Financial Statement Analysis and Security Valuation
FINAL EXAM - WHAT TO EXPECT?

1.Three Big Questions:
1. Profitability Analysis: Get the Income Statement and Balance Sheet and apply the analysis in the same fashion as we have done during the class for LVMH and Daimler in terms of profitability also liquidity and solvency (Lecture 4 & 7). 
Disaggregation of ROE into operating and nonoperating components + Interpretation + potential additional questions on financial statement analysis including: 
1. Compare with competitor/last year and interpret the difference/evolution
2. Disaggregate (decompose) RNOA into its two components and interpret them. 
3. Evaluate a firm’s liquidity position using appropriate ratios and numbers. 
4. Evaluate a firm’s solvency position in detail by means of relevant ratios.
2. Firm Valuation: Estimate a firm’s value and equity value using DCF, ROPI and/or Multiples.
3. Footnote Interpretation: Analyze a firm’s footnote in detail (e.g., taxes, goodwill, inventories, R&D, intangibles, receivables, inventories…)

2. Some Small(er) Questions:
(Typically requiring a short answer of just one or a few words, or a small calculation)
· How does accounting for inventories occur under IFRS?

· Which principle is used to recognize revenues for long-term contracts?
Cost-to-cost measure = Ratio of cost incurred to the moment to total cost.

· In which financial statements do we find information on stock repurchases?
Equity Statement and Cash Flow.

· In which financial statements do we find information on depreciation and amortization expense?
Cash Flow Statement.


· What are diluted earnings per share?
Dilutes EPS are similar to EPS, however they do take into account the convertible bonds and options. It is a fictional measure because it calculates event that still did not happen but might in the future.

· What are non-controlling interests?
Non-Controlling Interests or minority interests relate to shares held by other shareholders than the mother company’s shareholders (e.g., through acquisitions)

· What is a CDS and what does it measure? What is the advantage of assessing credit risk by means of the price of the CDS? 
Contract in which the buyer of the swap is entitled to compensation from the seller if there is a credit default from the associated company. The buyer pays a premium for this insurance. 

· What does a negative Net Debt position indicate?
Negative Net Debt means there is more Cash than Debt in a company.

3. Exercise on the Cash Flow Statement
· Reconciliations between earnings and cash flows (Lecture 2)
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1. ROE disaggregation of Adidas 2019
a. Calculate the disaggregation
b. Interpret your results (RNOA was bigger than ROE because negative NNO?)
c. New IFRS 16 used in 2019, what is the impact on the balance sheet and income statement?
Leased assets are now included in BS and they can be depreciated. 
d. Calculate cash conversion cycle
e. Estimate OCI if you know a dividend of X was paid out
f. Calculate the bad debt expense (=change in uncollectible allowance)

2. Valuation of pharmaceutical company
a. ROPI valuation
b. If the stock price is €200 what would be your conclusion? Give reasons.
c. Calculate Tobin’s Q (=VL/NOA)

3. Taxes of Snapchat, US firm
a. Why did DTA increase? (Loss carryforwards)
b. Why does a DTL occur for PPE? (Accelerated depreciation)
c. How are valuation allowances recognized for this US firm? (Separate gross valuation allowance, whereas in IFRS it is net amount)
d. How to interpret valuation allowance given the size of it for Snapchat?
e. How did valuation allowances impact net income?

4. Financial Statements
a. In which financial statement(s) do we find info on stock issuance and repurchases? 
Equity Statement and Cash Flow Statement.
b. In which financial statement(s) do we find info on unearned revenues? 
Balance Sheet.
c. In which financial statement(s) do we find info on internally generated brands? 
Not recognised – not shown in any financial statement.

5. Other questions
a. SG&A and COGS: how are they categorized in relation to fixed and variable costs approach (unavoidable costs). How is it useful for FSA?
b. Fair value accounting is allowed, but firms are reluctant to use it. Give two reasons why.
Fair value accounting instigates volatility in financial reports and increases tax liabilities.



