Finance

Wheeler defined business finance:
The acquisition and conservation of the funds in meeting financial needs and overall objective
of business enterprise.
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Finance
Refers to the provision of funds needed by an enterprise for its smooth running.

Why we need finance? 9 <19 a4 olle Jg Jdisa
1: Finance is life blood of every organization
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2: Firm needs funds for the purchase of expensive machinery, raw materials,
marketing for the goods, payment of wages and salaries of employees.
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Financial management

Financial management is concerned with the acquisition, financing and management of assets
with some overall goals.
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Functions of finance

Investment decisions :1
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A: Real investment
Investment in the tangible assets like land, building, furniture
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B: Financial investment

Investment in the financial (intangible) assets like shares, bonds and debentures is called
financial investment.
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2: Capital structure decisions

The mixture of debts and equity maintained by the firm

Company uses various sources of funds includin Shares Bonds, Bankloans
pany g Equity Debts
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3: Working capital management

Borrowing Lending
AP TR
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The effective management of cash, inventories, short term

4: Dividend decisions
Managers of the company can either retain cash with the company for further investment or
distribute to the owners of the company.
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5: Financial plan
It means budgeting

The estimation of future possible income and likely disbursements which any business
anticipates to achieve its primary objectives.
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6: Financial monitoring and control

Checking the financial activities of business, financial control enables the management to see
that the disbursement is within the income and capacity and not beyond the financial plan.
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Why study finance?

Without effectively management of finance, the goal of the firm cannot be achieved.
Many personal decisions require financial knowledge for example buying a house, planning for
retirement, leasing a car.
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Three types of business organization

1: Sole proprietorship

A business form for which there is one owner. This single owner has unlimited liability for all debts of the firm.
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= Unlimited liability ¢ 5 s253aal (So o) 56
= Ceases on the death of proprietor (A 4Aie 4 )Ly )& S &) pn 4y e S,
2:Partnership

A business form in which two or more individuals act as owner.
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Types of partnership

1: General partnership
All partners have unlimited liability and are liable for all obligation of the partnership.
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2: Limited partnership
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Limited partners have limited liability to their capital contribution (investors only) at least one
general partner is required and all general partners have unlimited liability.
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A business form legally separate from its owners. An artificial entity that can own assets and
incur liabilities.
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Advantages

1: limited liability 2 29aa S 4 O U S &) ga Ay 9l 68 ) gL,
2: Unlimited life A 43 434a 4 (S G 9o 4 Ay pad Sl (53 03 930l g5yl 59
3: Easy transfer of ownership (o (Al 43 (s Ji o p (Al 4y 0 cuasla
4: easier to raise large capital (& (A5.2) (Aaddi o (Al 4y
Disadvantages

Greater regulation :1
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Double taxation :2
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4: Hybrid organization
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company
Wasiqullah presents it to batch15A evening students

Organizational structure
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Board of directors (BOD)

Chief Excutive officer (CEO)

i Vice presedent of
Vice presedent .
. finance (CFO) Vice presedent

of marketing of production

duties: oversee
financial planning,
corporate strategic
planning, control
corporate cash flow
4 N\

JresuE Controller

I
Duties: Cash I
management Duties:

Cridet management Taxes
Capital management Financial statements
Financial planning Cost accounting

Management of foreign Data processing
currencies

The goal of the financial manager
The goal of the financial manager must be consistent with the mission of the corporation
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What'’s the generally accepted mission of a corporation
To maximize firm value shareholder’s wealth (as measured by share prices)
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Example

Corporate mission: Coca-Cola
To achieve sustainable growth, we have established a vision with clear goals: maximizing return

to shareholders while being mindful of our overall responsibilities (part of Coca-Cola’s mission)

Agency problems

Agency consideration in finance: in a corporation, the managers are the agents and the
stockholders are the principles.
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Agency problems arise when there is conflict of interest between the stockholders and managers.
Such problems are likely to arise more when the managers have little or no ownership in the
firm.

Examples: not pursing risky project for fear of losing jobs, stealing, expensive perks. All else
equal agency problems will reduce the firm value.
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?How to reduce agency problems

Monitoring :1
Examples: Reports, Meetings, Auditors, BOD, Financial markets, Bankers, Credit agencies
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Compensation plans :2
Examples: Performance based bonus, Salary, Stock options, Benefits
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Others :3
Examples: threat of being fired, threat of takeovers, stock market, regulations such as SOX
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Ethics refers to well-funded standards of right and wrong that prescribe what humans ought to do,
usually in terms of rights, obligations, benefits or specific virtues. For example refers to those standards
that impose the reasonable obligations to refrain from rape, stealing, murder, assault, slander and fraud.

What is ethics?
A: Ethic has to do with what my feelings tell me is right or wrong.
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B: Ethic has to do with my religious beliefs.
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C: Being ethical is doing what the law requires.
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D: Ethic consist of the standards of behavior our society accept.
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Objectivity :1
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Confidentiality :2
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The four basic principles of finance

Principle 1: Money has time value

A dollar received today is more valuable than a dollar received in the future.
We can invest the dollar received today to earn interest thus in the future, you'll have more
than one dollar as you receive the interest on your investment plus your initial invested dollar.
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Principle 2: There is risk return Trade-off
Higher the risk, higher will be the expected return
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Principle 3: Cash flows are the source of value
Profit versus Cash, For example, if all sales are on credit the firm may report profits even
though no cash is being generated.
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Principle 4: Market prices reflect information
Investors respond to new information by buying and selling their investments
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Prepared by Asifmobasser (Wasiqullah)
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Source of business finance

|
/J\ (Debt) Borrowed capital

owners equity (owners capital) 1: Debenture
1: Issue of equity (common) shares 2: Banking loans
2: Preference shares 3: Short term loans

