company declares a 10% stock dividend, every shareholder receives an additional 10 shares for every 100 shares they already own.

When a company pays stock dividends, the total number of shares outstanding will increase but share value remains the same. In addition, a shareholder’s proportionate ownership in the company will remain the same. Likewise, his total cost basis will be unchanged since he did not purchase the additional shares; they were rather “given” to him. His cost per share will, however, be reduced. Therefore, stock dividends are not relevant for valuation.

Stock split
In a stock split, a company gives its shareholders X number of shares for every Y number of shares that are owned. For example, in a two-for-one stock split, shareholders receive one additional share for every share previously owned. Thus, if a company had 20 million shares outstanding before the stock split, it will have 40 million shares outstanding after a 2-for-1 stock split.

Reverse stock split
A reverse stock split is the opposite of a stock split. In a reverse stock split, a company reduces the number of shares outstanding by a set multiple. For example, if a company announces a 1-for-4 reverse stock split, shareholders will receive 1 share for every 4 they own. Thus, an investor with 10,000 old shares will end up with just 2,500 new shares.

A reverse stock split results in an increase in the price per share but does not affect a company’s market value or shareholders’ total cost basis. For example, the same investor owning 10,000 shares at $1 will now have 2,500 shares worth $4. However, his investment in dollar terms remains $10,000.
Share repurchases
In a share repurchase, the company uses cash to buy back its own shares. Once repurchased, the shares do not participate in subsequent voting or dividend issues. The shares are also not considered when computing the earnings per share.
A share repurchase is viewed as equivalent to the payment of cash dividends of equal value in terms of the effect on shareholder’s wealth, all other things being equal. It sends the message that the share may be undervalued. It can also be preferred to cash dividends when tax rates on dividends exceed tax rates on capital gains.
14. Free cash flow to equity is a measure of how much cash is available to the equity shareholders of a company after all expenses, reinvestment, and debt are paid. FCFE is a measure of equity capital usage.Free cash flow to equity is composed of net income, capital expenditures, working capital, and debt. Net income is located on the company income statement. Capital expenditures can be found within the cash flows from the investing section on the cash flow statement.
15. Dividend at year 1 = 12*1.12 = 13.44 
Dividend at year 2 = 13.44*1.09 = 14.6496
Dividend at year 3 = 14.6496*1.09 = 15.968064 
Dividend at year 4 = 15.968064*1.08 = 17.24550912 
Dividend at year 5 = 17.24550912*1.05 = 18.10778458 
V4 = 18.10778458/0.05 = 362.1556916 
V0 = ((362.1556916/1.08)/1.09^2)/1.12 = 252 
16.  Enterprise value = MV of equity + MV of debt – Cash and marketable securities (we use book value of other debt)
 EV = (160000*50) + (700000+1000000)-200000 = 9600000 
EV/EBITDA = 9500000/1000000 = 9.60 Q17) 
PE = Payout ratio*(1+g)/(ke-g) = 0.4*(1+0.04) / (0.12-0.04) = 5.2 
Unit 3 
Q1) W(P) = 0.2 ^2 – (0.5 * 0.2 * 0.25) / (0.2 ^2 + 0.25 ^ 2 + (2 * 0.5 * 0.2 * 0.25)) = 28.57% W(Q) = 1 – 28.57% = 71.43% 

Q2) at min variance, w = stdev of asset/ total stdev (as rho = -1) W(L) = 0.18/0.33 = 54.55% W(M) = 1 – (0.18/0.33) = 45.45% 

Q3) Portfolio return = (1/3) * (27+24+22) = 24.33 Risk = ((1/3) *33) ^2 + ((1/3) *28) ^2 + ((1/3) *26) ^2 + (2*(1/3) *(1/3) *33*28*0.2) + (2*(1/3) *(1/3) *28*26*0.32) + (2*(1/3) *(1/3) *33*26*0.5) = 471.39



