Amoud University
Corporate Finance
Final Exam Review
Cost of capital
Cost of equity/preferred/debt (after tax) weights, WACC
Cost = interest or dividend/price
Equity with growth: d1/p0 + g
Weights: units x price

Tax
Progressive rates – tax brackets
Average rate is to calculate total tax and quarterly tax
Marginal rate is to assess effect of a new transaction

DCF
Cash flow / ((1+rate)^time)
Depreciation is non-cash but is tax deductible
Excess cash used for debt, balance down, interest expense down, income up, taxes up

DSCR and Debt to Equity
DSCR: Op inc./interest exp
New debt = (op inc/dscr-existing int)/new rate
Ex with DSCR of 4: (100,000/4 – 20,000)/.1 = $50,000 new debt
Check: 100/(20k interest + 5K new interest) = 4 (correct, as the DSCR is 4)
D/E: liabilities/equity
New debt = leverage limit x equity – exist debt
Ex with D/E of 0.5: .5 x 1mm – 200k = 300k
Check: 500/1000 = .5 (correct, as the leverage limit is .5)





[bookmark: _GoBack]Multiples/valuation/mergers
(EBITDA x multiple-debt)/shares + cash/shares = share value
Factor in new company: add EBITDA, reduce cash, increase debt if required, use same formula

Liquidation
Final settlement:
1) Pay off secured; if short, add to 3rd tier
2) All assets become cash
3) Pay off 2nd tier (tax, salaries)
4) Cash/total 3rd tier = %
Format:
Cash for unsecured claims
Unsecured priority, list, total
Cash for non-priority
List remaining, total
Cash for non-priority/total non-priority = %

Reorganization
1) Gain/loss on assets REVERSE  (gain is debit, loss is credit)
2) Gain on debt restructure REVERSE (always a debit)
3) c/stock reduction (always a debit)
4) deficit increase to 0 (always a credit)
5) balance to excess reorg value (always a debit)
Reasonableness check: gain on debt + c/s adjustment must be LESS than deficit + loss on assets (or – gain on assets) so that the balance is a debit
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