NAME
 ____________________________________________

Homework #1
Phatchance Hotel Properties, Inc.
Jack Von Crook, a hotel investor, is in the process of purchasing Phatchance Hotel Properties, Inc. (“PHP”). PHP operates two hotels in Miami, Florida with total of 800 rooms. He is anticipated to complete the necessary renovations on these properties by December 31, 2011 and open its doors for business on January 1st, 2012. The estimated total cost of both properties is $320 million, plus additional $40 million for renovations. PHP estimated 2011 EBITDA of $50 million and outstanding debt of $40 million. 
Capital Raising:

The total capital needed to purchase and renovate PHP, as well as refinance its current debt outstanding will be sourced from bank loan and corporate bonds proceeds, as well as private equity (Assume that there are no transaction fees). 

Bank Loan: Spring Bank approved a loan based on the following:

	Amount:
	4x EBITDA (Debt Capacity)

	Interest:
	6.0%


Corporate Bonds: Morgan Stanley, an investment bank, managed to raise the balance of the financing with Corporate Bonds. The Money Terms were as follows:

	Amount:
	The balance of the financing

	Interest:
	10%


Equity:  Jack will invest $100 million of equity and he expects a return at least in line with the calculated market premium returns of 10.0% over the risk-less-rate of 2.00%, adjusted for the hotel sector beta of 1.60x. 

.
As a Relationship Manager and advisor to Jack Von Crook please do the following: 

1. Complete the Transaction Sources & Uses 

2.  Calculate Jack’s expected return and the WACC for PHP 
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