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Accounting
· Walk me through how Depreciation going up by $50 million would affect the statements. 
· What is working capital and why is it important?
· Can a company have negative EPS and positive free cash flow?
· You sell a piece of equipment worth $800 for $1000 and use half of the proceeds from the sale to pay down outstanding debt principle. How does this affect the 3 statements?
· We have a $200 gain on sale and $1000 in proceeds, of which $500 will be used to pay off debt.
· I.S.:
· Gain of 200, assuming 20% tax rate N.I. is up by 160
· Cashflow:
· CFO: +160 from N.I.,  -200 from the gain on sale = -40
· CFI: + 1000 for the full proceeds of the sale
· CFF: -500 (we used ½ proceeds to pay off debt)
· Overall cash is up by $460
· B.S.:
· Cash is up by 460
· PP&E is down by 800 (the book value)
· Overall Assets are 460 – 800 = -340
· Debt is down by 500
· S.E. is up by 160 due to the gain
· Overall L + SE = -500 + 160 = 340
· Why would we prefer EBITDA over Net Income when evaluating a firm? Are there times where Net Income is preferable?
· Why do we use the indirect method of accounting for CFO but the direct method for CFI and CFF?
· Assume a company sells a gift card for $500, walk me through how this affects the three statements (See OE Guide Q24 for a similar example)
· What happens if we now sell $500 of merchandise paid for by the gift card?
· How do dividends appear on the financial statements? (OE Guide Q12)
· What are typical one-time non-recurring items? (OE Guide Q13)
· In an inflationary environment, would LIFO or FIFO produce a higher Net Income? Which do companies typical prefer and why? (OE Guide Q20)
· What is goodwill and how do you calculate it? (OE Guide Q18)
· What is bad debt expense? Why do we have it?

Capital Structure:
· Walk me from Enterprise Value to Equity Value.
· A company raises $100 in debt, what happens to EV and Equity Value?
· EV – No changed, Equity – No change
· 2nd order answer is they can consider the tax shield on debt and assume EV/Equity Value increases by 100*tax rate
· A company raises $100 in equity, what happens to EV and Equity Value?
· EV no change, Equity Value + 100
· Why might the Equity Value of a firm be above or below its Shareholders Equity. 
· A company raises $50 in debt and $50 in equity. They use the proceeds to buy $100 in PP&E, what happens to EV and Equity Value?
· It depends if the ROIC from the investment is greater than the company’s WACC 
· A company spends $50 of cash on hand to buy inventory. What happens to EV and Equity Value?
· EV + 50, Equity Value - No change
· Why do we add Non-Controlling Interest back when walking from Equity Value to EV?
· A company finds $200 on the ground and adds it to its balance sheet. What happens to EV and Equity Value?
· EV – No change (cash and equity value cancel out), Equity Value - +200
Valuation:
· Would you rather have $1 of revenue synergies or $1 of cost synergies? Does it matter?
· Name three valuation methods, now name three more (DCF, trading comps, transaction comps, dividend discount model, liquidation value, sum of the parts, residual income, net asset value)
· Of these, what are the three main valuation methodologies? Strengths and weaknesses of each?
· Walk me through a comparable companies analysis, be specific. 
· Rank these EV multiples from highest to lowest: Revenue, Net Income, EBIT, EBITDA 
· Which valuation method usually gives the higher value and why? When is that not the case?
· You have two companies that are the same size, same industry, equally skilled management, same balance sheets, same capital structure and risk profile, and identical income statement projections. You do a DCF and find that one is valued higher than the other. Why might that be?
· (CapEx or change in NWC could be different even if all those other items are identical)


Deal Pitch:
· Tell me about a deal you’re following 
· When they start talking about the deal tell them you’ve heard of it and ask for a different one
· Interrupt with lots of questions:
· Is that a high or low premium for the industry?
· Why did you choose to quote those specific multiples?
· What multiples have recent deals in the space priced at?
· What multiples do peers in the space typically trade?
· What do you think of that consideration mix? Why did they use X% stock and X% cash?
· Is this a good deal for the acquirer? How about for the target?
· Do you believe their synergies number? 


DCF:
· Walk me through a DCF? 
· How do you get to FCFF from Revenue?
· How do you determine terminal value?
· Your terminal value using Gordon growth is different than when using multiples method. How do you reconcile the two?
· What is WACC?
· If I were to plot WACC on a graph, with WACC on the Y axis and D/E on the X axis, how would it look? (U-shaped)
· Explain beta to my grandma
· How would you find the beta of a private company?
· Do you use market value or book value of equity? Why?
· What would you use as the risk-free rate? What would you use as the market risk premium?

