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Time Value of Money

Interast

a. Compounded Interest: interest earned on increasing principle (principle + previously earnad interest)
1,  Compounding- the frequency with which interest is added to the principle
i, Discountng: Anding how much a future value is worth today

i 4 htuatons:
1. FVof Lump Sum
2, PV ofLumpSum
3. FVof an Annuity
4, PV ofan Annuity
iv. Tahle Factors: [n) # of periods on left; (1) interest rate en top
1. Adjustments:
[i}; rate fcompounds per year
(n): # of periods * # of compounds per year
2, FVF=[1+ip
3 PMF=1/[1+im=
b. Simple [nterest: PRT =1 / interest only earned on original amount invested
Lump Sum
a. PVF and FYT are reciprocals

Future Value of a Lump Sum

How much will today’s money be worth in some future tme?
FV = PV = Future Velus Factor,

d.
b.

Prezent Value of a Lump Sum

a.  How much is the future’s money worth today?
b. PV =FV « Progant Value Foctor;,
Annuity
. Annuity- series of equal payments received fpaid with consistent time in betwesn
1,  Ordinary: payment at end of peried
1. Factors are as found in table
i,  Anpuity Due: payment at beginning of period
1. Factors are muldplied by (1 + interest rate used in table)
b. Payment: value of each individual payment
c. PVAF and FVAF are not reciprocals
Future Value of an Annuity
.  How much are equal payments received at consistent interval worth at some point in the future?
b. FVA = Poyment « Future Velus Annuity Fector,

Prevent Yalus of an Annuity

.  How much are equal payments received at consistent intervals worth today?
b. PVA = Poyment + Pregent Valus Annuity Fector;,

Apples toc Apples
It 1s easiest to find FY of each alternatives to compare values

da
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Debt Financing

1. Long Term Notes Fayables
a.  Luhihties with duration greater than 1 year
b Mortgags: loam in exchange of praperty; mads by pledging assets of collateral
i. Typically paid monthly (nterest + repayment of princple)
#i. Imitially recorded at faos vakoe [FY)
C Amortization Tahle: table which assists in finding amount interest and amount repayment of prnciple in sach payment

D=k Fayvmant Imterest qu:pmeutnl' Frinciple Loan Balance
Purchase Face Value (X)
) Morzhr bouw Foymarsr
Faymants Civen /Determmed w TVaM Jom FsimeRiia - 13 Paymant -] =EaoP X -RaF

i. Forlastyears |;-a.:|-'.|1'-|-:-:rr|:: make paymant on principle equal balance and :I'|-:r-:n oiat interest
. Mortgage
a Instially recorded at face valus

. IScMJA BS: Aup, Lap CF: Fmancing Inflow
Xy Cash X
Mortgage Foyabie I
b Suhsegquent Payments require amartzation work
i. 15- Eup, Nidowm E%: Adown, Ldown, Edown CF: IntExp Operating Outflow, MartPay Financing Oudfow
Xy Imtarest Evpansa 1
Marigage Payakds 1y
Cash 2X=+T

C Interest Pasd: sum imterest colume in amortization tabls
d Totl Reduction of Prirciple: sum RoP column or subtract current Loan Balance from Face Valus
3. Leass
a.  Lease: a contract thar specifies the mrms under which the owner of an ascet agrees to trarsfer the nghtto use the asset to another party; typs dictated by
FASE {Dperating or Caprtal)
i. Dpsrating Leass: Lessee assums<s no risk of ownership
1 Faymanis are Tant sxpenss
i End of contract, lesses has no nghts
3. Preferrad by/c don't have to recard liabidlites (better financing passtioning] - off balance sheet financing
1. Capital Lease: lesses asspames purchass of asset
1. Includes related Hakdlity and depreciation
b Lassaw: party granted the right to use proparty under terms of a leass
C Lassar- owner of 2 praperty that is rented fleaded to amather party
4.  Opsrating Leass
a.  Naoimmal journal entry
b Subseguent Payments
xx Rant Expensa 1 4
Cizsh T4
5.  Capital Laase
a. Leased assetand lahility must appear on balance sheetat FV
I.  Asset depreciates over Dime
1.  Liabdlity must be amortized
gi. Mo residual value

