CHAPTER 3: BONDS OR EQUITY VALUATION
1. Future Value of a Single Amount (FV)

FVn = PV (1 + r)n
Where,

 FVn= future value of money at the end of “n” years.

 r= rate of interest 

 n= no. of years

2. Future Value of a Single Amount when compounding is   

     More than once in a year

     FVn = PV (1 + r /m)mn

     Where,

      M=No. of times compounding is done in the year   

3. Effective Rate of Interest   
j= (1+ r/m)mn – 1

where,

j=effective interest 

4. Discounting or Ascertaining Present Value

              FVn

PVn = ----------  

           (1 + r )n

                 Or 
PVn = A x 1/(1 + r )n

5. In case of odd years (PV)

PVn= A x PVIFrn x PVIFrn
 e.g. 25 years @ 9%

PV25 =A x PVIF 20 9% x PVIF 5 9%

6. Future Value of annuity
FVAn=A [ (1 + r )n – 1/r]

                   Or

FVAn= A PVIF rn

7. Present Value of Perpetuity 

P = A/r

8. Valuation of non callable bonds or valuation of bonds

(Annual Interest) 

P =[C/(1 + r)t] + [m/(1 + r)n]

Where,

P=value in amount

N=no. of years 

r=required rate or return 

m=maturity value 

t=time period of receiving payment 

c=amt of annual coupon payment
9. Valuation of non callable bonds or valuation of bonds

(Semi Annual Interest) 

P =[C/2/(1 + r/2)t] + [m/(1 + r/2)2n]

9. Current Yield (CY)
CY= C/P

Where,

C= coupon rate

P= Value of Bond

10. Capital Gain (CG)
      CG=Current yield – r

                     Or
      CG=Redemption Value – Purchase Value

11. Yield to Maturity (YTM)

                             After tax coupon + after tax CG

      YTM= -------------------------------------------------------

                   (Subscription value + Redemption value)/2

    12. Forward Rate  

           eg. For 3yrs 

          FV3=FV2 (1 + r)3 

eg. For  2 yrs
FV2=FV1 (1 + r)2 

13. Issue price of Bond when FV given

           Interest                     No. of days in year                      
    =  -----------------   x     ---------------------------------- 
        Net amt recd           No. of days sale / maturity
14. Rate of Return (ROR)

                        Annual Dividend + Average CG

     ROR = -------------------------------------------------------

                   (Subscription value + *Redemption value)/2

Where, *
· Redemption value of our company

= (rate of dividend /other company’s rate of dividend in market) X 100  

15. Dividend Discount Model or Perpetual Growth Model
      Po= D1/r – g

Where,

Po= Market price of an equity share

D1=Dividend per share after period 1 [Do x (1 + g)]

r=Expected return (Ke=ror on equity)

g=Growth rate in dividend (g=b x r)

