MIDTERM REVIEW:
1. FINANCIAL ANALYSIS (Input: 2 years of Balance Sheet / 2 years on Income Statement) 25 points
a. Preparation of Cash Flow Statement (Homework 15.2)
b. Calculate Financial Ratios
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2. PROJECTIONS (15 points)
a. Prepare 5-year projections for Income Statement – down to EBITDA (Homework 16.1)
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3. DEBT SCHEDULES AND BANK PROFORMA ANALYSIS (30 points)
a. INPUT: Debt Outstanding, LIBOR Spread, Debt Payments, LIBOR and LIBOR Increases
i. Build a Debt Schedule with interest rate calculation using LIBOR and LIBOR Spread
[image: ]



b. INPUT: Pre-transaction Balance Sheet and Transaction Sources & Uses 
i. Build the Transaction Debt and Credit Adjustments
ii. Post Transaction opening Balance Sheet 

[image: ]



4. VALUATION ANALYSIS (30 points)
a. Methods 1-5 public traded company valuation 
i. Method 1: EV = Eq + D – C and EQ = SO x SP
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ii. Method 2: Intrinsic Value  (Future Stock + Div )/CAPM
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iii. Method 3: DDM  V = Div / (CAPM – Growth rate)
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iv. Method 4: EBITDA Trading Multiple Method
[image: ]
v. Method 5: EBITDA Acquisition Multiple   
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b. Method 6 (DCF but limited) public company valuation – the only thing you need to know is that if I give you the Stream Cash Flows and calculate the Terminal Value you can calculate the EV and stock price
[image: ]
TIP: Know how to calculate CAPM, WACC, Terminal Values using EBITDA Multiples and Perpetuity Method
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Hyatt Hotels Corporation

CORPORATE VALUATIONS

METHOD #2- Intrinsic Value

Using CAPM = k = Rf + ( Beta * Premium )

Risk Free = 1.50%
Beta= 1.11x
Premium= 9.00%
Market Return (Rf + Premium)= 10.50%

Hyatt's Enteprise Value 8,959,302

Intrinsic Value = V0 =[ E(D1) + E (P1)] / (1+k)

D1= $0.76

Analyst Est. $1.25 (Average Eamings per share)
PE Multiple 18.98x

Exp (P1)= $90.00 (Avg Target by Analysts for 9/19)
k= 11.5%
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Hyatt Hotels Corporation

CORPORATE VALUATIONS

METHOD #3- Dividend Discount Model (DDM)

Constant-Growth DDM (Gordon Model) VO = D1 / (k-g) Expected HPR = E 9r) = [E (d1) + (E(p1) - P0) / PO
D1= $0.76 Dividend (d1) $0.76 (No growth)
Expected Equity Return (k)= 11.49% P1=P0+D $76.99

Expected Growth (g @90% of Return) = 10.34% historical PO $ 76.23

Hyatt's Enteprise Value 8,099,763
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Hyatt Hotels Corporation

CORPORATE VALUATIONS

METHOD #4 -Average EBITDA Industry Trading Multiples
[ SP [ so [sP*so=eq@[ D c h+p-c=f E [ EVIE ]
Stock Price Stocks Debt Enterpris
(as of Outstanding |[Equity Value| (ST&LT) Cash e Value | EBITDA |[EBITDA
Company Symbol 2/28/2020) ($000) ($000) ($000) | ($000) | ($000) | ($mm) |Multiple Beta
Choice Hotels International CHH $ 92.29 55,730 5,143,322 872,880 33,770 | 5,982,432 371,170 16.12x|  0.96x
Hilton Worldwide Holdings Inc. HLT $ 95.71 286,860 27,455,371 | 9,160,000 538,000 | 36,077,371 | 1,910,000 18.89x|  1.07x
Intercontinental Hotel HG $ 55.13 182,030 10,035,314 | 2,840,000 199,000 | 12,676,314 925,000 13.70x|  0.92x
Marcus Corporation MCs $ 2672 22,990 614,293 486,360 26,690 | 1,073,963 141,700 7.58x|  0.53x
Marriott International MAR $ 124.00 326,940 40,540,560 | 11,950,000 225,000 | 62,265,560 | 2,520,000 20.74x|  1.28x
Park Hotels & Resorts Inc. PK $ 18.26 239,390 4,371,261 | 4,130,000 346,000 | 8,155,261 649,330 12.56x|  1.41x
Wyndham Worldwide WH $ 50.95 96,430 4,913,109 | 2,160,000 94,000 | 6,979,109 573,000 12.18x|  1.81x
‘Hy:ll H $ 76.23 102,060 7,780,000 | 1,612,000 961,000 | 8,431,000 585,000 14.41x|  1.41x
EBITDA * Average Multiple 585,000 14.69x Average 14.54x 1.14x
Outliers 14.69x
‘Hy)m's Enteprise Value 8,593,652 ‘
Less Debt (1,612,000)
Plus Cash 961,000
Equity Value 7,942,652
Shares Outstanding 102,060