3: Retained earning 4: Loans stﬁtuﬁons
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Issue of equity shares (common shares) :1
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Advantages of equity shares
A: Permanent sources capital: they are only paid when the company is winded up
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B: No payment of periodic interest
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C: Earning remain with the firm
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D: Ability to borrow ' '
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Disadvantages of equity shares

A: Low preference of investors
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B: Higher cost of capital
45 Sl S b s 4 aalagi s 5 DLy Risk sha ol Sl Jb 5 58y S Equity shares 4
S S 05 al) aa Return 6 Sdle o (S Sy (e 45 (5gS IS5 Risk s )

C: Dilution of ownership
A (oS 4 (S 4TS 4l 03 53 50253 54 )3 Shares 5 (S (LS le 4 (2 0 0 A
2 P b G S S 4 2 53

D: Greater formalities
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.Flotation cost 45 Al a8 8 jlas ) 6

.Flotation cost is a cost or commission of brokers

2: Preference shares
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Preference shares are two types
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A: Cumulative preference share
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B: Non-cumulative preference share
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Advantages
Dividends do not have to be paid in a year which the profits are poor :1
545 S5 4 Dividend sjS 5543 415 )b S (o S IS S 4
2: do not dilute the ownership of shareholder
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Don’t effect the ability to borrow
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Disadvantages
Dividend payment is not tax deductible :1
422 aedd A8 ) o Osba bl sl Mo 585 Interest sk s 4 (a4l
GomS s 558 )5 OS] 433 suw (Bl L 5 S ke 433 s Tax 4 Interest
Wiy g 5585 OS] 45l 48] R0 A sl s Sdl 5 4 a8 s IS
35S 4 Tax expense J3 « Net income before tax - . < Dividend 4 551
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.555,3 Dividend 435153 45 5 55 43 433 (5234 LS:!-:‘S. s income after tax
Higher compensation to the investors :2
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Ploughing back of profit (Retained earnings) :3
052 5JS5 4TS AR o (S 5 5 S 5 ) S A S S 0 2 4 Shareholder s o> 41
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Net income
40% ~~ 0%
Shareholder Retained earning
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Advantages

.No collateral needed to lend money to the business :1
.There are no documents required :2
Disadvantages

1: Dissatisfaction among shareholders: When the company retained some of the profit, there is
a chance that the shareholders might dissatisfied by not issuing dividend or cutting dividend.

i S ) Y ol ol 4g 2 (2 e S gie a5 Sl gy Y (le s G 5l
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Debenture (Tradable) :1

» Corporate bonds
» Government bonds
> Municipal bonds

.These are debt instruments used by firm/company to raise funds

Y (5 p Alem A esgad A S0 A AT LS L 60 (3 oS i O il A 4ra
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Bank loans (Non-Tradable) :2

Banking loans: Credit loans taken by short term, long term/ a firm from a bank or any other financial institution.
35S Jinnd) 48] gl (e g8 b Sl LAl (el by (s 1)) (50 (3 (40 (om 8 4ka
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Advantages of debt financing
1: Tax advantage S IS5 Aw S oS 2o 418 o5
2: Large amount can be borrowed & (Liwal 4 s ju aie &l j 4y,
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Disadvantages

Payment of interest :1
CSL 4 e S 45 248 PS5 ATS s S 488 Sl Al (B S (o 4K
=555 25w Interest
Creditors can sue the business/firm :2
S S A (> (A HS G S A5 35 SIS 0 g (2 AU (eSS
A5 SIS D) S5 e
Collaterals/ security guarantees :3
4 e il o s SULY 43 (S ) s Tl (i B A a8 48] SOl (iS4
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The amount borrowed has to be repaid at agreed date :4
(S 5S0s A S JS b Gl 4 49 A i (o pd Jid) 437 Sl
Interest charged :s
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Short term loan
These are the loans which maturity period less than one year or equal to one year
G505 IS0k o5 4S8 JSa (2 0350 (0580 (ol g AT (i A dralduia i allga )
s SIS JS 5 ) e Jad ¢ Sl
Types of short term loans

Overdraft :1

It is a facility given by the banks to companies to withdraw money more than balance available
in their accounts.

10000 S b4 (S 5 40,08 5l Qs (S SAh 4y ise (203 s paell pa g2
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Cash credit :2

A type of short term loan provided by bank to companies to fulfill their working capital requirements.
s s lao il (503 .S s JSd g 5303 oy S Ay 52 (2 S Jis B 2 10 8 s
6585 S Gilan 4347 5 40 Sl o (S il 45 60 2 sl Gl (S ST 4 2 00

Advances against bills :3
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It is a short term loan provided by banks to an exporter or seller
S e 4y Jp 20 (SO A A L0 Sy s0ba (558 5 4w ol (5350 ()i SEL
Short term loans against securities :4
Bonds, shares Jia s s Sl s e5]Slag &5 pia 45 (on B g (53 (S 0 0 (o> 418
5y S Gilan
Source of Islamic financing

Modarabah :1

It is a type of partnership in which one person provides capital or funds to the business while
the other person perform management services. The person who provide capital is called rubul
mal while the partner provide services is called modarib.
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Mosharika :2

It is a type of partnership in which two or more partners combined their capital to start a
business where the profit share according pre agreed ratio while losses are shared according to
the ratio of investment.

