HOMEWORK #3
CASE STUDY:  Expo Hotel Corporation LBO
COMPANY OVERVIEW

Expo Hotel Corporation operates as a hotel franchisor worldwide. The company franchises lodging properties under the brand names of Beautiful Inn, Beautiful Suites, Expo and Experience Suites. As of December 31, Year 0 the company had approximately 6,900 franchised hotels with 56,000 rooms in approximately 40 countries and territories. In Year 0 the company posted EBITDA of $500 million.
LBO Transaction
Whitestone Partners, (PW), a Private Equity firm signed an agreement to acquire Expo Hotel Corporation (“Expo”) a publicly traded company, for $37.50 per share. Total acquisition cost includes the purchase of 100% of Expo’s 100 million shares and the refinancing of $750 million of existing debt. In addition to the acquisition there will be transaction fees are $100 million.
TRANSACTION OVERVIEW:

PW is in the process of raising the necessary funds to cover the purchase all the shares of the company, refinance Expo’s existing debt and pay for transaction fees. The proposed structure is as follows: 
Bank Debt: JPP Bank approved a 2-tranch loan (Revolver, Term Loan B) based on the Company’s last year’s EBITDA (Year 0). The Money Terms were as follows:

REVOLVER: $200 Million ($0 funded on day one) assume no unfunded expense
TERM LOAN A: No Term Loan A raised
TERM LOAN B 
	Amount:
	3.0x Year 0 EBITDA 

	Interest:
	LIBOR + 4.0%

	Term:
	7 years

	Scheduled Payment
	Year 1: 1%, Year 2: 1%, Year 3: 1%, Year 4: 1%, Year 5: 1%, Year 6: 1%, Year 7: 94%


LIBOR ASSUMPTIONS:

Starting LIBOR at 2.5% and increase 0.5% in Year 2, increase 0.5% in Year 3 and increase 1.0% in Year 4
Senior Unsecured Notes
Morgan Stanley, an investment bank, managed to raise the Senior Unsecured Notes. The Money Terms were as follows:
	Amount:
	2.5X Year 0 EBITDA

	Interest:
	8%

	Term:
	8 years

	Scheduled Payment
	Year 1 – 7: 0%, Year 8: 100% (bullet payment)


Equity:

The Balance of the financing. The Expected equity return is calculated based on CAPM where the Risk-Free Rate is 2.0%, the Market Return is 12% and the industry Beta is 2.0x. 

Using the templated that is provided separately:

1. Prepare a Transaction Sources & Uses
2. Calculate the WACD and after tax WACC (use 36% tax rate)
3. Prepare the Debt Schedules for Term Loan B and Senior Unsecured Notes
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