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FINANCIAL TOOLS FOR EVALUATING CASH FLOWS (I1); CONTINUED
The Capital Assets Pricing Model (CAPM)

The Capital Market Line (CML) — ynn mw»
The Security Market Line (SML) — 7990 m99 9

Single Assets — 01712 DU)
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When investing in one asset only:
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A>-B and
Op < 0p
for all risk averse = and
at least one inequality is strong
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2 Assets Portfolios — ©>02) 2 bv 0N
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Xa+Xb=1

E(Rp) = Xa*E(Ra)+XbE(RDb)
o*(Rp) = (Xa)* *5*(Ra)+(Xb)* *c°(Rb)+2(Xa)(Xb)*COV(Ra,Rb)

s(Rp) = (6*(Rp))"? COV(Ra,Rb) = p(a,b)*s(Ra)*s(Rb)
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Market Portfolio (M) — pyvwn pon
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Security Market Line (SML)— 7ayn m»)p

CML SML
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SML: E(Ri) — Rf = Bi[E(Rm)-Rf]
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