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Unit 2 — Corporate Finance Technical Foundations

OBJECTIVES OF THE EXAMINATION
The objective of the examination is to ensure that candidates have a basic knowledge of the technical
aspects of carrying out corporate finance business including preparing and analysing financial statements,
the methodology of raising capital, business valuation techniques and a range of corporate transactions
The examination will test candidates’ knowledge and understanding of the following elements:

¢ Quantitative methods used in the corporate finance industry

¢ Financial and accounting analysis

e Capital availability and cost to the corporate finance industry

e Business valuation

e Corporate transactions and corporate finance documentation

Candidates should ensure that they have sufficient understanding of the use of a calculator to undertake
the calculations required in this syllabus

SYLLABUS STRUCTURE

The syllabus is divided into elements. These are broken down into sections and then into a series of
learning objectives.

Each learning objective begins with one of the following prefixes: know, understand or be able to
calculate. These words indicate the different levels of skill to be tested. Learning objectives prefixed:

e Know require the candidate to recall information such as facts, rules and principles

e Understand require the candidate to demonstrate comprehension of an issue, fact, rule or
principle

e Be able to calculate require the candidate to be able to use formulae or tax rates to perform
calculations

CANDIDATE UPDATE

Candidates are reminded to check the Candidate Update area of the Institute's web site on a regular basis
for updates resulting from industry changes that may affect their examination. (cisi.org)
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Unit 2 — Corporate Finance Technical Foundations

EXAMINATION SPECIFICATION

Each examination paper is constructed from a specification that determines the weightings that will be
given to each Element. The specification is given below.

It is important to note that the numbers quoted may vary slightly from examination to examination as there
is some flexibility to ensure that each examination has a consistent level of difficulty. However, the
number of questions tested in each Element should not change by more than 2.

Examination specification
50 multiple choice questions
Element number Element Questions
1 Quantitative Methods for Corporate Finance 4
2 Financial Statements Analysis 10
3 Capital Structure 14
4 Introduction To Business Valuations 9
5 Corporate Transactions 4
6 Corporate Finance Documentation 9
Total 50
ASSESSMENT STRUCTURE

A | hour examination of 50 multiple-choice questions.
Candidates sitting the exam by Computer Based Testing will have, in addition, up to 10% additional

questions as trial questions that will not be separately identified and do not contribute to the result.
Candidates will be given proportionately more time to complete the test.
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Unit 2 — Corporate Finance Technical Foundations

SUMMARY SYLLABUS

ELEMENT 1 QUANTITATIVE METHODS FOR CORPORATE FINANCE

11
1.2

Financial Mathematics
Discounted Cash Flows

ELEMENT 2  FINANCIAL STATEMENTS ANALYSIS

2.1
2.2
2.3
2.4
2.5

Basic Principles

Company Balance Sheets
Income Statement

Cash Flow Statement
Financial Statements Analysis

ELEMENT 3  CAPITAL STRUCTURE

3.1
3.2
3.3

Equity Capital and Quoted Equity Transactions
Debt capital
The cost of capital

ELEMENT 4  INTRODUCTION TO BUSINESS VALUATIONS

4.1
4.2
4.3
4.4
4.5
4.6

Equity Value and Enterprise Value

Stock market, transaction and break up values
Asset based valuations

Dividend based valuations

Earnings based valuations

Cash based valuations

ELEMENTS5 CORPORATE TRANSACTIONS

5.1
5.2

Acquisitions and disposals
Private equity and debt financed transactions

ELEMENT 6 CORPORATE FINANCE DOCUMENTATION

6.1
6.2
6.3
6.4

General documentation in Corporate Finance transactions

Buying and selling documentation in Corporate Finance transactions
Loan and security Documentation in Corporate Finance transactions
Public company documentation in Corporate Finance transactions
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Unit 2 — Corporate Finance Technical Foundations

ELEMENT 1 QUANTITATIVE METHODS FOR CORPORATE FINANCE

1.1 Financial Mathematics
On completion the candidate should:

1.1.1 understand how to measure the risk and return of investments
1.1.2 be able to calculate the expected return/arithmetic mean of investments

1.1.3 be able to calculate the degree of variability of investments using the variance and
standard deviation of returns

1.1.4 be able to calculate the covariance of investments

1.2 Discounted Cash Flows
On completion the candidate should:

1.2.1 be able to calculate the Present Value (PV) and Net Present Value (NPV) of future
multiple cash flows using the discounting formula

1.2.2 be able to calculate the Internal rate of return (IRR) for a series of multiple cash flows

ELEMENT 2 FINANCIAL STATEMENTS ANALYSIS

2.1 Basic Principles
On completion the candidate should:

2.1.1 understand the purpose of financial statements

2.1.2 understand the requirements for companies and groups to prepare accounts in
accordance with applicable accounting standards.

