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Free Cash Flow: =2 Fﬂz’ M“lhn M

s [tis the cash flow available for distribution to investors afier the company has made all
the investments in __ﬂ_\;gd_ oSssels  and  Wokikin 5__!;_5 .?.d'l«l_

necessary o sustain ongoing operation. = " i
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(Rev. = Costs ~ Depreciation)

Calculating Free Cash Flaw:

s Net Operating Profit After Taxes (NOPAT) = EE-LT ( } _Tm‘ Rﬁﬂ\

s NOPAT is the amount of profit a company would generate

i . i
if it had no dﬁ'b)f and held no {:‘mwﬂ 0-55'[&'5 - Un\.e,\,r & m* 9 :
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Lecture Note 6

AU Corporation; caleulating the expected Free Cash Flow (Millions of Dollars)

Tod - Future
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Actt Projected
2018 2019 2020
1. Required net operating working capital e LR aRq 303

2. Required net plant and equipment 5& h 35% 3 2 &
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4. Required net new investment in 3 ‘
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6. Less: Required investment in
operating assets 3 ‘1 ) 3 ;-

7. Free Cash Flow 4_6—4; 4_(\
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Discounted Free Cash Flow Model |
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Suppose the Free Cash Flow is expected to grow at a constan after 2020 and the

company’s cost of capital is 11%. FC’FN FCFH‘I | 'FCF”+ -
P i = /-\ FCR \ FCFa I
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company’s cost ofcapi;all l<‘. lT‘:o JFC:F_ o ?-:éF“V N 'F(;F‘
FCR, FCT‘;.N \ il s~ 5
oy) 44 43 [a0op) M0l - 0

2WIZ DI 202 20\ 2022
UH-"'VMM: ﬂi"—ﬁﬂ = ‘10338

Terminal value of operati

Vy

0.1\ =0.04
Present value of operations = Ft;F dolq + FCFlu;b+ Umb
U e Ve )
R QWYY ¥ O~ 12468

— Valug, of operarom + Non D?em\.J Asseks
(E-ﬂ-; Maricetalle Sew‘-ﬂas)

= 4.6% + B8O
= 1,004.6%

Estimating common stock price per share using DFCF model

The Valwe, ettt = Value of Co’?‘rﬂlmd — Dbt — PPE.{\PJ"NA SJ\'QC-’K_

for Conman Shardhdors |= 1,004 (¢ — 3A1| = 80
D37 bR millen 1

Suppose AU corporation currently hdg 100 million shares outstanding. What is the common

stock price per share based on DFCF m
P8 = $5.3768 /share
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AU Corporation: Balance Sheets (Millions of Dollars)

Actual Projected
Assels 2018 2019 2020
"C ash ) 23 24
Marketable securities 84 88
W 220 231 243
Total current assets _-’I_;I!_ 4;&;_ _;I_;f;_
Net plant and equipment 341 358 376
Total assets 773 812 852

Liabilities and Equity

Accounts payable 22 23 24

Notes payable 160 168 176

’ Accruals ) 58 61
‘ Total current liabilities 2:1-‘;- --E-ES.I“
Long-term bonds I-{-i;' “]';f;-
Preferred stock 84 88
Common stock 200 200
Retained earnings 96 111 127
Common equity “2-;(: --_’:1-!“ “3-;?-'-
Total liabilities and equity "?-‘-H 31-2“ -!:‘!-2“
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AU Corporation: Income Statements (Millions of Dollars)

Net sales

Costs (except depreciation)

Depreciation

Total operating cosls

Earnings before interest and taxes (EBIT)
Less: Net interest

Earnings before taxes

Net income fnre preferred dividends
Preferred dividends

Net income available from common
dividends

Common dividends

Addition to retained earnings
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Actual

2018

1.000.0

211.0

Projected
2019 2020
1,000.0 1,155.0
“03s0 “9820
38.0
10200
1350
19.0
20 1160
44.8 46.4
Te12 696
8.0 8.3
502 613
4.2 453
15.0 16.0
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