65 sidie (S L5 IS 4 4S8 jlied (53 CS) )l (o alhae (o (50 5 58 i) 45 Bl (o pe 0 48 jlie
_Lgddﬂ):o.l\JjeA ‘éu\jm}\ 4._:!:5 4.3)1._1})15343_3)\4&}\ d}#ﬂé)h})&@d.ﬂ.ﬁj‘
Participation term certificate (PTC)
It is a certificate which represents a part of ownership of interest in firm
AAPTC did (S QS le 4 (o (o8 (IS8 (o0 ) pm (e o 45 (308 o2 4K
4._I5 ?J@}J\SJ&A LA;\PTC @J@éﬁj\dlj\)‘ﬁu\ﬁ ‘\.J\.A).u:é\;l =L B LS*S
O 58 OB A8 (g€ sS40 4FT 55 5 S 418 )l IS 48 g s (S OB
SIS JSos 4
Types of PTC
Short term PTC purpose was to fulfill working capital requirement of a business .
JA APTC Algeyilo )l sl 5S ad j0 fMSGad 535 S 0 )5y Jpdd
.Long term PTC, to finance long term assets. Example building, Machinery :2
o 1S a8 ) 255 5 i Ly gi s IS allgay
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Other source of finance

Government grants :1

In a word of financial assistance in the form of money by government to an eligible firm which
no expectation that funds will be paid back, purpose is to encourage employment opportunity,
to help education sector, to promote agriculture sector.

2 A A o GV A S drak 500 d) LS J S5 40 aeS s AT Gl (a0 4dlle J gy s
4J8 4808 Al ) o8 aie ) Sita (S 3 A e S5 SRR 4 o aln (S
S AR (S (S50 (o S (S S s 1A lsan d s dra adlala g
i ol e 1S3 43 SIS A i (55 A3k (5SS s 4 485 e
Sales of fixed assets :2

Sometime a firm can generate money/funds by selling a firm’s assets which is not as able
o L 51 5Sa supd o (5)SIay 1y 5 i 40 sy (sinaS 0 9 AIS (o2 D5 puany 1A A S G
4 )5 D5 e A A SIS A A Sal bl o2 G5 S5m0 Y Gl
5 el JA A i (A A ] 50 (A A4S doy 4 e S

Leasing :3
Leasing is a contract between the leasing company, the lessor, and the customer (the lessee)
the leasing company buys and owns the asset that the lessee requires
s slessor 43 (S5 sS)5 e la) Ade ji K siudl o lal o) (K55S )50 lala g2 A3 e se )
olal gl A Gadie s b gl g (eS (SOsS )50 )l L sLessee 45 (Sasiual o )
s st o la) 483 laen 5 )] (S sdl o e (o 456 S 5 S )50 lal 4y (o A5 S Sl
A S (Sa5S H5e )a) (o S duddlaaiuda g ol O g adilia gy A jlal) 4 Jidld a4
BSose )l b
Types of leasing

Operating lease
Operating leases are rental agreements between the lessor and lessee whereby
= é.mjﬁ > guwdl) o jlal ol Kig S Hge jalaga ol B ) Sed w A_EOperaﬁng lease
AS (SN simdl o lal (558 A je silida (S5 sS 0 )l
A lease where an asset is leased for period less than its useful economic life all the rights and
responsibilities are with the owner/lessor
The asset is retained at end of the leased period to the owner.
For example lease of airplane total = 30 years
Lease of machinery leased for 6 years

Finance lease =2

A finance lease is a way of providing finance in which a leasing company “lessor’’ purchase the
asset for user’ 'lessee’’ and rent it to them for specific time period
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Lessee bears all the officiated violated risk
At the end ownership transfer to lessee for example house finance through bank

Difference between finance and operating lease

Operating lease Finance lease
The ownership of the asset remained with - There is an option to transfer the :1
the lessor .ownership at the end of lease period
the risk remains with the lessor - lessee bear all the valeted risk :2

lessor is leasing a company itself -
lease time is less than its economic useful . Lessor is most of the times a financial :3

life .institution

Generally lease time is equal to the life of :4
.asset

Tax advantages :1

Leasing payments of rent are considered as operating expense that’s why there is no tax
payment on leasing rent.

Depreciation expense did not charge :2
Lower capital expenditure :3

It’s a better option for newly established businesses it means lower initial cost

Sales and lease back :4
A lease back is the contract where the asset is sold to the seller and take it back on lease from that
party.
4G An GPS AR Sl 4 il Al S o g (o> IS 50 32 ) i Lease back
sl ol

Reasons of lease back

To generate income and invest in more profitable projects
JsS G A (SsdsmsosiS 05 4 ara s J) sl aulale
To make payment to creditors 2
S5 e 00328 (i JS A0 sund 585058 55 a8
They still need that assets that’'s why lease back it
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Factoring :5
It’s a financial method in which a business/firm sells its account receivables at a discount to a
third party called factor.

Caddt 4y o = 8 A Sy Account receivable J o )Y b s o 4 ) 545 s Factoring
o3 4y sl gl) o) ) 45Y gy Mad Jsy sl L 5)S A 63l S 518 w2 4 sl
Reasons

To fulfill immediate cash needs to pay short term liabilities -1

6 A a8 allea) il A A 5 Ll )5 e nid Sl 45 peS Al A gdy ol o
s A > Accounts receivables J:x o Ll es23 58 1S =D

Financial markets

Financial market is a place where financial securities are traded such as bonds, debentures and shares.
Or financial market is a market in which buying and selling of financial securities take place.

432k g A (b A A e (2 o (S5 G G1A W 1S ke e
el D sa A A ) Jid) (Gl G B 4 gegn (o S psS Gl

Link for investors or borrowers :1
.Financial market is a place where investors and borrowers meet.it is just like a bridge
> 65 a8 Lol )l X e i 685 sl (B9l 55558 )5 (a Bala (o eald pin Al gl (1S e (e
LS e et Angd 54235 (5 5 03 53 0 And 59 ALl o 51 S 4y pus (S35 55 (s i
SR STREEFESTOCANEE P RN
It contributes to economic growth :2

Financial market mobilize the extra funds of investors due to which business grows in a
country.it also create employment opportunities.

