FIN401 CHEAT SHEET 
CHAPTER 8 – INVESTMENT DECISION RULES
To find Payback Period: I (cost of capital) = 0 , To find discounted Payback period: the given cost of capital
IRR rules: IF IRR > r ---- Accept NPV, If IRR= r ---- no decision, If IRR < r --- Reject NPV
CHAPTER 9 – FUNDAMENTALS OF CAPITAL BUDGETING 
OCF = [(Sales – Cost) x (1 – Tax rate)] + {(Depreciation x Tax rate)}. 
PVCATTS = *d = CCA rate, T = tax rate, k = rate of return, S = salvage value
To find NPV:
	1 (t=0)
	Cost + PVCATTS – NWC(inventory)

	3 (t=2)
	After tax cost savings + Salvage value + NWC recovery



CHAPTER 12 – COST OF CAPITAL
Dividend Growth Model: Return on Equity(Re) =           D1 = D0 x (1 + g)
Security Market Line (SML) or CAPM: Re = Rf + (ERm –Rf) where Rf = risk free rate and Rm= market return
Flotation cost =  +  (fe = floation cost of equity and fd = flotation cost of debt)
Cost after flotation cost= 
WACC=( ) x Re +( x [rd x (1 – tax rate)] +  x rp where p stands for preferred stock 
To find Po (Market Price) =  
To find Market Equity of a firm (E)= Market Share price x # common shares 
To find Debt of a firm (D)= Bond price x # of bonds
To find rd (Cost of debt) :
YTM = rd =?, Pv = Trading value = ‘100’ =  = 1000 PMT= ?, FV = Par value   
To find rp, Rp (cost of preferred stock return) =  = 

CHAPTER 23 - LEASING
Decision: If NAL > 0 ----- lease the asset, If NAL < 0 ------ buy the asset, NAL = 0 ---- indifferent 
To find discount rate for NAL, rd x (1 – Tax rate) 
To find present value of payments on lease, set your calculator on beginning mode and DON’T FORGET TO SWITCH TO END MODE : Ex: n=4, i = discount rate for NAL (rd) , PV =?, PMT= Payments x ( 1 – Tax rate) 
To find NAL= Cost – PVCCATS – PV (Salvage value) – PV(Lease Payments)
To find PV Salvage value= n = 6, I =8% PV=? FV = 500,000 (pv of payments as payments is used instead of FV)

CHAPTER 16 – CAPITAL STRUCTURE
To find Value of Unlevered firm (no corporate taxes)= Vu =  
To find Value of levered firm =VL= Vu + (Tax rate x Debt) or 
M and M proposition II (No corporate taxes) (VL = Vu) =  Re= Ru + (Ru – Rd) x  where Ru =Re 
M and M proposition II (Corporate Taxes) = Re= Ru + (Ru – Rd) x  x (1 – tax rate) 
WACC =  
To Find EPS: Make an income statement with EBIT as a starting point, then find interest expense = Debt x Rd,
Find # of shares after debt = # of shares before debt - ,  EPS = 
To Find Break Even EBIT =  = 

CHAPTER 17 – DIVIDEND PAYOUT POLICY 
Ex dividend share price = Pex = Po – (Div x (1 – Tc))
STOCK DIVIDENDS: 					STOCK SPLITS: 
New Share Price = Po x 1/(1 + %)			New share price = Po x flipped ratio (2/3)
New shares outstanding= Shares outstanding x (1+%)	New Shares outstanding = Shares outstanding x ratio
P = 	Example: 3 for 2 (get 3 and give up 2)(ratio is 3/2)
To find residual dividend (D/E ratio is 0.75/1), Find D = D ratio/V ratio x investments, Find Residual Dividend = Earnings – Equity 

CHAPTER 14 – RAISING EQUITY CAPITAL
Rights Valuation = Ro = (Po – S)/ (N+1) 
Ex-rights share prices = Pex = Po – Ro  (Po = current market price, Ro = Value of a right0
New Market Value after rights offering = (Po x old shares) + (Subscription price x new shares)
Ro (Value of a right) = 
# of rights needed to buy new shares = , # of shares to raise capital = 
IPO profits = IPO undervalued (new shares x UV price) x UV ratio) – IPO overvalued (new shares x OV price)
Capital Raised =  (fa = spread or flotation cost) 

CHAPTER 13 – RISK AND THE PRICING OF OPTIONS
	CALL:
Co = option premium
	S1 > E “In the money”
IV call = So – E
Time Value Call = Co – IV call
	Payoff Long call: S1 - E
Payoff short call: -(S1 – E)
Profit = Payoff – premium
	S1<E “out of money”
S1 =E “at the money”
Both calls equal to 0

	PUT: 
[bookmark: _GoBack]Short = should say sold not selling
	E > S1 “in the money”
IV put = E – So
Time Value Put = Po – IV put
	Payoff Long (-) put: E – S1
Payoff short (+) put: -(E– S1)
Profit= payoff - premium
	E < S1 “out of money”
E = S1 “at the money
Both puts equal to 0



To find Warrants, Find Pv Bond with TVM,  Formula PV Bond + Number of Bonds (Wo) = face value 
Conversion ratio = 
Convertible Bonds: 1. Conversion Value = Conversion ratio x Stock price
                                   2. SBV = TVM (Choose larger amount when minimum value) 
Conversion Premium = 
CHAPTER 21 – RISK MANAGEMENT
Profit or payoff = Expiration price – Future price (if future price lower when selling than exp price, the answer is negative)
Amount of profit = Profit x lbs x contracts 

CHAPTER 24 – MERGER AND ACQUISTIONS 
SYNERGY VALUE = ∆V = Vab – (Va + Vb) (where Va: value of a firm a, Vb: value of firm b, Vab = combined firm
Fair market Value = # of shares outstanding x Current share price
The value of Firm B (Target) to Firm A (Bidder) = Vb*=Vb + ∆V
CASH ACQUISITION = Vab = Va + NPV 			STOCK ACQUISTION= Vab= Va + Vb + ∆V
NPV of a merger (cash)= VB* - Acquisition Cost 
NPV of a merger (stock) = VB* - Cost (P of combined firm x # of shares exchanged)
VAB stock = Vb + Va + ∆V , Vab (Cash) = Vb + NPV
Takeover premium = Cost – VT (target) or Take over premium % = 		 
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