FINANCIAL MODELLING FINAL EXAM REVIEW
SECTION 1 – CASH FLOW AND RATIO ANALYSIS (30 points)
1. INPUT: 2 years Balance Sheet and Income Statements
OUTPUT: Prepare a Cash Flow Analysis and Calculate Ratios

CELERITY TECHNOLOGY CASH FLOW AND RATIOS CASE STUDY
HOME SUITES (COVENANT ANALYSIS)
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/Cash_Flow_and_Ratio_Analysis.xlsx
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SECTION 2 – DCF AND EQUITY RETURN (40 points)
  
1. INPUT: Loan Agreement – Money Terms
OUTPUT: Prepare a Debt Schedule and Weighed Average Dollar Debt Return (IRR)
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ALEXANDRIA HOTEL CASE LBO STUDY
PROJECT II – PUBLIC TO PRIVATE
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/case_study_chapter_17_alexandria_hotel_private_company_dcf_and_rerurn.xls


2. INPUT: Operating Assumptions
OUTPUT: Build 5–7-year Income and cash flow projections
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ALEXANDRIA HOTEL CASE LBO STUDY
PROJECT II – PUBLIC TO PRIVATE 
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/case_study_chapter_17_alexandria_hotel_private_company_dcf_and_rerurn.xls


3. INPUT: Provide Cash Flows, EBITDA, Debt Levels, Expected Return, Terminal Value Information
OUTPUT:  Equity Return and NPV
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ALEXANDRIA HOTEL CASE LBO STUDY
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/case_study_chapter_17_alexandria_hotel_private_company_dcf_and_rerurn.xls

PROJECT II – PUBLIC TO PRIVATE 

SECTION 3 – Transaction Analysis (30 points)
1. INPUT: Mini Case Study narrative on LBO transaction
OUTPUT: Build Transaction Sources & Uses, WACC, EBITDA Multiple
Example:
TRANSACTION:
KW Ltd, a Private Equity firm, is interested in buying Alexandria Hotel, a 300-room hotel in South Beach, Miami, Florida. The asking price is $120 million. After few due diligence visits, KW Ltd will need $15 million of renovation to bring the hotel up to today’s modern standards. The purchase of the hotel, the renovation and transaction fees (calculated as 3.0% of total debt raised) will be financed by combination of traditional bank loan, private mezzanine note, and equity provide by KW Ltd.’s Fund II. The Company reported $40 million of Revenues and $20 million of EBITDA (Year 0).
CAPITAL RAISING:
BANK LOAN
	Amount:
	Based on 3.0x Year 0’s EBITDA

	Interest
	Fixed Rate 6.126%

	Term
	7 years

	Scheduled Principal Payments
	Yr 1: $3mm, Yr 2: $4mm, Yr3: $5mm, Yr4: $5mm. Yr5: $6mm,     Yr 6: $7mm. Yr 7: The balance (balloon payment)


MEZZANINE NOTE
	Amount:
	 Based on Total Debt/Yr 0’s EBITDA of 5.0x (Including Bank Loan)

	Interest
	FIXED 8.0%

	Term
	8 years

	Scheduled Principal Payments
	Yr 1- Yr 9= $0, Yr 10: the balance (100% redemption)


EQUITY FINANCING
Equity will be investing the balance of the financing. The minimum expected return is based on CAPM (use Risk Free rate of 1.0%, Hotel Industry Beta of 1.727x and Market premium return of 11.0%. Ideally KW Ltd needs 25% per year Return.
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ALEXANDRIA HOTEL CASE LBO STUDY
PROJECT II – PUBLIC TO PRIVATE 
 
2. UNPUT: Transaction Sources & Uses and Pre-Transaction Balance Sheet
OUTPUT: Post-Transaction Proforma Balance Sheet

PROJECT II – COLORADO DENTAL
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/fu_proforma_balance_sheet_and_answers.xlsx

HOME SUITES HOTEL
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Equity Cash Flows (Levered) 5,871,486         5,485,346      5,226,649         5,872,267         6,089,166         6,513,696         (15,229,120)          

EQUITY VALUATION & RETURN ANALYSIS

Entry Year Year 1 Year 2 Year 3 Year 4 Year 5 Exit Year Year 7

Terminal Value (EV at Exit Year) 0 1 2 3 4 5 6 7

  EV using EBITDA Multiple Method (initial purch. multiple) Growth 6.9x EBITDA x EBITDA Multiple = 184,933,198    