2.1.3  know the purpose of:
- International Financial Reporting Standards (IFRS)
- Statements of Standard Accounting Policies (SSAPSs)
- UK Financial Reporting Standards (FRSS)

- US General Acceptable Accounting Principles
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Unit 2 — Corporate Finance Technical Foundations

3.3.4 understand what beta measures in relation to equities and be able to apply Beta to
share price movements

3.3.5 be able to calculate an annual coupon bond (3 year)

ELEMENT 4 INTRODUCTION TO BUSINESS VALUATIONS

4.1 Equity Value and Enterprise Value
On completion the candidate should

4.1.1 understand the distinction between Equity Value and Enterprise Value

4.1.2 understand the use, advantages and disadvantages of Enterprise value

4.2 Stock market, transaction and break up values
On completion the candidate should

4.2.1 understand the distinction between stock market, transaction and break up values of
a business

4.2.2 know how to calculate the stock market value of a quoted company, with or without
using free float

4.2.3 understand how to compare the stock market values of companies in similar sectors
by use of multiples such as P/E ratio, EBIT and EBITDA multiples

4.3 Asset based valuations
On completion the candidate should:

4.3.1 understand the use of asset based valuations

4.3.2 know the limitations of asset based valuations

4.4 Dividend based valuations

On completion the candidate should:
4.4.1 understand the use of dividend based valuations
4.4.2 be able to calculate a valuation of a business using the dividend valuation model

4.4.3 understand the limitations of the dividend based valuation
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Unit 2 — Corporate Finance Technical Foundations

4.5 Earnings based valuations
On completion the candidate should:

4.5.1 understand the use of an earning based valuation
4.5.2 be able to calculate the equity value of a business using P/E ratio

4.5.3 be able to calculate the enterprise value of a business using EBIT and EBITDA
multiples

4.6 Cash based valuations
On completion the candidate should:

4.6.1 understand the use of cash based valuations
4.6.2 know how to calculate free cash flow
4.6.3 understand the key stages that need to be followed in a cash flow based valuation
- Historical analysis
- Forecasting
- Calculating a terminal value
- ldentifying an appropriate discount rate, Weighted Average Cost of Capital

4.6.4 be able to calculate a simple cash flow based valuation

ELEMENTS5 CORPORATE TRANSACTIONS

5.1 Acquisitions and disposals
On completion the candidate should:

5.1.1 know the key types of acquisition or disposal and the reasons why they happen
- listed or private
- hostile or recommended
- owner/manager exit
- existing/continuing/new management participation

5.1.2 understand how acquisitions are typically financed and by whom
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Unit 2 — Corporate Finance Technical Foundations

understand the basic tax considerations in the UK of acquisitions and disposals

know the key features of and differences between a trade sale and a spin-off

5.2 Private equity and debt financed transactions

On completion the candidate should:

Version 4

521

5.2.2

know the key features of and differences between:
- amanagement buy-out (“MBO");

- amanagement buy-in (“MBI");

- aleveraged buy-out (“LBO”);

- aleveraged buy-in (“LBI");

- a buy-in management buy-out (“BIMBO");

- aninstitutional buy-out (“IBO");

- apublic to private (“PTP").

understand the key terms and phrases typically used in private equity and debt
transactions:

- debt/equity ratio

- capital structure i.e. types of shares and their rights (e.g. dividend, liquidation
preference, redemption conversion, anti dilution, pre-emption, voting)

- ratchets

- investment hurdles

- 'drag and tag' provisions
- good leaver/bad leaver
- 'pay to play'

- bridge finance

- burnrate

- capitalise

- carried interest

- co-investment

- convertible debt
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- down/follow-on round
- founder shares
5.2.3 understand the types of investment and the funding components of a typical:
- trade sale
- MBO /MBI

- PTP

5.2.4 understand the principles applied in determining the levels/ratio of equity and debt

that may be available in such transactions

ELEMENT 6 CORPORATE FINANCE DOCUMENTATION

6.1 General documentation in Corporate Finance transactions
On completion the candidate should:

6.1.1 understand the purpose and scope of an Engagement Letter

6.1.2 understand the meaning purpose and scope of representations, warranties and
indemnities

6.1.3 understand the purpose of a Disclosure Letter
6.1.4 understand the use of vendor protection clauses
6.1.5 understand the purpose and scope of a Confidentiality Letter

6.1.6 understand the purpose and scope of a Shareholders’ Agreement

6.2 Buying and selling documentation in Corporate Finance transactions
On completion the candidate should:

6.2.1 understand the purpose and key contents of an Information Memorandum
6.2.2 understand the purpose of a Letter of Intent and Heads of Agreement
6.2.3 understand the purpose of an Exclusivity Agreement

6.2.4 understand the purpose of Comfort letters and Side letters

6.2.5 understand the purpose of a Hold Harmless letters

6.2.6 understand the purpose and scope of a Sale and Purchase Agreement
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6.3 Loan and security Documentation in Corporate Finance transactions

On completion the candidate should:

6.3.1

6.3.2

6.3.3

6.3.4

6.3.5

understand the concept of taking security in the context of a corporate finance
transaction

understand the purpose and scope of a term sheet
understand the purpose and scope of a loan agreement

understand what guarantees, indemnities and covenants are in the context of a debt
transaction

understand the purpose, scope and limitations of loan representations and warranties

6.4 Public company documentation in Corporate Finance transactions

On completion the candidate should:

Version 4

6.4.1

6.4.2

6.4.3

6.4.4

6.4.5

6.4.6

understand the purpose and scope of subscription/placing agreements
understand the purpose and scope of underwriting agreements

understand the purpose of verification notes

understand the purpose and scope of a prospectus or admission document
understand the purpose and scope of Long-form and Short-form reports

understand the purpose and scope of a legal diligence report
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