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Financial Basics and
Statements

Revenue is the income a business earns from selling its
products or services. For example, a retail store's
revenue comes from selling products, while a service
company's revenue comes from providing services. 

Expenses are costs incurred by a business to generate
revenue. They can include things like salaries, rent,
utilities, advertising, and supplies. Expenses are
deducted from revenue to determine a company's
profit or loss. 

Profit is the difference between a company's total
revenue and total expenses. If a company's revenue
exceeds its expenses, it has a profit. If its expenses
exceed its revenue, it has a loss. 
Loss is the opposite of profit. It occurs when a company's
total expenses exceed its total revenue. In other words,
it's a negative profit. 

A balance sheet shows a company's assets, liabilities, and
equity. Assets are resources, liabilities are debts, and
equity is the owners' stake.  
The equation: Assets = Liabilities + Equity.  
It helps assess financial stability, solvency, liquidity,
capital structure, and performance. 

Income Statement 
An income statement shows a company's revenues,
expenses, and net income (or loss). It helps assess
financial performance. Key components include revenue,
COGS, gross profit, operating expenses, operating income,
other income/expense, and net income. By analyzing
these, stakeholders can assess profitability, expense
management, revenue growth, and profit margins. 

Cash Flow Statement 
A cash flow statement shows a company's cash inflows
and outflows. It's divided into operating, investing, and
financing activities. The overall net cash flow indicates
whether the company generated or used cash. This is
important for assessing liquidity, financial flexibility, and
the ability to meet short-term obligations. 



Accounts Receivable 
Accounts receivable refers to the money a company is
owed by its customers for goods or services sold on
credit. It's listed as an asset on the balance sheet. A high
accounts receivable balance can indicate potential
liquidity issues if customers are slow to pay. However, it
can also be a sign of strong sales growth. 

Accounts Payable 
Accounts payable is the money a company owes to its
suppliers for goods or services received on credit. It's
listed as a liability on the balance sheet. A high accounts
payable balance can indicate that the company is taking
advantage of credit terms from suppliers, which can
improve cash flow in the short term. However, a
persistently high balance can also indicate financial
difficulties. 

Depreciation is the allocation of the cost of tangible assets
over their useful life. It reflects the wear and tear,
obsolescence, and economic life of the assets.
Depreciation is an expense that reduces the value of an
asset on the balance sheet over time. It is not a cash
outflow but rather an accounting adjustment. 

Amortization is similar to depreciation but applies to
intangible assets, such as patents, copyrights, and
goodwill. It is the process of allocating the cost of these
intangible assets over their useful life. Like depreciation,
amortization is a non-cash expense that reduces the value
of the intangible asset on the balance sheet.

Accruals are accounting entries that recognize revenues
or expenses before cash flows. They ensure financial
statements accurately reflect economic reality. 
Example: A service provided in December, but payment
received in January, would be accrued in December. 

Trial Balance 
A trial balance is a list of general ledger accounts and
their balances. It's used to verify accounting accuracy and
prepare financial statements. 
Purpose: 

Verifies accounting accuracy. 
Identifies errors. 
Prepares financial statements. 



Operating Cycle
Measures the time it takes for a company to convert
inventory into cash and pay off short-term liabilities. 
Components: Inventory Conversion Period and
Receivables Collection Period
Importance: Indicates efficiency in managing working
capital and cash flow. A shorter cycle is favorable. 

Inventory Conversion Period
Time it takes to convert inventory into sales. 
Factors: Inventory levels, production time, and
sales speed. 

Receivables Collection Period
Time it takes to collect cash from customers. 
Factors: Credit terms, collection efforts, and
customer creditworthiness. 

Overall, a shorter operating cycle suggests a company
is: 

Efficient in managing inventory. 
Effective in collecting payments from customers. 
Able to generate cash quickly to meet short-term
obligations. 

Liquidity 
Liquidity is a measure of a company's ability to quickly turn
assets into cash to pay off short-term debts. In simpler
terms, it's how easily a company can meet its financial
obligations. 
Why is liquidity important? It's like having enough cash on
hand to cover unexpected expenses or to seize
opportunities. A company with good liquidity is less likely to
face financial difficulties. 
How is liquidity measured? Liquidity ratios, such as the
current ratio and the quick ratio, are used to assess a
company's liquidity position. These ratios compare the
company's current assets (assets that can be easily
converted to cash) to its current liabilities (short-term
debts). A higher ratio generally indicates better liquidity. 

Employee Stock Options (ESOPs)
ESOPs are a type of employee compensation that gives employees the right to buy shares of
their company's stock at a predetermined price within a specific timeframe. 
Purpose: ESOs are used to motivate employees and align their interests with the company's
shareholders. By giving employees a stake in the company, employers can encourage them to
work hard and stay with the company. 



Real interest rate  
It is the actual return on an investment or the cost of a loan after
considering the impact of inflation. It's like the true interest rate you
earn or pay when you factor in how much prices have gone up. 
How is it calculated? You subtract the inflation rate from the nominal
interest rate (the stated rate). 
Why is it important? The real interest rate gives a more accurate
picture of the investment's return or the loan's cost. For example, if
the nominal interest rate is 5% but inflation is also 5%, the real interest
rate is 0%. In this case, while you earn 5%, the purchasing power of
your money hasn't increased due to inflation. 

Risk tolerance
Risk tolerance is how comfortable you are with the ups and downs of
investing. It's about how much you're willing to risk to reach your
financial goals. 
What factors influence risk tolerance? Your time horizon (how long
you have to invest), your financial goals (what you hope to achieve),
your financial situation (how much money you have and how stable
your income is), and your knowledge and experience (how much you
know about investing) all play a role. 
Why is risk tolerance important? Understanding your risk tolerance
helps you build an investment portfolio that's right for you. If you're
too aggressive, you might get scared and sell your investments at the
wrong time. If you're too conservative, you might miss out on
opportunities for growth. 

Purchasing Power Parity (PPP) 
PPP is a theory that suggests the exchange rate between two
countries should adjust to ensure that the same goods cost the same
in both countries. This is based on the idea that identical items should
have the same price when converted to a common currency. 
Implications: By comparing the prices of goods in different countries,
PPP can help determine if a currency is undervalued or overvalued. If
a currency is undervalued, it means it's relatively cheap compared to
another currency and might increase in value in the future. 

Blue Chip Stocks 
Blue chip stocks are shares of large, well-known companies with a
history of solid financial performance and a strong position in their
industries. These companies are often considered less risky than
smaller or newer businesses, making them attractive to investors
looking for stable returns. 
Characteristics: Blue chip companies are typically large, financially
stable, and have a reputation for reliable earnings and dividend
payments. They are often leaders in their respective industries. 
Examples:Infosys Ltd, healthcare – Dr. Reddy's Laboratories, finance,
and consumer goods – ITC 



Junk Bonds
Junk bonds are debt securities issued by companies
with lower credit ratings, making them considered
riskier than investment-grade bonds. These bonds
often offer higher interest rates to compensate for the
increased risk of default. 
Characteristics: Junk bond issuers typically have
weaker financial health or face more significant
business risks. They may have higher debt levels,
limited cash flow, or face challenges in their industry. 
Investment Implications: Investors who are willing to
take on more risk for potentially higher returns may be
attracted to junk bonds. They can be a suitable option
for investors with a higher risk tolerance or those
looking to diversify their fixed-income portfolio. 
 

Forward Rate Agreement (FRA) 
FRAs are financial contracts that allow parties to agree
on a specific interest rate for a future period. This helps
them manage the risk of interest rate changes. 
How it works: In an FRA, two parties agree to exchange
cash flows at a future date based on a predetermined
interest rate. This rate, known as the "forward rate," is
set when the contract is created and stays the same
throughout the contract. 
Purpose: FRAs are often used to protect against interest
rate fluctuations. For example, a company that plans to
borrow money can use an FRA to lock in a fixed interest
rate, which can help them avoid paying higher interest
costs if rates rise. 

Assets are resources a business or individual owns or
controls that can provide future benefits. They can be
tangible (like cash or property) or intangible (like patents or
goodwill). Assets are listed on a balance sheet to show a
company's financial health. 

Liabilities are debts owed by a business or individual.
They are typically due for payment in the future.
Examples include loans, accounts payable, and
accrued expenses. Liabilities are listed on a balance
sheet. 

Equity represents the residual interest in the assets of
a business or individual after deducting liabilities. It is
essentially the owners' stake in the entity. Equity is
calculated as Assets - Liabilities. For example, if a
company has Rs100 in assets and Rs50 in liabilities, its
equity would be Rs50. 



Market capitalization, or "market cap," refers to the total value of a publicly traded company's
outstanding shares of stock.  It is calculated by multiplying the current share price by the total
number of outstanding shares. Here's a breakdown: 
Formula: Market Cap = Current Share Price × Total Outstanding Shares. 
Indication: Reflects the company’s size and market value, offering a snapshot of its market
position. 
Categories: 
   Large-Cap:  

Companies with a market cap above ₹20,000 crore. 
These are well-established, financially stable companies, often leaders in their industries
(e.g., Reliance Industries, TCS). 

Mid-Cap: 
Companies with a market cap between ₹5,000 crore and ₹20,000 crore. 
Generally, companies with significant growth potential, possibly transitioning from small-
cap to large-cap. They offer a balance between risk and return. 

