ADVANCED FIRM VALUATION  27.4.2015

Prof. Juha-Pekka Kallunki

18t Exam

1. Below you will find six statements. Answer whether they are true or false [correct answer = 1p.,
wrong answer = -1p., no answer = Op. Min: Op., max 6p.]

a) Statement of Cash Flows shows how much cash and cash equivalents have changed from
opening to ending balance sheets

b) Net Operating Profit After Taxes (NOPAT) can be calculated by using alternative tax rates.

¢) IfROE (return on common equity) equals the required return (cost of equity), then the
Economic Value Added EVA will be zero.

d) ROCE always refers to the Return on Capital Employed.

e) When assessing the value creation of the firm, investors’ required rate of return refers to the
question ‘How profitably are we?’.

f) WACC is a measure of the accounting rate of return.

2. a) Show how ROE is decomposed by using the so-called DuPont identity. [3p.]

b) Attached you can find the income statement and balance sheet for Nokian Tyres for 2013.
Nokian Tyres reports in the financial report that its ROE is 13,0 percent. Show how they have
calculated this number (hint: ROE is based on the reported profit rather than on NOPAT).

[3p.]



3. Schiller & Co. Ltd. has the following data at the end of December 2013:

Book value of equity: 4.00 per share

Expected earnings for the next four years: (31 Dec 2014) 2.00 per share
(31 Dec 2015) 2.50 per share
(30 Dec 2016) 2.80 per share
(30 Dec 2017) 3.20 per share

Schiller & Co. Ltd is not expected to pay any dividends during this period. Expected cost of equity
capital is 10 percent. The perpetual growth in abnormal earnings after 2017 is equal to the growth in
residual income between 2016 and 2017.

a) Using the abnormal earnings model, calculate the intrinsic value of a share of Schiller &
Co. Ltd on 31 December 2013. [6p]

b) Calculate the expected ROE (return on equity) in year ended 31 December 2017 by
using the average equity of the beginning and ending balance sheet. [6p]



Nokian Tyres 2004-2013

EUR milian ERES Hales 2013 2
ASSETS
Mon-tuerent assats
Pmoperty, plant and eguipmend {12413} 6834 (925
Goodwill {TH14} 59.9 £7.9
Gther intangible assets {14} 247 264
Inveslments in associales {16} a1 01
Available-for-cale financial azsets {18} 03 i3
Ofher receivables SIE7} 13 1.2
Defarred jax assets {18} 348 54
7988 E10.E
Current azsels
Inventories {19 i 1147
bradke and othes receivables {20325 5035 4514
Current fax asseis 13.8 123
Lash and cash equivalents (21) 4246 430.3
1,264 1,208.8
Tolad assets 51 20629 20196
EQUITY AND LIABILITIES
Equity attributatde lo equity holders of the parent {2223}
Share cagilal 254 54
Share premium 1814 1814
Translafion reserve 128.5 -&1.0
Fair valoe and hedging reserves i 1.5
Paid-up unresiricked equity resenve %71 ™3
Relained earnings 1L217.% 1.213.2
13925 14368
Hon-tantrolléng interest [1W4 L3
Total equity 13928 14372
Liabilsties
Mon-current liabilities (24}
Deferrad tax liabikties v {18} 361 345
Provisians (25} 01 01
Interect-beasing financial liabilifies (28T NID) 18548 3133
Olher liabilities. i5 15
2254 517
Current liabilities
Trade and othes payables {28} 255.2 161.3
Currenl tax fiabilities 4.0 1.2
Provisions (25) 33 43
Interest-heanng financial liabilities {260 ITH2Y) 1824 420
4447 2208
Total liabflities %] 6701 5825
Total equity and Kabilities 30829 20196



EUR million 11.-31.12. Notes 2013 2012
Nef sales (1) 1,521.0 16124
Cost of sales (3)(EN?) -819.9 -900.7
Gross profit 701.0 1.7
Other operating income 4 3.9 1.9
Selfing and marketing expenses 637 -249.1 2385
Administration expenses (6)(7) -36.6 -347
Other operating expenses {5)(6)(7) -33.8 254
Operating profit 385.5 415.0
financial income (8) 104.3 89.8
Financial expenses ! {9 ~177.0 1171
Profit before tax 312.8 387.7
Tax expense (10) -129.1 -56.8
Profit for the period 183.7 3309




