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        Comment, question or quotation of the day

                    06-04-2024 : Kering and the Milanese real estate prices 

            
             	Should Kering have refrained from acquiring a magnificent building in Milan for €1.3 billion, on Via Montenapoleone, the Milanese Avenue Montaigne or New Bond Street? Admittedly, the price of these 11,800 m2 is €110,000 per m2 (sic), but the return apparently corresponds to a market yield of 3.85% in the second most expensive city in the world, at least for luxury retail properties. This is the view of the Financial Times, which estimates that the return on this investment will be nowhere near the Group’s ROCE of 11.7% in 2023 (including goodwill).


	Despite all our sympathy for the British daily, its reasoning does not hold water from a financial point of view. Indeed, to consider that an investment is bad whenever it yields less than the ROCE generated by the company is a fallacy. It is not appropriate to relate the prospective return of an investment to the accounting return currently generated by the company, but to the cost of capital of this investment. If you have a ROCE of 20% and a cost of capital of 8%, any investment yielding 12% will reduce the ROCE, which will then settle between 12% and 20%; but it will nevertheless create value if the forecasts made prove to be correct, because it will yield more (12%) than its cost of capital (8%). 


	The second pitfall to avoid would be to compare the return on this property investment (just under 4%) with Kering's cost of capital (around 8.5%). This would only be relevant if the risk of this building were identical to that of the rest of Kering's activities. However, we all know that the cost of capital for a property company is much lower than 8.5% because the risk is much lower than for an industrial activity, even one in the luxury sector. With a yield in line with the market for this Milan acquisition, it is not obvious that this building was overpaid.


	Secondly, it's true that property prices in Milan are particularly high, which explains why for years my Italian students at HEC Paris have been telling me that they don't want to go and work in the economic capital of their country, because salaries for young graduates are much lower there than in Paris. And as this has been going on for a long time, this is one of the reasons why Italy's top 20 market capitalisations today total just €431 billion, compared with 5 times as much for the top 20 French market capitalisations (€2,148 billion) for a roughly similar population. When a country loses its best-trained and most agile young people, the economy can only suffer. Let's congratulate ourselves on the fact that prices on the Champs-Élysées do not exceed €50,000 per square meter!



            

                    04-03-2024 : Could you join the IASB and become an accounting regulator? 

            
             	You'd stand a good chance if you can answer these 3 questions TRUE or FALSE, all relating to IAS 32, on which the IASB has published an exposure draft:


	1/ A perpetual or hybrid debt must be recognised as equity even if, in the vast majority of cases, the issuer redeems it early after a few years to avoid having to bear a sharp rise in the interest rate, which is contractually provided for to prompt the issuer to redeem the perpetual bond early (which is bound to make you smile). 


	2/ Under IFRS, a bond redeemable in shares (mandatory convertible bond, MCB) is recognised under shareholders' equity, with the exception of the present value of the interest paid before being redeemed in shares, which is recognised under financial debt. However, if the redemption parity of the MCB (3 shares against one MCB, for example) is variable (against 3 shares, or 4 or 2 depending on a given criterion), then the MCB must be recognised as a debt. 


	3/ More difficult now. You have granted minority shareholders in a subsidiary that you control a put option allowing them to sell you their shares. The amount you may have to pay out if the minority shareholders exercise their put option is a financial liability, the creation of which is offset (so that the balance sheet remains balanced) by a deduction from shareholders' equity (group share) of the same amount, and not bya deduction from shareholders' equity (minority share).


	Well, if you answered TRUE 3 times, you have every chance of succeeding at the IASB, which holds these positions in the exposure draft mentioned above. But you are unlikely to be a good financier.


	Equity capital is so important to a company - it is the cornerstone of its existence and development - that in this area you have to call a spade a spade and be particularly rigorous. A debt that is repaid, even if it is wrongly called perpetual, is a debt, not equity. An MCB, with a fixed or variable parity, and which by definition does not involve any cash outlay, since it is redeemed in the issuer's shares, is an equity security, precisely because it is not redeemable in cash or debt securities.  As for the put on minority interests, the IASB is proposing a double penalty. Why not create a liability on the balance sheet in respect of minority interests. But where is the consistency in deducting the put amount from shareholders' equity, group share, and not from that of minority interests, who have just been assumed to be exercising their put by recording the put amount as a liability?


	When will the IASB finally realise that, by proposing provisions so far removed from common sense, it is discrediting the accounting standards of which it should be the intelligent and scrupulous guardian? 
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       Glossary

       The Vernimmen.com glossary provides definitions for a couple of thousands of financial, stock market or economic terms. 

       This financial dictionary allows beginners to progress in their learning of finance and to experts to cease the precise meaning of a sentence. 
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       Quiz

       The Vernimmen.com Quiz offers over 300 questions with answers to progress in your understanding of finance and to test your knowledge.

        Questions are sorted by key topics (financial analysis, investment and stock markets, value, financial engineering and financial management).
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       Vernimmen

       The Vernimmen is a reference book in corporate finance for professionals and students.
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       Survey

       We frequently ask our readers to give us their point of view on a specific topic. 

        You will find here the current survey with the to-date status of answers as well as past polls.
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       Financial data

       Thanks to our partner Infinancial, we can offer on this page financial data on over 16 000 groups around the world.

        Updated several times a year, this database offers information sometimes hard to find elsewhere (beta, …)
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