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Special Situations: Valuing a New Firm
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Special Situations: Valuing a Loss 
Making Cyclical Firm 

 Cyclical sectors

 Path 1: Adjust the growth rate to reflect the economic cycle

 Path 2: Use normalized earnings as base year earnings
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Special Situations: Valuing a Loss 
Making Cyclical Firm 
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Valuing a new firm in a cyclical 
industry!



2013@Ram 7

Special Situations … 

 Cyclical sectors

 Path 1: Adjust the growth rate to reflect the economic 
cycle

 Path 2: Use normalized earnings as base year earnings
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Attempting to Unlock Value
 Many ways … 

 Say, using simulation (or heuristics)

 For, example based on Financial Leverage

 You can give it a try on your assignment … 

 Experiment with different DE ratios

 Compute levered beta

 Compute unlevered beta

 Compute the cost of equity at different levels of leverage

 Similarly, compute the cost of debt at different levels of 
DE ratios

 Combine and compute WACC

 Note, assume marginal tax rates & be realistic … 