Small-Cap: 
Companies with a market cap below ₹5,000 crore. 
Typically newer or less established companies with higher risk but potentially higher
rewards. 
More volatile and can experience significant price swings. 

Market Capitalization  

Significance: 
Helps investors gauge risk and growth potential; larger companies tend to be safer but may
grow more slowly, while smaller companies might offer higher growth with increased risk. 

Accounting Ratios



A higher PE ratio suggests that investors expect significant future growth and are willing to
pay a premium, whereas a lower PE ratio might imply lower growth expectations or a potential
undervaluation of the stock. However, it’s crucial to consider industry-specific factors and
compare PE ratios within the same sector for a more accurate assessment. 
PE ratios are particularly useful in industries where earnings are stable and predictable, such
as consumer goods, financial services, and healthcare. In contrast, industries like technology
or biotech, which have volatile or speculative earnings, might require additional metrics for a
more comprehensive evaluation. 

Earnings per Share (EPS)

EPS is essential for investors and analysts as it provides insight into a company's earnings on
a per-share basis. It aids in comparing the earnings performance of various companies and in
evaluating their relative financial strength and growth potential. Typically, a higher EPS is
preferred by investors, as it indicates stronger profitability and the potential for higher
dividends per share. 

Earnings per Share (EPS) is a significant
financial metric that quantifies a company's
profitability by reflecting the portion of its
profit allocated to each outstanding share
of common stock.

ROIC (Return On Invested Capital) 

Definition: ROIC is a financial metric that
evaluates a company's efficiency and
profitability by assessing how well it uses its
investments in both debt and equity. 

Purpose: It measures the company’s ability to generate returns on the capital invested in its
operations, including both equity from shareholders and debt from lenders. 
Calculation: ROIC is calculated by dividing the company’s net operating profit after taxes
(NOPAT) by its total invested capital (equity + long-term debt). 

Price-to-Earnings (PE) Ratio 
The Price-to-Earnings (PE) Ratio is a key valuation metric used to evaluate a company's stock
by comparing its current market price per share to its earnings per share (EPS). 
It is calculated by dividing the stock’s current market price by its EPS over a specified period,
typically the last four quarters or the trailing twelve months (TTM). 
The PE Ratio indicates how much investors are willing to pay for each unit of the company's
earnings. 



Working Capital Ratio (Current Ratio)

Definition: The Working Capital Ratio, also
known as the Current Ratio, is a financial metric
used to evaluate a company's short-term
liquidity and ability to meet its current
obligations. 

Calculation: It is calculated by dividing the company’s current assets by its current liabilities. 
Formula: Working Capital Ratio = Current Assets / Current Liabilities 

Purpose: 
Determines if a company has enough short-term assets (such as cash and accounts
receivable) to cover its short-term liabilities (such as accounts payable and short-term debts). 

Interpretation: 
A ratio above 1 indicates that the company has more current assets than current liabilities,
which is generally considered healthy. 
A ratio below 1 suggests potential liquidity issues, as the company may not have sufficient
assets to cover its short-term obligations. 

Significance: 
A higher ratio reflects good short-term financial health and suggests the company is in a
stable position to handle its immediate financial obligations. 

Dividend Payout Ratio

Purpose: 
Indicates the proportion of earnings that the company returns to shareholders as dividends. 
A higher ratio means the company is distributing a larger share of its profits as dividends,
while a lower ratio suggests the company is retaining more earnings for reinvestment or other
uses. 

Significance: 
Used by investors to evaluate a company's dividend policy and its ability to sustain dividend
payments over time. 

Definition: The Dividend Payout Ratio is a financial
metric that measures the percentage of a company's
earnings that is distributed to shareholders in the
form of dividends. 

Significance: 
A higher ROIC indicates more efficient use of capital and effective capital allocation. 
It helps investors and analysts assess the company’s ability to generate profits from its
invested capital.

 
Industries: 

Valuable for companies with significant investments in fixed assets or long-term projects like
manufacturing, utilities, and telecommunications,   to evaluate their profitability.



Purpose: 
NPV is a key tool in capital budgeting and investment decision-making. 
It helps determine the potential value added by an investment and enables comparison with
alternative investment opportunities to guide decision-making. 

Debt to Equity Ratio 

Meaning: This ratio measures the proportion of debt
financing compared to equity financing. It provides
insight into the financial structure and leverage of a
company. 
Implication: A high debt-to-equity ratio indicates that a
company is aggressively financing its growth with debt,
which could lead to higher risk, especially during
downturns. 
Actual use: Investors and creditors use this ratio to
assess the financial risk. A lower ratio is generally seen
as favorable, indicating a more conservative approach
to debt. 

Solvency Ratios 

Interest Coverage Ratio 

Meaning: This ratio assesses a company’s ability to
meet its interest obligations on outstanding debt. It’s a
critical measure of financial health. 
Implication: A higher interest coverage ratio suggests
that a company can comfortably pay interest expenses
out of its earnings, reducing the risk of financial
distress. 
Actual use: A ratio below 1 indicates that the company
is struggling to cover interest expenses, which could be
a red flag for investors and creditors. 

Net Present Value (NPV) 

Definition: Net Present Value (NPV) is a financial metric used to assess the profitability and
viability of an investment or project by comparing the present value of expected cash inflows to
the initial investment cost. 

Interpretation: 
A positive NPV means the investment is expected to yield returns greater than its initial
cost, indicating it is financially attractive. 
A negative NPV suggests the investment may not be economically viable, as the projected
returns do not cover the initial expenditure. 



Equity Ratio 
Meaning: The equity ratio indicates the
proportion of a company’s assets that are
financed by shareholders' equity, reflecting its
financial stability. 
Implication: A higher equity ratio suggests that
the company is less reliant on debt financing,
which generally implies lower financial risk. 
Actual use: Companies with a high equity ratio are
generally seen as less risky because they have a
cushion of equity to absorb potential losses. 

Debt Ratio 
Meaning: This ratio indicates the proportion of a
company’s assets that are financed through debt.
It’s an indicator of financial leverage. 
Implication: A higher debt ratio means a larger
portion of a company's assets are financed by
debt, which could increase financial risk if
earnings are not sufficient to cover debt
obligations. 
Actual use: A debt ratio below 0.5 is generally
considered healthy, indicating that a company
has more assets than liabilities. 

Efficiency Ratios 

Meaning: The asset turnover ratio measures how
efficiently a company is using its assets to generate
revenue. It reflects the productivity of a company’s
asset base. 
Implication: A higher asset turnover ratio indicates
that the company is efficiently using its assets to
produce sales, which is a sign of good management. 
Actual use: Industries with low margins often have
high turnover ratios, while capital-intensive
industries typically show lower ratios. 

Asset Turnover Ratio 

Inventory Turnover Ratio 

Meaning: This ratio evaluates how often inventory
is sold and replaced over a specific period. It helps
in understanding the efficiency of inventory
management. 
Implication: A higher inventory turnover ratio
indicates efficient inventory management, meaning
the company is effectively converting inventory
into sales. 



Market Ratios 

Meaning: The dividend yield ratio shows the return
on investment from dividends relative to the stock
price, indicating how much cash flow an investor is
getting for each dollar invested in an equity
position. 
Implication: A higher dividend yield is attractive to
income-focused investors, but it’s also important to
consider the sustainability of the dividends. 
Actual use: While a high dividend yield might be
appealing, it could also indicate a declining stock
price or an unsustainable dividend payout,
warranting further investigation

Dividend Yield Ratio 

Meaning: This ratio compares a company's market
value to its book value, providing insight into how
the market perceives the value of a company's
equity. 
Implication: A P/B ratio above 1 indicates that the
market values the company more highly than its
book value, often due to strong future growth
prospects or intangible assets. 
Actual use: A very low P/B ratio might indicate
undervaluation, but it could also signal
fundamental problems with the company. 

Price-to-Book (P/B) Ratio 

Meaning: The Current Ratio is a liquidity ratio that
measures a company's ability to pay off its short-
term liabilities with its short-term assets. 
Implication: It measures the company's ability to
meet its short-term obligations. A higher ratio
indicates a stronger liquidity position. 
Actual Use: It's used by creditors and investors to
assess the liquidity of a company. A ratio above 1
indicates that the company has more current assets
than current liabilities, which is generally seen as a
positive sign. 

Current Ratio

Liquidity Ratio 

Actual use: A low ratio may indicate overstocking, obsolescence, or inefficiencies, while a
very high ratio may suggest inadequate inventory levels, which could lead to lost sales 



Return on Equity (ROE)

Capital Budgeting
Capital budgeting is the process of evaluating and selecting long-term investments and projects
that align with a company’s strategic objectives. It requires analysing potential investments,
estimating future cash flows, assessing risks, and determining financial viability. The most essential
tools and formulas in capital budgeting include:

• Net Present Value (NPV):

Profitability Ratios

Implication: It measures a company's ability to meet its short-term obligations without relying
on the sale of inventory. 
Actual Use: It's particularly useful in industries where inventory may not be easily or quickly
converted to cash. A quick ratio above 1 is usually seen as a good sign of liquidity. 

Meaning: ROE is a profitability ratio that measures the
amount of net income returned as a percentage of
shareholders' equity. 
Implication: It measures how effectively a company is
using its equity to generate profit. A higher ROE indicates
a more efficient use of equity. 
Actual Use: Investors use ROE to assess how well their
capital is being reinvested in the company. It’s a key
indicator of financial performance. 

