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NPV (rd palls (55

» Example: Evaluate a firm's investment opportunity with a cost of $100,000 today

and a benefit of $105,000 at the end of one year.

Tmlia}r OncIYcar

| |
Value of Cost Today —5100,000 4+ $105,000
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0 1 2 3 4 5
| | |
1
S1000 S1000 51000 51000 51000 End of each period
_L = 5952.38 4—J A
(1.05)" Vs ~N
M_“ a7 « $907.03 4 0 1 2 3 4 2
_SJ% « $863.84 4 I I I I I I
e $1000 $1000 51000 §$1000  $1000
—31000 _ . $822.70 ¢—————
(1.05)* \ ~ J
21000 _ - 5783.53 4
(1.05)° =3 Payment paid or received at end of each period
Present Value of an

Ordinary Annuity = 5432%.48
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0 1 2 3 4 5
I | | — —
11—
$1000 51000 $1000 $1000 51000 1

_L = $952.38 4—d
(1.05)" 1

M $907.03 4 I
(1.05)% (1 _I_ r)
mﬁ.ﬁ:’ = 5863.84 + PV — A :}{ - ]

—31000 _ . sg22.70 4—m——————— r
(1.05)*

L = $783.53 +
(1.05)°

Present Value of an
Ordinary Annuity = 5432%.48
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Capital Asset Pricing Model — CAPM

Gl 0| Jb 5 G 31 55 03,1 b 3900 Jby S

.0

Sl Semn ) 1 Jby S5l 5 il b pedae Jby So
Sy y B oo + Scamng 3 (994 093 =5l 5590 0531 U
O3L b oo x I3l Sy S pu0) + Sy (5999 033 = Uil 5550 0336

R=R,+[B(R,-R,)

R, = Return on Asset i

R, = Return on Risk Free Asset

p = Covariance of Asset and the Market
Divided by Variance of the Market

R = Return on the Market Portfolio
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P/E lgil

Price to Earnings ratio (P/E)

55 axbas P/EQ
(FORWARD) , oussT P/E O

(TTM) aalo 053lgs P/EU]


http://www.investopedia.com/terms/p/price-earningsratio.asp

P/E unl) p GiSpb (30 go))l

Il gig,U
P=P/E x EPS

e 0T (303512 PIE 5L b 09,5 « xd x EPS | Souiion
& blos P/E g, U
V=(P/E) X EPS‘SSL,,Lo.c + EPS‘SJL».LO.C)*C

EPS 5 DPS a5 3 53,00

Oguw ol 31 g e S 59 Coud= 2ozl b Coud = coundlS Sguw
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Internal Rate of Return

CF, CF, CF, CF,
+ —+—— .+ R
1+r) {A+r)y” A+r) (1+7r)

NPV =CF, +

IRR found by computer/calculator or manually by trial
and error

The IRR decision rule is:

If IRR is greater than the cost of capital, accept the °
project

If IRR is less than the cost of capital, reject the project °



I\

. Internal Rate of Return

YNC

NPV

50%
Discount

rate

IRR
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C : Current earnings I Jlw @ o adlo s Do St
A : Annual earnings e 3D dgw (53900 Mg,

N : New product or service WA Cwodd b Jgasw

S : Supply and demand 2L sloli g oS do e

L : Leader or laggard Olods 4 gyl

| : Institutional sponsorship 9 Colos

M : Market Direction 415L &g,
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-
Y € Piotroski F-Score

Profitability

1.Return on Assets (1 point if it is positive in the current year, 0 otherwise);

2.0perating Cash Flow (1 point if it is positive in the current year, O otherwise);

3.Change in Return of Assets (ROA) (1 point if ROA is higher in the current year compared to the previous one, 0O
otherwise);

4.Accruals (1 point if Operating Cash Flow/Total Assets is higher than ROA in the current year, O otherwise);

Leverage, Liquidity and Source of Funds
5.Change in Leverage (long-term) ratio (1 point if the ratio is lower this year compared to the previous one, O
otherwise);
6.Change in Current ratio (1 point if it is higher in the current year compared to the previous one, 0 otherwise);
7.Change in the number of shares (1 point if no new shares were issued during the last year);

Operating Efficiency
8.Change in Gross Margin (1 point if it is higher in the current year compared to the previous one, 0 otherwise);

9.Change in Asset Turnover ratio (1 point if it is higher in the current year compared to the previous one, 0O
otherwise);
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