Corporate Finance
Course Project
20 Marks
***DUE DATE: Friday, 19 May, 630pm, submission via email***

Power Players Corp. is evaluating the acquisition of Turnover Inc.  The following information relates to Turnover:
[image: ]
Power plans to hold Turnover for three years, and to sell the company at the end of this period.
Power’s lender has indicated that it will provide financing based on the following terms:
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Power’s investment bankers have performed due diligence on Turnover and the industry, and have arrived at the following assumptions:
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REQUIRED:
a) Based on the loan terms and the purchase price, calculate the loan amount for the acquisition.

b) Based on the answer to a), calculate the equity required for the transaction.

c) [bookmark: _GoBack]Create forecast income statements for 2017/8/9 based on the 2016 reported results and the assumptions provided.  NOTE: interest expense is based on the loan amount for the transaction; use the beginning of year loan amount from the debt schedule in e) to calculate interest.

d) Create a cash flow analysis to calculate cash available for debt paydown (net income + depreciation – capital expenditures – working capital increase).

e) Create a debt schedule showing beginning balance, debt payment, ending balance, and interest expense.

f) Create an NPV analysis showing proceeds from the divestiture at end of year 3, final debt payment, net cash flows, PV cash flows and project NPV.

g) Will you approve the investment proposal?  Why or why not?
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Turnover Inc. 2016

Sales 6,800,000 $    

Cost of goods sold 3,250,000 $    

Gross profit 3,550,000 $    

Operating expenses 1,960,000 $    

Depreciation 480,000 $        

EBIT 1,110,000 $    

Interest expense 180,000 $        

EBT 930,000 $        

Income tax expense 260,000 $        

Net Income 670,000 $        
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Interest rate 7.20%

DSCR (based on 2016 EBIT) 2.50                  

Debt to equity ratio 1.0                    
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Operating Assumptions 2017 2018 2019

Sales growth 12.0% 8.0% 6.0%

Gross margin 52.0% 53.0% 54.0%

Operating expenses as a % of sales 29.0% 28.0% 28.0%

Depreciation as a % of sales 7.0% 7.0% 7.0%

Income tax rate 28.0% 28.0% 28.0%

Capital expenditures as a % of sales 3% 3% 3%

Working capital increase as a % of sales 1% 1% 1%

Transaction Assumptions

Purchase price 14,200,000 $  

Valuation EBITDA multiple end of year 3 6.5                    

NPV analysis discount rate 16.0%