Net Profit Margin Ratio 
Meaning: This ratio measures how much of every dollar
of sales a company actually keeps in earnings. 
Implication: It measures the percentage of revenue that
remains as profit after all expenses are deducted. A
higher margin indicates a more profitable company. 
Actual Use: It’s used to evaluate a company's efficiency
at controlling costs. Higher margins typically indicate
better control over costs relative to revenue. 

Corporate finance is a specialized branch of finance that focuses on how companies manage,
allocate, and optimize their financial resources to enhance overall value, maximize shareholder
wealth, and support strategic goals. 

Core Areas of Corporate Finance

Corporate Finance

Ǫ uick Ratio 

Meaning: The Ǫ uick Ratio is a stricter measure of
liquidity than the current ratio, as it excludes
inventory from current assets. 



Internal Rate of Return (IRR):
 IRR is the discount rate that equates the NPV to zero.

Capital Structure
Capital structure deals with determining the optimal mix of debt and equity to fund corporate
activities while balancing cost and risk. The goal is to minimize the cost of capital and maximize
financial stability:
• Weighted Average Cost of Capital (WACC): Financial metric that represents the average cost of
financing a company's operations. It considers the cost of debt, the cost of equity, and the
proportion of each type of financing in the company's capital structure.

 
Components: 

Cost of Equity (Re): Return required by equity investors given the risk of the investment. It can be
calculated using models such as the Capital Asset Pricing Model (CAPM). 
Cost of Debt (Rd): This is the effective rate that a company pays on its borrowed funds. It is
typically calculated by taking the average interest rate on all of the company's debt. 
Tax Shield (1 - Tc): Interest on debt is tax-deductible, which effectively reduces the cost of debt to
the company. This is why the cost of debt is multiplied by (1 - Tc) in the WACC formula. 

Working Capital Management
Working capital management ensures efficient day-to-
day operations by managing short-term assets and
liabilities. Effective working capital management
maintains liquidity and operational efficiency. Key
formulas include current ratio, quick ratio, and
accounts receivable turnover ratio.

Significance: WACC is a crucial metric used to
evaluate investment projects or assess the overall
financial health of a company. It represents the
minimum rate of return the company needs to earn
on its investments to satisfy the expectations of its
investors and lenders.

Mergers, acquisitions and divestitures
Merger: A merger is a strategic business combination
where two or more companies decide to unite and operate
as a single entity. The purpose of a merger is to create a
stronger, more competitive, and more efficient
organization by pooling resources, market share, and
expertise.
Acquisition: An acquisition, also known as a takeover, is
when one company acquires control over another
company by purchasing a significant portion of its
ownership, often a majority stake.
Divestiture, also known as divestment, is the process by
which a company sells, spins off, or otherwise disposes of
a part of its business or assets. It involves reducing or
eliminating a specific business unit, subsidiary, or
investment from a company's portfolio.



The Core of Asset Management: Portfolio
managers are like master chefs of the
financial world. Just as a chef carefully
selects ingredients, balances flavors, and
adjusts recipes based on taste, portfolio
managers select investments, balance risk
and return, and adjust strategies based on
market conditions.
 
 Real-World Impact: You might manage a $50
million portfolio for a pension fund, ensuring
teachers can retire comfortably. Or handle
investments for wealthy families, helping
them preserve wealth across generations.
Your decisions directly affect people's
financial futures.
 
 

Think of asset management like being a professional money manager. Instead of just saving money
in a bank account earning 1%, you help people and institutions invest their money in stocks, bonds,
real estate, and other assets to earn 5%, 10%, or even 20% returns.
It's like being a financial coach for money - you study markets, analyze companies, and make
strategic decisions to grow wealth over time. The bigger and better you are at this, the more you
can earn!
 

Portfolio Management

Mutual Funds

Democratizing Investing: Imagine if 10,000 people
each put $100 into a pot, giving you $1 million to
invest. That's essentially what mutual funds do - they
pool money from regular investors to access
diversified portfolios that would be impossible to
build individually.
 
 The Business Model: Mutual funds charge an annual
fee (expense ratio) of 0.5-2% of assets. A $1 billion
fund earning 1% fees generates $10 million in revenue
annually. Your job is to justify those fees by delivering
consistent returns and professional management.
 
 

Investment Management



Hedge Funds

The Elite Performance Game: If mutual funds are like driving a Toyota Camry, hedge funds are like
piloting a Formula 1 race car. They use sophisticated strategies, leverage (borrowed money), and
alternative techniques that regular funds can't or won't use.

 The "2 and 20" Model: Hedge funds typically charge 2% annually plus 20% of profits. A $1 billion
fund making 15% returns earns $50 million in fees ($20M management + $30M performance). This
creates incredible pressure to outperform but also incredible rewards.

 The Pressure Cooker: Hedge fund careers are high-stress, high-reward environments. Poor
performance can lead to quick exits, but successful managers become incredibly wealthy. The top
hedge fund managers earn more than most Fortune 500 CEOs.

Private Equity

The Corporate Makeover Business: Private equity is like buying a
fixer-upper house, renovating it, and selling it for profit - except
the "house" is an entire company worth $100 million to $10
billion. You hold these investments for 3-7 years, working
intensively to improve operations.
 
 Investment Strategies:
• Growth Capital: Invest in expanding companies without full
buyouts 
• Distressed/Turnaround: Fix struggling companies 
• Buyouts: Acquire mature, stable cash flow businesses 
• Sector-Focused: Specialize in healthcare, technology, or energy
• Geographic Focus: Target specific regions or emerging markets
 
 Value Creation Playbook: PE firms don't just buy and hope. They
actively work with management teams to cut costs, improve
operations, make strategic acquisitions, and optimize capital
structure. You might help a manufacturing company implement
lean processes, or a software company expand internationally.



Venture Capital

Betting on the Future: Venture capital is like being a talent scout for the next generation of
revolutionary companies. You're looking for startups that could become the next Google,
Facebook, or Uber. The math is brutal but rewarding: 90% of startups fail, but the 10% that
succeed can return 10-100x your investment.

The Power Law of Returns: In VC, one massive winner can return your entire fund. If you invest
$1M each in 10 companies, 7 might fail completely, 2 might return $2M each, and 1 might return
$50M. That single winner makes the entire fund profitable and creates legendary returns for
investors.
 
 Beyond the Money: VCs don't just write checks. You become a board member, strategic
advisor, and sometimes therapist to stressed founders. You help recruit talent, make key
introductions, and provide guidance through the inevitable ups and downs of startup life.

Alternative Investments

Beyond Stocks and Bonds: Alternative investments are the
"everything else" category of asset management. While most
people think investing means buying stocks and bonds,
alternatives include real estate, commodities, infrastructure, art,
wine, collectibles, and even intellectual property. These assets
often move independently of traditional markets.
 
Why Alternatives Matter: In 2008, when stocks fell 37%, some
alternative investments actually gained value. This diversification
is why endowments like Yale allocate 50-70% to alternatives. They
provide inflation protection, steady cash flows, and portfolio
diversification that stocks alone cannot.
 
 The Illiquidity Premium: Many alternatives can't be sold quickly
like stocks. This illiquidity means you typically earn higher returns
as compensation for tying up your money. A private real estate
investment might target 12% annual returns vs 7% for public
stocks.



Service Area
Key Functions & Offerings Main Focus

Examples 

Retail
Banking

Everyday financial services for
individuals/families, savings &
checking accounts, loans, credit
cards, ATM access

Convenience,
security, financial
inclusion

Commercial
Banking

Financial solutions for
businesses/organizations.
 Business loans, lines of credit,
treasury/merchant services

Enterprise,
support, growth,
cash flow
management

Investment
Banking

Complex transactions & financial
structuring, M&A, IPOs,
underwriting, risk management.

Corporate deals,
capital markets,
investor access

Wealth
Management

Personalized financial advisory,
portfolio management, tax, estate
strategies, retirement advice

Wealth growth,
preservation,
strategic planning

Treasury
Services

  Liquidity management, payments,
FX, risk, cash flow optimization,
secure transactions
  

Institutional money
movement, risk
optimization

Banking and Financial services
Banking and financial services are responsible for financial intermediation and a wide range of
services to individuals, businesses, and institutions. They enable the flow of funds, risk
management, and wealth creation across the economy.



Equity markets are organized platforms where companies issue shares to raise capital, and
investors buy and sell these shares. Shares represent ownership stakes in companies, giving
investors the potential to earn returns through dividends and price appreciation.
 Equity markets operate in two stages :
· Primary Market: Companies raise funds by selling shares to the public through Initial Public
Offerings (IPOs) or subsequent issues. This equity financing helps businesses grow without
incurring debt
· Secondary Market: Existing shares are traded between investors on stock exchanges such as the
Bombay Stock Exchange (BSE) and the National Stock Exchange (NSE). This market allows investors
to enter or exit positions easily and earn returns through dividends or capital gains.

FINANCIAL MARKETS
AND TRADING

Financial markets are platforms where people buy and sell different types of financial instruments
(like stocks, bonds, currencies, and commodities). These markets help companies raise money and
allow investors to grow their wealth by trading these financial assets. These markets are crucial
for efficient allocation of resources and economic growth.

Equity Markets

NIFTY 50

The Nifty 50 is a benchmark stock market index of the National Stock Exchange(NSE). It tracks the
performance of 50 large, well-established, and financially sound companies across various sectors.
It acts as a barometer of India’s equity market and is widely used by mutual funds, ETFs, and
investors as a benchmark.



