Section I: Computational Problems 


Problem #1 

In theory, merger analysis offers several different approaches to computing equity value.  The acquiring firm performs an analysis to value the target company. The acquiring firm then seeks to buy the firm at preferably below that estimated value.  Meanwhile, the target company would only want to accept the offer is the price exceeds its value if operated independently.  In practice, however, the process of merger analysis is much more involved and raises some difficult issues.

Caldwell is in the process of analyzing the value of Tutwiler’s financial performance and has collected financial information in order to value Tutwiler’s equity. Precision in this analysis is critical in generating an offer that balances “intrinsic value” with a merger agreement. 

For the given information on Tutwiler please complete the questions listed below. The current capital structure (as of 12/31/07) consists of debt (35%) and equity (65%), valued at $27 million and $50.143 million respectively.






























The following matrix will assist in computing the key finance terms needed to properly calculate the solutions:




Problem 1(a): Using the financial information and the corporate valuation method (chapter 15) calculate the Value Equity for Tutwiler in 2008 (present value). In order to reach the Value of Equity, you will need to compute the levered required rate of return on equity, WACC, Operations and Value of Equity






Problem 1(b): Using the financial information and Adjusted Present Value (APV) method with 50% debt and 50% equity capital structure, compute the Value of Equity.






















Problem 2 

Calculate the Free Cash Flows to Equity (FCFE) based on the following information using the authors formula (FCFE = FCFF – After tax Interest Expense + Change in Net Borrowing).






Problem 3: 
A currency trader observes that in the forex market the spot price for 1 USD is equivalent (can be exchanged) for 12.4606 Mexican pesos or 83.995 Japanese yen. Show all calculations for determining the cross rate between the Yen and Peso.




Problem 4:

List the five (5) main reasons why corporations expand into other countries. List and briefly describe one RECENT example (within the previous 12 months)of a US corporation expanding into another country that aligns with at least one of the five main reasons for international expansion.



Problem 5: 
The authors of Takeovers, Restructurings, and Corporate Governance, 4e, compiled a list of ten (10) Change Forces that are related to merger activity. Select a recent merger (Kraft-Cadbury, United-Continental, Black & Decker- Stanley Works, or another recent US merger and classify that merger / proposed merger according to the list below. Provide a brief explanation for your rationale. 
1. Technological Change
2. Economies of Scale, Economies of Scope, complementarity and the need to catch up technically
3. Globalization and freer trade
4. Changes in industrial organization
5. New Industries
6. Deregulation and regulation
7. Favorable economic and financial conditions for much of the past 2 decades
8. Negative trends in certain individual economies and industries
9. Widening inequalities in income and wealth
10. Relatively high valuations for equities during the 1990s.


Problem 6: 
Six month US T-Bills have a nominal rate of 4.5% while default free Japanese bonds that mature in 6 months have a nominal rate of 2.75%. In the spot exchange market, 1 yen equals $0.009. If interest rate parity holds compute the 6-month forward exchange rate.




Problem 7: 

Suppose a U.S. firm buys $400,000 worth of electronic components from a French manufacturer for delivery in 60 days with payment to be made in 90 days (30 days after the goods are received). The rising U.S. deficit has caused the dollar to depreciate against the Euro recently. The current exchange rate is 5.60 Euro per U.S. dollar. The 90-day forward rate is 5.45 Euro/dollar (in a fantasy world!). The firm goes into the forward market today and buys enough Euros at the 90-day forward rate to completely cover its trade obligation. Assume the spot rate in 90 days is 5.30 Euros per U.S. dollar. How much in U.S. dollars did the firm save by eliminating its foreign exchange currency risk with its forward market hedge? You will receive 5 points each for correctly calculating the cost of the obligation, the cost of the forward contract, the cost of the spot rate in 90 days, and for calculating the savings of the firm.




 Short Answer 

Short Answer  #1:
Recently the WSJ ran an article on Steve Ballmer’s (Microsoft) intention to sell some of his Microsoft stock in attempt to diversify his portfolio.  Prior to the sale of the stock, what type of option strategy could you have recommended to Mr. Ballmer in order to provide downside protection for his equity holdings as well as minimize the cost of the downside protection? Describe your recommendation with details as to the specifics on what types of transactions are necessary to make your option strategy work.

