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Mechanics 
 

THIS IS AN INDIVIDUAL ASSIGNMENT! 
 
You are to start with a blank excel spreadsheet when building your financial 
model.   
 
Sharing your work with classmates is not allowed.  
 
Modifying a model that was created in one of our lab’s or that was posted on 
blackboard is not allowed. 
 
Your submission must be submitted through Blackboard, along with 
attachment(s) BEFORE 9PM on Friday, March 26th.   
 
Late assignments are not accepted and will not receive a grade. 
 
Your submission must include an excel spreadsheet named with the correct 
formatting: MKM704 {Section Code} Assignment 3 LASTNAME FIRSTNAME 
  
Your Excel file should include 3 tabs (each properly labelled), 1 for each Scenario 
described below.  
 
You must not show percentage declines as a positive number.   
 
Your answer is to be based solely on the information contained in the case 
narrative and the financial model.  Your responses should refer to appropriate 
metrics within your financial model, and remember that for metrics to be 
relevant, they need context; they must be compared to other metrics. 
 
The “version” of the financial model, i.e. the scenario you are calculating must be 
obvious to the reader from looking at your spreadsheet 
 
This assignment will be graded out of 75 possible marks and is worth 15% of 
your overall grade for the course.    
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Important:   Ensure you read all instructions very carefully as there are some 
differences relative to some previous cases.  
 
It is expected that all spreadsheets will be properly formatted and presented.  
Marks will be deducted if this is not the case.  
 
Marks will be deducted for errors in the construction of your spreadsheet, 
formatting issues or failures to follow proper practices in the construction of 
your financial model spreadsheet. 
 
A minor error (example: Incorrect entry of a number from the case, inconsistent 
or sloppy spreadsheet formatting, incorrect file name, percentage declines 
shown as a positive number etc.) results in the loss of 1 point.  
 
A significant error (e.g. incorrect formula, logic error, “hard” coding of numbers, 
etc.) will result in the loss of 2 marks. Points may be deducted each time an 
error occurs in a different row of the spreadsheet financial model.  
 
Hard coded numbers should be highlighted to distinguish them at a glance. Hard 
coding of numbers is not appropriate within a formula, or where that number 
can be calculated from within the model. Inputs and assumptions MUST be 
shown visually. If a value is hard-coded when it should not be, even if the end 
result is correct, no points will be awarded for the correct answer AND will be 
deducted points for every row where this happens!  
 
Your model should have a logical flow from top to bottom, left to right and should 
include logical spacing, borders etc. to make your model readable and 
understandable at a glance; this includes properly naming the separate tabs of 
your workbook.  
 
Numbers should be properly formatted, i.e. dollars for dollars and where 
appropriate should include 2 decimal places. Given the large numbers involved in 
this case, it is essential to include comma separators per thousand in line with the 
Canadian Standard.  
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Where appropriate, your model should include separate rows for per unit and 
total dollar amounts, e.g. revenues, all variable cost items(!), gross profit etc.  
 
Your Model must include a separate column to calculate the CAGR for each line 
item from year 1 to year 5.  
 
There are two different markets, i.e. households (B2C) and businesses (B2B) which 
generate product demand and unit sales in this financial model.  For each of these 
business lines, in order to be presented clearly, the market metrics, sales and 
CoGS items should be calculated separately in a dedicated section for each. Once 
you get passed the gross margin line, the remainder of the metrics should be 
presented for the business as a whole.  

 
The Banana Computer Company 
Part 1  
 
Your Role 
You are a Senior Analyst at a major private equity firm, Duke & Duke. You have 
been tasked with performing a thorough financial analysis of the Banana 
Computer Company. The senior partner, Mortimer Duke has had an informal 
conversation with Banana’s CEO who has said that he would consider selling the 
company for $22 billion.  
 
*Note: Duke & Duke uses a hurdle/discount rate of 22% to assess any new 
investments  
 
You are to perform an analysis which should include at least:  

• Cumulative Cash Flows 

• Cumulative discounted cash flows 

• Recommendation – To purchase or not and why (at $22 Billion) 

• IRR (at $22 Billion)  

• Conclusion of the maximum purchase price your firm could be willing to 
pay to acquire the Banana Computer Company (to the nearest $1 million is 
acceptable)  

• % of Sales common-size Analysis.  
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o *Note – Given that your spreadsheet will be large, to facilitate a neat 
and tidy presentation, this analysis is not to be included your model, 
it should be performed on dedicated tab (properly labelled) within 
your worksheet.   

• Dupont Analysis (an 8-line breakdown, for each year, for each case) – I have 
added a “Dupont Analysis” tab to guide you in getting started. 
 