SENSEX
The Sensex (Sensitive Index) is the benchmark
index of the Bombay Stock Exchange (BSE). It
represents the performance of 30 financially
strong and well-established companies across key
sectors. It holds great significance as the oldest
stock market index in India.

BANK NIFTY
The Bank Nifty (Nifty Bank Index) is a sectoral
index of the NSE that tracks the performance
of 12 of the most liquid and large-cap banking
stocks. It serves as a benchmark for the Indian
banking sector’s performance and is widely
used by traders for hedging and speculation in
banking stocks

Debt Markets

The debt market deals with fixed-income securities like
government bonds, corporate bonds, debentures, and
treasury bills. It enables governments and companies to
raise funds at fixed interest rates while offering investors
relatively stable returns. Debt markets play a vital role in
financing deficits, supporting corporate growth, and
maintaining economic stability. Key players include the
Reserve Bank of India (RBI), government, banks, mutual
funds, insurance firms, and retail investors. Example:
Government Securities (G-Secs)

Derivatives

Derivatives are financial contracts whose
value is based on underlying assets such as
stocks, indices, currencies, or commodities.
Common types include futures, options,
forwards, and swaps, which are widely used
for hedging risks, speculation, and arbitrage.
They are essential for risk management and
liquidity in financial markets. 
 



Foreign Exchange (Forex)

The Forex market is the largest global financial market, where currencies are traded across
international time zones. It is crucial for international trade, investment flows, and exchange rate
determination. Key players include central banks, commercial banks, hedge funds, multinational
corporations, forex brokers, and retail traders. 

Commodities
The commodities market facilitates trading of raw
materials and natural resources, broadly divided into
hard commodities (gold, crude oil, metals) and soft
commodities (agricultural products). In India, major
trading platforms include MCX and NCDEX. These
markets help in price discovery, hedging, and portfolio
diversification. Key players include producers, traders,
exporters/importers, commodity exchanges, brokers,
and speculators. Example: Gold Futures on MCX.

 Commodities



IPO (Initial Public Offering) 

TRADING

An IPO is the first sale of a company's shares to
the public, making it a publicly traded entity.  
It allows the company to raise capital by selling
shares to institutional investors and the general
public through a stock exchange. 
IPOs provide new investment opportunities and
allow companies to access funds for expansion
and growth. 

Purpose of an IPO: Raise capital for the company by selling a portion of its ownership(shares) to
investors.

 
Preparation and Regulatory Compliance: Before going public, a company must undergo
extensive preparation, including financial audits, restructuring, and drafting detailed
disclosures about its business operations and financial health. The company is required to file a
registration statement with the Securities and Exchange Board of India (SEBI), which includes a
prospectus providing comprehensive information about the company's business model,
management, financial statements, and potential risks. 

Underwriting Process:  Investment banks play a crucial role in the IPO process by acting as
underwriters. They help the company determine the initial price of the shares, buy the shares
from the company, and then sell them to institutional and retail investors. The underwriters
also assist in marketing the IPO, which may include a "roadshow" where company executives
present their business case to potential investors. 

Pricing and Share Allocation: The price is typically set based on the company’s valuation,
market conditions, and investor demand. The shares are then allocated, often with priority
given to institutional investors. 

Market Debut: Once the shares are priced and allocated, the company debuts on a stock
exchange, marking the first day its shares are available for public trading. On IPO day, the share
price can fluctuate significantly based on investor sentiment and market conditions.

\
Post IPO Considerations: After the IPO, the company must meet public reporting requirements
like quarterly earnings and material event disclosures, while balancing new shareholders'
interests with long-term goals, often under the scrutiny of analysts and investors. 

IPO Process 



Some other ways through which a company can raise funds
 
1. Rights Issue 

Existing shareholders are offered the right to purchase
additional shares at a discounted price, proportionate
to their current holdings. 

2. Follow-on Public Offering (FPO) 
After the IPO, a company can issue additional shares to
the public to raise more capital.

BULL Market:  
A bull market is a financial market condition where
prices of securities, such as stocks, are rising or are
expected to rise, typically sustained over a period. 
Indicators of Bull Market:  
Rising Stock Prices: A consistent upward trend in stock
prices across major indices. 
High Investor Confidence: Increased buying activity and
optimism about future economic conditions. 
Economic Growth: Indicators like rising GDP, low
unemployment, and strong corporate earnings

3. Convertible Debentures 
These are debt instruments that can be converted into
equity shares at a later date, giving investors the option
to become shareholders. 

4. Public Bond Issuance 
The company can issue bonds to retail investors, raising
funds through debt that must be repaid with interest
over time. 

BEAR Market:
A bear market is a financial market condition where
prices of securities, such as stocks, are falling or are
expected to fall, typically sustained over a period. 
Indicators of Bear Market: 
Declining Stock Prices: A continuous downward trend in
stock prices across major indices. 
Low Investor Confidence: Increased selling activity and
pessimism about future economic conditions. 
Economic Slowdown: Indicators like falling GDP, rising
unemployment, and weak corporate earnings. 



BONDS:

A bond is a fixed-income security issued by corporates or
governments to raise capital. When you buy a bond,
you’re essentially lending money to the issuer for a
specified period. In return, the issuer makes fixed-interest
payments to you. 
Different types of Bonds : 

1.Treasury Bonds: Issued by government and are
considered low risk. The issuer makes fixed-interest
payments and returns the principal at maturity. 

2.Municipal Bonds: Issued by state or local government and
are considered low risk. Interest may be tax-free for
investors, depending on local policies. 

3.Corporate Bonds: Issued by corporations and considered
high risk compared to treasury and municipal bonds, at
the same time, provide higher yield. 

4.Savings Bond: Issued by governments, aimed to individual
investors and are considered low risk but provides lower
yields. 

MUTUAL FUNDS: 

Mutual Funds pool money from multiple investors to
invest in a diversified portfolio of stocks, bonds, or other
securities. 
Managed by professional fund managers, these funds
make investment decisions on behalf of the investors. 
They offer a convenient way to access a diversified
portfolio with relatively small investments, where risks
and returns are shared proportionally among all investors. 

Types of Mutual Fund: 
1.Equity Funds: Invest primarily in stocks, aiming for high

returns with higher risk. 
2.Debt Funds: Invest in fixed-income securities like bonds,

offering lower risk and steady returns. 
3.Balanced or Hybrid Funds: Combine equity and debt

investments to balance risk and return. 
4. Index Funds: Track a specific market index, like the Nifty

50, aiming to replicate its performance. 

Expense Ratio 
The expense ratio is the annual fee charged by the mutual fund to cover its management,
administrative, and other operating costs. A lower expense ratio can enhance net returns
for investors. 

Net Asset Value (NAV) 
NAV represents the per-share value of a mutual fund, calculated by dividing the total
value of the fund's assets by the number of outstanding shares. It’s updated daily based
on the market value of the fund’s holdings. 

Performance Metrics 
Key metrics include alpha (excess returns), beta (volatility relative to the market), and
Sharpe ratio (risk-adjusted return). Understanding these helps in evaluating fund
performance. 



Exchange Traded Funds(ETF) :

ETFs are investment funds that trade on stock
exchanges, similar to individual stocks. 
They are designed to replicate the performance of a
specific index, sector, commodity, or asset class. 
ETFs provide investors with a convenient and cost-
effective way to gain exposure to a diversified
portfolio of assets without needing to buy and
manage individual securities. They offer liquidity,
transparency, and flexibility in trading, making them
popular among both individual and institutional
investors. 
Examples of popular Indian ETFs include the
“Nippon India ETF Nifty 50” and the “HDFC Gold
ETF”.

Hedge Funds :

Hedge funds are specialized investment vehicles
that pool capital from accredited or institutional
investors to implement a variety of advanced
investment strategies. 
These funds employ a range of sophisticated
techniques, such as long and short positions,
derivatives, leverage, and arbitrage, aiming to
generate returns in both rising and falling markets. 
Targeting high-net-worth individuals and
institutional clients, hedge funds typically charge
both management and performance fees based on
the fund's success. While they offer the potential
for higher returns, they also involve greater risk and
operate with less regulatory oversight compared to
traditional investment funds.

Short Selling :
Short selling is a trading strategy where an investor
borrows shares of a security and sells them in the
market, anticipating that the price will decline. The
investor then aims to repurchase the shares at a
lower price and return them to the lender, profiting
from the price difference. 

This strategy allows investors to profit from falling prices and can be used to hedge against
long positions or speculate on market downturns. However, it carries higher risks, as
potential losses are unlimited if the price increases instead of decreasing. 
Example: During the 2008 financial crisis, many investors short-sold shares of financial
institutions like ICICI Bank and Housing Development Finance Corporation (HDFC),
expecting their prices to drop due to market instability. Those who accurately predicted the
downturn profited as the stock prices fell sharply.



Capital Market Line (CML) 

The Capital Market Line (CML) graphically
represents the relationship between the expected
return and risk of a portfolio that combines both
risky assets and a risk-free asset. It is depicted as a
straight line starting from the risk-free rate of
return, extending to the point where it tangentially
touches the efficient frontier—representing the
portfolio with the highest risk-adjusted return. 
The CML illustrates the optimal blend of risk and
return for investors aiming to create a diversified
portfolio. By showing the best possible return for a
given level of risk, it guides investors in determining
their ideal asset allocation. The slope of the CML is
the Sharpe ratio, which measures the risk premium
per unit of risk assumed by the investor. 

