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Sales terns - 10% dow paynent upon the signifig of the contract; 30% schedule payment
during the production (or service provision); G0% payment upon the conpletion of product
(or sexvice) delivery (when sales are Tecognized) ;20% payment vithin three nonths fron
the completion of product or service delivery;10% retention paynent to be paid at the end

of the retention period.
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5algh Backlog'™ Sales backlog is analyzed on a weekly basis by tracking the signing
of sales-contracts and the contract delivery status. As at the end of 2010,H Group had

sales backlog of Euro 58 nillion.

Purchase terns ~ Framework contracts are negotiated and signedzanmually with major

suppliers for major raw materials.
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6.Based on the infornation provided in Table § -1, (1) advise the most appropriate
strategy fa¥ the Genstal Nachinery business acquired fron H Group : cost leadership
strafidy (FRRSTFEMEE) | differentiation strateqy CERILAEE) . or focus stratesy (8
FA{LEEBE) " Please provide reasons to support your answer. (2) Suggest possible ways to
create synergies (HWERUE) in the General Nachinery business post acquisitions given
that L Group has cost advantage in the General Nachinery business. (3)(Desbribe the type
of infornation that L Group should obtain in order to assess, fronFinancial perspective,

the cost cutting plan for the General Nachinery business ‘scquired £26m H Group.
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6. [¥%]

(1) The cost)leadership strategy would be the most appropriate for the Ceneral
Machiner§) usinessi Because the customers in this sector are price sensitives The
products are Standard and hard to differentiate from one to the other; The customers are

less likely to have brand loyalty.

(2) L Group may consider moving the entire production of general\machiners from
Europe to China and export the products to the Test of the wobld, ‘sz a9 consider making

the nachine conponents in China and only doing the final assembling in Europe.

(3) Detailed cost breakdown of the General Nacharery business should be obtained, in
particular details of labor costs and other operational costss so that L Group can know
what exactly are the high cost items. An estimation of the transportation costs should
also be obtained, so that L Group can compare the decrease of production cost against the

increase of transportation cost in the case of moving the nanufacturing to China.
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(1) Balance sheet itens with significant fluctuation:

Trade receivables.: It inéreased by 50.85%.

Jhdvance £Eom Sustenses. It decreased by 47.10%.

P
Tyade payables. It increased by 41.53%.

(2) Caleulations:

Trade receivables)

Trade receivable turnover days=385+ ( Sales

2009 trade receivable turnover days =365 (69470-13002) =68 daps
)

2010 trade receivable turnover days =365+ (69350

9614) =110 days

Inventory turnover days =365+ (Cost of sales + Inventory)
2009 inventory turnover days =365 + (49324 +25665) = 190 days
2010 inventory turnover days =365 + (47074 +25416) = 197 days

(3) Draft list of questions:

Trade zecsivables Gibedsed by 80.85% . Please explain the zeason for the
Signiticant insgedss in tradd beseivables. Vhether there has been any major changes in
Sales terns’Gr scepuntibg treatment. Ascording to the description of the business
axvalfdiento sbtnally the aging of trade reseivables related o Gonsral and Spesial
Hachinery should be no longer than 3 years, and the aging of trade zeceivables zelated to
Conponents and Services should be no longer than 1 year. However, the aging analysis
Shovs that Euro 1235 thousands of +rade zeceivables zelated to Special Nabhinery vere
over  yoars, and Buro 900 thousands of +rade zeceivables zelated 15 Conponsitts and
Services vere over 1 year. Pleass erplain the reasons fonthiclongat@diie, and confirm

whether sufficient bad debt provision has been profifed.

Tnventory. According to the description of the business arrangements, inventory
aging should not be longer than 2 years. Hovever, the aging analysis shows that Euro 3.00
million of inventory were over 2 years. Please explain the reasons for the long aging,

and confirn vhether proper obsolescence review has been perforned.

hcoording to the description of the business arrangements, rav naterials are usually
purchased 3-6 nonths ahead of prifuction. This indicates that usually the aging of rav
naterials should be within(8 ninthe Hovever, the inventory aging analysis shows that
noxe than Buro 1 a{1Ton of#4v naterials vere over 6 months. Please explain the reasons

For the Jong aging, (@d confixn vhether propex obsolescence zeview has been perforned.

Advance from customers decreased by 47.10% . Please explain the reason for the

significant decrease in advance from customers. Vhether there has been any pjor changes
in sales texns o accounting treatnent. According to the description bf \the business

arrangements, 10% dom payments are made upon the signing of the ‘omtragt(‘nd as at the
end of 2010, H Group had sales backlog of Euro 58 million."So the(iivance from custoner
should be Euro 5.8 million (53X10% ). Hovever, the ddvance From customers shom on the
balance sheet at the end of 2010 vas only Euro 3.65 Aillion, significantly less than 5.8

million. Please explain the reason for the inconsistency.



[image: image14.png]ITrade payables increased by 41.53% Please explain the reason for the significant
increase in trade payables. Whether there has been any najor changes in purchase terns or
accounting treatnent. According to the sales, cost and inventory data, there seems no
indication of significant purchase volune increase, vhich might in turn cause the
increase in trade payablekl) Please explain the inconsistency.
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8. [¥%]

(1) WACC stands for Weighted Average Cost of Capital. It may be affected by the
following factors : the intsfest Xate on the market, market risk premium tax rate,

capital structure, ditfdend polify and investnent policy.
(2) Bresent value f the forecast period

=10¥0:8979+12 X0.7972 +14.4X0. 7118 + 17, 280.6355 + 20.74 X0.5674 =Euro 51.49

million

Present value of the terminal cash flow =20.74 X (1 + 5% ) / (12% < 5% ) 0.5674
Euro 176. 52 million

Entexprise value =51.49 + 176.52 J /L
“Buro 228, 01 million
Equity valus =228.01-30 <Fuxo 186,01 million

(3) Caleulated equity value per share =198.0110 = 10,80 Euro/share

As it is higher than the stock price (15 Euro/share) , the calculated equity value is

overestinated.

(2) The over-estisation of(%he equity value might be a result of the following
reasons: over~s¥atéd eash flow forecast, over-estimated growth rate for terminal cash
lowg |3 ¥ACC that!Ts too low, under-stated net debt.
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