
Capital budgeting formulas 
 

Cash flows 
 
∆OCF = (∆R - ∆E - ∆D) (1 - t) + ∆D - ∆NWC  or  ∆OCF = (∆R - ∆E) (1 - t) + ∆Dt - ∆NWC 
 
where  

∆OCF = change in operating cash flow; 
∆R = change in revenues; 
∆E = change in expenses; 
∆D = change in depreciation; 
t = tax rate; and 
∆NWC = change in working capital  

 

Techniques 
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IRR is the rate that solves the following: 
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where CFt is the cash flow at the end of period t, and CIFt and COFt are cash inflows and cash outflows, respectively, 
at the end of period t. 
 

 

Risk 
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Compensation for market risk = ββasset (rm - rf)   Cost of capital = rf + β ββasset (rm - rf) 
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