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FINANCIAL ANALYSIS
Academic year: 2010-2011
Professor: André Cabannes
Duration: 1 hour 30
Books and class notes forbidden
Computers forbidden
Hand held calculators (including scientific ones) allowed
Write your name in the box :

Financial Analysis
FINAL EXAMINATION
2nd semester

Write your answers in the blank space below each question.

Question 1: Explain the difference between Accounting and Finance.
Question 2: Suppose agent A is considering making an investment. The investment would be the purchase of an activity. If A does not buy the activity, the future cash flows of A will be
	today
	in 1 year
	in 2 years
	in 3 years
	in 4 years
	etc.

	
	
	
	
	
	

	
	50
	60
	70
	80
	etc.


And if the activity is not bought by A, it will have, as a standalone, the following cash flows:

	
	5
	5
	0
	0
	etc.


(that is, the activity will have only two non zero future cash flows)

Suppose if A buys the activity, the future cash flows of A will become
	
	60
	70
	70
	80
	etc.


(that is, in year 3 and after, the cash flows will be the same as without the purchase).
Would it be a physical investment or a financial investment? Explain.

Question 3: Explain why in financial investments NPV is zero.
Question 4: A security S will have a unique expected cash flow in one year of 250€. Its price today is 185€.
If you buy it, what is your expected profitability?

Question 5: Consider this wheel of chance n°1
[image: image1.emf]


What is the expected payoff?
What is the standard deviation of the payoff?

Question 6: Suppose you play the following game:
· You pay 95€ to play

· We spin the wheel n°1
· You win the payoff which comes out

What is your expected profitability?

Question 7: Consider the wheel of chance n°2
[image: image2.emf]


What is the expected payoff? 

What is the standard deviation of the payoff?

Question 8: Suppose the game with wheel n°2 also has an entry ticket of 95€. Between the two games, n°1 and n°2, what would an investor prefer? Explain.
Question 9: Explain why a gambler would not necessarily have the same attitude as the investor.

Question 10: Consider the following investment (figures in millions of euros)
	
	year 0
	year 1
	year 2
	year 3

	
	
	
	
	

	cash flows
	-100
	50
	50
	50


What is the NPV if the opportunity cost of capital is 10%?

Question 11: What is the IRR of the investment of question 10? (display your calculations)
Question 12: Consider the following two investments (figures in millions of euros)
	Investment 1
	year 0
	year 1
	year 2
	year 3

	
	
	
	
	

	cash flows
	-100
	50
	50
	50


and

	Investment 2
	year 0
	year 1
	year 2
	year 3

	
	
	
	
	

	cash flows
	-100
	0
	150
	0


Compare them using two different methods of evaluation of investments.
