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EQUATION SHEET
Principles of Finance

Make-Up Exam

FINANCIAL STATEMENT ANALYSIS

Net cash flow = Net income + Depreciation and amortization

Net working capital = NWC = Current assets – Current liabilities
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Operating cash flow = NOI(1 – Tax rate) + Depreciation and amortization

Free cash flow = FCF = Operating cash flow – Investments
= Operating cash flow – ( in fixed assets +  NOWC)

Economic value added = EVA = NOI(1- Tax rate) – [(Invested capital) x (After-tax cost of capital)]
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TIME VALUE OF MONEY

Lump-sum (single) payments:
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Perpetuities:
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Uneven cash flow streams:
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Interest rates (yields):
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Annual percentage rate = APR = rPER x m

COST OF MONEY

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

 valueeginningB

 value)Beginning- value(EndingincomeDollar

 valueBeginning

gainsCapitalincomeDollar

 valueBeginning

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

Rate of return = r = rRF + RP =    rRF + [DRP + LP + MRP] 
= [r* + IP] + [DRP + LP + MRP]

rTreasury = rRF + MRP = [r* + IP] + MRP
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2Year in 
rateInterest
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bondyear -2
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Valuation Concepts
General valuation model:
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Bond Valuation:






















)r+(1

1
M+

r

-1
INT=

)r+(1

M
+

)r+(1

INT
+...+

)r+(1

INT
=V N

dd

)r+(1
1

N
d

N
d

1
d

d

N
d

  
)CYT+(1

M
+

)CYT+(1

INT
+...+

)CYT+(1

INT
=V NN1d





 





 




3

M)V(2

N

VM
INT

maturityto
yieldeApproximat

B

B

Stock Valuation:
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Risk and Rates of Return
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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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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
n

n

0t

tn
tn

0t
t

t
n )MIRR1(

)r1(CIF

)r1(

COF
                             

)MIRR1(

TV
∑

∑






 







Cost of Capital
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When there is no preferred stock.
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Dividend Policy
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Planning and Control

Operating Breakeven Analysis
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Degree of operating leverage—see the equations in the capital structure section

Financial Breakeven Analysis
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Degree of financial leverage—see the equations in the capital structure section

Degree of total leverage—see the equations in the capital structure section
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