Microsoft Corp. Chief Executive Steve Ballmer sold $1.34 billion of Microsoft shares in recent days, his first share sales in the company since 2003.
In a statement, the Redmond, Wash., software company said Mr. Ballmer sold the shares for financial diversification and "to assist in tax planning" before the end of the calendar year. In a filing submitted with securities regulators Friday evening, Microsoft said Mr. Ballmer sold about 50 million shares in recent days, amounting to about $1.34 billion. In a statement, Microsoft said Mr. Ballmer could sell up to 75 million shares in total, including his recent sales, by the end of the year.
Because of the infrequency of his share sales, Microsoft sought to allay concerns that Mr. Ballmer's move hints at a lack of confidence in the company.
"Even though this is a personal financial matter, I want to be clear about this to avoid any confusion," Mr. Ballmer said in a statement. "I am excited about our new products and the potential for our technology to change people's lives, and I remain fully committed to Microsoft and its success."
Before his recent share sale, Mr. Ballmer held approximately 408 million Microsoft shares, the company said.
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Microsoft_Office_Excel_Worksheet1.xlsx
Sheet1

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Debt		33.2		35.8		38.7		41		43.6		46.2

		0.09		2.988		3.222		3.483		3.69		3.924		4.158

		0.095		3.154		3.401		3.6765		3.895		4.142		4.389

						1.1952		1.2888		1.3932		1.476		1.5696		1.6632

						1.2616		1.3604		1.4706		1.558		1.6568		1.7556





Panel A, B, C

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Net Sales				105.00		126.00		151.00		174.00		191.00

		Growth rate						1.2000		1.1984		1.1523		1.0977

		CoGS				80.00		94.00		113.00		129.30		142.00

								1.175		1.2021276596		1.1442477876		1.098221191

		Selling, General & Administrative				10.00		12.00		13.00		15.00		16.00



		Depreciation				8.00		8.00		9.00		9.00		10.00

		EBIT				7.00		12.00		16.00		20.70		23.00

		Interest Expense

		Debt		33.20		35.80		38.70		41.10		43.60		46.20

		Total Net Operating Capital		116.00		117.00		121.00		125.00		131.00		138.00

		Panel B

		Tax Rate		0.4

		NOPAT=EBIT(1-T)				4.20		7.20		9.60		12.42		13.80

		Less Net Investment in Operating Capital				1.00		4.00		4.00		6.00		7.00

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Panel C

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				0.00		0.00		0.00		0.00		0.00

		Plus Change in Debt

		FCFE		0.00		3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				1.80		1.92		2.10		2.22		2.34

		Plus Change in Debt		6.2		2.6		2.9		2.4		2.5		3





Perm Change in Capital Structur

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Net Sales				105.00		126.00		151.00		174.00		191.00

		Growth rate						1.2000		1.1984		1.1523		1.0977

		CoGS				80.00		94.00		113.00		129.30		142.00

								1.175		1.2021276596		1.1442477876		1.098221191

		Selling, General & Administrative				10.00		12.00		13.00		15.00		16.00



		Depreciation				8.00		8.00		9.00		9.00		10.00

		EBIT				7.00		12.00		16.00		20.70		23.00

		Interest Expense

		Debt		33.20		35.80		38.70		41.10		43.60		46.20

		Total Net Operating Capital		116.00		117.00		121.00		125.00		131.00		138.00

		Panel B

		Tax Rate		0.4

		NOPAT=EBIT(1-T)				4.20		7.20		9.60		12.42		13.80

		Less Net Investment in Operating Capital				1.00		4.00		4.00		6.00		7.00

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Panel C

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				0.00		0.00		0.00		0.00		0.00

		Plus Change in Debt		6.20		2.60		2.90		2.40		2.50		2.60

		FCFE		6.20		5.80		6.10		8.00		8.92		9.40



				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225



		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%







						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												185.14

		CF				3.20		3.20		5.60		6.42		191.94

		PV		123.4662		2.8624		2.5605		4.0081		4.1103		109.9249

		Value of Operations		123.47		144.00		155.04		164.78		174.66		191.94

		Debt Level @ 50%		61.73		72.00		77.52		82.39		87.33		0.00

		Interest Expense												8.2965





Constant Capital Structure

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												153.13

		CF				3.20		3.20		5.60		6.42		159.93

		PV		110.0763		2.8905		2.6110		4.1273		4.2740		96.1736

		Value of Operations		110.08		118.66		128.17		136.29		144.46		159.93

		Debt Level @30.17%		33.21		35.80		38.67		41.12		43.58		48.25

		Interest Expense				2.99		3.22		3.48		3.70		3.92

		Interest Tax Savings				1.1955605642		1.2888143502		1.3920528938		1.4802783908		1.5690440783





