
Total Returns Broken Down 
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Asset Classes 
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Income, Capital and Total Returns 

Income return

 
 
 



5 
 

Capital return

 

Total return
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Calculation Example: Components of 
Returns 
Question: 
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Answer:
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Questions: Income and Capital Returns 
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Inflation, Nominal and Real Returns 

Nominal

Real buying power

11 
 

Fisher Formula Converts Nominal to Real 

12 
 

Calculation Example: Inflation Erodes 
Nominal Wealth 
Question: 100 8

1
3

Wealth in Dollars and Apples 

Time 
Bank 

account 
wealth 

Apple price Wealth in 
apples rnominal rinflation rreal 

(years) ($) ($/apple) (apples) (pa) (pa) (pa) 
0 100 1 100 
1    0.08 0.03  
2    0.08 0.03  

              



13 
 

Answer:

14 
 

Wealth in Dollars and Apples 

Time 
Bank 

account 
wealth 

Apple price Wealth in 
apples rnominal rinflation rreal 

(years) ($) ($/apple) (apples) (pa) (pa) (pa) 
0 100 1 100 
1 108 1.03 104.8544 0.08 0.03 0.048544 
2 116.64 1.0609 109.9444 0.08 0.03 0.048544 

              

15 
 

Wealth in Dollars and Apples 

Time 
Bank 

account 
wealth 

Apple price Wealth in 
apples rnominal rinflation rreal 

(years) ($) ($/apple) (apples) (pa) (pa) (pa) 
0 100 1 100 
1 108 1.03 104.8544 0.08 0.03 0.048544 
2 116.64 1.0609 109.9444 0.08 0.03 0.048544 
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Confusion: The Term 'Nominal' is 
Ambiguous 
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Calculation Example: Inflation and Returns 
Question:

500,000

30,000
520,000

110
123.2

18 
 

Answer:

19 
 

nominal 

20 
 



21 
 

22 
 

23 
 

can’t

24 
 



25 
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Questions: Inflation  
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Book Values, Market Values and the 
Balance Sheet 

28 
 

Book Values: A = L + OE 
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Market Values: V = D + E
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Book Value of Equity (OE)

 Contributed Equity

 Retained Profits

 Reserves

31 
 

Market Value of Equity (E)

32 
 

Contrasting Book and Market Values of 
Equity



33 
 

34 
 

Equity Value of Just Jeans Group

35 
 

Equity Value of Just Jeans Group - Takeover

36 
 

Calculation Example: Asset, Debt and 
Equity Valuation from Market Prices 

 

 

Question:
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Answer:
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Question:

Answer:
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Questions: Book and Market Values Of 
Equity 

40 
 

Balance Sheet Equations 
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Business Decisions 

Investment decision

Financing decision

Working capital decision

43 
 

Payout policy decision

 

  
44 

 

Questions: Business Decisions 
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Business Structures 
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Unlimited liability: Sole Traders and 
Partners

47 
 

  

48 
 

Calculation Example: Unlimited liability 
Question



49 
 

Answer

50 
 

51 
 

52 
 

Limited Liability: Corporations 
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Business Funding 

 
 
 
 
 

  

54 
 

Corporate Insolvency (or Bankruptcy) 

 

 

55 
 

Questions: Limited Liability and Business 
Structure 

 


