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Valuation Concepts 
 
General valuation model: 
 

 

 

 

Bond Valuation: 
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Stock Valuation: 
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Risk and Rates of Return 
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1=i

n21 r  = r + ... + r + r = r̂ = 
return of

rate  Expected
in21 PrPrPrPr  
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2 r)r̂ - r( =  = Variance iPr  

YTM = Yield to maturity 

YTC = Yield to call 

gnorm = normal, or 

constant growth 

To approximate YTC, substitute the call 

price for M and the time to call for N 
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Return =Risk-free return + Risk Premium = rRF + RP 

    

 RP = Return - rRF 

 RPInvestment =  RPM x βInvestment 

 

 rInvestment  =  rRF + RPInvestment  

   =  rRF + (RPM)βInvestment  

   =  rRF + (rM  - rRF)βInvestment  
 
Capital Budgeting 
 

Evaluation techniques: 
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ofrecovery  full
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 =Payback  

 

 Tradtional payback—unadjusted cash flows are used 

 Discounted payback—discounted cash flows, or present values, are used 
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Cash Flow Estimation 
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IRR = internal rate of return 

MIRR:  PV of cash outflow 
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