FINAL EXAM REVIEW
SECTION I: FINANCIAL ANALYSIS
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/chapter_15_financial_statements_cash_flow_and_ratio_analysis_practice_v3.xlsx 
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SECTION II: VALUATION ANALYSIS
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/hyatt_analysis_financial_analysis_valuation.xlsx 
(Methods 1-5)
· METHOD 1: Market Value Method - Current Stock Price: Enterprise Value = (Share Price * OS) + Debt - Cash

EV = (SP x SO) + D – C

SP = (EV – D + C ) / SO

· METHOD 2: Intrinsic Value Method – CAPM (Beta) – CAPM= Rf + Beta *(Rm – Rf)

V = (Target Stock Price + Div.) / (1 + CAPM)

· METHOD 3: Dividend Discount Method – discount the expected future dividend at the CAPM less the growth rate – Dividend Perpetuity Method (same as real estate cap rates)

V = (Div this year or Next Year’s Div) / (CAPM – Growth)

Next Year’s Div = Div x (1+g)

· METHOD 4: Comparable Company Method – Use an EBITDA Multiple from comparable traded companies (to generate Enterprise Value) * EBITDA less Net debt = Equity Value
· [(Multiple * EBITDA) – Net debt] / Shares Outstanding

[bookmark: _Hlk150886429]EV = EBITDA X EBITDA MULTIPLE (INDUSTRY)

The average industry multiple is 10x and the company has EBITDA of $100 million. What is the EV or Stock Price?

· METHOD 5: Comparable Transaction Method – Use an EBITDA Multiple from recent transactions involving comparable companies (to generate Enterprise Value) * EBITDA] less Net debt = Equity Value
· [(Multiple * EBITDA) – Net debt] / Shares Outstanding

EV = EBITDA X EBITDA MULTIPLE (TRANSACTION)
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SECTION III: CREDIT ANALYSIS
1. CREDIT PORTFOLIO 
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/chapter_4_clo_credit_risk_management_model.xlsx 
Loss Given Default = Default Rate x (1 – Recovery Rate) x Portfolio Amount
Equity Profit = Portfolio Income – Debt Payment – Management Fee
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2. Transaction Sources & Uses, Debt Capacity, WACC and EBITDA Multiples
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/fu_MBA_transaction_sources_uses_and_wacc_fixed_rate.xlsx 
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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Equity Return & NPV
http://www.celeritymoment.com/sitebuildercontent/sitebuilderfiles/Leveraged_buyout_summary_model_with_debt_ratios_and_debt_capacity_spirit_air.xlsx 
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Metanext CLO Fund IV (MCLO)

Arbitrage Cash Flow CLO Model

EXPECTED EQUITY CASH FLOW ANALYSIS EXPECTED EQUITY CASH FLOW ADJUSTED FOR LOSS

Average Interest Equity Cash Flow (before Loss Given Default) 11,252,000    

Assumptions

CLO Interest Income

5.00%

25,006,000    

Less Loss Given Default (LGD) -Assumptions

    Default Rate 3.00%

Less Management Fee 0.50% 2,500,000            Recovery 70.00%

CLO Income after Management Fees 22,506,000          LGD rate 0.900%

Total Portfolio Value 500,000,000 $         million

Less Interest Expenses:

Less Loss Given Default 4,500,000      

Tranche A

335,000,000       1.78%

5,963,000      

Tranche B

41,000,000          3.00%

1,230,000      

Tranche C

30,000,000          4.00%

1,200,000      

Risk Adjusted Income on Capital 6,752,000      

Tranche D

27,000,000          6.00%

1,620,000      

RAROC % 13.50%

Tranche E

17,000,000          7.30%

1,241,000      

   Total Interest Expense 450,000,000       2.50% 11,254,000     

Equity Cash Flow (before Loss Given Default) 11,252,000     

BREAK EVEN ANALYSIS

   Default Rate

7.50%

Portfolio Amount 500,000,000       Recovery 70.00%

Debt Investment 450,000,000        LGD rate 2.250%

Equity Investment 50,000,000      Break Even LGD 11,252,000    

ROE 22.5%
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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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LTM

6/30/2024 2024 2025 2026 2027 2028

Terminal Value Assumptions EXIT YR

  EBITDA Multiple 9.9xMultiple 6,393             

  Perpetutuity Mathod WACC= 14.51%Growth= 5.00% 4,985             

  Average Terminal Value 5,689             

  Less Debt (2,347)           

Equity Terminal Value 3,342             

Equity Value + TV IRR= 27.8% (1,942) $         325                            357                 393                 431                 3,816             
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Balance Sheet (000's) Cash Flow Statement (000's) Income Statement (000's)