Value per Share
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METHOD #5 - Usi

Averge EBITDA Transactio

ultiples (M&A Comparable Method)

Calculations AP SO AP * SO =EQ ND EQ+ND =EV E EV/E
Acquisiti Equity Total Net EBITDA
on Price Shares Value Debt Enterprise (last EBITDA
Target Acquirer IShare | Outstanding ($mm) ($mm) | Value (EV) |reported) | Multiple
Hilton Hotels Blackstone Group $ 4750 390,400,000 | $  18,544.00 | $ 6,180.00 | $ 24,724.00 | § 1,680.00 14.72x]
Four Seasons N gtom ol st s 8200 33,078,000 |§ 330000 |$ 27868 |S 357868 |5 11218 31.90x
Gates' Cascade

Fairmont/Rafles Kingtom Hotels Int'l $  45.00 73,333,333 |$ 330000 |$ 12350 |$ 342350 |$  187.20 18.29x|

Hilton International Hilton Hotels Corp. $ 5,578.00 | § - $ 5578.00 | $§  504.00 11.07x|

Starwood Hotels Host Marriott $ 4,096.00 |$ 315.08 13.00x|

La-Quinta Corp Blackstone Group $ 122 203|$ 247400 |$ 92571($  3.400.00 |$§ 229.70 14.80x]

Wynham Int'l Blackstone Group $ 1.15 172,053,000 | § 197.86 |$ 268196 |$ 287982 |$ 275.18 10.47x]

John Q. Hammons Hotels JQH Acquisition LLC $ 2400 19,583 | § 47000 |$ 76520 |$ 123500 |$  123.07 10.00x]

Societe du Louvre Starwood Capital $ 1,028.90 | $ 91.05 11.30x|

Intercontinental Hotels LRG $ 981.00 | $ 106.63 9.20x]

Boca Resorts Blackstone Group $  24.00 40,284,000 | $ 96682 |$ 21729 |$ 1.184.11|$  90.07 13.15x]

Prime Hospitality Blackstone Group $ 1225 44,808,000 | $ 548.90 | $ 24360 | $ 79250 |$  55.12 14.38x|

Extended Stay Blackstone Group $  19.93 95,077,000 [$ 189488 |$ 123150 |[$§ 3.126.38 |$  224.85 13.90x]
Average 14.32x

‘nytt's Enteprise Value 7,714,862 | 585,000 13.19x Adjust. Out 13.19x

Less Debt (1,612,000)

Plus Cash 961,000

Equity Value 7,063,862

Shares Outstanding 102,060

Value per Share
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Hyatt Hotels Corporation

CORPORATE VALUATIONS

METHOD #6 count Cash Flow Valuation Analysis
vear 7 2 s 4 5 G
Discout Cash Flow Valuation Analysis Historical Projected | Input Actual EXITYEAR
Assumptions | Assumptions | 12/31/2019 12/31/2020 12/31/2021 12/31/2022 12/31/2023 12/31/2024 12/31/2025
Revenues 4,763,000 4,905,890 5,249,302 5,616,753 6,009,926 6,430,621 6,880,765
Revenue Growth 3.0% 7.0% 7.0% 7.0%| 7.0%| 7.0%
Cost of Revenues (CoGS) 82.0% 80.0% (3.905,660)| (3,924,712) (4,199,442) (4,493,403) (4,807,941)| (5,144,497)| (5,504,612)
Operating Expenses (Excl. Non-rec.) 13.4% 13.0% (636,340)|  (637,766) _ (682,409)  (730,178)  (781,290)|  (835,981)|  (894,499)
EBIT 221,000 343,412 367,451 393,173 420,695 450,143 481,654
Less Taxes (tax rate x of EBIT) 220% - (75,551) (80,839) (86,498) (92,553) (99,032)|  (105,964)
Plus Depreciation 76% 75% 364,000 367,942 393,698 421,257 450,744 482,297 516,057
Less Working Capital 0.0% 00% - - - - - -
Less Capex 7.8% 75% (369,999)| (367,942) (393,698) (421,257) (450,744) (482,297) (516,057)
Cash Flow 215,001 267,862 286,612 306,675 328,142 351,112 375,690
EBITDA 585,000 711,354 761,149 814,429 871,439 932,440 997,711
Debt (assuming 5% reduction of intial principal per year) 1,612,000 1,531,400 1,450,800 1,370,200 1,289,600 1,209,000 1,128,400
Terminal Value Assumptions Growth
EBITDA Multiple Method 14.69x (EBITDA x EBITDA Multiple) 13,697,547
Perpetuity Method 922% 7.00% Next Year's Cash Flow / (Discount Rate - Growth) 16,948,848
Average 15,323,198
Less Debt Outstanding (at Exit) (1,209,000)
Plus Cash (at Exit) =
Equity Value at Terminal 14,114,198
PV (for $1)
Equity Cash Flows 267,862 286,612 306,675 328,142 14,465,309
0.8969414 $240,256
0.8045039 $230,580
0.7215929 $221294 +—
0.6472266 $212,382
0.5805243 $8,397 464
$9,301,977 Cost of Equity Calc Interest 12/19 (S 000s)
Risk Free Rate (5 year) 1.50%)| 75,000
PV of Equity + PV of Debt |Premium based on MC = 9.00%)| 4.65% Rate
PV of Equity $9,301,977 Hyatt Bota = 1.11x
+PV of Debt 1,612,000 Expected Equity Retum = | 11.5%)|
+PV of Cash (961,000)
Hvatt's Enterprise Value 9,952,977 | 'WACC Cale:  12/31/2019 Cap AT RoR WACC|
Less Debt (1,612,000) Debt 1,612,000 28.9% 3.629% 1.050%|
Plus Cash 961,000 BV Equity 3,962,000 711% 11.490% 8.167 %)|
Equity Value 9,301,977 5,574,000 100.0% 9.217%)
Shares Outstanding 102,060

