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Name
Professor
Institutional affiliation
Date
Value of a firm
Astro 
Value of the firm
V= Free cash flow/ WACC
Free cash flow= $ 2,000,000
WACC= 10%
Value= $ 2,000,000/0.1
	=$ 20,000,000
Market value of firm’s equity
= Book value/ outstanding shares * outstanding shares
= 500,000/ 5,000* 5,000= $ 500,000
The market value of the equity is equivalent to the book value of the company’s equity
Firms MVA
MVA= Value of the firm- Capital invested
Capital invested= Value of long term debt + Value of equity
= $500,000 + $ 500,000= $ 1,000,000
V= $ 20,000,000
MVA= 20,000,000- 1,000,000
	= $ 19,000,000
Stock price
= Book value of equity/ outstanding shares
= $ 500,000/ 5,000
= $100
General Hospital
Value of the firm
V= Free cash flow/ WACC
Free cash flow= $ 10,000,000
WACC= 20%
Value= $ 10,000,000/0.2
	=$ 50,000,000
Market value of firm’s equity
= Book value/ outstanding shares * outstanding shares
= 20,000,000/ 150,000* 150,000= $ 20,000,000
Firms MVA
MVA= Value of the firm- Capital invested
Capital invested= Value of long term debt + Value of equity
= $20,000,000 + $ 2,000,000= $ 22,000,000
V= $ 50,000,000
MVA= 50,000,000- 22,000,000
	= $ 28,000,000
Stock price
= Book value of equity/ outstanding shares
= $ 20,000,000/ 150,000
= $133.3
[bookmark: _GoBack]In the proposed takeover, General Hospital should be the chosen company. The company has a higher stock value and the returns of the stocks are higher than that of Astro. The shareholders would prefer investing in a company that is associated with a high stock value hence General Hospital is the better option in the current situation.
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