  EV using Perpetuity Method  (using WACC + growth) 0.00% 9.39% Next Year's CFBF / (WACC - Growth Rate) = 213,687,873    

Average Terminal Value Average Terminal Value = 199,310,535    

Debt Outstanding 70,000,000      

Equity Value (Terminal Value  - Debt) 129,310,535    

Equity Cash Flows (38,000,000)        5,871,486         5,485,346      5,226,649         5,872,267         6,089,166         135,824,231    

PV Table (Expected Equity Rate) Using Discount Rate= 20.00% 4,893,027         3,809,458      3,024,908         2,832,202         2,447,405         45,494,084      

Sum of PV (Value of the Equity) PV = 62,501,084        

Initial Investment (38,000,000)       

Net Present Value (NPV) NPV= 24,501,084        

Equity Return  IRR = 32.72%

Based on Next Year's CF
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TRANSACTION SOURCES & USES

Sources:

Years

(Maturity)

Debt

 Capacity 

(EBITDA x)

Amount

$

% Capital

Interest / 

Expected 

Return

Interest /

Exp. Return 

(After Tax)

WACC

 (After Tax)

EBITDA 

Multiple

(x)

Bank Loan 7 3.0x 60,000,000         43.5% 6.126% 4.778% 2.08% 3.0x

Mezzanine Note 10 40,000,000         29.0% 8.000% 6.240% 1.81% 2.0x

  Total Debt 5.0x 100,000,000        72.5% 3.89% 5.0x

Equity 38,000,000         27.5% 20.00% 20.00% 5.51% 1.9x

  Total Sources 6.6x 138,000,000        100.0% 9.39% 6.9x

Uses:

Based 

Zero Year's

EBITDA

Multiple

Amount

($)

 % of 

Total

 Uses

Purchase Price (EV - including Debt) 6.0x 120,000,000        87.0% Tax Rate= 22.00%

Property Renovation 15,000,000         10.9%

Transaction Fees & Expenses (based on Total Debt) 3.0% 3,000,000           2.2%

ZERO YEAR'S EBITDA=

20,000,000       

  Total Uses 6.9x 138,000,000        100.0%
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TRANSACTION SOURCES & USES ( $ 000's)

Sources Funded

% of 

Total Cap

  FY2022 

EBITDAx

Uses

Stock 

Price ($)

Shares

Outstanding

Amount

Revolver ($600,000) 0.0% Cash -                

Term Loan A 1,300,000      17.7% 1.6x Purchase Price 22.50 $  184,662         4,154,904    

Term Loan B 1,600,000      21.8% 1.9x Refinance Debt 2,980,346    

   Total Bank Debt 2,900,000      39.5% 3.5x Transaction Fees & Expenses 3.00% 214,058       

Subordinated Bonds 1,700,000      23.1% 2.0x

   Total Debt 4,600,000      62.6% 5.5x

Cash Equity 2,749,308      37.4% 3.3x

   Total Sources 7,349,308      100.0% 8.9x    Total Uses 7,349,308    

Acquisition Target 2022 EBITDA = 829,735         

SOFR Rate/Floor= 3.00%
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BALANCE SHEET

($ 000's)

Pre-

Transaction

Debit Credit

Post -

Transaction

Dec-22 Dec-22

Current Assets

Cash 1,045,722        1,045,722       

Accounts Receivable 22,100             22,100            

Inventory -                    -                   

Other Current Assets -                    -                   

Total Current Assets 1,067,822        1,067,822       

Goodwill & Other Intagibles 105,581           2,014,988     2,120,569       

Capitalized Fees -                    214,058        214,058          

Gross PP&E 6,495,200        6,495,200       

Accum. Depreciation (2,292,316)       (2,292,316)      

  Net PP&E 4,202,884        4,202,884       

LTI & Other Assets 97,095             97,095            

  Total Assets 5,473,382        7,702,428       

Current Liabilities

Accounts Payable 55,700             55,700            

Other Current Liabilities  -                    -                   

Total Current Liabilities 55,700             55,700            

Existing Long Term Debt 2,980,346        2,980,346     -                   

Revolver -                    -                -                   

Term Loan A -                    1,300,000     1,300,000       

Term Loan B -                    1,600,000     1,600,000       

New Term Loan B -                   

Subordinated Bonds -                    1,700,000     1,700,000       

Total Debt 2,980,346        4,600,000       

Other Liabilities / Deferred Taxes 297,420           297,420          

Total Liabilities 3,333,466        4,953,120       

Shareholder's Equity

  Common Stock 2,131                2,131            2,749,308     2,749,308       

Other Equity 1,312,560        1,312,560     -                   

Retained Earnings 825,225           825,225        -                   

Total Shareholder's Equity 2,139,916        2,749,308       

Total Liabilities & Equity 5,473,382        7,349,308     7,349,308     7,702,428       


image1.emf
Balance Sheet (000's) Cash Flow Statement (000's) Income Statement (000's)

2019 2020 2020 2019 2020

Current Assets Revenues by Geography

 Cash

67,500           86,100           Net Income 260,100       

  U.S.

