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FORMULA SHEET – MAC2602 
 QUESTION 1 - TIME VALUE OF MONEY (TVM) 
 

1. SIMPLE INTERST:                          → I = simple interest, P = principal, R = interest rate and T = time  

 
 

2. COMPOUND INTERST:                        → I = compound interest, P = principal and i = interest rate  

 

  
3. FUTURE VALUE (SINGLE PAYMENT – 1 PERIOD):                             → FV = future value, PV = present value, i = interest rate  

 
 

4. FUTURE VALUE (SINGLE PAYMENT – MULTIPLE PERIODS):                                     → FV = future value, PV = present 
value,                i = interest rate and n = Number of years/periods 

 
 

 
5. FUTURE VALUE (ORDINARY ANNUITY):                                             → I = Annuity amount or payment, i = Interest rate, n = 

Number of years or periods 
 
 
 

 
 

6. FUTURE VALUE (ANNUITY DUE):  
 

 
 
  
 

7. PRESENT VALUE (SINGLE PAYMENT):  
 
 
 
 
 
 

8. PRESENT VALUE (ORDINARY ANNUITY):  
 
 
 
 
 
 

9. PRESENT VALUE (PERPETUITY): 
 
 
 
 
 
 

10. PRESENT VALUE (ANNUITY DUE): 
 
 
 
 
 
 
 
 
 
 
 

I = P x R x T 

I = P(1+i) 

FV = PV(1 + i) 

FV = PV(1 + i)
n

 

 

 

 

 

 

 

11. PERIODIC RATE: 

 

12. EFFECTIVE INTEREST RATE 

 

 

 
13. NOMINAL RATE 

 

14. INTERPOLATION 

 

 

 
15. EXTRAPOLATION 
 
 
 
 
 
 
16. PERIODIC PAYMENT (PMT) 
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QUESTION 2 – CAPITAL STRUCTURE AND COST OF CAPITAL 
 

1. DEBT:EQUITY RATIO (D:E) (SIMPLIFIED) 
 
 

2. DIVIDEND GROWTH MODEL (To determine the market value of the share) 

 
 
 
 
 

3. REQUIRED RATE OF RETURN 

 
 
 
 

4. Capital Asset Pricing Model (CAPM)  

 
 
 

5. WEIGHTED AVERAGE COST OF CAPITAL (MARKET VALUES) 
 

a. Formula 
 
 
 
 
 

b. Table format 

 
 
 
 
 
 
 
 
 
 

where P0 = current market price of the share (current value of the share) at point 0 in time 
D0 = current dividend (or earnings per share x payout ratio) 
D1 = D0 x (1 + g) = the expected dividend per share for year 1 (after growth) 
ke = the required rate of return (market discount rate or cost of ordinary equity/shares) 
g = expected CONSTANT growth rate in earnings (and assuming a constant payout ratio, 
therefore in dividends as well) 

Rf = risk-free rate 
Rm = the market return (for all shares) 
(Rm – Rf) = market risk premium 

β = the share’s beta coeffi cient, which measures the share’s 

relative risk (return volatility) 

 

ke = equity-holders’ current required rate of return (cost of equity) 
kd = debt-holders’ current required rate of return (cost of debt after tax) 
ve = market value of equity (weighting for ke ) 
vd = market value of debt (weighting for kd ) 
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QUESTION 3 – ANALYSIS IF FINANCIAL INFORMATION AND WORKING CAPITAL MANAGEMENT 
 
GROWTH RATE 
 
 
 
 
 
1. Profitability and performance 

PROFIT MARGINS PERFORMANCE RATIOS 

Gross profit 
margin 

Operating profit 
margin 

Net profit margin Return of equity 
(ROE) 

Return on assets 
(ROA) 

Asset turnover 

 

Gross profit x 

100 Revenue 
 

Operating 

profit 
x 

100 
Revenue 

 

Net profit x 

100 Revenue 
 

Net profit x 

100 Equity 
 

EBIT 
x 100 

Total assets 
 

Revenue 
x 100 

Total assets 
 

 
2. Liquidity 

Current ratio Current assets:Current liabilities 

Liquid asset ratio (or acid test or quick ratio) 
Current assets less inventory:Current liabilities 

 

Receivable days (debtors’ collection period) 
 

Payable days (creditors’ payment period) 
 

Inventory days 
 

Inventory turnover ratio (times) 
 

Cash conversion cycle – days 
Receivable days + Inventory days - Payable days 

 

Cash ratio 
 

 
3. Solvency and financial/capital structure 

Interest cover ratio 

 
Debt to equity ratio Long-term interest bearing debt (including its current portion):Equity 
Debt ratio (or gearing) 

 
Total assets to total debt ratio 

 
Financial leverage ROE:ROA Return on equity (ROE):Return on assets (ROA) 

 
4. Financial market 

Earnings per share 

 
Dividend payout ratio 

 
Dividend cover ratio 

 
Price earnings ratio 

 
Earnings yield 

 
Dividend yield 
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QUESTION 4 – CAPITAL INVESTMENT AND CAPITAL BUDGETING 
 

1. PAYBACK PERIOD 

 

 

 

 

 

2.  ACCOUNTING RATE OF RETURN (ARR) 

 

 

 

 

3. NET PRESENT VALUE (NPV) 

 

 

 

4. INTERNAL RATE OF RETURN (IRR) 

 

 

 

5. PROFITABILITY INDEX 

 

 

Years before break-even year = number of years that the cumulative cash outlay is still negative 
Remaining cost to cover = capital outlay (investment) less cash recovered in years before the break-even year or cumulative negative cash outlay at 
the start of the breakeven year 
Cash flow during the break-even year = cash flow during the year in which break-even takes place 
Cash flows = operational cash flows AFTER tax 

 

Average net profit after taxation = the average annual profit after taxation for the whole period (life of the project/asset) 
Average investment = the average of the original investment cost (outlay) and any residual value at the end of its useful life (usually Rnil). (This is 
equal to the cost of the investment ÷ 2 if depreciation is levied on the straight-line basis!) 

n = number of periods (life of the project) 
t = specific period 
k = discount rate (= WACC ± risk adjustment, if any) 
Ct = net cash flow for period t 
I = initial capital investment at period 0 (note, this is not a figure “1”, but “I” for “Investment”) 

 

r = internal rate of return 
n = number of periods (life of the project) 
t = specific period 
Ct= net cash flow for period t 
I = capital investment at period 0 

 


