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Question 1
Interco is a target of a hostile takeover attempt because its apparel business is faltering leading to a lower share price than the actual value of the firm. The current share price would offer potential investors a good deal because it does not reflect the real value of Interco. 
Secondly, Interco is a big company with multiple brands across different industries. By acquiring Interco, an investor will have access to the company’s multiple brands. 
Question 2
‘Comparable Transaction Analysis’ in Exhibit 11 is most useful in assessing whether to accept or reject the Rales’ offer of $70 per share.
Question 3
	Business Segment
	Total Sales ($MM)
	Sales Multiple
	Value ($MM)

	Apparel
	 $                      813.20 
	0.4
	 $          325.28 

	General Retail
	 $                      532.30 
	0.6
	 $          319.38 

	Footwear
	 $                      890.40 
	0.5
	 $          445.20 

	Furniture
	 $                   1,105.60 
	0.8
	 $          884.48 

	Interco's Total Firm Value
	 
	 
	 $       1,974.34 



Question 4
	Description
	($MM)

	Interco's Total Firm Value
	 $        1,974.34 

	Less Net Debt
	 $           318.50 

	Interco's Total Firm Value less Net Debt
	 $        1,655.84 

	Shares Outstanding
	                 37.5

	Interco's Stock Price per share
	 $              44.00 





Question 5
	Business Segment
	Total Sales ($MM)
	Sales Multiple
	Value ($MM)

	Apparel
	 $                     813.20 
	0.9
	 $          731.88 

	General Retail
	 $                     532.30 
	0.9
	 $          479.07 

	Footwear
	 $                     890.40 
	2.1
	 $       1,869.84 

	Furniture
	 $                 1,105.60 
	2.1
	 $       2,321.76 

	Interco's Total Firm Value
	 
	 
	 $       5,402.55 



Question 6
	Description
	($MM)

	Interco's Total Firm Value
	 $        5,402.55

	Less Net Debt
	 $           318.50 

	Interco's Total Firm Value less Net Debt
	 $        5,084.05 

	Shares Outstanding
	               37.5

	Interco's Stock Price per share
	 $           136.00 



Question 7
	WACC
	Year
	Cash Flows ($ MM)
	Discounted Cash Flows ($MM)
	Value

	10%
	1
	 $     186.00 
	 $     169.09 
	 $  3,327.43 

	
	2
	 $     202.00 
	 $     166.94 
	

	
	3
	 $     220.00 
	 $     165.29 
	

	
	4
	 $     239.00 
	 $     163.24 
	

	
	5
	 $     260.00 
	 $     161.44 
	

	
	6
	 $     242.00 
	 $     136.60 
	

	
	7
	 $     270.00 
	 $     138.55 
	

	
	8
	 $     287.00 
	 $     133.89 
	

	
	9
	 $     311.00 
	 $     131.89 
	

	
	10
	 $     339.00 
	 $     130.70 
	

	Terminal Value
	10
	 $  4,746.00 
	 $  1,829.79 
	



Question 8
	WACC
	Year
	Cash Flows ($ MM)
	Discounted Cash Flows ($MM)
	Value

	15%
	1
	 $     186.00 
	 $     161.74 
	 $  2,370.34 

	
	2
	 $     202.00 
	 $     152.74 
	

	
	3
	 $     220.00 
	 $     144.65 
	

	
	4
	 $     239.00 
	 $     136.65 
	

	
	5
	 $     260.00 
	 $     129.27 
	

	
	6
	 $     242.00 
	 $     104.62 
	

	
	7
	 $     270.00 
	 $     101.50 
	

	
	8
	 $     287.00 
	 $        93.82 
	

	
	9
	 $     311.00 
	 $        88.41 
	

	
	10
	 $     339.00 
	 $        83.80 
	

	Terminal Value
	10
	 $  4,746.00 
	 $  1,173.14 
	



Question 9
	Description
	($MM)

	Interco's Total Firm Value
	 $        2,370.34

	Less Net Debt
	 $           318.50 

	Interco's Total Firm Value less Net Debt
	 $        2,051.84 

	Shares Outstanding
	               37.5

	Interco's Stock Price per share
	 $             55.00 



Question 10
Using CAPM logic, the most reasonable rate to discount Interco’s future cash flows is 15%. This is because equity is considered more expensive than debt, yet Interco has little debt compared to equity. The company will therefore require a higher rate of return. Interco’s debt ratio is 10.98%.
Question 11
	Description
	Figures

	FCF
	          $     339.00 

	WACC
	10%

	Growth rate (g)
	2.67%

	Terminal Value
	$  4,746.00


Question 12
	Description
	Figures

	FCF
	          $     339.00 

	WACC
	15%

	Growth rate (g)
	7.33%

	Terminal Value
	$  4,746.00





Question 13
Interco’s board should accept the offer of $70 per share. This is because the share price is within the valuation range given by Interco’s financial advisors, Wasserstein, Perella & Co., of $68-$80 per common share.
Secondly, it is unlikely that Interco will find an immediate buyer for its loss making Apparel segment, and even if it finds a buyer, it will take time to get all the relevant approvals. Thus, Interco will continue making losses from its Apparel segment; losses that will continue affecting its cash flows and profitability. As a result, its share price will reduce further in the short term, making it difficult for the board to get a higher offer than the $70 per share being offered by City Capital Associates Limited Partnership.





