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EXAM 
 

Course: BE 414 Financial Statement Analysis and Equity Valuation  
  
  
Date:  28th November 2019 

Time: 0900 - 1300 
  
Number of pages: 
  
Number of questions:            
 
Exam aids:  

3  + Appendix (16 pages) 
 
5 
 
Calculator with empty memory (no communication) 
Dictionary 

  
  
General information: All questions are to be answered. You may answer the exam in 

English or Norwegian. 
 
___________________________________________________________________________ 
 
 
Exercise 1 (20%) 
 
The following earnings and dividends forecasts were made at the end of 2018 for a firm with 
$23 book value per common share at that time. The firm has a required equity return of 10%. 

 

 
2019E 2020E 2021E 2022E 2023E 

EPS 4.75 6.09 4.93 6.31 6.87 
DPS 1.13 1.41 1.56 1.69 1.91 

 
a) Forecast book value per share, return on common equity (ROCE), and residual 

earnings for each year, 2019-2023. Assume that residual earnings will grow at a rate 
equal to growth in historical GDP (4%), after 2023. What is the value of one share in 
the company? 

 
b) Describe the five steps in the process of fundamental analysis (max ½ page). 
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Exercise 2 (20%)  
 
GasPro reports the following amounts in its annual report:  

  
 Net income 8500 

Accruals = Change in total current assets exclusive of cash 1400 

  Cash in investing activities: 
 Purchase of machinery 1600 

Purchase of short term investments in financial securities 400 
Sale of short term investments in financial securities  110 

 
The change in total current assets is the only accruals in the company. The firm made interest 
payments of 800. The tax rate is 35%. 
 

a) i) Calculate levered cash flow from operations. 
ii) Calculate free cash flow. 

 
b) Why might an analyst not put much weight on a firm’s current free cash flow as an 

indication of future free cash flow? Explain (max ½ page). 
 
 
Exercise 3 (20%) 
 
A firm reported $270 million in total assets and $170 million in debt. It had no interest 
bearing securities among its assets. In the income statement, it reported $700 million in sales. 
The firm's 100 million shares traded at $9 each.  
 

a) Calculate 
 

i).  The price-to-book ratio (P/B) 
 

ii). The unlevered price-to-sales ratio (P/S) 
 

iii).  The enterprise price-to-book ratio 
 

b) Do you recommend using the unlevered price-to-sales ratio or the price-to-sales-ratio? 
Explain (max ½ page). 
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Exercise 4 (20%) 
 
At the beginning of its fiscal year 2019, an analyst made the following forecasts for 
Faceblook Inc. 

 
  2019 2020 2021 2022 

 Cash flow from operations 1913 1954 1990 2001 
 Cash investment in operations 270 342 397 423 
 

      Faceblook reported $5448 million in short-term and long-term debt at the end of 2018, but 
very little interest bearing debt assets.  
 

a) Use a required return of 9% to calculate both the enterprise value and equity value for 
the company at the beginning of 2019 assuming that long run growth is 3 percent per  
 

b) In general, what explains the difference between cash flow from operations and 
earnings? Explain (max ½ page). 

 
 
Exercise 5 (20%) 
 
 
A firm generated free cash flow of $2300 million and paid net interest of $20 million after 
tax. It paid a dividend of $15 million and issued shares for $50 million. There were no share 
repurchases.  
 

a) That did the Treasury do with the remaining cash flow and for how much? 

 
b) In general, how can a firm pay a dividend with zero free cash flow? Explain (max ½ 

page). 


