Value per Share
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Balance Sheet (000's) Income Statement (000's)

2016 2017 2016 2017

Current Assets Revenues by Geography

 Cash 67,500             86,100               U.S. 1,200,000         1,400,000        

 Accounts Receivable 67,500             87,000               Europe 180,000            210,000           

 Inventories 52,500             65,000               Asia 60,000              75,000             

 Prepaid Expenses 15,000             13,000             Total Revenue 1,440,000         1,685,000        

Total Current Assets 202,500           251,100          

Cost of Revenues by Geography

Property and Equipment   U.S. 330,000            405,000           

 Land 3,750,000        3,750,000          Europe 150,000            172,500           

 Building 675,000           800,000             Asia 37,500              52,500             

 Furniture & Equipment 75,000             100,000           Total Cost of Revenue 517,500            630,000           

Total Gross P&E 4,500,000        4,650,000       

Less Accumulated Depreciaition (450,000)          (550,000)          Gross Profit 922,500            1,055,000        

Net P&E 4,050,000        4,100,000       

Operating Expenses

Long-Term Investments 300,000           400,000            Administrative & General 217,500            247,500           

 Marketing Expenses 112,500            120,000           

Total Assets 4,552,500        4,751,100         Other Operating Expenses 15,000              18,000             

Total Operating Expenses 345,000            385,500           

Liabilities and Owners Equity

EBITDA 577,500            669,500           

Current Liabilities

 Accounts Payable 52,500             65,000             Depreciation 90,000              100,000           

 Accrued Income Taxes 18,000             15,000            

 Accrued Expenses 15,000             10,000             EBIT 487,500            569,500           

 Current Portion of Long Term Debt 30,000             30,000            

Total Current Liabilities 115,500           120,000           Interest Expense 144,000            136,000           

Long-Term Debt: 1,800,000        1,700,000        EBT 343,500            433,500           

Deferred Income Taxes 18,000             22,000             Taxes 137,400            173,400           

Total Liabilties 1,933,500        1,842,000        Net Income 206,100            260,100           

Owners' Equity

 Common Stock 1,500,000        1,500,000       

 Paid-in-Capital -                        30,000            

 Retained Earnings 1,119,000        1,379,100       

Total Owners' Equity 2,619,000        2,909,100       

Total Liabilities & Owner's Equity 4,552,500        4,751,100       
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GREEN LANDSCAPE SERVICES

Problem 16-1

3

INPUT OPERATING ASSUMPTIONS

4

Historical

5

INCOME STATEMENT ASSUMPTIONS

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8

6

Revenue Worksheet Assumptions

7

Average Revenue Per Service (ARPS)

$60.00 $63.60 $67.42 $71.46 $75.75 $80.29 $85.11 $90.22 $95.63

8

   ARPS Growth

6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

9

Average Number of Services per Customer per Year 10                             10                             10                             10                             10                             10                             10                             10                             10                         

10

Number of Total Customers

2,000,000                  2,040,000                  2,080,800                  2,122,416                  2,164,864                  2,208,162                  2,252,325                  2,297,371                  2,343,319              

