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The expected free cash flow of a firm in Year 1 is $120 and is expected to grow at the annual rate of 4% forever. The firm has $600 of debt outstanding bearing 3.5% annual interest. The WACC is 10%.
What is the present value of the free cash flows in Year 0? 
Solution
Free cash flows   = $ 120
Growth rate =4% 
WACC = 10%

Present value = CF1/(WACC-g)
=$120/(10%-4%)
= $120/6%
=$2,000

Question 2
Equity Value 

Question 3
The enterprise value of a firm is $1000. The market value of its non-operational (Or financial) assets is $200. It has $300 debt on its balance sheet. Assume that the market value of debt equals its book value. What is its market value of its equity?
Solution
The formula for finding Enterprise value is: EV= MC+ Total Debts- C, MC= Market Capitalization
Total Debts is also sum of debts. 1000= 200+300+C (Market Value)
hence the Market value is $500
Question 4
Firm A acquired Firm T by paying $5000 in cash for all of the latter’s shares. The offer of $5000 was a 25% premium over Firm T’s market cap the day before the acquisition was announced. Assume that Firm T was correctly valued the day before the acquisition announcement. What is the minimum incremental value the acquisition must create (in present value terms) so that it is not a value-destroying decision for the Firm A?
Solution
The minimum incremental value the acquisition Must create is equal to the premium paid over the Market Value of firm T
Market Value = $ 5000/125% = $ 4000
Hence,Minimum Incremental Value = $ 5000-$ 4000
[bookmark: _GoBack]=$ 1000
Question 5
Firm A is considering acquiring Firm B. The acquisition is expected to create value because of projected cost reductions due to economies of scale in the operations of both firms. The total annual cost savings before tax are expected to be $300, starting in Year 1. The cost savings are perpetual. The appropriate WACC is 10% and the tax rate is 40%. What is the total value created by the acquisition, available to be shared by firms A and B? 
Solution
Given  cost = $300
WACC = 10%
TAX rate = 40% 
WACC 
=x300x (1-)
Hence D = Debt of the firm 
         V= Value of the firm.
Due to insufficient information about equity and debt ,we assumed total  value of  firm is debt of the firm.
Firm is totally based on debt without equity.
So, From above formula calculation 
 =x300x [1-   Assume  V=D ,then  
= x300 x 
V=X 300X6   = $ 1800
Total Value of the firm =$ 1800