2020 2021 2021 2020 2021

Current Assets Addbacks Non-Cash items in I/S Revenues by Geography

 Cash

67,500           86,100          

18,600  

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      

260,100                                    

Total Owners' Equity

2,619,000       2,909,100      

Total Liabilities & Owner's Equity 4,552,500        4,751,100       
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Ratio Analysis

DESCRIPTION

2020 2021

Trend Analysis Ratios

Revenue Growth

17.0%

Last Year's Rev / This yrs Rev - 1

Liquidity Ratios HOW WELL THE COMPANY MANAGES CASH

 Current Ratio 

1.8x 2.1x

CA / CL

 Quick ratio

1.2x 1.4x

 Cash + A/R / CL

 Cash ratio

0.6x 0.7x

Cash / CL

 Accounts Receivable Turnover (ART)

21.8x

Revenue / Average(A/R)

 Accounts Receivable Days

16.73

365 / ART

Solvency Ratios

HOW WELL THE COMPANY MANAGES DEBT

 Total Debt / Total Capitalization

41.1% 37.3%

(STD + LTD) / (STD + LTD + NW)

 EBITDA / Interest (Coverage Ratio)

4.0x 4.9x

EBITDA / INTEREST

 Total Debt / EBITDA (Leverage Ratio)

3.2x 2.6x

 TOTAL DEBT / EBITDA

Activity Ratios / Operating Ratios

 Inventory Ratio (IR)

10.7x

COST OF REV / AVG (INVENTORY)

 Inventory Ratio - Days

34.04

365 / IR

Profitability Ratios

Gross Margin

64.1% 62.6%

Gross Profit / Revenue

EBITDA Margin

40.1% 39.7%

EBITDA / Revenue

Return on Assets (ROA)

5.6%

NI / Average (Total Assets)

Return on Equity (ROE)

9.4%

NI / Average (NW)
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ENTERPRISE VALUATION ANALYSIS

EV

(000's)

Debt

(000's)

Cash

(000's)

Eq Value

(000's)

Shares Outs

(000's)

Stock 

Price

Recom.

(-10%/

+10%)

METHOD #1 - Market Value / Using the Stock Price 12,674,000    3,099,000       906,000             10,481,000      103,292            101.47 $         

METHOD #2- Intrinsic Value 13,693,882    3,099,000       906,000             11,500,882      103,292            111.34 $          Sell 9.73%

METHOD #3- Dividend Discount Model (DDM) 9,846,458      3,099,000       906,000             7,653,458        103,292            74.10 $           

Sell -26.98%

METHOD #4 -Average  EBITDA  Industry Trading Multiples  10,868,490    3,099,000       906,000             8,675,490        103,292            83.99 $            Sell -17.23%

     Method #4 using direct Competitors EBITDA x 13,604,066    3,099,000       906,000             11,411,066      103,292            110.47 $          Hold 8.87%

METHOD #5 - Using Averge EBITDA Transaction Multiples 12,271,619    3,099,000       906,000             10,078,619      103,292            97.57 $            Sell -3.84%

METHOD #6 - Discount Cash Flow Valuation Analysis 8,771,972      3,099,000       906,000             6,578,972        103,292            63.69 $            Sell -37.23%

  Average of other methods 11,509,415   9,316,415        90.20 $            Sell -11.11%

METHOD #1 - Market Value / Using the Stock Price

Company Symbol

Stock Price

Stocks 

Outstanding 

($000)

Equity 

Value

 ($000)

Debt (ST&LT)

($000)

Cash

 ($000)

Enterprise 

Value 

($000)

10/30/2023 10/30/2023 10/30/2023 6/30/2023 6/30/2023 10/30/2023

Hyatt H 101.47 $        103,292          10,481,000       3,099,000        906,000            12,674,000    

METHOD #2- Intrinsic Value

Using CAPM = k = Rf + ( Beta * Premium ) Intrinsic Value = V0 = [ E(D1) + E (P1)] / (1+k)

Risk Free (10-year Tresury) = 4.87% D1= $0.76 Pre-covid Expected

Beta = 1.38x

Market Premium= 5.50% Exp (P1)= $124.43 (Avg Target by Analysts for 12/23)

Market Return (Rf + Premium)= 10.37% k= 12.44%

Expected Equity Return using CAPM= 12.44% Stock Val= 111.34 $           

METHOD #3- Dividend Discount Model (DDM)

Constant-Growth DDM (Gordon Model) V0 = D1 / (k-g) Expected HPR = E 9r) = [E (d1) + (E(p1) - P0) / P0

D1 = $1.25 Dividend (d1) $1.25

Expected Equity Return (k)= 12.44% P1 = P0+D $102.72

Expected Growth (g) = 10.57% 85% P0 101.47 $         

Stock Val = 74.10 $               Exp. HPR= 2.46%

METHOD #4 -Average  EBITDA  Industry Trading Multiples 

Company Symbol Stock Price

Stocks 

Outstanding 

($000)

Equity Value

 ($000)

Debt (ST&LT)

($000)

Cash

 ($000)

Enterprise 

Value 

($000)

EBITDA 

($000)

EBITDA 

Multiple

Beta

10/30/2023 10/30/2023 10/30/2023 6/30/2023 6/30/2023 10/30/2023 6/30/2023 10/30/2023 10/30/2023

Choice Hotels International

CHH 110.73 $          50,380              5,578,577            1,460,000          36,170                7,002,407          518,930              13.49x 1.26x

Hilton Worldwide Holdings Inc.