Cash Facts 
 
Oliver Twist is the President of the revived Banana Computer Company.   The 
original company went bankrupt in 1984 after some poorly planned product 
launches. Fast-forward through a lot of drama in-between, and by August 2016 
(today) Oliver twist has brought the company back to its former glory, with the 
remarkable success Banana 9000 computer which was considered a ground-
breaking masterpiece when it was released last year. The virtual assistant, Suri, is 
the most advanced AI-assistant by far. Currently, the 9000 is the company’s sole 
product.  
 
The Market 
 
The world-wide market for computers is incredibly large and includes corporate, 
educational and individual household market segments.   The Banana Computer 
Company only competes in the corporate and individual household markets as 
educational institutions do not appreciate all of the functionality of the Banana 
Junior 9000 and are therefore unwilling to pay the sales price.   
 
The household market (B2C) in 2017 is projected to be 950 million households 
around the globe and 15% of these households have very-high-speed wireless 
internet access that is required to use technology as sophisticated as the Banana 
Junior 9000.   The number of households is growing steadily at 1.25% per annum. 
The percentage of households with very-high-speed wireless internet access is 
expected to increase by 100 basis points (bps), 200 bps, 300 bps and 400 bps for 
2018 through 2021, respectively.   
 
These households have, on average, 2 computers and they are replacing 
computers about once every 3 years.   This means that each year, 2/3 of all 
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households with very-high-speed wireless internet access are buying a computer.  
You can assume that when a household buys a new computer they are only 
buying 1 computer and this rate will remain consistent for the foreseeable future. 
 
The global business market (B2B) for computers in 2017 is about 3x the size of the 
B2C market.   The annual change in the number of computers sold to the business 
market is correlated with (driven by) the growth in Worldwide Gross Domestic 
Product. GDP growth is forecasted to be 1.5% in 2018, 2.0% in 2019 and then 
2.5% for the following two years. 
 
The Banana Junior 9000 
 
The Banana Computing Company’s current market share (2016) in the household 
market is 11.5% and that market share is forecasted to remain stable for 2017 and 
2018 then decline by 25 bps in the following three years.  In the B2B market, the 
company does not do quite as well and has a 2016 market share of 8.0%.  As they 
are putting more effort into improving their B2B channel management and 
marketing, Banana Computing expects to see market share in the business market 
increase by 33 basis points each year, after 2017 through the foreseeable future.  
 
The Banana Junior 9000 is a higher end computer, the company sells it to 
retailers, wholesalers and on-line merchants at an average price of $950 in 2017 
who then sell it to the household consumer market at an average retail of $1,499.   
The Banana Computing Company does not sell any product directly to household 
consumer; all sales go through their retailers, wholesalers and on-line merchants.   
 
Banana Computer’s average selling price for the household market is expected to 
increase by $25 annually starting after 2017.    
 
The B2B market is more aggressive so the company has to offer a lower price to 
their business customers.  In 2017, the average price for business customers is 
5.00% lower than the price they achieved in the B2C market.  As part of their plan 
to increase their market share in the B2B market, the company anticipates that 
the level of discount to the B2B buyers will increase by 20 basis points annually 
starting for 2018.   
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 The Banana Computing Company currently has a very simple and flexible 
operating cost structure.  The forecasted cost of manufacturing the Banana Junior 
9000 in 2017 is $475.00 with annual cost increases of 3.00% expected for 2018 
and beyond.   
 
Additional costs involved in the Banana Junior 9000 product line include 
packaging and shipping costs which run $50 per unit and are forecasted to 
increase by 3% starting in 2018.   
 
Another significant expense for the company is their product return and warranty 
expense. The warranty exists for a full 5 years but is reflected as an expense 
“warranty allowance” (part of CoGS) each year. Historical data reveals 5% of sales 
is reasonable.   
 
Banana Computing’s operating plan for 2017 includes spending on fixed costs for: 

• Marketing – $0.65 Billion  

• Selling, general & administration expenses – $1.25 Billion  

• Factory overhead -$2.25 Billion  

• R&D - $6 Billion  
Each of these fixed costs are expected to grow by 2.5% per year  
 
Banana Computing’s Fixed Assets include their factory (Land and Building) along 
with the associated furniture, fixtures, equipment etc. As of year-end 2016 the 
company has just completed a new spaceship-like world headquarters at a cost of 
$5 Billion.  
 
The land and building depreciation expense is calculated on a 4% declining 
balance method. The Furniture, fixtures and equipment is depreciated on a 10% 
declining balance method.  
 
The Company has intangible assets of various IP including mainly patents and 
trademarks. These assets are depreciated on a straight-line basis at 15% per year.  
 
