Formula Sheet
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Cash Flows from Assets = Operating Cash Flow - Net Capital Spending - Additions to NWC

Operating Cash Flow = EBIT + depreciation - tax

Price of a Bond = PV of Coupon Payments + PV of Face Value

Expected Return on asset i = E[Ri] = 
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,  where p(s) is the probability of state s occurring in the economy

Variance of asset i = VAR[Ri] = 
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Standard Deviation (SD) of asset i =
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Method I: Expected return on a portfolio = E[RP] = 
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Method II: Expected return on a portfolio = E[RP] = 
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, where wi is the portfolio weight of asset i in a portfolio with N assets.

Variance of a Portfolio with assets A and B: 

VAR[RP] = 
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Covariance: COV[RA,RB] =
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Correlation: CORR[RA,RB] = 
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(i = COV(Ri,RM) / VAR(RM)
SML or CAPM relation: E[Ri] = Rf + (i ( [E(RM) - Rf]

V=Firm Value; D=Debt Value; E=Equity Value; V = D + E

(L= beta of the levered equity
(U= beta of the unlevered equity
(D= beta of debt
(E= beta of equity

If Debt is assumed to be risk-free:

(L = (U × [1 + (1(Tc) × (D/E)]
If Debt is not assumed to be risk-free:

(L = (U + [(1(Tc) × ((U ( (D) × (D/E)]

Weighted average cost of capital:

RWACC = (D/V) × (1(Tc) × RD + (E/V) × RE
Where the weights are based on the target-level capital structure, assuming stable weights over the life of the project. (Weights are based on market values if available). If capital structure contains preferred equity as well:

RWACC = wE ( RE  + wD ( RD ( (1 - Tc) + wP ( RP where:
wE = Equity / [Debt + Equity + Preferred], and 

wD = Debt / [Debt + Equity + Preferred]

wP= Preferred / [Debt + Equity + Preferred]
Tc = tax rate

MM Proposition I (with taxes):

VL= value of levered firm

VU= value of unlevered firm (100% equity)

R0= return on unlevered equity

RD= return on debt

RE= return on levered equity

VU = (EBIT × (1(TC)) / R0
VL = [(EBIT × (1(TC)) / R0 ] + [(TC×RD×D) / RD] 

VL = VU + Tc × D

VL = VU (without corporate taxes)

MM Proposition II (with taxes):

RE = R0 + (D/E) × (1(TC) × (R0(RD)
RE = R0 + (D/E) × (R0(RD) (without corporate taxes)
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