APV Approach Constant

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												124.42

		CF				3.20		3.20		5.60		6.42		131.22

		PV		88.6913		2.8624		2.5605		4.0081		4.1103		75.1500

		Value of Operations		88.69		102.36		109.29		114.50		119.41		131.22

		Debt Level		33.21		51.18		54.64		57.25		59.70		65.61

		Interest Expense				2.99		3.22		3.48		3.70		3.92

		Interest Tax Savings				1.1955605642		1.2888143502		1.3920528938		1.4802783908		1.5690440783

		Horizon Value Tax Savings												28.7092923251

		Total CF (Tax Shield)				1.1955605642		1.2888143502		1.3920528938		1.4802783908		30.2783364034

		Value (Tax Shield)		21.3849862806		1.069439433		1.0312396141		0.9963446069		0.947723934		17.3402386926

		Value of Operations		110.0763

		Value of Debt		27

		Value of Equity		83.0763





APV Approach Variable

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												124.42

		CF				3.20		3.20		5.60		6.42		131.22

		PV		88.6913		2.8624		2.5605		4.0081		4.1103		75.1500

		Value of Operations		88.69		95.95		104.07		110.74		117.38		131.22

		Debt Level		44.35		47.98		52.03		55.37		58.69		65.61

		Interest Expense				4.21		4.56		4.94		5.26		5.58

		Interest Tax Savings				1.6851347064		1.8230660126		1.9772638336		2.104046512		2.2302009252

		Horizon Value Tax Savings												40.8066868179

		Total CF (Tax Shield)				1.6851347064		1.8230660126		1.9772638336		2.104046512		43.0368877431

		Value (Tax Shield)		30.3753617543		1.5073678062		1.458718931		1.4152020845		1.3470812316		24.646991701

		Value of Operations		119.0667

		Value of Debt		27

		Value of Equity		92.0667





FCFE Approach

		FCFE Calculation based on APV Apporach Variable

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCFF				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				2.53		2.73		2.97		3.16		3.35

		Plus Change in Debt				17.35		3.63		4.06		3.34		3.32

		FCFE				18.02		4.10		6.69		6.60		6.77

		FCFE Calculation based on Constant Capital Structure Approach

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCFF				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest Expense				1.79		1.93		2.09		2.22		2.35

		Plus Change in Debt		6.21		2.59		2.87		2.45		2.47		4.67

		FCFE		6.21		4.00		4.13		5.96		6.67		9.11





Exam Matrix

				Capital Structure

				Corporate Valuation Constant				APV Variable

		Equity Risk Premium		4.50%				4.50%														FCFE Calculation based on Constant Capital Structure

		Risk Free Rate		3.50%				3.50%																1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Beta		1.35				1.35														FCFF				3.20		3.20		5.60		6.42		6.80

		Tax Rate		0.30				0.30														Total Debt		33.2		35.8		38.7		41.1		43.6		46.2

		rd		8.50%				11.00%														Original Amount of Debt =$27M

		wd		0.35				0.50														Interest Expense				2.9889		3.2220		3.4801		3.7007		3.9226

		ws		0.65				0.50

		LT Growth Rate		6.00%				6.00%

		rsu

		rsL

		WACC

		Value of Operations

		Unlevered Value of Operations

		Horizon Value

		Interest Tax Savings

		Horizon Value Tax Shield

		PV Value of Tax Shield

		Value of Unlevered Operations

		Value of Operations

		Value of Debt

		Value of Equity

										1		2		3		4		5

								1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF								3.20		3.20		5.60		6.42		6.80

		Horizon Value

		CF								3.20		3.20		5.60		6.42

		PV of Cash Flows





		Value of Operations



		Debt Level with 35% Debt						44.35		47.98		52.03		55.37		58.69		65.61

		Debt Level with 50% Debt

		Interest Expense								4.21		4.56		4.94		5.26		5.58



		Interest Tax Savings								1.685134706		1.823066013		1.977263834		2.104046512		2.230200925

		Horizon Value Tax Savings																40.80668682

		Total CF (Tax Shield)								1.685134706		1.823066013		1.977263834		2.104046512		43.03688774

		Value (Tax Shield)						30.37536175		1.507367806		1.458718931		1.415202084		1.347081232		24.6469917



		Value of Operations						119.0667

		Value of Debt						27

		Value of Equity						92.0667
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FCFE Calculation based on 

