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C1 Managing Equity Investments

Seminar outline (3 ½ days)

DAY ONE

Morning:

Equity analysis:

1. Dividend growth model.

2. Capital Asset Pricing Module (“CAPM”):

a) principles;

b) central limit theorem;

c) market vs. specific risk;

d) beta;

e) leveraged betas.

3. Modern Portfolio Theory (“MPT”):

a) security market line;

b) efficient set;

c) determining covariances.

4. Asset-based approach:

a) rationale;

b) drawbacks;

c) appropriateness.

5. Cash flow/earnings based approaches:

a) techniques;

b) problems.

Afternoon:

Debt/equity hybrids:

1. Principles of convertible bonds.

2. Typical convertible bond structures.

3. Valuation – premium, break-even, constituent.

4. Effects of embedded options on convertible performance.

5. Balance sheet effects.

6. Convertible investors and rationales.

7. Bond based products:

a) principles;

b) structures.

DAY TWO

Morning:

Equity options and futures:

1. Types of equity option:

a) exchange traded;

b) over-the-counter (“OTC”) options.

2. Trading strategies with equity options.

3. Equity warrants.

4. Stock index futures:

a) stock indices;

b) fair valuation;

c) contract specifications;

d) using index futures to hedge.

5. Dividend arbitrage.

6. Single stock futures.

7. Differential futures:

a) linear;

b) ratio.

Afternoon:

Stock lending and repurchase agreements:

1. What is stock lending?

2. The risks in stock lending.

3. Using an equity repo.

4. Pricing issues and the reason for a “haircut”.

5. Repo styles: classic, sale and buy-back, tri-party repo.

6. The Total Return Swap (TRS).

DAY THREE

Morning:

Using options and futures:

1. General principles – hedging, replicating, leveraging.

2. Basic options strategies:

a) buy/writes, covered call writing;

b) protective puts;

c) others.

3. Futures and futures equivalents.

4. Application of other derivatives:

a) equity swaps;

b) structured products.

5. Quanto options.

Afternoon:

Other equity derivatives:

1. Contracts for difference:

a) structure;

b) comparison to TRS;

c) uses.

d) Using structured products over a dividend date:

e) TR swaps, put/call combos, LEPOs, etc., structured and priced to take into account the dividend.

2. Accounting considerations.

3. Risks:

a) counterparty;

b) market;

c) delivery.

4. “Manufacturing” dividends.

5. Legal considerations.

DAY FOUR

Morning:

Equity derivatives strategies:
1. Put/call combinations:

a) review of option structures and premia;

b) the put/call parity theorem;

c) initial sale plus put/call combination;

d) box spread.

2. Low exercise price option (“LEPO”).

3. Construction.

4. Use for tax efficiency and the effective use of regulatory capital.

5. With initial sale as an alternative to a repurchase agreement.
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