FINC 495 Contemporary Issues in Finance Practice 

Berkshire Challenge Case Study 







WARREN BUFFETT HAS ASKED YOU TO EVALUATE TWO POSSIBLE COMPANIES FOR ACQUISTION BY BERKSHIRE-HATHAWAY. RESPOND TO THE FOLLOWING QUESTIONS:

A) Astro Pharmaceutical Corporation

1) One possible acquisition is a privately held company in an established (mature) industry. Astro Pharmaceutical Corporation is a pharmaceutical company.

Relevant Financials are:
· Free cash flow for the past year was $2,000,000. 
· The company has a WACC of 10%.
· Outstanding shares: 50,000
· Expected yearly growth at 6%

	Assets: 
· Liabilities and stockholders’ equity:

· Book value of Long term  debt: $500,000
· Book value of the firm’s equity: $500,000

a. What is the value of the firm? 
b. What is the market value of the firm’s equity?
c. What is the firm is MVA?
d. What is the firm’s stock price?


B) [bookmark: _GoBack]General Hospital

1) A second possible is General  Hospital, a health care company is 
Operating in a rapid growth industry. 

Relevant financials:
· Free cash flow for the past year was $10,000,000
· The company’s WACC is 20%
· Outstanding shares 150,000
· Expected yearly growth at 4%

Assets: 

· Book value of long term debt: $2,000,000
· Book value of equity: $20,000,000

a. What is the value of the firm?
b. What is the market value of the firm’s equity? 
c. What is the firm is MVA?
d. What is the company’s stock price


C. Please discuss in detail how Warren Buffett might evaluate these proposed takeovers:
· which company he would prefer and why, 
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