11

  Customers Growth

2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%

12

13

Total Revenue

1,200,000,000         1,297,440,000         1,402,792,128         1,516,698,849         1,639,854,795         1,773,011,005         1,916,979,498         2,072,638,234         2,240,936,458     

14

15

Cost of Revenue as % of Revenue 50.0% 45.0% 45.0% 45.0% 45.0% 45.0% 45.0% 45.0% 45.0%

16

Operating Expenses as % of Revenue 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%

24

25

INCOME STATEMENT

26

($ 000's)

Historical

27

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8

28

REVENUE 1,200,000,000         1,297,440,000         1,402,792,128         1,516,698,849         1,639,854,795         1,773,011,005         1,916,979,498         2,072,638,234         2,240,936,458     

29    Sales Growth 8.1% 8.1% 8.1% 8.1% 8.1% 8.1% 8.1% 8.1%

30

31

COST OF SALES (excl. Deprec.)

600,000,000             583,848,000             631,256,458             682,514,482             737,934,658             797,854,952             862,640,774             932,687,205             1,008,421,406      

32

Gross Profit

600,000,000             713,592,000             771,535,670             834,184,367             901,920,137             975,156,053             1,054,338,724          1,139,951,028          1,232,515,052      

33    Gross Margin 50.0% 55.0% 55.0% 55.0% 55.0% 55.0% 55.0% 55.0% 55.0%

34

35

Selling, General & Administrative Expenses

360,000,000             389,232,000             420,837,638             455,009,655             491,956,439             531,903,301             575,093,849             621,791,470             672,280,937         

36

EBITDA

240,000,000             324,360,000             350,698,032             379,174,712             409,963,699             443,252,751             479,244,875             518,159,558             560,234,115         

37    % Sales 20.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

38

PROJECTED

PROJECTED
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DEBT SCHEDULES / ANALYSIS

($ 000's)

Historical

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8

Interest Rate Assumptions

LIBOR Rate

2.50%

3.00% 3.50% 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%

LIBOR Iincrease / Decrease

0.5% 0.5% 1.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Term Loan 

Outstanding 1,725,545           1,708,289            1,691,034            1,673,778            1,656,523            1,639,268            1,622,012            1,604,757            -                        

Scheduled Principal Payment 

17,255                17,255                17,255                17,255                17,255                17,255                17,255                1,604,757          

Interest Payment IRR

120,788              128,122              143,738              142,271              140,804              139,338              137,871              136,404             

Total P+I 8.10% (1,725,545)        

138,044              145,377              160,993              159,527              158,060              156,593              155,126              1,741,161          

Spread

4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

Interest rate 7.00% 7.50% 8.50% 8.50% 8.50% 8.50% 8.50% 8.50%

Principal Payment %

1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 93.0%

PROJECTED
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BALANCE SHEET

($ 000's)

Pre-

Transaction

Post -

Transaction

Year 0 Debit Credit Year 0

Current Assets

Cash 50,000              50,000              

Accounts Receivable 160,000            160,000            

Other Current Assets 20,000              20,000              

Total Current Assets 230,000            230,000            

Goodwill 2,865,000          2,865,000         

Capitalized Fees 100,000             100,000            

Tangible Assets (Net PP&E) 1,500,000         1,500,000         

Invesment in JV 35,000              35,000              

  Total Assets 1,765,000         4,730,000         

Current Liabilities

Accounts Payable 50,000              50,000              

Other Current Liabilities  30,000              30,000              

Total Current Liabilities 80,000              80,000              

Existing Long Term Debt 750,000            750,000             -                    

Revolver -                     -                    

Term Loan  1,725,545          1,725,545         

Senior Unsecured Notes 1,437,954          1,437,954         

Total Long Term Debt 750,000            3,163,499         

Other Liabilities / Deferred Taxes 50,000              50,000              

Total Liabilities 880,000            3,293,499         

Shareholder's Equity

  Common Stock 445,000            445,000             1,436,501          1,436,501         

Retained Earnings 440,000            440,000             -                    

Total Shareholder's Equity 885,000            1,436,501         

Total Liabilities & Equity 1,765,000         4,600,000          4,600,000          4,730,000         
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Hyatt Hotels Corporation

CORPORATE VALUATIONS

METHOD #1 - Market Value / Using the Stock Price

Calculations—» sP so SP*SO=EQ D c EQ+D-C=EV
Stock Price Stocks Equity Debt (ST&LT) Cash
(as of Outstanding Value 12/31/2019 | 12/31/2019 | Enterprise Value
Company |Symbol 2/28/2020) ($000) ($000) ($000) ($000) ($000)
Hyatt H $ 76.23 102,060 7,780,000 1,612,000 961,000 8,431,000