68 Al (2 e Y o) S a4 A 5 (S5 58 o) S Ale e QS ke e
Qo 60 o> S G e (S Qolad g a oY A QS le (Jad ang g ald (S5 S
-LS_-H,):’\):‘ @AJJ\SJ 43)5\1; ‘_,’SJ\};A 4 4.5_.'1)\3.«5}\ LS}:‘S 43:3_'1.‘\\) ‘5_3;.;\):1 ‘_,’S Q)\AJ

Stability in financial assets prices :3

Financial market provides stability to the financial assets of a company. It reduces the variation
.in prices of shares. Example NYSE= per day variation in share prices

e 50 Al 4 N seS aaligl (M 5l (S sl 45 Shares 3 o3 o33 0235 5 (1S e (Mo
om0 (aS (5 ) b AL S et Syl s s b Jlal o
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Financial market provides liquidity to financial assets :4

.Liquidity=how quickly an assets can be converted into cash on fair price
did (o 8 (S 1S5 (23 g im0 o g (eSS (o Al 032 4T ALy (1S e (s
(S Y Y adle ju adand 5 (533 2 S QA 24l g s 45 (1S ke Shares, bonds
Helps to raise long term funds :5

A firm can sell equity or debt instruments to raise long term funds without financial market it

.was difficult to raise these funds

o il 4Ly ) 4 DJE\S @J\ﬁ Al p dL@-AJJ}\J > P ‘_A}S ‘f\:ms::ﬁ - 5a)2 s 3 4l Luj_:'lSJLA ‘_JLAJ
Al (Saaii gl A AsShares, Bonds > S (LS be 403 (o2 5] 1) 45 A sy

GBS QA o dr sy Gl o 8 di o 58 (o8 S 3] (1S e et ny

Capital market :1
It’s a financial market where long term financial securities are traded such as bonds, shares
g R oL (5350 (53 93 i seens) D3 (o A (s 4 LS le (A
<lua sadFeatures of capital market
% Securities are long term s o L (5208 (53 512 () sSom
% Risk is more s 5 b ) (Soha .
% Return is also more 5 5 4b ) (SS9 a2 479 ) _laes

63 Aoy 093 4 (a8 sl JjulSCapital market can be in two types

|.  Bond market= it’s a type of capital market where buying and selling of government
and corporate bonds takes place.
S A Gl 028 ¢ 9345 (A sage Dl gl (1S (o s (5 0 (IS le R,
Il Equity market= it's a type of capital market where shares of different companies are traded
for example New York stock exchange.

S0 DA A gago saiaaS iliAad (& A9y (63 C1S ke (51 38 Al J 5 4naly,
2: Money market
It's a financial market where short term financial securities are traded.
Most of the times these are debt securities. For example certificate of deposits, commercial

paper treasury bills. Treasury bills are short term fully guaranteed and very liquid, money
market security issued by government on discount.
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Oa i asy S o 5l ) g A ol (5350 AN L A (o A 62 QS ke (e gy sl
3 (S e JflS > 63 348 A s Capital market| s Money market - . s Debts i\
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Features of money market

e Short term securities 55 o)A (o2 03 50
* High liquid sJalad 43 5035 ) )
* Lowrisk s es Sk
o Lowreturn s 4sS pb (3414
3: Primary market

It's a financial market where new securities are sold for the first time. It’s also called new issue
market. Here the seller is corporation/government itself.

New issue 52 s> ) o3 o b A esa sl 4 sag 5 55 (o2 A 62 (LSl (e 432
S A abay clen b il (S a5 2 market

*IPO’S initial public offering: Here the securities are offered to the public for the first time
by a newly established firm.

SIS )5 40 CLS e Aigagas 5 530l A espaslad G5 5 o2 gS dis 46 (S 4xal3 PO

S AL S (5533 (S (53| 5 494 s 0 L A s a5y 4l sag (5 8

*Season new issue: it’s an issue of additional shares by a company which shares already

traded in stock exchange.

SR (2 ST AT 1S (g g0 LS_.J.:.‘S | 5 43 e SAla) (S Season new issue

63635 A A S Stock exchange <« 433

These securities are sold out through investment banks, investment banks are

financial intermediaries who are experts in selling of new securities. These investment banks

are also called underwriters or underwriting firms, they purchase new shares on discount or
they charge commission.

w5558 1 b e 1S J A A Adand 093550 K35 S (5 ) ST Ala e (il B s
5565 5. S A A il U2 8 e 550 5l Cles (o2 23S (5 A5 padd (s8R0 4k 43S
S A A Al GhaeS 49 L (ol 4y 45 sag
4: Secondary market
It's a financial market where existing financial securities are traded.for example New York stock
exchange (otc: over the counter market)

g DA Asaenly (b o B om0 (o Ay (4 QS Jle 4sal
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A: Stock exchange
It's a centralized and regulated financial market where financial securities are traded.these
securities must be registered with security exchange commission (SEC).
Jiudl L pa A A gagn (A O 62 Sk J alaie o) s S w5 Stcok exchange
SA o> S 55 Sl ) (a0 o 1 o faeS SEC 3 b 4 gagus) b b 483 «5pS JA A
3o SEC 213 (2 4S8 JA S o8 (2 (S G i 85 45 sages 430
B: Over the counter market (OTC)

It's a type of secondary market which is decentralized and not regulated under security and exchange commission.
3483 )2 o) syl g 5 S s e o> a8 0243 o s Secondary market > OTC
S NS SA R G Syl Fose (SR S QS ke sy 5 4l o 2eS SEC

G @ a A s A (>

Financial statement

These are financial reports prepared by the management of a company to present the
financial position and financial performance of a company at agiven period of time/point of
time. These statements are prepared to give users outside of the company, like investors

and creditors, more information about the company's financial positions.
Glls (Mo (aSs (2 A 5 g on 1A G0 (S 0 (o2 oS (A 555 (Mle 43a 1
433 I3 (o> Gy o o Ll 33 sl 480 (S SR (e 43 S Aaslae 5SS (e
(J5S )5 laslra 4555555 (5 ) 8 Ao A58 55 laslan o) 4y il (Ml (inaSs 45 1S e
ISy Claslae 4555055 )5 o B

Types of financial statements

= Balance sheet

=  |ncome statement

= Cash flow statement

= Statement of retained earning

1: Balance sheet

Balance sheet show us the financial position of a company at specific date or a point of time.
A balance sheet is a statement which consists of assets, liabilities and owner equity at a given
point of time.
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The balance sheet a summary of the company position on one day at a certain point in time.
The balance sheet lists the assets, liabilities, and owners' equity on one specific date. In a sense,
the balance sheet is a picture of the company on that date.

