Creative Sports
As the CEO of Creative Sports Inc. you have been approached by a private equity firm KJM who is interested in buying your company.  You have been asked by the board of directors to entertain the offer.  Currently Creative Sports is all equity financed and the total bid by KJM for all the shares in the company is $110 million.  You feel like this bid to too low and told the board that you think they should reject the offer.  In order to defend your position you have asked the CFO to put together a valuation of the company to present to the board of directors.  The CFO has asked you to perform some preliminary analysis.  To help you with your task the CFO has provided you with some pro-form forecasts and information on some comparables.  The spreadsheet “Creative Sports Financials & Exhibits.xls” contains information on the pro-forma estimates along with data on comparables.   You have been asked to provide a valuation using both discounted cash flow analysis and comparables analysis.  Using this data evaluate the bid by KJM.  Some important assumptions you will make are:
a. The tax rate for Creative is 25%.
b. Capital Expenditures and Net Working Capital requirements are expected to be 3% and 1.6% of sales respectively.
c. Growth in sales, EBIT and cash flows are expected to be 6% after 2008.
d. The firm currently is all equity financed and if Creative is not sold would stay all equity financed.  Because Creative is a small company in the sports apparel market, however,  the CEO fields that you should add an additional 6% to any cost of capital estimates.  Assume that the current 20-year Treasury rate is 5.16% and the Market Risk Premium is 6.5%.
