	Date of completion
	17 October
	Group number
	MIF Full time

	Instructor
	Dr. J.L. Birt
	Academic year
	2007/2008

	Course name
	Financial Accounting
	Semester, block
	First


Financial Statement Analysis #4
Parkhomenko Alexander
Stud. Number 5812429

Nagornov Alexander
Stud. Number 5812437

QUESTIONS PART A
Answers

1. In theory, how much would Nokia have had to pay to retire all of its long term debt on January 1, 2007?
First of all, we would like to clarify what we would use as a long-term debt for Nokia. We would use long-term interest-bearing debt and other long-term liabilities. By the end of 2006 FY, this long-term debt accounted for 69+122=191 EUR mil.
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Notes analysis. We have also investigated notes to Nokia’s financial statement, and found only a detail on debt maturity. For both long-term interest-bearing liabilities and other long-term liabilities maturity is more than 5 years.
Note 25:
[image: image2.emf]
2. If the debt was retired on January 1, 2007, what impact would that have been on the net income for fiscal year starting on January 1, 2007? 
In spirit of Modigliani Miller theorem, operational profit will not change. Because operational income does not depend on financing choice.
If the debt is retired on January 2007 and due to repayment, the repayment itself does not appear in the income statement. Debt repayment is not tax deductible. Company can use it’s retained earning to pay back its debt.

However, if we pay back debt that means that we decrease interest payments within 2007. This defiantly can increase net income.
QUESTIONS PART B:
Introduction to the company

We have chosen Coca Cola company.
Financial Statement for 2006 FY. Data from www.cocacola.com 
Answers

1. What type(s) of contingent liabilities does this company have?

To conclude, Coca Cola (Note 53) has the following types of contingent liabilities: 

· Loss contingencies, such as:

· guarantees of indebtedness 
· legal proceedings and claims 

· antitrust concerns, especially M&A activity,

· tax matters. 

· Gain contingencies. Coca Cola does not recognize gain contingencies until they are realized.
2. Does management think payment of the contingent liability will have a significant effect on the company’s operation?

Company management has included contingent liabilities in liabilities without providing details on all contingent liabilities. They mention just only the biggest ( guarantee of indebtedness ($270 mil.) and standby line of credit to Coca-Cola FEMSA ($ 250 mil.).  In both cases company management fills that it is not a big issue: 

“We believe our exposure to concentrations of credit risk is limited due to the diverse geographic areas

covered by our operations”.

And:
“…Management believes that any liability to the Company that may arise as a result of any such indemnification agreements (antitrust issue in EU) will not have a material adverse effect on the financial condition of the Company taken as a whole”.

Indeed, company’s contingent liabilities are very low in comparison with total assets ( $500 mil. vs $29 963 mil.
However, management says that it cannot predict 100% precisely what is going to happen in future and what the real loss due to the events would be.