High-Frequency Trading (HFT) :

High-Frequency Trading (HFT) is a strategy that leverages
advanced algorithms to execute a high volume of trades at
extremely fast speeds. 
The primary objective is to profit from minor price
differences and rapid market movements. 
HFT depends on cutting-edge technology and ultra-low-
latency data connections, which has raised concerns about
its impact on market stability and fairness.

 Arbitrage 
1. Arbitrage is a trading strategy where traders exploit price differences for the same asset in
different markets or at different times by simultaneously buying and selling the asset to profit
from the discrepancy. 
2. The strategy aims to capitalize on market inefficiencies, requiring quick execution as these
opportunities are typically short-lived. 
Types of Arbitrage: 
Spatial Arbitrage: Profiting from price differences in the same asset across different locations
or markets. 
Temporal Arbitrage: Exploiting price variations for the same asset at different times. 
Statistical Arbitrage: Using mathematical models to identify and exploit short-term
inefficiencies in the pricing of securities. 

Credit Default Swaps 

A credit default swap (CDS) is a financial swap
agreement in which the seller compensates the
buyer in the event of a debt default (by the
debtor) or other credit event. That is, the seller
of the CDS insures the buyer against some
reference asset defaulting. The buyer of the CDS
makes a series of payments (the CDS "fee" or
"spread") to the seller and, in exchange, may
expect to receive a payoff if the asset defaults. 



Leveraged Buyout (LBO): 

An LBO is a financial arrangement in which a company is
purchased using a substantial amount of borrowed capital (debt)
alongside a smaller equity investment. 
Private equity firms or investor groups frequently employ LBOs to
acquire companies, aiming to enhance their performance before
selling them or taking them public. 
However, LBOs come with increased financial risk due to the
significant debt burden incurred during the acquisition process.

How does a Credit Default Swap work? 
Parties Involved: 

Buyer (Protection Buyer): This is usually an investor or a lender who owns a debt security and
wants to protect themselves from the risk of default.  
Seller (Protection Seller): The seller, often a financial institution, agrees to compensate the
buyer in case of a default. 

Agreement terms: 
The buyer pays a periodic fee, known as the premium, to the seller. 
In return, the seller agrees to compensate the buyer if the borrower defaults. 

Default event: 
If the borrower defaults, the protection seller is obligated to pay the buyer the face value of the
debt or the difference between the face value and the market value of the debt. 

A stock split is a corporate action where a company divides its
existing shares into multiple new shares, increasing the total
number of outstanding shares. 
This split does not alter the company's overall value or the
proportional ownership of existing shareholders, as the total value
of the shares remains the same. 
Companies typically implement stock splits to reduce the price
per share, making the stock more accessible and appealing to a
wider range of investors. It can also boost liquidity and trading
activity. Common stock split ratios include 2-for-1, 3-for-1, and 5-
for-1. 
Example: Tata Steel stock split was on July 28, 2022, when the face
value of its shares was split from Rs 10 to Rs 1. This was a 1:10 split,
meaning that one equity share was split into ten smaller shares. 

Stock Split :

How does a Credit Default Swap work? 
Parties Involved: 

Buyer (Protection Buyer): This is usually an investor or a lender who owns a debt security
and wants to protect themselves from the risk of default.  
Seller (Protection Seller): The seller, often a financial institution, agrees to compensate the
buyer in case of a default. 

Agreement terms: 
The buyer pays a periodic fee, known as the premium, to the seller. 
In return, the seller agrees to compensate the buyer if the borrower defaults. 

Default event: 
If the borrower defaults, the protection seller is obligated to pay the buyer the face value of
the debt or the difference between the face value and the market value of the debt. 



Risk Management 
Simple Definition: Risk management is like having insurance for
your financial decisions. It's the process of identifying what could
go wrong with your money or investments, figuring out how likely
these problems are, and taking steps to protect yourself.

Think of it like driving a car: You wear a seatbelt (risk mitigation),
check the weather before leaving (risk assessment), and avoid
dangerous roads (risk avoidance). In finance, we do similar things
with money and investments.

Why it matters: Whether you're managing your personal savings
or running a billion-dollar company, understanding and managing
risk helps you make smarter financial decisions and avoid
catastrophic losses. 

Types of Financial Risk

Market Risk

The risk that your investments will lose value due to market movements
Real-World Example:
You buy Apple stock at $150. If the stock market crashes and Apple drops
to $120, you've lost $30 per share due to market risk.
Types: Equity Risk: Stock prices going up or down

Interest Rate Risk: Bond values changing with interest rates
Currency Risk: Exchange rate fluctuations
Commodity Risk: Oil, gold, wheat price changes

How to manage: Diversification, hedging with derivatives, setting stop-
losses

What it is: The risk that someone who owes you money won't pay it
back.
Real-World Example:
You lend $1,000 to a friend to start a business. If their business fails
and they can't repay you, that's credit risk materializing.
Types: 

Default Risk: Borrower completely fails to pay
Concentration Risk: Too much exposure to one borrower
Country Risk: Political/economic instability affects repayment
How banks manage: Credit scores, collateral requirements, loan
diversification, credit insurance

Credit Risk



Operational Risk

What it is: The risk of losses from inadequate or failed
processes, people, systems, or external events.
Real-World Example:
A bank's computer system crashes for 3 hours, preventing
customers from accessing their accounts. This operational
failure costs the bank money and reputation.
Common causes:

Technology failures: System crashes, cyber attacks
Human error: Wrong data entry, unauthorized trading
Fraud: Employee theft, external fraud
External events: Natural disasters, regulatory changes
How to manage: Strong internal controls, staff training,
backup systems, insurance

What it is: The risk of not being able to convert assets to cash quickly without significant loss.
Real-World Example:
You own a house worth $300,000 but need $50,000 cash immediately for an emergency. You
can't quickly sell part of your house, so you face liquidity risk.
Two types:

Market Liquidity Risk: Can't sell assets without big price drops
Funding Liquidity Risk: Can't meet cash obligations when due
How to manage: Keep cash reserves, maintain credit lines, invest in liquid assets, match
asset/liability durations

Liquidity Risk



Risk is everywhere: Every financial decision involves some level of risk
Risk ≠ Bad: Taking calculated risks is necessary for growth and returns
Diversification works: "Don't put all your eggs in one basket" is solid advice
Know your risk tolerance: Understand how much risk you can handle financially and emotionally
Risk management is ongoing: It's not a one-time activity but a continuous process
Technology is key: Modern risk management relies heavily on data analytics and modeling

Key Takeaways for Students & Professionals

What it is: A comprehensive approach that looks at all risks across an entire organization, not
just financial ones.
Real-World Example:
A restaurant chain considers not just financial risks, but also food safety risks, supply chain
disruptions, employee turnover, and reputation risks from social media.
Key components:

Strategic Risk: Business strategy and competitive threats
Compliance Risk: Regulatory violations and penalties
Reputation Risk: Brand damage from scandals or poor service
ESG Risk: Environmental, social, governance issues
Benefits: Better decision-making, regulatory compliance, stakeholder confidence,
competitive advantage

Enterprise Risk Management



Significance of Credit Default Swaps 

Risk mitigation: CDS provides a way for investors to mitigate the risk of holding debt by
transferring it to another party. 
Liquidity in the Market: CDS trading enhances market liquidity, allowing investors to buy or sell
protection against default without selling the actual bond.  
Speculation: Some market participants use CDS for speculative purposes, betting on the
creditworthiness of a borrower without owning the underlying debt. 

Sunk Cost:

A sunk cost is an expense or investment that cannot be recovered. When making business
decisions, it’s crucial to ignore sunk costs. Recognizing them helps prevent the “sunk cost
fallacy,” where individuals persist in unproductive ventures due to past investments.
Instead, decision-makers should focus on maximizing future benefits.



Taxation 
Taxation is the primary means through which governments generate revenue to fund public
services and infrastructure. In India, the constitution clearly demarcates taxation powers between
the Central and State governments. Central levies include income tax, customs, and excise duties,
while State levies include VAT, stamp duty, and state excise. Taxation is designed not only for
revenue generation but also for promoting economic stability and equity.

Direct Taxes: Paid directly by individuals and entities (e.g., income tax, corporate tax).

Indirect Taxes: Passed on to consumers (e.g., GST, customs, excise).
Tax reforms in past decades have focused on simplifying rates, enhancing compliance, and
rationalizing laws for efficient enforcement.

Recent Initiative: The 2025-26 Union Budget offers a full tax rebate on income up to ₹12.75 lakh,
cushioning the middle class and potentially stimulating consumption, this reduced the tax burden
enhancing equity and spurs economic activity, aligning with redistributive and stabilizing roles of
taxation.

Public Finance
Public finance involves not just raising
revenue, but also optimal resource allocation,
expenditure management, debt oversight, and
financial administration (including budget
preparation, execution, and auditing). Its
fundamental objective is to ensure economic
stability, social welfare, and national progress
through sound financial practices.

Core areas of Public Finance:

Government Budgeting 
Government budgeting is the process of planning and allocating financial resources for public
expenditure and development. The budget is prepared annually and includes estimates of receipts
and expenditures, focusing on national priorities such as health, education, and infrastructure.

Stages: Budget formulation, enactment (legislative approval), execution, and legislative review
(audit and scrutiny).

