1. Suppose in 2019, Company A has the following information. Calculate its FCFE per share in 2019.
Current Information:
 Earnings per Share (EPS) = $1.56 
Capital Expenditures per share = $4.25 
Depreciation per share = $2.85 
Change in Net Working Capital per share = $0 
Debt ratio = 60%
 (Hint: In Topic II Part 2 IPO valuation DCF model class notes file, slide #19, there are two formulae for FCFE. Which formula can you use?)

FCFE=EPS-(Capital Expenditure –Depreciation)* (1-Debt Ratio) –Change in working capital 
FCFE=1.56-(4.25-2.85)*(1-0.6)-0= 1.56-0.56 =$1.0
Value of Share =FCFE(1+g)/(r-g) 
Value of Share =1*(1+0.1)/(0.328-0.1) =4.8245

2. Suppose the beta for Company A’s stock is 1.10. In 2019, the 30-year U.S. Treasury Bond is 2%, and the S&P 500 market index return is 30%. Calculate Company A’s cost of equity (rE).

Company’s A Return (rE)=rf+b(rm-rf) 
Company A Re=0.02+1.10(0.3-0.02)=0.328 which means 32.8%

3. Suppose in the future, Company A’s earnings, capital expenditures and depreciation are all expected to grow at 10% a year forever. Calculate Company A’s current stock per share by using the FCFE mode

	
	
	After Growth (10% forever) for Perpetuity value


	EPS
	1.56
	15.6

	Capital Expenditure
	4.25
	42.5

	Depreciation  Per Share
	2.85
	28.5

	Change in WC
	0
	0


FCFE= EPS-(Capital Expenditure –Depreciation)* (1-Debt Ratio) –change in working capital 
FCFE=15.6-(42.5-28.5)*(1-0.6)-0 =$10
Value of Share =FCFE (1+g)/(r-g) 
Value of Share =10*(1.10)/ (0.3280-0.10) =$48.24

