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Esc-Clermont Sup de Co

2nd years, 1st semester

Course : Corporate finance with a review of accounting
Teacher : André Cabannes

Please write your name in this box :

Final exam

December, 2006
3 hours, 20 questions, each worth 5 points. Write your answers on this document in the blank space below each question.
Question 1 : The firm F, which sells purchased goods, has the following balance sheet at the beginning of its nth year of operation.
	Balance sheet of firm F at the beginning of year n
	
	
	

	(thousands of euros)
	
	
	
	
	
	

	
	
	
	
	
	
	

	Assets
	
	Liabilites

	Accounts
	Debit
	Credit
	
	Accounts
	Debit
	Credit

	Gross fixed assets
	600
	 
	
	Capital
	 
	200

	Cumulated depreciation
	 
	350
	
	Cumulated ret. earn.
	 
	150

	Stocks
	200
	 
	
	Bonds
	 
	200

	Clients
	300
	 
	
	Suppliers
	 
	200

	Cash & bank
	50
	 
	
	Taxes & dividends
	 
	50

	 
	 
	 
	
	 
	 
	 

	Total
	1150
	350
	
	Total
	 
	800


On the first day of year n, it makes the following transaction : it borrows 200 000 euros of cash from a bank, at a yearly rate of 5%, over 5 years.
What are the two entries in the accounting system corresponding to this transaction ?

Draw the new balance sheet of the firm right after this transaction.
Question 2 : What will be the impact of the transaction of question 1 on the Income statement of F for the year n ?
Question 3 : During year n, the sales of F are 1 million euros, and its purchases are 500 000 euros. Furthermore the ending stocks are 250 000 euros.
What is the gross margin of F for year n ?

Question 4 :  After its gross margin of year n, the other charges of F, in its income statement, are (in thousands of euros) :
Cash operating charges
300

Depreciation
80

Financial charges
20

Taxes
50

What is the tax rate ?
Question 5 : At the end of year n, the balance sheet of F is :
	Balance sheet of firm F at the end of year n
	
	
	

	(thousands of euros)
	
	
	
	
	
	

	
	
	
	
	
	
	

	Assets
	
	Liabilites

	Accounts
	Debit
	Credit
	
	Accounts
	Debit
	Credit

	Gross fixed assets
	800
	 
	
	Capital
	 
	200

	Cumulated depreciation
	 
	430
	
	Cumulated ret. earn.
	 
	200

	Stocks
	250
	 
	
	Bonds
	 
	200

	Clients
	350
	 
	
	LT bank loan
	 
	160

	Cash & bank
	130
	 
	
	Suppliers
	 
	240

	 
	 
	 
	
	Taxes & dividends
	 
	100

	 
	 
	 
	
	 
	 
	 

	Total
	1530
	430
	
	Total
	 
	1100


How much dividends the firm F has planned to pay for year n ?
Question 6 : What is the ROCE of F for year n ?
Question 7 : Prepare the Cash Flow statement of firm F for year n.
Question 8 : What distinguishes General Accounting from Cost Accounting ?

Question 9 : A firm G has planned the following volumes, prices and costs for next year :

[image: image1.wmf]Product A

Product B

Total

Volume

4 000

1 000

Unit price (€)

60

130

Revenue

Variable costs

per unit

50

100

total

Fixed costs

100 000

Net result


Complete the table in the empty boxes.
Question 10 : If G decides to increase the unit price of A to 65 euros, at what unit price should it sell product B in order to have a net result of 20 000 euros ?
Question 11 : Consider a security S which can be purchased today. In one year, it will have a value X which is random (depending upon the state of the economy). The possible values of X, with their respective probabilities, are given in the following table :

	Possible outcomes
	80 €
	90 €
	100 €
	110 €
	120 €
	130 €

	Probabilities
	10%
	15%
	25%
	25%
	15%
	10%


If a money management fund purchases S today, for a price P, how will it record this transaction in its accounting system ? (Debit and Credit.)  
Question 12 : What is the expected value of S in one year ? (Explain your calculations.)
What is the standard deviation of the value of S in one year ? (Explain your calculations.)

Question 13 : The risk free rate is 5,5%. What is the price today of a risk free security that will be worth 120€ in one year ?

Is S (of question 11) risk free ? (explain your answer)
Question 14 : Suppose S sells today for a price P = 87€. What is the expected profitability of S ?
Position S on the risk return graph ?
Question 15 : Suppose we have 870€ to invest. We want to invest this sum into a “portfolio” constructed as follows : half of our money is invested into safe treasury bills and half into S. What is the expected value of our portfolio in one year ?
Position our portfolio on the risk return graph.

Question 16 : Explain the concept of present value. Use the following example : why a piece of paper promising to pay 100€ in one year is not worth 100€ today ? What happens to its present value if its future payment is risky ?
Question 17 : We are considering making an investment I, which will produce the following cash flows in the future for us :
	(mio euros)
	year 0
	year 1
	year 2
	year 3
	year 4

	
	
	
	
	
	

	Future cash flows
	
	50
	100
	150
	75


Suppose the opportunity cost of capital of this investment is 15%. What is the Present value of the stream of future cash flows of I ? (Show your calculations.)
If we can make this investment with an initial cash-flow-out of 250 millions euros to be spent year 0, is it (a priori) a good investment ?
Question 18 : Explain what is the IRR of an investment.
Question 19 : Suppose we can make the investment I with CF year 0 = 250 mio euros. What is the NPV of I, calculated with the discount rate 20% ?

Estimate the IRR of I.

Question 20 : What is one of the central ideas introduced by Finance which distinguishes it from Accounting ?
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