bk Forchase
Xy Leasad Accer i
Laosed Lighiinty b vy
C Fayment
XX Intarest Expensa 4|
Leased Liability 55
Cash JAd+2
d End of Year Adjustment
XX Depracigtion Expense 5T
Accumulzied Depreciotion 5
a. Fatios

i D<ht ta Egusty

Todal Libatlities
Total Stockholder Equity
i. % of fund from creditors vs stockholders; provides measare of protecoon if cannot pay (irsaolvant)
il. High DTE = High risk to creditors 2 High mtarest rate

b Times Interest Earmed

Debt to EQuity Ratic =

NI 4+ Nt Tox Experse + Interst Expanse
Timees Ieterest Earnad Fatic =

fmterast Expansa
i. Shows company's ability to pay mterest payments as they come due

il.  High TIE = better ablity to pay whan dug 2 margm of safety provided to creditors



1. Financing

2.
b.

1. Eguiy
das
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Equity Financing

Debt Financing: loan repayment; liable for amount of loan
1, Relationship with creditors ends at compledon of loan

Equity Financing: money from investors/stockholders; don't’ have to repay
1, Rewarded by company's sucoess

Contributed Capital: amounts owners have contributed through purchase of steck (Capital Stock); Freferred and Commeon accounted for
IH S3me ways
1, Preferred Stock
1. Dividend preference: must be paid in full before commean stockholders get any - if dividend paid
a, Usually cumulative: must be paid both current and prior years (dividends in arrears) unpaid dividends
before commen stockhelders get anything

b. Ifunpaid: disclosed in F& as dividends in arrears (not liability)
2, Drridend is a fixed percentage
3. Typically do not have voting rights
i, Commen Stock
1. Veting rights (B0D, significant managerial actvities)
2, Dividend rates determinad by EQOD [not set)
3. Getdividends only after preferred stockholders have been paid in full
Retained Earnings: netincome earned by a company not paid out as dividends

Par Value: monetary amount signed to each type of stock used enly for accounting - net at all related to market value
1, Used to record transaction (stock account recorded at par)

i, Excess zale over par goes to Faid-In Capital account
1. Equity account when PIC-FPreferred, PIC-Commeon, PIC-Treasury (later discussed)

sale of Stock
1, Transacticns invelving company's own stock never affect NI
i, IS:-M/4 ES: Aup, Eup CF: Financing Inflow
xx Cash SE+Y
Common Stock 3.4
PIC-Common Ly 4
i,  Above example reflects a sale abowve par value; same process for preferred stock

Shares:
1, Authorized Shares: total number of share of stock that company is allowed to sell to the public

1, Issped Shares: total number of shares sold to public
il {Jutstanding Shares: total number of shares in bands of shareholders

v, “Issued Shares - Outstanding Shares = number of shares reacquired by company
1. Called Treasury Stock

4. Treasury Stock

da

Properties
1, Contraequity
i, Novwoting rights, ne right to receive dividend
iil. Record at reacquisition cost, not par value
iv. Nogains/losses ever recorded
v. I5-MjA BS: Adown, Edown  CF: Financing Outflow
Why?
1,  Reduces shares outstanding increase market valus
1, Market price may be low
i, Remove shares to aveid hestile takeover
v, Touse in employee stock optons
v. Give cash back to existing shareholders
vi. Increase reported earnings per share
Reissuance Accounting
1. Reissuance Price » Reacguisition Price
1. Record excess to FIC-Treasury (eguity account)
a, Thisis nota gain, no affect on NI, partef
2,  Always remove treasury steck at reacguisition cost!
x/x Cash SE+Y
Treasury Stock $X
PIC-Treasury Ly 4
1, Reissuance Price < Reacquisition Price
1. Decrease PIC-Treasury to 0, then decreass RE
xx Cash 8X