HLT 151.28 $          256,440            38,794,243          9,520,000          698,000              47,616,243        2,500,000           19.05x 1.21x

Intercontinental Hotel

IHG 73.91 $            165,150            12,206,237          2,960,000          713,000              14,453,237        915,000              15.80x 0.90x

Marcus Corporation

MCS 15.41 $            24,450              376,775               398,230             49,470                725,535             82,460                8.80x 1.54x

Marriott International

MAR 188.09 $          298,240            56,095,962          12,300,000        563,000              67,832,962        4,320,000           15.70x 1.59x

Park Hotels & Resorts Inc.

PK 11.50 $            215,730            2,480,895            4,720,000          797,000              6,403,895          615,000              10.41x 2.00x

Wyndham Worldwide

WH 71.60 $            82,960              5,939,936            2,160,000          79,000                8,020,936          573,000              14.00x 1.39x

Hyatt

H 101.47 $          103,292            10,481,000          3,099,000          906,000              12,674,000        783,000              16.19x 1.38x

EBITDA * Average Multiple Industry 783,000               13.88x

 Stock Val=

83.99 $                Average 13.89x 1.41x

EBITDA * Average Multiple (Hilton, Marriott) 783,000               17.37x

 Stock Val=

110.47 $              Average (less outliers) 13.88x

Hyatt's Enteprise Value 10,868,490         

METHOD #5 - Using Averge EBITDA Transaction Multiples (M&A Comparable Method)

Target 

Acquisition 

Price /Share

Shares 

Outstanding

Equity Value 

($mm)

Total Net 

Debt ($mm)

Enterprise 

Value (EV)

EBITDA (last 

reported)

EBITDA 

Multiple

Wyndham Hotel & Resorts 90.00 $                 82,960,000               7,466 $                   2,081 $                    9,547 $                   573 $                       16.66x

30.0%

Extended Stay America 19.50 $                 177,560,000            3,462 $                   2,303 $                    5,766 $                   356 $                       16.18x

15.1%

WoodSpring Suites (spin-off Choie Hotels) Private 1,500 $                   82 $                         18.29x

Starwood Hotels 72.08 $                 154,000,000            11,100 $                 1,090 $                    12,190 $                 980 $                       12.44x

Hilton Hotels 47.50 $                 390,400,000            18,544 $                 6,180 $                    24,724 $                 1,680 $                    14.72x

Four Seasons* 82.00 $                 33,078,000               2,712 $                   279 $                       2,991 $                   94 $                         31.90x

Fairmont/Rafles 45.00 $                 73,335,000              

3,300 $                  

124 $                      

3,424 $                  

187 $                       18.29x

Hilton International 5,578 $                   - $                       

5,578 $                  

504 $                       11.07x

Starwood Hotels 4,096 $                   315 $                       13.00x

La-Quinta Corp 12.22 $                 203,000,000           

2,481 $                  

926 $                      

3,406 $                  

230 $                       14.83x

Wynham Int'l 1.15 $                    172,053,000           

198 $                     

2,682 $                   

2,880 $                  

245 $                       11.75x

John Q. Hammons Hotels 24.00 $                 19,583,000              

470 $                     

765 $                      

1,235 $                  

85 $                         14.53x

Boca Resorts 24.00 $                 40,284,000               967 $                      217 $                      

1,184 $                  

90 $                         13.15x

Prime Hospitality 12.25 $                 44,808,000               549 $                      244 $                      

792 $                     

55 $                         14.38x

Extended Stay 19.93 $                 95,077,000               1,895 $                   1,232 $                   

3,126 $                  

225 $                       13.90x

Average

15.67x

Haytt's Enteprise Value

12,271,619        Stock Val= 97.57 $           Using LTM EBITDA= 783,000             

Blackstone Group

Blackstone Group

Host Marriott

Blackstone Group

Blackstone Group

JQH Acquisition LLC

Blackstone Group

Acquirer

Blackstone Group

Kingtom Hotels Int'l

Kingtom Hotels Int'l

Hilton Hotels Corp.

Choice Hotels

Marriott Hotels

Blackstone Group

Blackstone Group