Constant Capital Structure

1/1/08 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

FCFF 3.20 3.20 5.60 6.42 6.80

Total Debt 33.2 35.8 38.7 41.1 43.6 46.2

Original Amount of Debt =$27M

Interest Expense 2.9889 3.2220 3.4801 3.7007 3.9226


Microsoft_Office_Excel_Worksheet2.xlsx
Sheet1

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Debt		33.2		35.8		38.7		41		43.6		46.2

		0.09		2.988		3.222		3.483		3.69		3.924		4.158

		0.095		3.154		3.401		3.6765		3.895		4.142		4.389

						1.1952		1.2888		1.3932		1.476		1.5696		1.6632

						1.2616		1.3604		1.4706		1.558		1.6568		1.7556





Panel A, B, C

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Net Sales				105.00		126.00		151.00		174.00		191.00

		Growth rate						1.2000		1.1984		1.1523		1.0977

		CoGS				80.00		94.00		113.00		129.30		142.00

								1.175		1.2021276596		1.1442477876		1.098221191

		Selling, General & Administrative				10.00		12.00		13.00		15.00		16.00



		Depreciation				8.00		8.00		9.00		9.00		10.00

		EBIT				7.00		12.00		16.00		20.70		23.00

		Interest Expense

		Debt		33.20		35.80		38.70		41.10		43.60		46.20

		Total Net Operating Capital		116.00		117.00		121.00		125.00		131.00		138.00

		Panel B

		Tax Rate		0.4

		NOPAT=EBIT(1-T)				4.20		7.20		9.60		12.42		13.80

		Less Net Investment in Operating Capital				1.00		4.00		4.00		6.00		7.00

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Panel C

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				0.00		0.00		0.00		0.00		0.00

		Plus Change in Debt

		FCFE		0.00		3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				1.80		1.92		2.10		2.22		2.34

		Plus Change in Debt		6.2		2.6		2.9		2.4		2.5		3





Perm Change in Capital Structur

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Net Sales				105.00		126.00		151.00		174.00		191.00

		Growth rate						1.2000		1.1984		1.1523		1.0977

		CoGS				80.00		94.00		113.00		129.30		142.00

								1.175		1.2021276596		1.1442477876		1.098221191

		Selling, General & Administrative				10.00		12.00		13.00		15.00		16.00



		Depreciation				8.00		8.00		9.00		9.00		10.00

		EBIT				7.00		12.00		16.00		20.70		23.00

		Interest Expense

		Debt		33.20		35.80		38.70		41.10		43.60		46.20

		Total Net Operating Capital		116.00		117.00		121.00		125.00		131.00		138.00

		Panel B

		Tax Rate		0.4

		NOPAT=EBIT(1-T)				4.20		7.20		9.60		12.42		13.80

		Less Net Investment in Operating Capital				1.00		4.00		4.00		6.00		7.00

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Panel C

		Free Cash Flow				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				0.00		0.00		0.00		0.00		0.00

		Plus Change in Debt		6.20		2.60		2.90		2.40		2.50		2.60

		FCFE		6.20		5.80		6.10		8.00		8.92		9.40



				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225



		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%







						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												185.14

		CF				3.20		3.20		5.60		6.42		191.94

		PV		123.4662		2.8624		2.5605		4.0081		4.1103		109.9249

		Value of Operations		123.47		144.00		155.04		164.78		174.66		191.94

		Debt Level @ 50%		61.73		72.00		77.52		82.39		87.33		0.00

		Interest Expense												8.2965





Constant Capital Structure

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												153.13

		CF				3.20		3.20		5.60		6.42		159.93

		PV		110.0763		2.8905		2.6110		4.1273		4.2740		96.1736

		Value of Operations		110.08		118.66		128.17		136.29		144.46		159.93

		Debt Level @30.17%		33.21		35.80		38.67		41.12		43.58		48.25

		Interest Expense				2.99		3.22		3.48		3.70		3.92

		Interest Tax Savings				1.1955605642		1.2888143502		1.3920528938		1.4802783908		1.5690440783





APV Approach Constant

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												124.42

		CF				3.20		3.20		5.60		6.42		131.22

		PV		88.6913		2.8624		2.5605		4.0081		4.1103		75.1500

		Value of Operations		88.69		102.36		109.29		114.50		119.41		131.22

		Debt Level		33.21		51.18		54.64		57.25		59.70		65.61

		Interest Expense				2.99		3.22		3.48		3.70		3.92

		Interest Tax Savings				1.1955605642		1.2888143502		1.3920528938		1.4802783908		1.5690440783

		Horizon Value Tax Savings												28.7092923251

		Total CF (Tax Shield)				1.1955605642		1.2888143502		1.3920528938		1.4802783908		30.2783364034