M&A 1:
· Why do firms merge?
· Speak in more detail about the main reasons why a company might acquire another company. 
· What is a control premium and why is it necessary?
· Explain Accretion and Dilution, why does it matter?
· Will companies do deals that are dilutive? Why?
· What’s typically more accretive, a cash deal or a stock deal? Why?
· A company with a high P/E acquires a company with a lower P/E. Is the deal accretive or dilutive? (they need to ask if it’s all stock or not).  
· Besides Accretion/Dilution and the strategy benefits, what other transaction intangables are considered? (regulatory approvals, executive team, headquarters location, cultural integration, company name, union contracts, pro form board split, etc.) 

M&A 2:
· Do DTLs ever get created in a stock deal or an asset deal? Why?	
· What typically happens to DTAs in an acquisition
· (In a stock deal NOL use, a DTA, is limited. You can only use the purchase price*highest of past 3 month long-term rate of NOLs each year. They are typically written down in value because of this.)
· (In an asset deal NOLs don’t transfer over to the buyer and are completely written down – typically the target uses all of them to offset the tax expense associated with the gain on the asset sale)
· If you were the buyer, would you prefer a stock or asset deal?
· What about if you were the seller?
· What’s a 338(h)(10) election?



LBO:
· Let’s say you bought a house for $100 using a mortgage for 90% of the cost and rented it out. You use the rent to make the mortgage payments. At the end of 3 years, you sold the house for $100. Did you create any value?
· Why does a target’s historical interest expense not matter when building an LBO?
· What is IRR in plain English? How is it typically calculated?
· Walk me through an LBO
· How does an LBO generate value for the sponsor?
· What makes a good LBO candidate?
· How can an LBO increase the value of a company?


Misc 1:
· What is the difference between a stock sale and an asset sale? Which would you like as the buyer? As the seller?
· Assume GAAP depreciation uses straight line and is $200 while tax depreciation uses MACRS and is $100. Does this create a DTA or a DTL? Walk me though how this is accounted for on the financial statements. 
· What’s 17*17 (289)
· What industry group are you recruiting for? Why do you want to work in that group?
· What’s 17*17*17 (4913)
· Can you estimate EBITDA if all you have are the beginning and ending balances on a balance sheet?
· What is valuation and why do we do it?

Misc. 2:
· You are trying to value Netflix and Walmart. You can use a 5-year DCF for one and a 10-year DCF for the other. Which DCF do you apply to which company and why?
· What are key factors you would look at when finding comparable companies for a valuation?
· What’s an inverted yield curve and why does it matter?
· Why should we hire you?
· How would you value a stock that doesn’t pay dividends?
· Your MD comes to you and says you have one hour to value a company. Walk me through the steps you would take?
· What are the primary weaknesses of a DCF?
· What are your primary weaknesses?

PEN AND PAPER (ACCOUNTING TECHNICAL)
· You purchase PP&E for $500 using half debt, half cash on hand; walk me through the impacts on the three financial statements in year 0 and year 1. Assume a 10 year asset life and a 10% pre-tax interest rate (pen and paper is allowed if needed). 
· Year 0:
· I.S.: No change
· CFO: No change
· CFF: +250
· CFI: -500
· Change in Cash: -250
· BS: Cash -250, PPE + 500 so Assets +250, Debt +250 so Liabilities + SE = +250
· Year 1: 
· I.S.: Depreciation Expense of $50, Interest Expense of $25
· EBT is down $75
· W. 20% tax net income is down 60 (taxes were 15)
· CFO: NI -60, +50 D&A = -10
· CFF: No Change
· CFI: No Change
· BS: Cash – 10, PPE -50 so Assets -60. This balances with the -60 in N.I. in S.E.
· At the end of year five, you sell the PPE for $500. Walk me through the impacts of the three financial statements taking into account that year’s depreciation and interest expense. 
· I.S.:
· We have one additional year of depreciation during year 5 of $50 which brings the final book value down to $250. 
· Selling for $500 gives us a gain of $250. 
· We also have the $25 interest expense.
· EBT is +250(gain) – 50 (Deprec) – 25 (interest) = +175
· N.I. is up by 140 (taxes were 35)
· CF:
· CFO – NI +140, +50 D&A, - 250 gain = -60
· CFF – Pay off the 250 principal on the interest = -250
· CFI – Recognize the full price received for the sale of $500
· Change in cash is -60 – 250 + 500 = 190
· B.S.
· Cash + 190, PP&E we have two changes, we go -50 from depreciation to the book value of 250 then -250 from sale of the asset so PPE is down by 300. Change in Assets -110
· Debt – 250 w. N.I. +140 in S.E. = -110