1,200,000        1,400,000       

 Accounts Receivable

67,500           87,000          

  Plus Depreciation

100,000       

  Europe

180,000           210,000          

 Inventories

52,500           65,000             Deffered Taxes 4,000           

  Asia

60,000            75,000           

 Prepaid Expenses

15,000           13,000           Cash Income 364,100       

Total Revenue 1,440,000         1,685,000        

Total Current Assets

202,500          251,100         

Working Capital Activities Cost of Revenues by Geography

Property and Equipment

  Change in Accounts Receivable

(19,500)        

  U.S.

330,000           405,000          

 Land

3,750,000       3,750,000      

  Change in Inventory

(12,500)        

  Europe

150,000           172,500          

 Building

675,000          800,000         

  Change in Prepaid Expenses

2,000           

  Asia

37,500            52,500           

 Furniture & Equipment

75,000           100,000         

  Change in Accounts Payable

12,500         

Total Cost of Revenue 517,500            630,000           

Total Gross P&E

4,500,000       4,650,000      

  Change in Accrued Income Taxes

(3,000)         

Less Accumulated Depreciaition

(450,000)        (550,000)       

  Change in Accrued Expenses

(5,000)         

Gross Profit 922,500            1,055,000        

Net P&E

4,050,000       4,100,000       Total Change in Working Capital (25,500)        

Operating Expenses

Long-Term Investments

300,000          400,000         

Operating Cash Flow (OCF)

338,600       

 Administrative & General

217,500           247,500          

 Marketing Expenses

112,500           120,000          

Total Assets

4,552,500       4,751,100       Investment Activities

 Other Operating Expenses

15,000            18,000           

  Capital Expenditures

(150,000)      

Total Operating Expenses 345,000            385,500           

Liabilities and Owners Equity

  Investments (Change)

(100,000)      

Total Investment Activities (250,000)       EBITDA

577,500            669,500           

Current Liabilities

 Accounts Payable

52,500           65,000          

Cash Available Before Financing Activities

88,600          Depreciation 90,000            100,000          

 Accrued Income Taxes

18,000           15,000          

 Accrued Expenses

15,000           10,000           Financing Activities EBIT

487,500            569,500           

 Current Portion of Long Term Debt

30,000           30,000          

   ST Debt Payments

-                  

Total Current Liabilities

115,500          120,000         

   LT Payments

(100,000)       Interest Expense

144,000           

136,000          

   Equity Contribution

30,000         

Long-Term Debt:

1,800,000       1,700,000      

Total Financing Activities

(70,000)        

EBT 343,500            433,500           

Deferred Income Taxes

18,000           22,000           Free Cash Flow 18,600          Taxes

137,400           

173,400          

Total Liabilties

1,933,500       1,842,000      

Beginning Cash

67,500         

Net Income 206,100            260,100           

Owners' Equity

Ending Cash

86,100         

 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       

2019 2020 Definition

Trend Analysis Ratios

Revenue Growth 17.0% This Year's Revenue / Last Year's Revenue  - 1 

Liquidity Ratios

 Current Ratio  1.75x 2.09x CA/CL

 Quick ratio 1.17x 1.44x (Cash + A/R) / CL

 Cash ratio 0.58x 0.72x Cash / CL

 Accounts Receivable Turnover (ART) 21.812x Revenue/Avg AR

 Accounts Receivable Days 17 365 / ART

Solvency Ratios

 Debt/Equity Ratio 0.70                  0.59                  LTD / Equity

 LTD / Total Capitalization 40.7% 36.9% LTD / (LTD + Equity)