		Value (Tax Shield)		21.3849862806		1.069439433		1.0312396141		0.9963446069		0.947723934		17.3402386926

		Value of Operations		110.0763

		Value of Debt		27

		Value of Equity		83.0763





APV Approach Variable

				Capital Structure

				Constant		Shift		Shift Prime

		Equity Risk Premium		5%		5%		5%

		Risk Free Rate		7%		7%		7%

		Beta		1.2		1.2		1.600

		Tax Rate		0.4		0.4		0.4

		rsL		13.00%		14.09%		15.00%

		rd		9%		9.50%		9.50%

		wd		0.3017		0.5		0.5

		ws		0.6983		0.5		0.5

		rsu		0.117932		0.117932		0.1225

		WACC		0.1070708		0.098932		0.1035

		LT Growth Rate		6%

						1		2		3		4		5

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF				3.20		3.20		5.60		6.42		6.80

		Corp Valuation Horizon Value												124.42

		CF				3.20		3.20		5.60		6.42		131.22

		PV		88.6913		2.8624		2.5605		4.0081		4.1103		75.1500

		Value of Operations		88.69		95.95		104.07		110.74		117.38		131.22

		Debt Level		44.35		47.98		52.03		55.37		58.69		65.61

		Interest Expense				4.21		4.56		4.94		5.26		5.58

		Interest Tax Savings				1.6851347064		1.8230660126		1.9772638336		2.104046512		2.2302009252

		Horizon Value Tax Savings												40.8066868179

		Total CF (Tax Shield)				1.6851347064		1.8230660126		1.9772638336		2.104046512		43.0368877431

		Value (Tax Shield)		30.3753617543		1.5073678062		1.458718931		1.4152020845		1.3470812316		24.646991701

		Value of Operations		119.0667

		Value of Debt		27

		Value of Equity		92.0667





FCFE Approach

		FCFE Calculation based on APV Apporach Variable

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCFF				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest				2.53		2.73		2.97		3.16		3.35

		Plus Change in Debt				17.35		3.63		4.06		3.34		3.32

		FCFE				18.02		4.10		6.69		6.60		6.77

		FCFE Calculation based on Constant Capital Structure Approach

				1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCFF				3.20		3.20		5.60		6.42		6.80

		Less A-T Interest Expense				1.79		1.93		2.09		2.22		2.35

		Plus Change in Debt		6.21		2.59		2.87		2.45		2.47		4.67

		FCFE		6.21		4.00		4.13		5.96		6.67		9.11





Exam Matrix

				Capital Structure

				Corporate Valuation Constant				APV Variable

		Equity Risk Premium		4.50%				4.50%														FCFE Calculation based on Constant Capital Structure

		Risk Free Rate		3.50%				3.50%																1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		Beta		1.35				1.35														FCFF				3.20		3.20		5.60		6.42		6.80

		Tax Rate		0.30				0.30														Total Debt		33.2		35.8		38.7		41.1		43.6		46.2

		rd		8.50%				11.00%														Original Amount of Debt =$27M

		wd		0.35				0.50														Interest Expense				2.9889		3.2220		3.4801		3.7007		3.9226

		ws		0.65				0.50

		LT Growth Rate		6.00%				6.00%

		rsu

		rsL

		WACC

		Value of Operations

		Unlevered Value of Operations

		Horizon Value

		Interest Tax Savings

		Horizon Value Tax Shield

		PV Value of Tax Shield

		Value of Unlevered Operations

		Value of Operations

		Value of Debt

		Value of Equity

										1		2		3		4		5

								1/1/08		12/31/08		12/31/09		12/31/10		12/31/11		12/31/12

		FCF								3.20		3.20		5.60		6.42		6.80

		Horizon Value

		CF								3.20		3.20		5.60		6.42

		PV of Cash Flows





		Value of Operations



		Debt Level with 35% Debt						44.35		47.98		52.03		55.37		58.69		65.61

		Debt Level with 50% Debt

		Interest Expense								4.21		4.56		4.94		5.26		5.58



		Interest Tax Savings								1.685134706		1.823066013		1.977263834		2.104046512		2.230200925

		Horizon Value Tax Savings																40.80668682

		Total CF (Tax Shield)								1.685134706		1.823066013		1.977263834		2.104046512		43.03688774

		Value (Tax Shield)						30.37536175		1.507367806		1.458718931		1.415202084		1.347081232		24.6469917



		Value of Operations						119.0667

		Value of Debt						27

		Value of Equity						92.0667
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