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FINANCE
As we all know that the company is in the need to expand the business immediately because of the fast and increasing demand of the products of the company by the market. The required rate of return of the company is 10%. We are now starting with the Free Cash Flow to Equity (FCFE) to determine the future price and dividend of the company. FCFE is a measure of what a firm can afford to pay out as a dividend. 

Free cash Flow to Equity can be calculated as: Net Income – (Capital Expenditure – Depreciation) – (Change in non cash Working capital) + (New debt issued – Debt payment).

The amount that comes is the cash flow available to be paid out as dividend or stock buy backs of the company. The FCFE dividend discount model is to value the equity using the constant growth rate and required rate of return. 

	Year
	2003

	Net Income 
	41.58

	Capital exp.
	-9

	Depreciation
	9

	 
	 

	FCFE
	41.58


This is the amount available for the stockholders to be paid as dividend.


CAGR (Compound Annual Growth Rate) is the average annual growth rate over a specified period of time. CAGR can be calculated as [End Value/Begin Value^1/n] – 1. It estimates how various investments and portfolios have performed over time. 

CAGR for the company:

	Year
	Value

	1999
	0.5

	2000
	0.53

	2001
	0.6

	2002
	0.65

	2003
	0.71

	CAGR
	7.26%


This shows that the growth rate of the company is 7.26% approximately. Now let’s have a look at FCFE for the coming years to identify the amount of fund left with the company to distribute the same to the stockholders.

	 Year
	FCFE

	2003
	41.58

	2004
	44.59871

	2005
	47.83657

	2006
	51.30951


Calculating Price of the share using Constant dividend Discount Model:

	Year
	Growth %
	Dividend
	Kf
	Growth rate
	Stock Price

	2003
	7.26%
	0.71
	10%
	
	

	2004
	7.26%
	0.76
	10%
	7.26%
	27.79365

	2005
	7.26%
	0.82
	10%
	7.26%
	29.81147

	2006
	7.26%
	0.88
	10%
	7.26%
	31.97578

	
	
	
	
	
	


	Year
	Outstanding shares
	Price
	Value of the stock

	2004
	10300000.00%
	27.8
	286.34

	2005
	10300000.00%
	29.81
	307.043

	2006
	10300000.00%
	31.97
	329.291


The dividend discount model helps in determining the stock value of the company for the future date using required rate of return, dividend and constant growth rate. 

The constant Growth FCFE model, Value of equity under this model can be calculated using the following formula:
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Given that, FCFF for 2006 is 51.309

Required rate of return: 10%

Growth Rate: 7.26%

	Year
	FCFE
	Kf
	Growth rate
	Value of stock today

	2003
	41.58
	10%
	7.26%
	1517.52

	2004
	44.59871
	10%
	7.26%
	1627.69

	2005
	47.83657
	10%
	7.26%
	1745.86

	2006
	51.30951
	10%
	7.26%
	1872.61


After looking at both the values, it is better to value the company using DDM method. This is because of the reason that this will give the value close to the original value as it uses the Dividend as the base to calculate the price of the stock.

With the expansion of the company, the stock price of the company will increase, as expansion of the company is an indicator of the good performance of the company. And also with the increase in the price of the company, company’s value will also increase. So, expansion is a good option and helps the company to grow and to increase the value of the stock.
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	Year
	2003
	
	
	
	
	

	
	Net Income 
	41.58
	
	
	
	
	

	
	Capital exp.
	-9
	
	
	
	
	

	
	Depreciation
	9
	
	
	
	
	

	
	 
	 
	
	
	
	
	

	
	FCFE
	41.58
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	CAGR
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Year
	Value/ dividend
	
	
	
	
	

	
	1999
	0.5
	
	
	
	
	

	
	2000
	0.53
	
	
	
	
	

	
	2001
	0.6
	
	
	
	
	

	
	2002
	0.65
	
	
	
	
	

	
	2003
	0.71
	
	
	
	
	

	
	 
	 
	
	
	
	
	

	
	CAGR
	7.26%
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Future FCFE
	
	
	
	
	
	

	
	Year
	FCFE
	
	
	
	
	

	
	2003
	41.58
	
	
	
	
	

	
	2004
	44.598708
	
	
	
	
	

	
	2005
	47.8365742
	
	
	
	
	

	
	2006
	51.30950949
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Calculating Stock Price of the company
	
	
	
	

	
	
	
	
	
	
	
	

	
	Year
	FCFE
	Kf
	Growth rate
	Stock Price
	
	

	
	2003
	41.58
	10%
	7.26%
	1517.52
	
	

	
	2004
	44.598708
	10%
	7.26%
	1627.69
	
	

	
	2005
	47.8365742
	10%
	7.26%
	1745.86
	
	

	
	2006
	51.30950949
	10%
	7.26%
	1872.61
	
	

	
	
	
	
	
	
	
	

	
	DDM
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Year
	Growth %
	Dividend
	Kf
	Growth rate
	Stock Price
	

	
	2003
	7.26%
	0.71
	10%
	0.00%
	7.1
	

	
	2004
	7.26%
	0.76
	10%
	7.26%
	27.79364964
	

	
	2005
	7.26%
	0.82
	10%
	7.26%
	29.8114686
	

	
	2006
	7.26%
	0.88
	10%
	7.26%
	31.97578122
	

	
	
	
	
	
	
	
	

	
	Year
	Outstanding shares
	Price
	Value of the stock
	
	
	

	
	2004
	10300000.00%
	27.8
	286.34
	
	
	

	
	2005
	10300000.00%
	29.81
	307.043
	
	
	

	
	2006
	10300000.00%
	31.97
	329.291
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