Name, matriculation number

Examination: 20029 — Corporate Finance Winter Term 2009/2010
Examiner: Prof. Dr. Peter Reichling

Time available: 60 minutes

Aids permitted: non-programmable pocket calculators;

English dictionaries without any markings.

The examination is comprised of two problems. All of them are to be solved. Answers must
be given in English. Good luck!

Problem 1 (30 Points)

ABC Corporation shows the following forecast balance sheet and income statement data (in
millions of dollars):

Balance Sheet

2011 2012 2013 2014
Assets:
Intangible assets 200 250 220 240
Property, plant, equipment 800 880 950 900
Non-current financial assets 300 350 330 360
Non-current assets 1,300 1,480 1,500 1,500
Inventories 150 200 170 180
Trade receivables 200 210 230 200
Current financial assets 400 420 440 410
Securities 250 270 280 290
Cash and cash equivalents 300 300 280 320
Current assets 1,300 1,400 1,400 1,400
Balance sheet total 2,600 2,880 2,900 2,900
Equity and Liabilities:
Share capital 160 188 190 190
Additional paid-in capital 500 532 560 560
Retained Earnings 50 80 100 120
Equity 710 800 850 870
Provisions for pensions 90 150 150 200
Non-current financial liabilities 600 680 600 580
Non-current liabilities 690 830 750 780
Other current provisions 200 240 370 400
Trade payables 200 210 230 200
Current financial liabilities 800 800 700 650
Current liabilities 1,200 1,250 1,300 1,250
Balance sheet total 2,600 2,880 2,900 2,900




Income Statement

2011 2012 2013 2014

Sales 2,000 2,500 2,800 3,300
Cost of goods sold 600 650 670 700
Gross profit 1,400 1,850 2,130 2,600
Marketing and selling expences 50 55 60 70
Research and development expences 100 120 120 120
Operating result 1,250 1,675 1,950 2,410
Interest income 30 45 40 45
Interest expence 189 208 205 203
Profit before tax 1,091 1,512 1,785 2,252
Taxes on income 2272 453.6 935.3 675.6
Net income 763.7 1,058.4 1,249.5 1,576.4

20 % of the income statement position cost of goods sold include depreciation.

Additionally the following data of ABC is given:

[Expected Market Rate of Return 15%

Risk-free Rate of Return 6 %

Beta of ABC 1.4

ABC*s Cost of Debt 10 %

ABC*s Debt-Equity Ratio (in market values) 1/4

The company is taxed at the rate of 30 %.

a) Compute the cost of equity of ABC.

b) Calculate the weighted average cost of capital of this company.

c) Compute the forecast free cash flows for the next four years. Non-current assets in

2010 amount to 1,120 million dollars. Working Capital in 2010 is 50 million dollars.
d) Assuming constant free cash flows starting from 2014, calculate the value of the firm

and its equity value. The debt value in 2010 amounts to 1,550 million dollars.

Problem 2 (30 Points)

BBB corporation raised a loan from a bank two years ago. This loan was issued as a zero
bond with an initial maturity of five years and a repayment of two million dollars. The assets
of the corporation are worth three million dollars. Their expected (continuously compounded)
rate of return amounts to 10 %. The volatility of total assets is 30%. The current term structure
of (continuously compounded) interest rate is the following:

Maturity 1 year 2 years 3 years 4 years 5 years
Spot Rate (p.a.) 3.00% 3.50% 4.00% 4.50% 5.00%
a) INustrate and describe the loan and the equity of the corporation as a portfolio of
default-free bonds and options.
b) Compute the current value of the loan using Merton’s model.

c) What is the required rate of return of the bank? Interpret this rate of return in
comparison to the appropriate spot rate.
d) Compute the default probability of this loan and its expected loss.
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