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	1. Discounted Cash Flows – Hi- Growth Corporation

	Hi-Growth Corporation is in the process of being acquired by one of its competitors. There is a bid of    $ 185,000,000 for the equity of the company and your task is to compare this value with the current equity value to help management make the decision. The market value of the company’s debt is $20,000,000. The company’s cost of debt 7% and its cost of equity is 13%. The forecast for the free cash flows over the next five years (2007 through 2011) is given below. The free cash flows are forecast to grow at the constant rate of 5% per annum after year five. 

Year

Cash Flow

2007
$7,400,000
2008
$9,000,000
2009
$10,300,000
2010
$12,400,000
2011
$13,000,000
1. Given that the firm has 30% debt target, and a marginal tax rate is 40%, calculate WACC.

Calculate the enterprise value using the free cash flow approach

2. The number of shares of common stock outstanding is 5,000,000. Calculate the price per share.

Should Hi-Growth accept this offer and why?




	2. Relative Valuation – Hi-Growth Corporation

	The following are the forward multiples of firms in the technology field at the end of December, 2006. Consider them peers of the Hi-Growth Corporation of Problem-1.

Peer group

P/E

EV/EBITDA

A

26.5

17
B

27.0
16
C

24
16.5
D

26.5
15
Following is the next year forecast for the Hi-Growth Corporation.

2007
Sales

20,000,000

Expenses

8,000,000

Depreciation

500,000

Earnings Before Interest & Taxes

11,500,000

A) Estimate the average P/E ratio and average EV/EBITDA ratio for the peer companies. 

What, if anything, do these averages tell you? 

B) Value the equity of the Hi-Growth Corporation based on these multiples.


	3. Cash Flow 

	Cash Machine Corporation, a printing company, reported net income of $120 million in 1993, after paying interest expenses of $19 million. The depreciation allowance in 1993 was $77 million, while capital expenditures amounted to $80 million in the same year. Working capital increased by $15 million in 1993. (The tax rate is 40%.) Cash Machine Corporation finances 10% of its net capital investment and working capital needs using debt.

Estimate the free cash flow for the year 1993 for the firm.








1
PAGE  