@Jﬁ\)%dddu\j\Jéﬂhe}SM‘ﬁ@\.m QB‘ALALSJ\J\ &ﬁdﬁ};ﬁ%ﬁw
sy o g (S g o ed (pals Ao 5gaS ol (S DRy (e (el s

A: Report form
+* Current asset

X/

+ Fixed asset

+* Current liabilities

+ Long term liabilities

++ Other equity

A3 guim f Allgay ) 4 s (5l 6L AL (LA 5 e (L Dy 483 1SS 4
) @L.LU A3 gagaw ) ¢ 4.5_.'1)\3&}\

B: Double Colum balance sheet

S2 6yS BSA b SliLiabilities 43 sia A4 Assets el (AS (5 50 Clad oy 4allS 6 5
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Page 23

As of December 31, 2016 (000s)
|—'Assets Llabllltles<—|

" Cash 481  Accounts Payable 625 RN
= Marketable Securities 1,346  Current Portion L-T Debt 1,021 ..':_. g
; Accounts Receivable 1,677 Taxes Payable 36 E 0
() Inventory 2936 Accrued Expenses 157 | &= -
:E\ Prepaid Expenses 172 Total Current Liabilities 1,839 ; g
(4] Other Current Assets 58 o
g' Total Current Assets 6.670 Long-term Debt 2.332 E
o) Total Liabilities 4171 O

G O
U Gross Value of Property,

= 1 v 7 =

® Plant & Equipment 2.019 0wn er’s Eq u lty<—|
= Accumulated Common Stock and ‘m B.
e Depreciation 664)  Paid-in Cap 194 o —
et N ¥ H—— : QS
'] _Elt Property, Plant, 1.355  Retained Eamings 400 | O o
g= | Feeet Total Shareholders’ a203 | o W
g Equity N

Note Receivable 349 E

Total Liabilities and E
Total Assets 8,374 Equity 8374 | ¢»

Income statement :2

The income statement shows the revenue and expenses of the company over a period of time.
Most companies issue annual income statement, but quarterly and semi-annual income
statements are also common. Users can analyse the income statement to see if companies are
operating efficiently and producing enough profit to fund their current operations and growth.

U (S D5 ed (a2l g 4 B jlas gl A e (1S (5 9 Income statement
A 5 SIS 4 80 Sl S ea) 4 B e aiy ol ) e dad S e 5L )
(S ale aa i o g JS 4y

Income statement
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ABC Company
Income Statement
For Year Ended 2010

Sales revenue

Cost of goods sold

Gross margin

Selling, general, and admin expenses
Operating earnings

Interest expense

Earnings before income tax

Income tax expense

Net income

$100,000

Statement Of Retained Earnings

$60,000
$40,000
$10,000
$30,000

$5,000
$25,000
$10,000
$15,000

Page 24

A statement of retained earnings is a financial statement outlining the changes in retained
earnings for a specified period. It reconciles the beginning and ending retained earnings for the
period, using information such as net income from the other statements. Beginning retained

earnings + net income - Dividends = ending retained earnings

o I 05 (518 5 4TS S > 4S5 ) S 2 Statement of retained earning
S0 S o 51 (o2 (S asS 4000 e (e draly oy o 5L 4y o o g (Sl o e A A
52 8o A Ly gaeS b L gl S s 4 IS 415 480 U (o (oo

QUARTZ CORPORATION

Statement of Retained Earnings
For the Year Ending December 31, 20X9

Retained earnings - January 1, 20X9

Plus: Net income

Less: Dividends

Retained earnings - December 31, 20X9

59 olarind od gy 6l 5  JwaUsers Of Financial Statements

$400,000
115,000
$515,000
35,000
$480,000

1: Internal Users:

(S A
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Owners and managers are the internal users of financial statements. They required financial
statements to make important business decisions. Similarly employees also needs these reports
to make decisions about their future. To continue work or not. Compensations etc.

SRR (> e s s sl ) Hled 63 (Sagsllantinl (Ao ¢ paie ) QL 1 (S5 sllexiad Al
pee o (eI A S oo o)) Arsis sl ) (et (oS Lo (o s s
O\i PALWY Af._gjjjjg\_)‘;\.ad Z;.\;\ASJ@LSl\}.D O\J&AJ\S‘\.&AJ\MJ\ ﬂjdi&ﬁcmw
545 40 (55l palSin (oS 43 S HhlA (3 i s ppanali o Ll o2 AN A i 5)S s
it 5 5 5 (55 A 5 )8l Ay (80 (S A S ) (6 S Rl Sl Sl Aila g (L 5 A s ska
SIS @A) o> S8 o) 4 A

2: External Users
These can be prospective/potential investors, banks, government and other parties outside
the organization. Prospective investors requires financial statement to make a decision to

do investment in that firm or not. Banks check whether to grant them loans or not.
Government needs these for tax purposes.

