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Assumptions and Conclusions in the Calculation of Equity Value
In calculating the Equity value of Wister Mfg. Inc. at 12/31/2017, the assumption is that cash flow grows at 3 percent forever. This growth rate can never be higher than the expected growth rate of the economy. If you assume that the growth rate is greater than that of the economy, then you are insinuating that the firm would become larger than the economy at some point. While overall growth rate of the economy is generally 2-3 %, the expected revenue growth is 3 %. Therefore, it is feasible to assume that the cash flows would grow by 3 %. There is also the assumption that the firm will continue to be in business for the foreseeable future. If there is bearish stand on this and the company could close in the near future, the equity value of the company would then be done using the liquidation assumption. Also, when calculating the equity value of Wister Mfg. Inc, I Assumed that the dividend payout ratio will not affect the firm’s cash flows and growth rate.
The equity value of Wister Mfg. Inc at 12/29/2017 is $32,970,457.83. This value would not have significantly changed at 12/31/2017 and therefore is presumed to be the same value at that date. The firm does not have short term debt and therefore only the long term debts affect its enterprise value. Besides, the weighted cost of capital has a significant reduction of the firm’s value when it is used to calculate the equity value.




