Formulas:  Exam 1(STFM(Chapters 1-3
Chapter 1:

Adjustments to Convert the Accrual-Based Income Statement to a Cash Basis
Income Statement

Adjustment


Cash Flow

Account



Account



Account

Sales



- Change in A/R


= Cash collected from customers

COGS



- Change in A/P





+ Change in Inventory

= Cash paid to suppliers

Operating expenses

- Change in operating accruals





- Depreciation expense

= Cash paid for operating expenses

Interest



- Change in accrued interest
= Cash paid to creditors

Taxes



- Change in accrued taxes





- Change in deferred taxes

= Cash paid for taxes

Chapter 2:

Current Ratio =  Current Assets /  Current Liabilities


Quick Ratio  =  (Current Assets-Inventories) / Current Liabilities

Days inventory held (DIH) = Inventory / (COGS / 365)

Days sales outstanding (DSO) = Receivables / (Sales / 365)

Operating Cycle (OC) = DIH + DSO

Days payable outstanding (DPO) = Payables / (COGS / 365)

Cash Conversion Period (CCP) = DIH + DSO - DPO

Working Capital Requirements = 

(Accounts Receivable + Inventories + Prepaid Expenses + Other Current Assets) 

( (Accounts Payable + Accrued Expenses +  Other Current Liabilities)

Net Working Capital = Current Assets - Current Liabilities

Net Liquid Balance = (Cash and equivalents + ST Investments)

( (Notes payable + Current maturities of long-term debt or leases)

Net Liquid Balance = Net Working Capital - Working Capital Requirements

WCR / S = Working Capital Requirements / Sales
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Where:
g is the sustainable growth rate;
S is the prior year's sales


gS is the change in sales during the planning year, with g being the growth rate for sales


A/S is the target ratio of total assets to total sales


m is the projected after-tax profit margin


d  is the target dividend payout ratio (i.e., ratio of dividends to earnings)


D/E is the target debt-to-equity ratio
Chapter 3:
EVA = [Operating Profit (1 – T)] – [(Cost of Capital)(Capital Employed)]
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