
















Glossary

Cost of debt

= The interest payments to debt holders on 

their financial holdings, reduced by the 

corporate tax advantage of debt, because 

of the tax deductibility of interest pay-

ments.

Cost of equity

= Capital market determined required rate 

of return based on the market value of 

the equity. The return to shareholders is 

generated in the form of share price 

increases and dividends.

Deduction capital

= Trade payables and advance payments 

received that are available to the com-

pany on a non-interest-bearing basis. 

These items are deducted from the 

capital employed.

Discounted Cash Flow Method

= Method to calculate the net present value 

of future cash inflows and cash outflows 

(excluding interest payments) at the 

appropriate discount rate, i.e. the after-

tax cost of capital.

Economic Value Added (EVA®)

= Difference between the operating profit 

after tax and the cost of capital, i.e. the 

capital cost rate times the capital 

employed, also termed "value contribu-

tion". Positive EVA® is generated when 

the Return on Investment (RoI) exceeds 

the cost of capital. EVA® is a registered 

trade mark of Stern Stewart & Co.

Internal Rate of Return (IRR)

= Discount rate at which the present value 

of all the cash flows of a capital project is 

equal to the initial investment outlay.

Invested capital

= Total assets of the balance sheet that 

serve the company's operating purposes.

The capitalised expenses are added and 

the non-interest-bearing liabilities are 

deducted. The invested capital must at 

least generate the minimum return on 

investment or the capital cost rate. For

the term Invested Capital other frequent-

ly used terms are necessary Operating 

Assets, Net Assets or Capital Invested. 

However, some distinctions between 

these terms are made when appropriate.



Glossary

Market value of shareholders' equity

= Value at which all the company's shares 

are traded in the stock market at a spe-

cified point in time. It is the result of the 

number of shares outstanding and the 

current stock price.

Net present value

= Present value of cash flows discounted 

with the capital cost rate less the initial 

investment outlay at the beginning of 

the investment period.

Operating profit

= Describes the core business of the 

company, indicating the economic

output of core business.

Operating profit margin

= The quotient of operating profit and 

sales revenue. It indicates the level of 

profit generated by each unit of sale.

Present Value

= Discounted value of a future cash flow 

at a specific reference date.

Product profit statement

= Determination of the operating profit for

a product or product line.

Return on investment

= Operating profit after tax as a percen-

tage of invested capital. It indicates the 

rate of return earned on the invested 

capital in a period (RoI).

Required rate of return

= Minimum rate of return on invested 

capital (RoI) or capital employed. It is

equivalent to the capital-market-based 

cost of capital.

Risk premium

= Additional rate of return required by

investors on their equity investment due 

to the higher risk of investing in stocks 

compared to an investment in risk-free 

securities.

Value Added

= Value added in one period. It is the 

present value of all discounted EVA®

in future periods.
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