O 18 o) s i SOl (S5 S 6 S Al e allae A8 (53 1S s sl (e
(S 4 el ira (52 (o yid S 4 5ig ) gl ) (Mled (S 20 A 5 1 s i s sk (62
6 )8 adbe o) 58 (S iS5 S S5 S  8 Adlemsi 55 4 ) sl 4 saladSs
‘;uﬁ‘ﬁd.l‘j.é ad L 484 ) aas cd}Sﬂo.l\ 4 collac 5 suS Joda Gl ga g (5 S aa

(S 4 S (Se .45 48 ¢S )y Auta 40 taS A S (5)S Al 5 laglaa o)l 4358 ) 5

G S A6 )8 Al (S S s PSS s 8 Adle st g5 4dl s sl 4 s9anlSln
Sy e BS54

4i5Return

Income received on an investment plus any change in market price. Usually expressed as
.percentage of the buying market price of the investment

O sk o) S5 A8 (2 S IS5 6 ) Ay Al pe b Sailio g (S 5 (o 418
. s Return < 2
.Return can be gain or loss of a particular security in a specific period, time

B oA g (adilie 4y (S (Al ald g 4 o5 s1as o) 6 L 4]8 Return

The return consist of income and the capital gain relative on investment and its usually quoted
.as in percentage
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For example

> Shares db ) (I 5L ) oS 5 sag 4
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Two basic components of return

There are two basic source of return available to an investor. Whenever he purchase financial
securities in a financial market.

o 4 4ad o Al (60 60 ga ga o JLl S0 5 S (5 ) 8 4ule yu 0 503 aaie ould o 53 Return 2
.3 Securities ¢4 sag (S (LS ke

Capital gain/loss :1
Capital gain can be defined as. It is the income earned in the shape of appreciation/ increase in
.value of shares during a specific period/time

2 (o) el S (S Tl ) A (A8 0 s i 4y A 50 gl AN 5 A sage 1Sy (o 4IS
. s Capital loss 4 s &) ) N S o (S Q) 4484 I 5 Capital gain
Dividend Yield :2

It is the income receive as dividend by a shareholder in a specific time/period. If the security is
bond than its called interest yield. Whenever a company announce dividend at the end of the

year it's the income for an investors.
4 pa 4S5 S Ay i (S G5 adidie o 43 433 Dividend 2 o SN pe s o> M 5o 4xa
J8s LS s 5 2 A5, ) s Interest yield 4 s> W s Bond Sx 4jL (=3 Security <>
(89 Aﬁ\}i‘. DJL;\XJ\‘}S @u‘)udéﬁ %JL;.LS u).c\ 4_15 éo)&\ 4\.:1

y+nP —oP (
oP
D= Dividend received in that specific time/period
Pn= Selling price of security
Po= Purchasing price of security
$6+($106—$100)
$100

=Total return= Capital gain+ Yield Formula: Total return

Example Total return= =0.12=12%

When it is bond
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Interest (Pn—Po)
Po

Total return=

Risk
It's the variation of returns from those that are expected. It's the possibility that the actual
outcomes may be different from the desired/expected outcome. Risk include the possibility of
losing some or all of the original investment. It's the uncertainty about the future outcome.
> &85 AasS G5 4 sags (oS (a0 g 1S5 5 ) 8 Al g (S (S 0 s Ay S g (o2 4IS
.LSJ.-:‘S Jis Risk 454 (o8 oS imy imy o8 ) uid (S 4rd a9l (5 S AR J82 aged

Systematic risk :1
The risk which is uncontrollable/invariable is called systematic. It's outside the organization due
to external factors. For example interest rate, inflation rate. Market risk.

= Uncontrollable s}l 5 S 4

= Unavoidable (58 43 (o2 ¢5 st

= Dueto external. factors s A (wlal o a5 g ) 558 =SS

= Macro level (1S Jof) Al Soud Sb)
LR GgaS A0 i de (e gl (550Nl S AT o a8 (5)aS Jp 4 sl A s
CLaS et 485208 o) ¢ 5hd (iay Jag) sl esdaa 35 5y 4g Jlied (5 5 (a0 puasi g 558

R

Unsystematic risk :2
Unsystematic risk is due to the influence of internal factors of the organization such factors are
normally controllable from company point of view. Example fail in production due to
.machinery, labor strikes, high employee turnover etc

++ Controllable

+ Avoidable

¢ Internal factors

®,

** Micro level

o a5 5 ) 588 (AN () (5 gida (382 45 )00 5 (S U5 S (o S (gaS as kR 4sa

A gilaie lSa0 58 AR ) plad alel Al gand A adled (S (ieS 43 gy 4 JBe g )l el
(Yo Aibs 55 5 P S (S S 4y (o AlS 455 o o) (JsS AnY (JsS e jalhe

Source of systematic risk

Interest rate risk :1

The variability/difference in the security return resulting from change in interest rate is called
interest rate risk. If the interest rate increase it will be costly for a firm to raise funds through
loans. Whenever the interest rate increase the price of shares decrease. For example.

Old bonds issue 6% xS LSJ-.’\_AJ pand/F 4 JL a R S
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New bonds issue 8%sy=S s 5 02/ A 43 (L =8 5 58 Lu g

Old interest at bank 10% for deposit. Al s 6)‘)5 Adla pos 6 _puad g/l Y ¢ 4 AL SAa

New interest at bank 14% for deposit.cs sS 5 ) 8 4sla_yus o pusd gus “*4:‘3/-\ Fas sl ey
So there is negative relationship between interest rate and financial securities.

