
Valuing High Growth Firms: Almaden Technologies1 
Case Study2 

 
The subject firm for the problems represented in this case is Almaden Technologies, a fictional firm for which hypothetical values 

have been presented.  The Income Statement, Balance Sheet, and Other Financial Information used herein are also used in 
support of building a body of Corporate Finance In-Class Problems and Case Studies. 

 

Almaden Technologies (AT), a Utah County start up with an innovative drone technology, has 

approached your private equity firm with a proposal to partner and fund its capital needs as it goes 

through its growth phases from corporate infancy to relative maturity. 

The firm has developed iLenz, a “GoPro” style camera system coupled with a GPS pointer with sufficient 

accuracy to make it a highly desirable platform for numerous expected disruptive technologies 

envisioned in the expanding drone space.  It also boasts the longest battery life in the industry and has 

the highest flight-time to weight ratio of any drone in its market segment.  

In 2018 the firm’s founders invested $2.5 million of their own funds, now held on the firm’s books as 

250,000 shares of common stock and received another $2 million in funding from an angel investor in 

exchange for a 30% equity stake in the form of preferred stock for 5 years that can either be converted 

one-for-two to non-voting preferred at a 15% dividend rate, or converted one-for-one into common 

stock based on a $35 per share valuation. 

The firm had $3.345 million in sales last year (2020) and is projecting $5.978 million in sales for the 

current year with an operating income of $491,180.  Though the overall domestic and global economy 

gyrated violently in 2020, Almaden Tech had an excellent year and felt little of the effect of the 

pandemic.   

The firm is committed to keeping its non-R&D operating expenses (including depreciation & 

amortization) at the same percentage of revenue in the foreseeable future as can be calculated for the 

most recent year.    This suggests that as the firm’s cost of goods sold (variable costs) and fixed costs of 

administration as a percentage of revenues decline the firm will invest more heavily in support of sales, 

marketing and human capital.  It’s currently reinvesting all of its pretax income into R&D and expects to 

do so up to a maximum annual R&D budget of $10,000,000.  The firm is projecting Free Cash Flow for 

each of the next 6 years (including 2021-2016), currently accounts for R&D as an expense to limit its tax 

liability and has yet to capitalize the innovations and patents resulting from the expenditures. 

In 2020 the firm’s flagship drone, Mercury 1.0, retailed for $2,100 based on a markup of 300% over cost 

of goods sold, has a landed cost to the firm of $600 per unit for the hardware and packaging, $75 per 

unit for the software, and another $17 in shipping.   The product development and marketing teams are 

confident they can sustain a 35% growth rate for the next 3 years and 20% for the following 3 years, 

after which time they expect sales to grow at 10% annually based on continually integrating 

technological innovations into the product to keep it fresh and relevant.   

                                                           
1 This problem and solution set is intended to present an abbreviated discussion of the included finance concepts and is not intended to be a 

full or complete representation of them or the underlying foundations from which they are built. 
2 This problem set was developed by Richard Haskell, PhD, Associate Professor of Finance, Gore School of Business, Westminster College, Salt 
Lake City, Utah (2021). 



The firm’s VP of Operation is confident that as the scale of output increases the hardware and 

packaging, and software costs can be reduced from $600 and $75 per unit, respectively, to $475 and 

$35… as long as the firm can sustain annual production orders of no less than 5,000.   

These projections are, in part, the result of contracts recently signed with the USGS and NPS.  

Additionally, significant interest has been shown by the National Board of Realtors, National Cattleman’s 

Beef Association, American Sheep Industry Association and numerous residential and commercial real 

estate builders and developers.  Though the firm has no plans to enter into the weaponized drone space 

it’s plausible the firm may elect to license some of its technology to US Department of Defense.  

The firm is seeking a Venture Capital equity investment of $2 million based on a post-money valuation of 

$15 million, plus another $3 million in venture debt line at 8% to fund inventory purchases.  Currently 

the firm outsources production to Leland Technologies, a domestic contract manufacturer in the 

technology space.  The firm is expected to only use as much of the equity line as necessary to buy 

inventory for a given year, so the equity line is used, all or in part, at the beginning of the year and paid 

off at the end of the year. 

With the $5 million equity investment the firm plans to launch Quick Silver 1.0 (QS 1), an industrial 

drone with a payload capacity of 20 pounds using the iLenz technology.  It expects to sell 1,000 QS 1.0 

units in the year following FAA approval, expected in 2022, for which it is ready to begin production 

upon receipt of funding.  It expects sales of QS 1.0 to increase by 75% for the following 3 years before 

declining to a 40% growth rate for 2 years.  QS sales growth is based on a current development contract 

with Amazon and interest expressed by FedEx, UPS, and EBay.  The firm expects long-run sales growth 

for the QS line to be in line with that expected for its Mercury line and is committed to integrating new 

technology into the product to allow it to increase payload while keeping costs from rising.  The firm 

plans to sell each QS 1.0 for $10,000.00 direct to corporate customers and expects a landed cost to the 

firm for hardware and packaging of $5,000, plus $75 for software based on 1,000 units, and is confident 

it can reduce its costs to a total of $3,500 per unit with annual volume of greater than 3000 units.  

 

  



 



 



 



 

 

 



 

 

 