PEN AND PAPER (M&A TECHNICAL)
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A) Company A buys company B: in an all Stock Deal with no premium – is it accretive or dilutive?
· N.I. of A = 200*.10 = $20, with 100 shares the EPS = $0.20, so P/E = 1/.2 = 5x
· P/E of B is given as 10x
· Since the P/E of the acquirer is lower than the P/E of the target it is dilutive
B) Company A’s after-tax cost of debt is 5%. In a 100% debt deal with no premium, is it accretive or dilutive?
· Here we compare our after tax cost of debt to the earnings yield we receive from company B
· Company B’s earnings yield is the invers of their 10x P/E = 10%
· Since the Earnings Yield we receive is > the cost of debt the deal is accretive
C) Half debt half stock, no premium. Accretive or dilutive?
· We need to first calculate the weighted cost of the deal, and compare that to B’s earnings yield
· A’s Earnings yield is 1/5 = 20%
· The weighted cost of the deal is 0.5*A’s Earnings Yield + 0.5*A’s after tax cost of debt
· =0.5*20% + 0.5*5% = .1 + .025 = .125 = 12.5%
· Comparing this to B’s earnings yield we see the cost of 12.5% is > 10% benefit, so the deal is dilutive
D) Company A buys company B for a 33% (1/3) premium. Company A is expecting to realize $20 of after-tax synergies in the transaction and to finance it with 50% debt and 50% stock. How accretive or dilutive is the deal to company A?
· Company B’s earnings are calculated as Revenue*Pretax Income Margin* (1-tax rate) 
i. = 100*.25*(1-.4) = 15 in earnings
· Their P/E of 10x implies their equity value before the premium is 150 
i. (10x multiple * $15 in earnings = 150 equity value)
· With the 33% premium we are paying 150*(1+1/3) = 199.995 = ~200
· This implies 100 in debt and 100 in equity given our 50-50 consideration mix
· $100 in debt at a 5% after tax cost of debt means a $5 decrease in PF net income
· $100/Company A’s $1 share price implies 100 new shares issued
· PF EPS = A’s NI + B’s NI – New Interest Expense + Synergies / (A’s Shares + New Shares)
i. = 20 + 15 – 5 + 20 / (100 + 100) = $0.25 EPS
· A’s standalone EPS = 20/100 = $0.25 EPS
· Accretion = PF EPS / Standalone = ($0.25 / $0.20) -1 = 25% accretive
E) What do you think of the synergies amount? Are they realistic?

PEN AND PAPER (GOODWILL & TSM TECHNICALS)
Goodwill:
Company A acquires Company B for $200mm equity value:

Company B has the following Balance Sheet:
· Total Assets: $170mm
· Liabilities: $80mm
· The fair value of identifiable assets is $30mm higher than the book value

What is the new goodwill that will be added to Company A’s books?
Student needs to ask if there is any existing goodwill included in the $170mm in total assets.
· Goodwill is $50mm

Solution:
Identifiable Assets = Assets – Goodwill = 170-50 = 120
Net Identifiable Assets = Identifiable Assets – Liabilities = 40
Fair Value of Net Identifiable Assets = Net Identifiable + write up = 40 + 30 = 70
Goodwill = Purchase Price – FV of Net Identifiable Assets = 200 – 70 = 130


TSM:
Company A has the following profile:
· 100 shares outstanding
· 20 options outstanding w. strike of $20
· Stock price = $10
What is the total diluted shares outstanding?

1st answer should still be 100 since they are out of the money

What happens if the stock price goes up to $100

Solution:
Options are in the money 
20 new options are first converted to shares
The company receives $20/share*20 shares = $400
The $400 is used to repurchase 4 shares of its stock
New total shares outstanding = 100 + 20 – 4 = 116
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Company A: Company B:

Revenue: $200 Revenue: $100

NI Margin 10% Pretax Income Margin 25%

Tax Rate 40% Tax Rate 40%

Shares outstanding 100 Shares outstanding 100

Share Price $1.00 P/E Ratio 10.0x