G S A Al (S S s 5 43 Shareholder 550 pemisy o> 418 b & i 3
0 53 (54 Q) gl da g Interest rate F 0 s (S ) Ao 4 Sl g
A (o3 03 AlIie 48 S 0 e (S5 eyl ¢ 2 smd S gS as Interest rate
J_.mS Gl ) Shares -si sagas 3o s 928l ) 43 & Hid JJMJAﬁ;J\mJ\ LE.LSMYJJ

Market risk :2

The variability/changes in the return of the financial securities due to fluctuation in the
complete financial market. For example sources recession, political problem, natural disasters

2 S CSobe Jgf 4o esgad sa OV (S QS e Jsf 428 S5 61 8 A S5 (2 4K
JGAJ.LS_.!.:}S Jis Market risk¢_yba 1S ke 45 5255 Al Variation s <A Risk ki asS
) e il anda 485 5o o) (JaS AL ) O e S 3 s 4 cJanl A CVl b Js) 4
il s (Jas Al 35 asd

Inflation risk :3
Inflation can be define as gradual /continues increase in the price of goods is called inflation.

The risk related with gradual increases in the prices of commodities is called inflation risk.
Whenever there is inflation in a country it will affect the prices of shares of a firm.

453 5aS o a5 Q8 I A3 AN o 5L ) sy dualuse 45 (S50 giad 43 9l (2 41S 8

F A sisagm st (8 S 8 S s 4 (ox AS 485 a8 o s Inflation risk

e kb 51 o3 oS il JSwdls Purchasing power sJas oa 4IS 4S8 (5 S, (sl cujy )
S CLaSole (Ml 49 Lialfh g3 sag Securrities 2 (S <) pa 0 5 Lundl (05 40 geguly (L o A
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-

Source of unsystematic risk

:Business risk  2: Financial or credit risk :1

1: Business Risk

This risk relates to the variability of the business sales, income etc. which in turn depend on
the market conditions or internal condition of the firm.

The business risk is sometimes external to the company due to changes in the government
policies or strategies of competitors or unforeseen market conditions.

This risk may be internal due to fall in production, labour problems, raw material problems
or inadequate supply of electricity etc.

It is the risk about the future inflows of a firm.
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2: Credit Risk

A credit risk is the risk of default on a debt that may arise from a borrower failing to make
required payments. For example a firm gives loan, and at the end of the period the

borrower is unable to pay those loans. It can be controlled by applying best credit policies.
b‘)}.ﬁ‘\_ﬁt_\;)d}\tﬁis‘)}m};a‘)ﬂ‘\_\ﬂ;o‘)\d\ @dsa}ﬁtq.umjmja;«cq b a8
Al G 8y (o2 gl B ALy sy (Sl a B J;SJ Ll gl jy s& G 80 (5 5 o w938
5 g S G g 4 jlad 483 ()5 o es R SPS 05 B A0SR 45 e dl.sj
SJS o) o> sl S 5 (B ) o ) o A S

Time value of Money
The value of Dollar today is more than to be received tomorrow.A dollar today is worth more
than a dollar to be received in future , because the dollar today can be invested to earn interest
to yield more the a dollar in future”.

A5 0 4SA S A i lia (o A8 Y 4nad (52 (S S5 b DNy s A s o
ad e (Al S g 48 ine (0 (oS A i e (S5 58 Al (3 il )y
A 4t S s Aoy o e st pay 43 458 ()85 65w 518 Abesms Al sl m A
ST ST

Determinants/Factors of Time value of Money:
1: Interest Rate (The higher the interest rate is, the higher the future value of the money will be)
5 <) Cun ) o2l Future value seww 4o )2 42lad 43 (5 5 400 ) s2ady gud a0 A

2: Inflation (The impact that inflation has on the time value of money is that inflation
decreases the value of a dollar over time)
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3: Opportunity Cost (It is the growth rate available to a person at a given period of time). It

is the alternate use of resources. Invest the money today instead of waiting for next year.
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time value of money

1: Interest

Excess and fixed amount of Money received on the principle amount without taking any risk
is called interest. For example a person gives $ 100 loan to another person, and after 1 year
gets $ 110, so the excess amount i.e., $ 10 is considered as interest.
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1: Simple Interest
Interest paid (earned) only on the original amount, or principal, borrowed (lent)

-Lsi‘J diﬁwwj\&émb@@\}&q}um 13 gan 63l
Simple Interest Formula —— S| = P, (i) (n)

Sl: Simple Interest

Po: Principle Amount/ Original Amount
i Interest Rate per period

n: Number of time Periods

Simple Interest Example
Assume that you deposit $1,000 in a saving account earning 7% simple interest for 2 years.
What is the simple interest at the end of the 2nd year?
Sl =Py (i) (n)
=$1,000(.07) (2) = $140

Class work 1: Simple Interest
Assume that you deposit $1,000 in a saving account earning 9% simple interest for 3 years.
What is the simple interest at the end of the 3" year?
Class work 2: Simple Interest
Assume that you deposit $1,000 in a saving account earning 12% simple interest for 5 years.
What is the simple interest at the end of the 5" year?

Simple Interest (Future Value)

Future Value is the value at some future time of a present amount of money, evaluated at a given interest rate.
FV =Po +SI
Or
FV = Po {(1+ (i) (n)}
Simple Interest (Present Value)
Present Value is the current value of a future amount of money, evaluated at a given interest rate.
PV =FV/{1+(i) (n)}

2: Compound Interest




ketabton.com - The Digital Library

Interest paid (earned) on any previous interest earned, as well as on the principal borrowed (lent).
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Compound Interest
» Future Value of Compound Interest:

Future Value = Po (1+i)"
» Present Value of Compound Interest:
Present Value=FV / (1+i) n

Future Value Example

Mr. A wants to know how large his deposit of
$10,000 today for five years , if the compound
interest rate is 10 % . What will be the future
value of his money?

I I I I I
$10,000
I I I I I FVs
m
Example Solution
FV = P, (1+)"
FV = $10,000 (1+ 0.10)°
= $16,105.10

Present Value Example
Mr. A will receive $10,000 after 5 years. If the discounting rate is 10%. What is the present value of his receivables?
PV=FV/ (1+i) "
PV= 10000/ (1+0.10) °
= 6209.21

Cash Flow Stream

» 1) Uneven Cash flow stream

» 2) Even Cash flow Stream

» Uneven Cash flow Stream
It is a series of receipts or payments of unequal amount of money at the end of the every
period.

