EQUATION SHEET
Principles of Finance
Exam 1

FINANCIAL STATEMENT ANALYSIS

Net cash flow = Net income + Depreciation and amortization
Net working capital = NWC = Current assets — Current liabilities

Net operating NOWC = Current assets Non — interest — bearing
working ~ | required for operations current liabilities

Operating cash flow = NOI(1 — Tax rate) + Depreciation and amortization

Free cash flow = FCF = Operating cash flow — Investments
= Operating cash flow — (A in fixed assets + A NOWC)

Economic value added = EVA = NOI(1- Tax rate) — [(Invested capital) x (After-tax cost of capital)]

DuPont equation - - ROA = Net profit margin x Total assets turnover
Net income y Sales
Sales Total assets

TIME VALUE OF MONEY
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Perpetuities:

Present value of a perpetuity = PVP = Payment _ PMT

Interest rate r

Uneven cash flow streams:
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Interest rates (yields):

Stated annual interest rate  TompLe

Periodicrate = ry = -
Number of interest paymentsper year m

Number of Number Number of interest
. . = anR = X = YRS XM
int erest periods of years payments per year

Effective m
annual rate EAR = r.,q :(1+ —rS'r“;PLE) -1.0=(1+r,,)"-1.0

Annual percentage rate = APR = rpgr X M

CosT OF MONEY

Dollar return = (Dollar income) + (Capital gains)
= (Dollar income) + (Ending value — Beginning value)

Dollarreturn ~ Dollar income + Capital gains
Beginning value - Beginning value
_ Dollarincome + (Ending value - Beginning value)
- Beginning value

Yield =

Rate of return = r = Risk-free rate + Risk premium

Rate of return =r =rge + RP rre +[DRP + LP + MRP]

[r* + IP] + [DRP + LP + MRP]

Mreasury = IRF t MRP = [r* + |P] + MRP
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