Valuation Case Study – Part 1
In this case study, you’ll analyze ConAgra Food’s $4.9 billion bid for Ralcorp Holdings and determine whether or not Ralcorp was correct in rejecting the offer.
Announced on May 4, 2011, ConAgra’s bid represented a play to invest more heavily in private-label products and to consolidate product lines within the food & beverage industry.
ConAgra is a leading consumer food company with a focus in the generic products (private-label) segment; Ralcorp has diversified business lines, including pasta, generic cereals, snacks, bakery, and the Post line of cereals.
After a previous rejection by Ralcorp, ConAgra made another bid on May 4, offering $86.00 per share (a 32% premium above Ralcorp’s share price on March 21 – the day before its first approach) in a bid valued at $4.9 billion.
In part 1 of this case study, you’ll complete a public comp analysis for Ralcorp and fill out key information on Equity Value, Enterprise Value, and revenue and EBITDA. You will also begin filling out information that will allow us to calendarize the public comps so that their fiscal years line up.
In part 2, you’ll learn how to find the appropriate public comps and precedent transactions, how to finish the calendarization process, and also how to calculate Free Cash Flow in a DCF analysis. Once all of that is complete, you will use the finished valuation to answer the discussion questions.
Excel Setup – IMPORTANT
In this model we may encounter circular references. To ensure that they work correctly and that Excel does not crash, please go to Options (Alt + T + O) and then the Calculations tab in 2003 or the Formulas menu in 2007/2010, and make sure your menu looks like this:
[image: ]
If you do NOT have “Enable iterative calculations” checked you will run into problems in most Excel models, including this one.
Part 1A – Ralcorp Analysis
In the analysis of Ralcorp please make the following assumptions, once again only filling in the yellow areas in Excel (in the “RAH-Complete-Valuation-Part-1-Blank” file):
· Use the PDF documents in the “Ralcorp” folder to get all these numbers. To make it more convenient for you, we’ve separated out the relevant parts of their filings from their 10-K.
· Pull as much information as possible from the most recent filing, i.e. the 10-Q quarterly report rather than the 10-K annual report.
· Use options outstanding, SARs outstanding, and so on as opposed to exercisable securities for the diluted share calculations. You can find these in the 10-K (quarterly reports rarely list this information).
· Both cash & cash-equivalents and short-term / marketable securities should be counted as cash. You should pull these from the 10-Q to ensure that it’s the most recent Balance Sheet.
· Just because something is listed in the Excel worksheets doesn’t mean that it exists or is applicable to Ralcorp – you have to think about what makes sense.
Complete the yellow highlighted parts of the Excel file using the instructions above, and then check your work against the “Completed” Excel file (“RAH-Complete-Valuation-Part-1-Completed”).
[bookmark: _GoBack]Part 1B – Revenue and EBITDA Data for Public Comps
On the “Calendarization” tab of the Excel file (the “RAH-Complete-Valuation-Part-1-Blank” file), please enter the revenue and EBITDA figures for the areas highlighted in yellow. Note that half of this tab has already been completed for you, and is intended to be an example for you to follow. You only need to complete the bottom half. Use the following assumptions:
· Use the annual 10-K report and quarterly 10-Q reports that are supplied for each company (in the “Comps” folder) to fill out the data. Do not calculate the TTM numbers for now.
· Pay attention to the proper period and dates when completing this exercise. For example, if the period in question is 10/1/2010 to 12/31/2010, that’s 3 months. But if it’s 5/1/2010 to 1/31/2011, that’s a 9-month period. It is very easy to enter these incorrectly and use the wrong filings if you are not paying attention.
· Note that you may not have to enter data for all the periods for all companies. For example, if the company’s fiscal year ends on December 31, we don’t need to calendarize anything because those annual numbers are the most recent ones (the valuation date is March 21, so no new information would become available until after March 31).
· For EBITDA, add back any non-recurring expenses as well as Depreciation & Amortization. If the items appear on both the Income Statement and Cash Flow Statement, you should always use the Cash Flow Statement version because that one will always reflect 100% of the item’s value.
· If you are not sure what to do about a certain item, please see the areas that are already filled in with examples of how to calendarize financials for the 9/30/2009 – 9/30/2010 period. Press Shift + F2 to view the comments in those cells.
Once you’re done with both parts of this homework assignment, you can check your answers against the completed Excel file (“RAH-Complete-Valuation-Part-1-Completed”).
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