Present Value = CF1/(1+i)" + CF2/(1+i)* + CF3/(1+i)°....... CFn/ (1+i)"
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Uneven Cash Flow stream Example

An investor will receive $ 100 after one year, $ 200 after 2™ year and $ 300 after 3" year. If
the discount rate is 10%. Find the present value of his cash flows?

We know that
Present Value = CF1/(1+i)* + CF2/(1+i)? + CF3/(1+i)° ....... CFn/ (1+i)"
PV = 100/ (1+0.10)* + 200 / (1+0.10)* + 300/ (1+0.10)*
PV =90.90 + 165.29 + 225.39

PV =481.58

Cash Flow Stream

» Even Cash Flow stream/ Annuity: A series of payments or receipts of equal amount of
money occurring over a specified number of periods.

» Ordinary Annuity: A series of payments or receipts of equal amount of money occurring
at the end of every period is called ordinary annuity.

» Future Value of Ordinary Annuity:

Fwa  — PMWAT [':1 + i 7 = 1:|

i
FW == future walu=s of the anmnuaitsy
PnITT = parrment per period

intere st rate

=

s
I

number of periods

Future Value of Annuity Example

An investor will receive $ 1000 at the end of every year for five years. If the interest rate is 10%, then find the
future value of this annuity.

FVAO = PMT x {(1+i) " - 1/i}
FVAO = 1000 x {(1+0.10)° - 1 /0.10}
FVAO = 1000 x 6.1051 FVAO  — 4105.1

Cash Flow Stream (Annuity)
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PV = PMT o [—1'(1'f' " ]
!

where
PV = the present value of an ordinary simple annuity
PMT = the size of the periodic payment (rent)

i = the periodic interest rate

M = the number of periodic payments (which for simple
annuities is also the number of conversion period)

Present Value of Ordinary Annuity Example

An investor will receive $ 1000 at the end of every year for 5 years. If the interest rate is 10%,
find the present value of this annuity.

PVAO = PMT x {1 - (1+i)™ /i}

PVAO = 1000 x {1 - (1+0.10)” /0.10}

PVAO = 1000 X 3.79

PVAO = 3790.79

Annuity Due

A series of Payments or receipts of equal amount of money occurring at the start of every
period is called annuity due.
Future Value Annuity Due
. _ (14w —1
o af Annuity Die =1 4+v) = P |: :|

r

P = Periodie Payment
r = rate per _M-r'a'u.-.’

n = nurnher u_,lr ‘l.'l'f'J:rJ.'.r.-C

Future Value Annuity Due Example

Mr A will receive $ 1000 at the start of every period for five years. If the interest rate is 10%
find his future value of annuity.
Here PMT = $ 1000, i= 10% and n= 5 years
FVAD = PMT x {(1+i) " - 1/i} x (1+i)
= 1000 {(1+0.10)*- 1/0.10} (1+0.10)
=(6105.1) (1.10)
FVAD= 6715.61

Present Value of Annuity Due
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I—(1+41)"
Present value of annuity due = PMT x [ﬁ}c{l*r}

1-(1+0.10)”
=51,noox{&}(1+u.m}
0.10

=$1,000 x4.8684x=1.10
=$5.355.26

Present Value Annuity Due Example

Mr A will receive $ 1000 at the start of every period for five years. If the interest rate is 10% find
the present value of annuity.

PVAD = PMT x {1 - (1+i)™ /i} (1+i)

PVAD = 1000 x {1 - (1+0.10) /0.10}  (1+0.10)

PVAD = 3790.79 x 1.10

PVAD = 4169.86

Perpetuity

An ordinary annuity whose payments or receipts continue forever.
Present value perpetuity = PMT/ |
For example if $ 100 is received each year forever and the interest rate is 8%.

PV of perpetuity = 100/0.08 = 1250
The present value of this perpetuity is $ 1250.

vVvyVvyVyvVyey.y

The management of the firm’s current assets (namely cash, marketable securities, receivables
and inventory) and the financing needed (especially current liabilities) to support current assets
is called working capital management.
9 enlag) rpia 8 Allgayil ¢ A/R ol (s A8 (J Sy paa sididi (5 jlaa s lala
Short term investment

Current assets Current liabilities
Cash and cash equivalents Notes payable
Inventory, stock Account payable
Prepaid expenses Bank overdrafts
Accrual expenses

Types of current assets
1: Permanent current assets
G5 29 3 e 530 Balance sheet 4 es )Y 50 (2 ()5 40 il 4z 1l 5 s D
A (S i 4 ) g ) pald g

Temporary current asset :2
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_Approaches to finance current asset/working capital

Conservative approach :1

Finance permanent current assets from long term source of finance. Finance temporary current
assets from long term and short term sources of finance.

Aggressive approach :2

Finance temporary current assets from short term source of finance. Finance permanent
current assets from short term and long term sources of finance.

Matching maturity approach :3

Finance temporary current assets from short term source of finance. Finance permanent
current assets from long term sources of finance.

Concepts of Working Capital
There are two concepts of working capital
1: Gross Working Capital.:

Gross working capital means the firm investments in current assets. Current assets are those
which have life less than one year.
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2: Net Working Capital:
Net working capital deals with current assets and current liabilities. Net working capital
means the difference between current assets and current liabilities.

G olad o]l 5 Jisa 53 i) ppad 3 45 pb bk 05 (5 55 L g)S (Sl dua B ASA il (5 las (o 4K
S



Thank you for reading

Find more e-books and articles on Ketabton - your multilingual digital library.

www.ketabton.com

Ketabton - Pashto, Farsi, Arabic & English


https://www.ketabton.com