Revenue Budget: Covers regular incomes (tax and non-tax revenue) and routine expenses (salaries,
subsidies, interest payments).

Capital Budget: Includes receipts that create liabilities (like borrowings) and expenditures that
create assets (like infrastructure, investments).
Budgets serve as a roadmap for economic planning, fiscal discipline, and resource utilization.
Based on revenue and expenditure Budget can be classified in 3 types: Balanced (Rev = Exp), Deficit
(Exp > Rev) and Surplus (Rev > Exp)

About:



Fiscal Policy
Fiscal policy refers to government interventions via spending and taxation to influence economic
activity, manage inflation, and stabilize growth. It is a crucial tool used to support national
priorities, respond to crises (such as economic downturns), and guide development.
Types of Fiscal Policy
1. Expansionary Fiscal Policy: Increased government spending or tax cuts to stimulate growth
(used in recessions).
2. Contractionary Fiscal Policy: Reduced spending or higher taxes to control inflation.
3. Neutral Fiscal Policy: Balanced approach when the economy is stable.
Fiscal Deficit Indicators
· Fiscal Deficit = Total Expenditure – (Revenue Receipts + Non-Debt Capital Receipts).
· Primary Deficit = Fiscal Deficit – Interest Payments.
· Revenue Deficit = Revenue Expenditure – Revenue Receipts.
India’s fiscal policy has been successfully contractionary post-pandemic reducing deficits and
debt ratios. Stronger banking sector and investor confidence support this path. Rating agencies
like S&P have upgraded the outlook for India’s sovereign rating to positive, citing improved fiscal
metrics and consolidation trajectory

Public Debt Management 
Public debt arises when government spending exceeds
revenue, necessitating borrowing. Debt is classified as
internal (borrowed within the country, e.g., government
bonds) or external (loans from international institutions or
foreign governments).
Debt management aims to balance immediate
development needs with long-term sustainability.
Excessive debt can harm economic stability and future
fiscal flexibility, especially if used to cover recurrent
deficits instead of productive investments.
Regular monitoring and prudent borrowing strategies are
necessary to maintain creditworthiness and investor
confidence.

Debt Management Strategies
Sustainability: Keeping debt-to-GDP ratio under control.
Refinancing: Replacing old debt with new debt at better
terms.
Diversification: Using multiple sources of borrowing.
Transparency & Accountability: Clear disclosure of debt
statistics.



Net Present Value: 
Net Present Value (NPV) is a valuation method used to determine the
profitability of an investment by calculating the difference between the
present value of cash inflows and the present value of cash outflows over
time. It helps in assessing whether a project or investment will add value
to the firm. 
A positive NPV indicates that the projected earnings exceed the
anticipated costs, making the investment potentially profitable. 

Financial Models 
and Theories

Discounted Cash Flow : 
The Discounted Cash Flow (DCF) method is a valuation technique used to
estimate the value of an investment based on its expected future cash
flows. The idea is to project the future cash flows and then discount them
back to their present value using a discount rate, typically the weighted
average cost of capital (WACC).
The sum of these discounted cash flows gives the present value, which
can be compared to the current cost of the investment to assess its
attractiveness.
Applications: The DCF model helps investors and analysts assess whether
an investment is undervalued or overvalued based on its fundamentals,
rather than relying solely on market prices. Investors can use the present
value of money to determine whether the future cash flows of an
investment or project > value of the initial investment. It is widely used in
corporate finance, investment banking, equity research, and valuation for
mergers/acquisitions.
Key Considerations: The accuracy of a DCF depends heavily on the
reliability of future cash flow projections and the appropriateness of the
discount rate. Sensitivity analyses are often performed to account for
uncertainty in these inputs.

Capital Asset Pricing Model (CAPM) 

1. Capital Asset Pricing Model (CAPM): CAPM is a
financial model used to estimate the expected return
of an investment by considering the risk associated
with the investment and the overall market return. 
2. Risk-Return Trade-off: CAPM posits that investors
are compensated for taking on additional risk. It
assumes that higher returns are expected by investors
for bearing greater systematic risk, which is the risk
linked to the entire market rather than the risk specific
to a particular investment. 



The Dividend Discount Model (DDM) is a method to estimate a
stock's true value by considering its future expected dividends. 
It works on the principle that a stock's value is the present worth
of all its future dividends, discounted back to today's value
using a chosen discount rate. 
The DDM is popular among investors who focus on dividend-
paying stocks, viewing dividends as a key indicator of a stock's
value. It helps assess if a stock is undervalued or overvalued
based on expected dividends and the required rate of return.
However, DDM is best for companies with stable dividend
payouts, and other models might be better for firms with
inconsistent dividends. 

Dividend Discount Model: 

1. Gordon Growth Model: Assumes constant dividend growth. 
2. Multi-Stage DDM: For companies with varying growth rates. 

Monte Carlo Model:

The Monte Carlo model is a computational technique used to understand the impact of risk and
uncertainty in financial forecasts and decision-making. It involves simulating a process many
times (often thousands or millions) using random variables that follow specific probability
distributions. By running these simulations, you can generate a range of possible outcomes,
helping to assess the likelihood of various scenarios, such as investment returns or portfolio
risks. 

Key Points: 
Purpose: To model uncertainty and assess risk
in finance. 
Process: Simulate random variables based on
assumed distributions, run multiple iterations,
and analyse the range of outcomes. 
Application: Used in portfolio management,
option pricing, and risk management. 
Formula: 

ESG stands for environmental, social, and governance. ESG investing refers to how companies
score on these metrics for potential investments. Environmental criteria gauge how a company
safeguards the environment. Social criteria examine  how it manages relationships with
employees, suppliers, customers, etc. Governance measures a company’s leadership, executive
pay, shareholder rights, etc. 
ESG investors seek to ensure the companies they fund are responsible stewards of the
environment, good corporate citizens, and led by accountable managers based on criteria.  
The ultimate value of ESG investing depends on whether they encourage companies to drive
real change for the common good, or merely check boxes and publish reports. That, depends on
whether the investment flows follow ESG tenets that are realistic, measurable, and actionable.
Tobacco and defence are two industries avoided by many ESG investors, but historically
produced above-average market returns and can buck recessionary trends. To support ESG,
U.S. investors may be sacrificing returns in exchange for values. Many ESG investors are willing
to make that trade-off though.  

ESG Investing 



Blockchain in Finance 

Fin-Tech Ecosystem 
Fintech, short for financial technology, is the integration of technology into financial services.
It’s not just about creating new apps or tools; it's about fundamentally changing how we
interact with money and financial systems. 

What is Fintech? 
At its core, fintech is the application of modern technology to financial services and products.
This could be as simple as using your phone to check your bank balance or as complex as using
algorithms to decide where to invest your money. The goal of fintech is to make financial
processes more efficient, more accessible, and often more transparent. 

How Does It Work? 
Fintech companies use a combination of software, data analysis, and digital platforms to offer
services traditionally provided by banks or financial institutions. For instance, instead of
walking into a bank to apply for a loan, fintech might allow you to do this online, with the
approval process driven by automated systems rather than human decision-makers. 

Why Is It Important? 
Fintech is democratizing finance. It’s making services that
were once only available to wealthy individuals or large
institutions accessible to everyone. Whether it's through
mobile apps, websites, or even blockchain technology, fintech
is giving more people control over their financial lives. 
The Impact of Fintech: Efficiency, Accessibility, Innovation 
Where you see Fin-Tech: Digital Payments, Online Banking,
Cryptocurrency, Digital Currency, etc. 
In essence, fintech is reshaping the financial industry by using
technology to create smarter, more user-friendly services. 

Blockchain is a decentralized digital ledger technology that records transactions across
multiple computers securely and transparently. In finance, it provides a tamper-proof,
transparent record of transactions, reducing the need for intermediaries. 

FINTECH



Benefits:
Increased Transparency 
Enhanced Security
Cost Reduction 
Faster Transactions

Challenges: 
Regulatory Uncertainty: The regulatory
environment for blockchain and
cryptocurrencies is still evolving, which can
create uncertainty for financial institutions. 
Integration with Legacy Systems: Integrating
blockchain with existing financial systems can
be complex and costly, requiring significant
investment in new technologies and training. 

Applications: 
Cryptocurrencies: The most well-known
application, where blockchain underpins
digital currencies like Bitcoin and Ethereum,
enabling secure, peer-to-peer transactions
without central authorities. 
Smart Contracts: Automated, self-executing
contracts with the terms directly written into
code, which are used to streamline processes
like trade settlements, loan agreements, and
insurance claims. 
Cross-Border Payments: Blockchain facilitates
faster and cheaper cross-border transactions
by eliminating intermediaries and reducing
transaction times from days to minutes. 

Cryptocurrency 

Cryptocurrency is a form of digital or virtual currency
that uses cryptography for security. Unlike traditional
currencies issued by governments, cryptocurrencies
operate on decentralized networks based on
blockchain technology, making them immune to
central control or interference.

Key Features: 
Decentralization: Cryptocurrencies are typically
decentralized and operate on blockchain networks,
which are distributed across a large number of
computers (nodes), ensuring no single entity has
control. 
Security: Cryptography ensures secure transactions,
protecting against fraud and unauthorized access.
Each transaction is verified and added to the
blockchain through a process called mining. 



