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1) You are considering an LBO of Western Transportation Inc. (WTI).  WTI has annual operating cash flow of $3,500,000 and no debt.  The purchase price is $25,000,000; you would like to invest $7,500,000 (30% equity) and you have requested 70% financing from lenders.  The lenders’ terms include an interest rate of 7.45% and a DSCR of 3.5x.  Will you be able to obtain the requested financing?  If not, what is the maximum financing you can arrange?  Based on the final loan terms, what is the equity amount you need to complete the transaction?

2) Assume you pursue the transaction at the maximum possible debt (from previous question) with the following assumptions:
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a) Complete a debt schedule for the investment.
b) Complete a cash flow analysis for the investment.
c) Do you recommend the investment?  Why or why not?
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Assumptions 2017 2018 2019 2020 2021

Operating cash flow change 10% 10% 10% 10% 10%

Annual capital expenditures 800,000 $         800,000 $         800,000 $         800,000 $         800,000 $        

Exit operating cash flow multiple 7.0                    

NPV analysis discount rate 18.0%


