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Samira has been working at an accounting firm in Jeddah where her family lives.  Since graduating from Beder International University in Hargeisa, she has developed a strong interest in finance, and enjoys reading finance-related news stories on the internet and even completed a training course in Jeddah on corporate valuation.  Her efforts are about to pay off; she has just been notified that she has made it to the second-round interview stage with Ernst and Young in Dubai for a position as financial analyst in the Mergers and Acquisitions Advisory Services group.  The interview requires the analysis of the following case study:
Your client is interested in acquiring a company in the consumer products industry.  You are working on a valuation analysis for two companies which your client is evaluating for acquisition.  After the acquisition, your client plans on holding the company for at least ten years.  Current stock price information and EPS projections for one year and three years in the future are provided below:
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REQUIRED:
Perform the following calculations and analysis:
· Calculate the P/E ratio for both companies based on EPS in year one.
· Calculate the P/E ratio for both companies based on EPS in year three.
· Provide your interpretation of the difference between companies in both calculations as well as why this difference is increasing or decreasing over time.
· Calculate the P/E ratio for both companies based on EPS in year six.
Once you have completed your analysis, make an investment recommendation to your client.
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Stock price $22.35 $41.20

EPS in 1 year $0.90 $3.12

PE ratio

EPS in 3 years $1.96 $3.90

PE ratio

Annual EPS growth, years 4-6 10% 2%

Companies