Innovation and Ecosystem Growth: 
Decentralized Finance (DeFi): DeFi platforms, built primarily on Ethereum, enable users to
engage in financial activities such as lending, borrowing, and trading without the need for
traditional intermediaries like banks. DeFi’s rapid growth reflects a broader trend towards
decentralization in the financial industry, creating new opportunities and challenges. 
Non-Fungible Tokens (NFTs): NFTs are unique digital assets that represent ownership of
specific items or content, such as art, music, or virtual real estate, and are typically bought and
sold using cryptocurrencies. NFTs have sparked a new wave of innovation in the digital
economy, blending finance, art, and technology in unprecedented ways. 

Transparency: All transactions are recorded on a public ledger, providing transparency and
traceability while maintaining user privacy through pseudonymous addresses. 
Limited Supply: Most cryptocurrencies, like Bitcoin, have a capped supply, which can influence
their value by creating scarcity. 

Applications: 
Investment
Payments 
Decentralized Finance (DeFi)
Smart Contracts 

Stablecoins: These are cryptocurrencies pegged to stable
assets like the US dollar or gold. Stablecoins like Tether
(USDT) or USD Coin (USDC) are designed to reduce the
volatility commonly associated with cryptocurrencies,
making them more suitable for transactions and savings. 
Central Bank Digital Currencies (CBDCs): While not true
cryptocurrencies, CBDCs are digital versions of a
country’s official currency, inspired by the technology
behind cryptocurrencies. Central banks are exploring
CBDCs to maintain control over their monetary systems
while offering the benefits of digital currencies. 

Challenges: 
Volatility 
Regulation 
Security Risks
Adoption 

Regulatory Developments: 
Global Approaches: Governments and regulatory bodies worldwide are taking various
approaches to regulate cryptocurrencies, ranging from outright bans to embracing them as legal
tender. For example, El Salvador’s adoption of Bitcoin as legal tender marks a significant
milestone in the mainstream acceptance of cryptocurrencies. 
Compliance and KYC/AML: As cryptocurrencies become more integrated into the financial
system, regulatory frameworks focusing on Know Your Customer (KYC) and Anti-Money
Laundering (AML) measures are being implemented to prevent illegal activities.  
Taxation: Governments are developing tax policies for cryptocurrency transactions, treating
them as assets or commodities in many cases. This includes capital gains tax on profits from
trading or selling cryptocurrencies, which varies significantly across jurisdictions. 

Future Outlook: 
Mass Adoption: The future of cryptocurrency hinges on its mass adoption as both an investment
and a medium of exchange. Factors such as ease of use, regulatory clarity, and technological
advancements will play a crucial role in shaping this future. 
Technological Evolution: Innovations and development of scalable blockchain solutions will
address current challenges like transaction speed and energy consumption, making
cryptocurrencies more viable for widespread use. 



Quantitative Finance
– Simplified
What is Quantitative Finance?

 
Quantitative Finance, or Quant Finance, uses math, statistics, and
programming to solve financial problems. It helps put numbers on
uncertainty and answer questions like: How risky is this investment? What is
the fair price of a contract? Can a computer trade better and faster than
humans?
In simple words, Quant Finance is about turning uncertainty into measurable
numbers. Just as weather models forecast rain, financial models forecast
profits, losses, and risks.

Algorithmic Trading

Algorithmic trading means using computer programs to buy and sell
automatically based on rules.This matters because markets move in
microseconds, far faster than humans. Algorithms can track many stocks at
once and never act on fear or greed. For example, if a stock rises 2%, an
algorithm may instantly sell, or if it falls 3%, it may buy.
Large investors like hedge funds depend on algorithms for efficiency, and some
specialize in high-frequency trading with thousands of tiny trades each second.

Risk Modeling

Risk modeling is about predicting how much you could lose in bad situations.
Focusing only on profits without risk is like driving without brakes.
Banks and funds use tools like Value at Risk (VaR), which might say: “There is a
95% chance you won’t lose more than ₹10 lakh tomorrow.” Other methods
include stress testing, which simulates extreme crashes, and Monte Carlo
simulations, which run thousands of possible outcomes.
This became critical after the 2008 crisis, when many institutions
underestimated risk. Today, regulators require banks to test their resilience.
 
 Derivatives Pricing

Derivatives are contracts whose value comes from another
asset, like a stock or currency. A common example is an
option, which gives the right (not obligation) to buy or sell a
stock at a set price later.
Pricing them is tricky since it depends on many factors: stock
price, time left, volatility, interest rates, etc. This is why
models like Black–Scholes or Binomial Trees are used to
calculate fair prices.



 Financial Engineering

Financial engineering is designing new financial products by mixing
existing ones. Investors have different needs — some want safety, some
want growth, many want both.
Examples include ETFs (baskets of stocks traded like one share) and
structured products (a mix of bonds for safety and options for growth).
Even complex creations like mortgage-backed securities come from
financial engineering.
 

Why is Quantitative Finance Important?

Markets today are too fast, risky, and complex to run without quant tools. Humans can’t match
computers in speed, risks must be measured to avoid disasters, and complex products can’t be
priced fairly without models. That’s why careers in Quant Finance are booming. Professionals
called Quants work in hedge funds, banks, trading firms, and fintech companies, designing
strategies that move billions daily. In short, Quant Finance makes markets faster, safer, and
smarter by blending finance, math, and technology.



 Credit Default Swaps (CDS)  

A Credit Default Swap (CDS) is a financial derivative
that acts as insurance against the default of debt
obligations. In a CDS, the buyer pays a premium to
the seller in exchange for compensation if the  
CDS contracts transfer the credit risk from one
party to another, allowing investors to hedge
against potential losses or speculate on credit risks.
The seller of the CDS takes on the risk, while the
buyer gains protection, making CDS a crucial tool in
risk management. 

 Base III  
Basel III is an international regulatory framework
established to enhance the stability and robustness
of the global banking sector. It was developed in
response to the deficiencies revealed by the 2008
financial crisis, focusing on improving risk
management and supervision. 
Basel III sets stringent capital requirements,
including a higher minimum Capital Adequacy Ratio
(CAR), to ensure banks have enough capital to
absorb losses. This regulation mandates that banks
hold a greater proportion of high-quality capital,
such as common equity, to increase financial
stability. 

 VaR  

Value at Risk (VaR) is a statistical technique used to
quantify the potential loss in value of a portfolio or
investment over a defined period for a given
confidence interval. It provides a measure of the
maximum expected loss under normal market
conditions, offering a snapshot of market risk
exposure. 
VaR is widely used by financial institutions and
investment managers to assess market risk, allocate
capital, and set risk limits. Despite its usefulness,
VaR has limitations, particularly in capturing tail
risks or extreme events, which require
supplementary risk management tools. 



1. Introducing the financial markets.
You’ll discover how each market operates, what drives it, and most importantly how you might
capitalize on movements.
link

2. How Does Trading Work?
In this course will give you some key insights into the mechanisms of the trading world. Starting
with who’s who: the people who make things happen and how you’re connected with them. Then
they take a look at market prices, showing you how they work, before finally explaining why even
falling prices can create exciting trading opportunities.
link

3.Adaptive Markets: Financial Market Dynamics and Human
Behavior.
A completely new way of thinking about financial markets,
institutions, and innovation that reconciles human behavior with
market efficiency using concepts from evolutionary biology,
cognitive neuroscience, and artificial intelligence.
link

4. Basics of Technical Analysis
Technical analysis can help you make sense of the way investor
behaviour drives market prices. In this course, we show you how to
start using charts to forecast which way a market might move.
link

5. Trading Psychology
Psychology can have a surprisingly powerful influence on your
success as a trader. In this course you’ll learn how to recognise when
your feelings are getting in your way, damaging your judgement for
driving you to trade in a way you shouldn’t.
link

6. Fundamental Analysis
Fundamental analysis can help you in your search. In this course,
we'll explain how you can apply its methods to drill down through
layers of information and uncover the markets with a potential value
that others may not have spotted.
link

Free courses for
certifications

https://www.ig.com/us/learn-to-trade/ig-academy/introducing-the-financial-markets
https://www.ig.com/en/learn-to-trade/ig-academy/how-trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.ig.com/en/learn-to-trade/ig-academy/how-%20trading-works
https://www.edx.org/learn/finance/massachusetts-institute-of-technology-adaptive-markets-financial-market-dynamics-and-human-behavior
https://www.ig.com/en/learn-to-trade/ig-academy/the-basics-of-technical-analysis
https://www.ig.com/en/learn-to-trade/ig-academy/trading-psychology
https://www.ig.com/en/learn-to-trade/ig-academy/fundamental-analysis


9. Day Trading Strategies
Learn the skills and techniques for trading on the stock market and day
trading strategies in this free online course.
link

10. Essential Career Skills for Investment Banking and Finance
This course will improve your financial literacy. You will learn about the
different sectors and sub-sectors across the financial industry. In
addition to industry jargon, you will also learn how hiring decisions are
made and the strategies to control the narrative and tell your story in the
most compelling way possible.
link

11. Corporate Finance and Valuation Methods
Develop an understanding of how the key principles of project analysis,
budgeting, and valuation decide a firm's optimal capital structure. This
professional certificate is comprised of the following courses: 
Fundamental of Financial Mathematics and Capital Budgeting
Cost of Capital
Discounted Cash Flow (DCF) and Other Valuation Methodologies
link

12. Finshiksha Boot Camp
Introduction to Financial Statements
- Introduction to Financial Markets
- Knowledge Series Sessions
These are introductory courses in Finance, that aim to give you a good
solid understanding of some key concepts of Finance.
This Finance course for beginners is an introduction to the world of
finance. It is designed for individuals who have little to no knowledge of
the financial markets and wish to learn the basics of financial
management and planning.
link