 EBITDA / Interest (Coverage Ratio) 4.01x 4.92x EBITDA / Interest

 EBIT / Interest 3.39x 4.19x EBIT / Interest

 LTD / EBITDA (Leverage Ratio) 3.12x 2.54x  LTD / EBITDA

Activity Ratios / Operating Ratios

 Inventory Ratio (IR) 10.72x Cost of Revenues/Avg Inventory

 Inventory Ratio - Days 34 365 / IR

Profitability Ratios

Gross Margin 64.1% 62.6% Gross Profit / Revenues

EBITDA Margin 40.1% 39.7% EBITDA / Revenue

Return on Assets (ROA) 5.6% NI / Avg Assets

Return on Equity (ROE) 9.4% NI / Avg Equity
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DEBT ASSUMPTIONS & RETURN ANALYSIS

Bank Loan Debt IRR Terms 1 2 3 4 5 6 7

Amount Outstanding (End of Year) 60,000,000         57,000,000       53,000,000    48,000,000       43,000,000       37,000,000        30,000,000       -                       

Schedule Principal Payments 7 years 3,000,000         4,000,000      5,000,000         5,000,000         6,000,000         7,000,000         30,000,000           

Interest Payment (Calc based on last Year's Outstanding) 6.13% 3,000,000         3,135,000      3,180,000         3,360,000         3,010,000         2,590,000         2,100,000             

  Total Financing Payment for Bank Loan 6.126% (60,000,000)        6,000,000         7,135,000      8,180,000         8,360,000         9,010,000         9,590,000         32,100,000           

   LIBOR Rate Increase Assumptions 0.00% 0.50% 0.50% 1.00% 0.00% 0.00% 0.00%

  LIBOR RATE  1.00% 1.00% 1.50% 2.00% 3.00% 3.00% 3.00% 3.00%

   Spread Price 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%

Interest Rate (LIBOR + Spread) 5.00% 5.50% 6.00% 7.00% 7.00% 7.00% 7.00%
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CASH FLOW  & EQUITY RETURN ANALYSIS

Company Projections Entry Year Year 1 Year 2 Year 3 Year 4 Year 5 Exit Year Year 7

0 1 2 3 4 5 6 7

Revenues 5.00% growth rate 40,000,000         42,000,000       44,100,000    46,305,000       48,620,250       51,051,263        53,603,826       56,284,017           

Cost of Revenues 35.0% % of Revenue (14,700,000)      (15,435,000)   (16,206,750)      (17,017,088)      (17,867,942)      (18,761,339)      (19,699,406)          

Operating Costs 15.0% % of Revenue (6,300,000)        (6,615,000)     (6,945,750)        (7,293,038)        (7,657,689)        (8,040,574)        (8,442,603)            

 EBITDA 20,000,000         21,000,000       22,050,000    23,152,500       24,310,125       25,525,631        26,801,913       28,142,008           

Less Depreciation 3.00% % of Revenue (1,260,000)        (1,323,000)     (1,389,150)        (1,458,608)        (1,531,538)        (1,608,115)        (1,688,521)            

Less Amortization of Transaction Fees 7                years (428,571)           (428,571)        (428,571)           (428,571)           (428,571)           (857,143)         

EBIT 19,311,429       20,298,429    21,334,779       22,422,946       23,565,522        24,336,655       26,453,488           

  Less Interest (Unlevered for DCF Analysis) -                   -                -                   -                   -                   -                   -                       

EBT 19,311,429       20,298,429    21,334,779       22,422,946       23,565,522        24,336,655       26,453,488           

  Less Taxes (adj out Interest Exp) 22.0% % of EBT (4,248,514)        (4,465,654)     (4,693,651)        (4,933,048)        (5,184,415)        (5,354,064)        (5,819,767)            

  Plus Depreciation & Amortization of Transaction Fees 1,688,571         1,751,571      1,817,721         1,887,179         1,960,109         2,465,258         1,688,521             

  Less Working Capital Expense 1.00% % of Revenue (420,000)           (441,000)        (463,050)           (486,203)           (510,513)           (536,038)          (562,840)               

  Less Capex 3.00% % of Revenue (1,260,000)        (1,323,000)     (1,389,150)        (1,458,608)        (1,531,538)        (1,608,115)        (1,688,521)            

Cash Flow Before Financing (CFBF) (unlevered) 15,071,486       15,820,346    16,606,649       17,432,267       18,299,166        19,303,696       20,070,880           

Less Financing ( P + I ) (9,200,000)        (10,335,000)   (11,380,000)      (11,560,000)      (12,210,000)      (12,790,000)      (35,300,000)          

Equity Cash Flows (Levered) 5,871,486         5,485,346      5,226,649         5,872,267         6,089,166         6,513,696         (15,229,120)          

Operating

Assumptions


