MGMT640 Midterm Study Guide
The following document is designed to help you prepare for the MGMT640 midterm exam. Review topics that are not clear to you and organize your notes so that you can perform calculations for the financial concepts that we have covered. Also refer to your past homework assignments and study guides created for those homework assignments. Topics you should be familiar with include:
Be familiar with definitions for the following terms:
· Sole Proprietor
· General Partner
· Limited Partner
· Stakeholder
· Stockholder
· Manager (and financial management functions)
· Revenue
· Common-size financial statement
· Cash Basis of Accounting
· Depreciation – straight line and accelerated methods
· Equity
· Ratios:  equity ratio, current ratio, quick ratio, inventory turnover, days sales outstanding

Be familiar with the following concepts/definitions and know how to calculate relevant values:
· Net Income
· Net Income = Total Revenues – Total Expenses
· Consider what makes up “total revenues” and “total expenses”
· Financial Statements
· Visit the following websites for information on financial statements:  
· http://accounting-simplified.com/financial/statements/types.html
· http://www.myaccountingcourse.com/financial-statements/
· http://bouffordca.com/FS/SampleFS.pdf 
· Total Assets, Total Liabilities
· Capital Gain/Loss – i.e. Market Value vs. Book Value
· http://www.orexco1031.com/Calculators/CapitalGains.aspx 
· Statement of Cash Flows
· [bookmark: _GoBack]http://accounting-simplified.com/financial/statements/cash-flow-statement.html 
· Net Working Capital
· Net working Capital = Total current assets - total current liabilities
· Consider what makes up “total current assets” and “total current liabilities”
· http://smallbusiness.chron.com/calculate-interpret-companys-net-working-capital-16051.html
· http://www.investopedia.com/university/financialstatements/financialstatements6.asp 
· Current Ratio
· Current ratio = Current assets/Current liabilities
· Consider what makes up “current assets” and “current liabilities”
· Financial Ratios:
· http://www.accountingcoach.com/financial-ratios/explanation
· Earnings Before Interest and Taxes (EBIT)
· EBIT = {Sales}-{COGS}-Operating expense - Depreciation Expense
· Where COGS is cost of goods sold
· http://www.fool.com/knowledge-center/how-to-calculate-the-interest-expense-with-net-inc.aspx
· http://www.miniwebtool.com/ebit-calculator/ 
· Accounts Receivable Turnover
· Accounts Receivable Turnover = Net Sales/Accounts Receivables   
· http://accountingexplained.com/financial/ratios/receivables-turnover 
· Price Earnings Ratio
· Price Earnings ratio = Price per share / Earnings per share
· http://www.accountingformanagement.org/price-earning-ratio/ 
· Present Value and Future Value
· http://accountingexplained.com/misc/tvm/
· Present Value
· PV = FVn/(1+i)n
· Amount invested today = PV
· Return expected from investment =   i
· Duration of investment in years= n 
· Value of investment after n years     = FVn
· Don’t forget that you can use the Excel PV function
· You can calculate monthly payments  from the PV equation
[image: Loan Payment Formula] 
· Present Value of a Growing Perpetuity:
PVA∞ = CFi /(i - g)
CFi:  Cash Flow at the end of the year
i:  discount rate
g:  growth rate
· Future Value
· In Excel use the FV formula, entering the following variables =FV(rate,nper,pmt)
· FVn = PV * (1+i)n
· For Example:  FV = CF for year one*(1+Rate)^2+ CF for year two*(1+Rate)^1+CF for year three
· Variance, Covariance, Coefficient of Variance, Correlation
· Variance:  Var(R) = σR2 = (pi*[Ri – E(R)]2)
· Standard deviation is the square root of the variance.
· Covariance:  COV(RA,RB) = σAB = (pi*[RAi-E(RA)]*[RBi-E(RB)]
· Where RA is return on Stock A. RB is return on Stock B.
· Coefficient of Variance:  CVi =  σi / E(Ri) = 
· Or, if you have variance, then = ({Var})1/2/{ER} 
· http://www.investopedia.com/walkthrough/corporate-finance/4/return-risk/expected-return.aspx 
· You can use covariance to find the correlation coefficient, which is a more useful value for explaining a relationship (because it normalizes the data).
· Correlation = ρ = cov(X,Y) / σXσY
· Where cov(X,Y) is the covariance between X and Y
·  σX is the standard deviation of X
· σY is the standard deviation of Y
· http://www.investopedia.com/articles/financial-theory/11/calculating-covariance.asp 
· Expected Return
· E(Rasset) = (p1*R1)+(p2*R2)+…+(pn*Rn)
· If Beta is given:
· E(RCorp Inf) = Rrf + β(E(Rm) - Rrf)
· Where Rrf =risk free rate, β = beta, and E(Rm) = Expected return on the market
· Total Holding Period Return
· RT = [(P1 - P0) + CF1] / P0
· Or calculate the cash flow by rearranging the equation:
· CF1 = RT*P0 – (P1-P0)
· Net Present Value
· NPV =    - C0
· Where C0 is the cost
· t is time
· r is the discount rate or rate of return
· Ct is cash flow (CF) at a point in time
· If we expanded the equation out, it would look like:
NPV = -C0 + CF1/((1+r)^1)) + CF2/((1+r)^2)) + …
· Pay Back
· Follow the logic of:
Pay Back = Years before cost recovery + (Remaining costs to cover / Cash flow during the year)
· Internal Rate of Return (IRR
· Use the IRR function in Excel. Go to “Formulas”, “Financial”, “IRR”.
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