8. Blockchain and FinTech 
Basics, Applications, and Limitations
Understand the design rationale of blockchain technology, its emerging
platforms and applications and uncover the limitations and the
opportunities enabled by blockchain applications, particularly as it
relates to finance.
link

7. Introduction to International Trade
Learn about international trade and how it helps develop the world’s
different economies in this free commerce course. This certificate course
in international trade will give you a broad view of what international
trade entails as well as the important factors that affect it. 
link

https://alison.com/course/day-trading-strategies
https://www.classcentral.com/course/edx-essential-career-%20skills-for-investment-banking-and-finance-13638
https://www.classcentral.com/course/nyif-corporate-finance-and-valuation-methods-18349
https://finshiksha.com/courses/finshiksha-finance-bootcamp/
https://www.edx.org/learn/blockchain/university-of-hong-kong-blockchain-and-fintech-basics-applications-and-limitations?index=undefined


13. J.P. Morgan Investment Banking: This Virtual Experience
Program helps you to explore life as an investment banker at J.P.
Morgan and obtain valuable analytical skills required to drive your
career in the direction you want it to go.
link

14. Finance by City Bank: Finance serves as a critical business
partner to groups across the firm and enables Citi’s leaders to
make well-informed decisions in support of our business
objectives.
link

15. Corporate Tax by PwC: PwC Virtual Case Experience in
Corporate Tax shows you what we do, we cover all aspects of
corporate tax strategy and execution including tax advice, tax risk,
mergers & acquisitions, international compliance or digital
processes.
link

16. Quantitative Research by J.P Morgan Chase & Co.: During this
program, you will get the opportunity to step into the shoes of a
JPMorgan Chase team member and complete tasks that replicate
the work that our QR team does every day. You’ll learn key skills in
data analysis, programming, and financial mathematics.
link

17. Equity Trading Fundamentals (CFI X Amplify ME): In this course,
with the help of Amplify Trading, we will explore how securities are
traded and how orders are executed. We will also see who the
market participants are, what spreads are, learn trading tools such
as Refinitiv etc.
link

18. Audit a Financial Model with Macabacus Overview: This course
will show you how to use Macabacus to efficiently audit a financial
model.
link

19. Corporate Finance Fundamentals: This introduction to
corporate finance course will give an overview of all the key
concepts you need for a high-powered career in investment
banking, equity research, private equity, corporate development,
financial planning & analysis (FP&A), treasury, and much more.
link

20. Math Fundamentals for Capital Markets Overview: This course
builds a solid mathematics foundation for a capital markets career.
You will learn different topics on applied math to help you
understand many finance concepts. 
link

https://www.theforage.com/virtual-%20internships/prototype/YD2kY95RQxQtXxFTS/JPM-IB-Virtual-%20Experience-Program#lp
https://www.theforage.com/simulations/citi/finance-qt4o#lp
https://www.theforage.com/simulations/pwc-ch/corporate-tax-hmom
https://www.theforage.com/virtual-internships/prototype/bWqaecPDbYAwSDqJy/Quantitative-Research?new=null#lp
https://corporatefinanceinstitute.com/course/equity-trading-fundamentals-cfi-x-amplify-trading/
https://corporatefinanceinstitute.com/course/financial-model-auditing/
https://corporatefinanceinstitute.com/course/corporate-finance-fundamentals/
https://corporatefinanceinstitute.com/course/math-fundamentals-for-capital-%20markets/#:~:text=Math%20Fundamentals%20for%20Capital%20Markets%20Overview,-%20This%20course%20builds&text=You%20will%20learn%20different%20topics,annuity%2C%20DCF%2C%20and%20N%20PV.


Roles and Opportunities  
1) Corporate Finance Analyst

Focuses on managing a company's financial activities, including budgeting, forecasting, and
capital structure management. Corporate finance analysts analyze financial statements and
develop strategies to maximize financial performance.

2) Investment Banker
Works with companies to raise capital, advise on mergers and acquisitions, and provide
financial consulting services. Investment bankers create financial models, conduct
valuations, and manage complex financial transactions.

3) Portfolio Manager
Manages investment portfolios for individuals or institutions, making decisions about asset
allocation, stock selection, and risk management to achieve investment goals. They oversee
day-to-day portfolio operations and client relations.

4) Financial Advisor
Offers financial planning and investment advice to clients, helping them manage their
finances, plan for retirement, and achieve financial goals. Financial advisors may also sell
financial products like insurance or mutual funds.

5) Compliance Officer
Ensures that a company adheres to laws, regulations, and internal policies. Compliance
officers develop compliance programs, conduct audits, and provide training to prevent legal
and regulatory breaches.

6) Chief Financial Officer (CFO)
The CFO is the top financial executive in a company, overseeing all financial operations,
including budgeting, forecasting, and financial reporting. The CFO plays a critical role in
strategic decision-making and corporate governance.

7) Credit Risk Analyst
Assesses the creditworthiness of individuals or companies, analyzing financial statements,
credit history, and market conditions to determine the likelihood of default. Credit risk
analysts help set credit limits and pricing.

8) Equity Research Analyst
Provides detailed analysis of publicly traded companies, including financial modeling and
market research, to make buy, sell, or hold recommendations for investors. Equity research
analysts often specialize in specific sectors.

 
9) Private Equity Analyst

Analyzes investment opportunities in private companies, conducting due diligence, financial
modeling, and valuation. Private equity analysts support the investment team in acquiring,
managing, and exiting investments



10) Internal Auditor
Evaluates a company's internal controls, financial processes, and compliance with laws and
regulations. Internal auditors help improve efficiency and effectiveness while mitigating risks.

11) Tax Advisor
Advises individuals and businesses on tax-related matters, helping them plan and comply
with tax laws while minimizing tax liabilities. Tax advisors also prepare tax returns and provide
strategic tax planning.

12) Hedge Fund Manager
Manages a hedge fund by developing and executing investment strategies to achieve high
returns. Hedge fund managers often use complex financial instruments and leverage to
enhance performance.

13) Venture Capitalist
Invests in startups and early-stage companies with high growth potential. Venture capitalists
provide capital, strategic guidance, and industry connections to help companies grow and
succeed.

 
14) Quantitative Analyst (Quant)

Uses mathematical models, statistical techniques, and algorithms to analyze financial data,
develop trading strategies, and optimize investment portfolios. Quants work in areas like risk
management, trading, and research

15) External Auditor
Conducts independent audits of financial statements to ensure accuracy and compliance
with accounting standards and regulations. External auditors provide assurance to
stakeholders about a company's financial health.

16) Product Manager (Fintech)
Oversees the development and management of financial technology products, such as digital
payment systems, mobile banking apps, or blockchain solutions. Product managers ensure
products meet customer needs and market demands.

17) Wealth Manager
Provides personalized financial planning and investment management services to high-net-
worth individuals. Wealth managers offer advice on asset allocation, estate planning, tax
strategies, and retirement planning.

18) Data Analyst (Fintech)
Analyzes large sets of financial data to derive insights, support decision-making, and improve
financial products. Data analysts in fintech often work with machine learning and artificial
intelligence

19) Relationship Manager (Commercial Banking)
Manages relationships with clients, including businesses and individuals, providing banking
products and services. Relationship managers aim to grow the bank's business by meeting
clients' financial needs.



20) Blockchain Developer (Fintech)
Develops and implements blockchain technology for financial applications, creating secure,
decentralized systems for transactions, contracts, and data storage.

Finance Companies 
at IIM Visakhapatnam



 

1.Data Analytics: Finance professionals must analyze data to

forecast outcomes and collaborate with data scientists to derive

actionable insights. 

2.Digital Proficiency: Mastery of advanced digital tools is essential

as finance departments undergo significant digital transformation. 

3.Communication and Stakeholder Engagement: Finance roles now

require clear communication of complex concepts to stakeholders

and active participation in brand building. 

4.Advanced Excel: Proficiency in Excel for financial modeling, data

analysis, and automation of complex calculations. 

5.Robotic Process Automation (RPA): Skill in using RPA tools like

UiPath to automate repetitive financial tasks. 

6.Blockchain Technology: Awareness of blockchain and its

applications in finance, particularly in areas like transactions and

security. 

7.RegTech Tools: Experience with regulatory technology tools for

managing compliance and risk more efficiently. 

8.Machine Learning & AI: Knowledge of applying machine learning

and AI to predictive analytics and financial decision-making. 

9.Business Acumen: Understanding business challenges and

developing solutions is key for finance professionals to act as

strategic advisors. 

10.Budgeting and Forecasting: Finance experts must be skilled in

preparing reliable budgets and forecasts using modern techniques. 

11.Accounting and Cash Flow Management: Effective cash flow

management is critical for maintaining financial health and

supporting growth. 

12.Leadership and Organizational Skills: Strong leadership and

organizational skills are vital for finance professionals aspiring to

senior roles. 

13.Discipline and Self-Dedication: Success in investment banking

requires discipline, diligence, and the ability to work efficiently

under pressure. 

14.Resilience: Resilience is necessary to handle the high-pressure

environment of investment banking and maintain efficiency. 

15. Interpersonal Skills: Strong interpersonal skills are key for

managing relationships with clients and stakeholders in investment

banking. 

Skills for Finance