 
The Company has long-term debt of $6.5 Billion This debt has a term of 20 years, 
interest-only payments and an interest rate of 3.5%.  
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An excerpt from the company’s balance sheet has been included in the base 
spreadsheet to assist you in calculating Depreciation and Amortization.  
 
The company is subject to a tax rate of 26.5% on net earnings.  
 
The transaction costs for purchasing the company would include banking and 
legal fees totalling $50 million.  
 
Mr. Duke has already done some analysis of his own; he expects that at the end of 
year 5 Duke & Duke should be able to sell Banana Computer for $25.5 Billion.  
 
 
Part 2 – Launch MyOS As A Separate Standalone Product 
 
Your Role 
As before, you are to perform an analysis which should include at least:  

• Cumulative Cash Flows 

• Cumulative discounted cash flows 

• Recommendation – To execute this strategy or not and why (at $22 Billion 
Purchase price) 

o *Note, given that this strategy will be a large departure from 
previous activities of Banana Computers and assumptions have more 
propensity for error, the discount rate for this scenario should 
increase to 25% vs 22% previously.  

• IRR (at $22 Billion purchase price)  

• Conclusion of the maximum purchase price your firm could be willing to 
pay to acquire the Banana Computer Company (to the nearest $1 million is 
acceptable)  

• % of Sales/common-size Analysis.  
o *Note – Given that your spreadsheet will be large, to facilitate a neat 

and tidy presentation, this analysis is not to be included your model, 
it should be performed on dedicated tab (properly labelled) within 
your worksheet.   

• Dupont Analysis (an 8-line breakdown, for each year, for each case) – I have 
added a “Dupont Analysis” tab to guide you in getting started. 
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Your CEO, Mortimer Duke, has a hypothesis he would like you to test. He thinks it 
may be worthwhile to re-write Banana Computer’s business plan to focus more 
on Software licencing. This is one reason he is very interested in Banana as a 
possible acquisition target at all. Mr. Duke insists you tell no one of his brilliant 
idea, yet.    
 
Many users love Banana’s Operating System software but refuse to buy the 
finished product for one reason or another. The idea is that The Banana 
Computing Company should start selling MyOS as a standalone product to 
consumers and businesses using their existing channel structure at the start of 
their 2017 fiscal year. 
 
Bringing this innovation to market will not change the market-wide growth 
metrics. Inevitably however, sales of MyOS will cannibalize sales of the Banana 
9000 itself. That is, some of Banana’s existing customers will purchase the MyOS 
instead of the 9000. Banana’s existing market share among households (11.5%) 
will decrease by 300 basis points for 2017 (~26% decrease).  However, at the same 
time, Banana can add net-new customers that join from outside the Banana eco-
system.  In the end, we estimate that B2C 9000 market share will be 8.5% of the 
household market and MyOS market share will be 10.25% of the household 
market. All Household market-shares will increase by 0.25% each year.  
 
The business market is a more expert clientele that is better-equipped to 
implement technology that is not ready-to-use outside of the box. We expect 60% 
of the existing B2B market is expected to be cannibalized. However, we expect 
that 21% of the addressable business market will become MyOS purchasers. This 
share is expected to grow at the same 33bps rate as the B2B market for the 9000 
product line.   
 
Research indicates that the optimal selling price for MyOS in 2017 would be 
$159.00 and that will be the consistent selling price across both B2B and B2C 
markets. Banana Computers should be able to increase that price by $10.00 per 
year for at least the following 4 years.    
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MyOS is already developed and very functional. It exists as computer code, 
therefore selling it does not require anything like the same level of effort or CoGS. 
The idea is that the OS will be packaged on a USB key and delivered to the same 
customers through the same channels.   As a result, production costs are expected 
to be $8 per unit in 2017. Packaging and shipping costs are expected to be $2 per 
unit. These costs are expected to increase by 1.5% per year after 2017. With far 
fewer components that could fail, warranty costs are estimated at 0.25% of Sales 
going forward.  
 
Since the company is not shutting down regular production, there will be no 
change to annual SG & A or other fixed expenses. A reorganization of company 
assets might be required in the future, but no plans or budgets have yet been 
generated for such changes.  
 
If the company merger takes place, Mr. Duke plans to re-launch the product 
immediately. In other words, in addition to the Year-0 Cash flows for Purchase 
price and professional fees, there will be an additional investment of $851 million 
required for some minor product and factory modifications along with a lot of 
testing to ensure that MyOS works effortlessly on all computer models.  
 
All other metrics not specifically mentioned here would remain consistent with 
base-case assumptions.  
 

 


