Equity Analysis and Evaluation – I

 Taking firm public is an important step in the life cycle of an enterprise. This process has many stated benefits. Mark Sanders, a first-generation entrepreneur established an industrial components business Midwest Components, Inc. to make industrial valves and pumps. Midwest established itself as a quality producer of valves and pumps. The company is generating good returns and created a value for the enterprise. 

Mark is contemplating for an offer for sale through public issue. Mark has invited Street Advise, LLP, a boutique investment banking firm based at Manhattan, New York for an initial discussion on valuation. Street Advise has developed the financial projections for years 1 through 6 and gathered other relevant information necessary for valuation. Exhibits I, II, and III provide the current financials and financial projections.

Exhibit I: 

Income Statement December 31, 2021 
	
	USD million

	Revenues 
	900

	COGS 
	630

	Gross Profit 
	270

	Operating Expenses 
	63

	PBDIT 
	207

	Depreciation 
	45

	PBIT 
	162

	Interest 
	24

	PBT 
	138

	Tax 
	49

	PAT 
	89



Balance Sheet 
December 31, 2021
	
	USD  
million

	Sources of Funds
	

	Shareholder’s Funds 
(50 million shares outstanding)
	500

	Loan Funds 
	200

	
	700

	Application of Funds
	

	Net Fixed Assets 
	450

	Net Current Assets 
	250

	
	700



Exhibit III: Financial Projections (2022-2027) 

	
	2022 
	2023 
	2024 
	2025 
	2026 
	2027

	Revenues 
	950 
	1000 
	1200 
	1450 
	1660 
	1770

	PBDIT 
	195 
	200 
	210 
	305 
	330 
	374

	Depreciation 
	55 
	85 
	80 
	83 
	85 
	87

	Capital Expenditure 
	60 
	70 
	85 
	100 
	105 
	120

	Net Working Capital 
	260 
	275 
	345 
	415 
	485 
	539



Additional information
 
	Tax-rate 
	35%

	Pre-Tax cost of debt 
	8%

	Beta 
	1.25

	10-year T-Bond Yield 
	5%

	Average Annual Return of S&P 500 
	14%

	Growth rate in Free Cash Flows after year 6: 
	5%



Use the above data to answer the following questions. 

Q1. Determine the value per share using FCFF method. (10 marks) 

Ans: 

Introduction

The value per share is the quantity at which a service's claim is traded in the supply market. It indicates the marketplace's assumption of the organization's value and is meant to allocate the entire worth of the service by the number of cleared-up stocks. Different techniques can be utilized to compute the price per share of a service, and each strategy relies on other factors and presumptions. Some of the popular methods used include market Capitalization, which entails increasing It is only half solved
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Q2. Discuss, in the above case, the relationship between terminal growth rate and value (10 marks)

Ans: 

Introduction

The incurable development rate can be estimated by considering numerous aspects, such as sector fads, market development price, and historical information on the company's growth. The association between the terminal advancement ratio & Value can be seen through the incurable value estimation. The terminal worth is the current worth of the whole money movement sout side the estimated duration, and it is meant to approximate the permitted money movements beyond the projection duration, applying a development rate to that one movement & disregarding them back to 


Q3a. How much of the value is contributed by the Terminal Cash Flow? (5 marks) 

Ans:

Introduction

Terminal Money Movement is the estimated internet money movement from a corporate outside the estimated duration. It is an essential section of the business appraisal that considers its future development and productivity and helps establish its total worth. The Incurable Cash Flow plays a severe part in the assessment process as it is an essential percentage of the business's inclusive worth. An exact 

