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7. tJ::i#t8.ffilffi;"iffi; 
held rirm. David Murlow, its owner-manager' has

been approached by Mo"o" Inc' {o'r ";;;b;;tq"i'itio"' 
The firm has no debt'

\(hat is the minrmum price David M"tlJ; tl;;J uth given the following informa-

tion about his firm?

. Sales, currentlv at $500 million' 
"1" 

t19:::1-:o grow by 6 percent for the next

three years' and then by.4 percent in perpetutty 
, at 2'percent of sales

' The opt'uii"g margin before tax is expected to rematn

.Annualca.pitalexpenditure,,'."p....atobeequaltothedepreciation

. ffi.";s;jjjf,:;;il, requirement would remain at 18 percent of sales

: ;i:,?iiilii;'?ilfi:J:?fff'J'at least 10 percent for his fam*y invest-

ment in the firm

t 
R:Tffit:i*:[l::r:*i,lt""lio,,,", rnc. under alternative assumptions about the

firm's Performance'

a.Usingthediscountedcashflow(DCF)approachtovaluationandthefollowing
assumptions, nt*tdt an estimate of Portal's value'

. This year sales are expected to be $750 million' They are expected to grow at a

rate of ;;#..#ffi;;; f;.;h. next four years, and then at 3 percent per vear

forever 
t currently at 15 percent will grow at a rate of

. The pre-tax operating^marglo.r.u^ 
and then stabilize af 

-o"p.r...r, forever

. iflffil1;;;:1fi:ifi,il:il"ffi1;T.'i",r" *irl;;;"- ai its current rever

. ;|"1?rf::ilt":ffi:'*ut o. $50 m'lion this year and will srow at the same

. f::ilit'.;:5"d." expense for the.curt'bnt year will be $50 million and

then grow at the same rate as the capital exp'enditure | -"-
. Portal Inc. has $sff;tlilof a"U' o"ttt""ii"g' It can borrow at 6 percent

o Portal's income taxrate is 40'percent r\r

. Portal's beta is ffiH#,;ff;;*t and the market risk premium are

. ifl:T:il:to-total-capital ratio of Portal' at market value' is 50 percent


