
Risk formulas 
1. Types of risk 

Degree of operating leverage = 
Q(P-V)

DOL=
Q(P-V)-F

, 

Degree of financial leverage = 
[Q(P-V)-F]

DFL
[Q(P-V)-F-I]

=  

Degree of total leverage = 
Q(P-V)

DTL=
Q(P-V)-F-I

 = DOL x DFL. 

Nominal return = Inflation rate + real return 

2. Risk measurement 

Expected value = E (x) = ∑
n=1
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3. Risk, return, and diversification 

Return on a portfolio = r w  
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Portfolio beta = β =  
S
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Return on a security, CAPM = ri = rf + (rm - rf) βi 
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