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Chapter 5 = Time Value of Money

Single cash flow or Ordinary Annuity — More Annuity Due - More than 1 equal More than 1 cash flow n = number of time periods
payment than 1 equal cash flow cash flow (beginning of period) where the cash flows are | k=interest rate/rate of return
unequal PMT = payment (cash flow)
Future ]?VA = PI]() ¢! +k)"”_ (L +k)l¢ -1 (1+ k)n —1 =1 ' Ordinary Annuity=The
Value FV, = PMT e FV = pPMT —Iﬁ X(1+k) FV, = Z CF.(1+4k)" | payments (PMT} or cash flows
(FV) e that occur during or at the end
: - . of the period)
\P;:zznt Py, = T'“V,," - 1‘ - 1- 1‘ - PV = = CF, Annuity Due = The payments
(PV) (+k) PV, = PMT (+4) PV, = PMT d+k) x {1+ k) L = (1+k) {PMT) or c.asi! flows that occur
k at the beginning of the period.
Perpetuity = An ordinary annuity Py - PMT Effective Annual OR m QR = Quoted rate
that lasts forever. Can only be o~ T Rate k= (l + ——) -1 m = compounding frequency or
measured by PV. = number of times it compounds
Perpetuity Due = An annuity due

lihat lasts forever. Can only he

PV, = -P—jZ—Tx(li-/c)"

Effective Rate for

inayear

QR mnin
any period k= (1 + —~] -1 = number of payments per
measured by PV, n year
Chapter 6 — Bond Valuation & Interest Rates
Bond ¥ ne tox Wate Then gmmy 1 f= dollar amount of coupon (F-B)
Valuation — ["([ +k)". r payment (coupon rate x 1000) & = 1+ —‘_—" N
Canonly be Bond Price (PV) = 7 x (1-T)x + - F (face) or FV or par value = usually TE YTM = Thror—
measured by k (1+£4) 1000 unless stated otherwise :g é [_(;ﬂﬁ]
PV n = number of periods until maturity | & = 3
Perpetual . i k = interest rate — .
o Bond Price or PV = - B = Bond price g I T(M
L C = Call price 2 Yre = -
Zeroe Coupon . v :
ra oupa Bond Price or PV = - 3 (Q_BLC_)
(I+k) &= 3
Chapter 7 ~ Equity Valuation
o : Calculating prices of shares based upon D
Dividend Discount Madel (7-4 on k=20,
ividen ;; o (7-4) b D +p | dividends growing consta ntly (which 1. Gordon Constant Growth: k, » +
PV, = ! -+ 4 3 - +-¢——l"¢ could be 0} into the future: P_p
A+07 (+8* 1+ (+k) p _Dul+e) D, £ 2. Capital Gain Yield (Chapter 8): = —L /¢
b, = Price of shares [ k —g - k.—g = R
When price is not given, the question may say = - . D
dividends grow at a constant rate into future -> 0 D1 = next years dividend or expected &l 3. Dividend Yield (Chapter : FL
ice in thi =D,(1+g). - ’
calculate share price in this case go to next box—>-> dividend D, o(1+2) J g 4. Total return (Ke) = Capital Gain Yield + Dividend Yield
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