Arcadian Microarray Technologies, Inc.

In August 2005, an investment manager of a hedge fund is considering purchasing an equity interest in the start-up biotechnology firm, Arcadian Microarray Technologies, Inc. The asking price is $40 million for a 60% equity interest. Managers of the firm are optimistic about the firm’s future performance; however, the investment manager is more conservative in his expectations. He calls on the help of an analyst with his firm to fashion a counterproposal to Arcadian’s management. The tasks are to apply the concept of terminal value (TV), interpret the completed analyses and data, and derive implications of different terminal value assumptions in an effort to recommend a counterproposal. Very little numerical figure-work is required of the student.

Questions and issues needed to be addressed

1. How do you interpret case Exhibit 3? What does it reveal?
2. Regarding the terminal value estimators in case Exhibit 4, when might each be appropriate?

3. Regarding the three projects in case Exhibit 5, when would you set the forecast horizon for each?

4. What does case Exhibit 6 present? Why do the PVs vary with growth? How should you choose a reasonable growth assumption? What about other estimators?

5. What is your best-guess estimate of Arcadian’s value under Sierra Capital’s forecast? Under Arcadian’s forecast?

6. What counteroffer should Rodney Chu make to Arcadian’s management?

