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Economic Value- Added (EVA)
EVA = (Operating Profit) — (A Capital Charge)
EVA = NOPAT - (Cost of Capital x Capital)

Profitability raties

Eaming available to common shareholders
Total Equity
Net income after tax
Total Equity

[The ratio at (2) is used where the company has no preference shareholders].
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Net Profit Margin

Net Profit after Taxes

Net Profit Margin (NPM) = Sl

RETURN ON INVESTMENT (ROI)

EBIT : Sales  EBIT
Sales Assets Assets

Net Inceme Approach
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Medigliani - Miller Theory
Y- v, - EBT_ EBIT
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Operating Leverage

Contribution
Operating Profit (EBIT)

Operating Leverage =

Degree of Operating Leverage

Percentage change in EBIT
Percentage change in sale

DOL =

Financial Leverage

Operating Profit (EBIT)
Financial Lt =

Profil Before Tax
Degree of Financial Leverage

DFL = Percen in taxable Income
Percentage change in operating income
Percentage change in EPS
DFL = Pe nge in EP!

Percentage change in EBIT

Combined Leverage
Contribution EBIT _ Contribution

DCL =DOL xDFL =

EBIT PET  PBT
Degree of Financial Leverage
Degree of combined leverage = Percentage change in EPS

Percentage change in sales
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(a) Average Rate of Return in Original Investment:

_ Net eamnings after Depreciation and Taxes

—— )+ Original Investment
No. of years project will last

(b) Average Rate of Return on Average Investment:

_( Net earnings aftr Depreciation and Taxes
No. of years project will last
Decision Rule for Average of Rate of Return Method:
Normally, business firm determine rate of return. So accept the proposal if
ARR > Minimum rate of return (cut off rate)

)+ Average Investment

and Reject the project if
ARR < Minimum rate of return (cut off rate)

Decision Rule of using NPV Method:
If NPV > Zero : Accept the project
NPV < Zero : Reject the project
NPV = Zero : Firm is indifferent to accept or reject the project.

Decision Rule:

If Internal Rate of Return i.e.

r > k (cut off rate) Accept the investment proposal
r < k Reject the investment proposal

r = k Indifferent

Profitability index -Fv_of Future cash flows
Initial cash investment

Standard Variation and co-efficient of Varition
xf(x - x)
=f
Standard Deviation
Mean

Standard Deviati

Co-efficient of Variation = x 100

Certainty Equivalent Coefficient Approach

. . NCF, _ Certain net cash flow
' NCF, Risky et cash flow

Expected Net Present Value:
= Summation of (CFAT*probability)
CFAT : Cash flow after Tax

o= ’E(CE x ﬁ]i xP

Standard Deviation

Coefficient of CV= Standard deviation or o
Variation: Expected Value CF

Coefficient of Correlation

cov,
=yl
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Walter's Model
P : market price per share of common stock
- divi f
D : dividend per share D+—{E'D}
E : eamings per share P= k
1 - rgtum on investment k

k : market capitalization rate,

Gordon's Model
E(1-b
p El-b
b -br
Where, P = Market price of a share
E = Eaming per share
b = Retantion ratio or percantage of samings retained or (1 - Payout ratia)
(1-b) = dvidend payout raic, i.., perceniage of eamings distibuted as diidend
k, = Caphafisation rafe'cost of capilal
br = gyowth raie i, ¢, rate of retum on invesiment of an al equity fim.

DIVIDEND IRRELEVANCE:
MODIELIANI - MILLER MODEL
Po=rz (0 +P)
Where
P, = market price per share at 0 time

1 = Capilgisation rae for firm in that risk class (assumed constant throughout)
D, = Dividend per share at fime 1
P, = Expected markel price per share al time 1

The operating cycle process can be
expressed as follows:
Operating Cycle =R + W+ F + D-C
Where,

R = Raw material storage period

W = Work-in-progress holding period
F = Finished goods storage period

D = Receivables (Debtors) collection
period.

€ = Credit period allowed by suppliers
(Creditors).
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Woerking Capital Leverage




P lage Ch ROI
Waorking Capital Leverage = - i s ol oL X
Percentage Change in Working Capital

CA

Werking Capital Leverage = TAT DCA

where,

CA = Current Assets

TA = Total Assels

DCA = Changes in the level of Current Assets

Cost of Debt (Kd)
Kd =I*(1-T)/NP
NP : Net proceeds

COST OF PREFERENCE SHARE CAPITAL
Cost of Irredeemable preference shares:

Annual dividend of preference shares

Market price of the preference stock

Kp (cost of pref. share) =

Cost of Redeemable preference shares:

Cost of Redeemable preference shares= Kp=D+(RV-SV)IN
(RV +8V)i2

Where Kp= Cost of preference Shares
RV- Redemption value

SV= Sale value

N=No of years to Maturity

D= Annual Dividend

COST OF EQUITY CAPITAL
CAPM model

Ke=R+ (R -R)B

Bond Yield Plus Risk Premium Approach
Cost of equity = Yield on long-term bonds
+ Risk Premium.

Dividend Growth Model Approach
Ke = (Di/Po) + g

Earnings-Price Ratio approach
EI
Ke=p

o
Where:

E, = Expected eamnings per share for the next year
P, = Current market price per share

E, = (Current EPS) * (1 + growth rate of EPS)

where:
r_ = coefficient of correlation of x and y
CQV_ = covariance between x and y
o, = standard deviation of x
o, = standard deviation of y

Caleulation ef Portfelio Risk

o, :JW.:.U"" +W o '+ 2W W, (r 0,0 ) Eg8.1

Where:
a, = portfolio standard deviation
w, = parcentage weightage of lotal portfolio value in siock X
w, = percentage weightage of total portioko value in stock ¥
o, = standard deviation of stock X
a = standard deviation of stock ¥
7, = comelation coefficient of X and Y

Capital Asset Pricing Model

Beta = Non-diversifiable risk of asset or olic

Risk of market portfolio

The equation of the capital market line
R, R,

Ou

To forecast e werking capdal requrement for et nedt pariod. e fllowing may alsa be used

! am;;a?a%ﬁ' Phapd 008
Where, C Cash balanos reured
ot = Operaing cyde
COGS = Eshmaled el of goods soid

William J. Baumal Model for
Optimal Cash Balance Management
[z<To

Formula Economic lot size = 11

Where T= Projected cash requirement
b= Conversion cost per ot

I= Interesi earmed on marketable securities pd

(e i b assumphons, e cghmum e economic e ety s rpesenled a8

Where: A= Totl annual requremest fr e fem
0 = Ordeg oos! pe crdes of het Rem
(= Canying costper unt per annum

A Current Assets
1. Current Ralio =& ot Liabities

- Cumrent Assets — Inventories
2. Acid Test Ratio = Current Liabilities

Cost of goods sold

3. Inventory Tumover = Average Inventory

Annual Sales

4. Current Assets Turmnover = Tirant Aaaots

Sales

5. Receivable Turmnover = Debiors

Total long term debts

6. Debtequiy o = reholder funds

Important Instructions :

1. The above chart is useful only if you have studied the subject logically. Just learning the formulae wont be of much help.
2. During the exam, along with this chart just solve some practical illustrations based on each formula/medel and you should be well

prepared.

3. You can also refer to my marathon uploaded on Youtube for Comprehensive revision.

Lots of love and best wishes. God Bless.
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