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Dividends-Based Valuation of Starbucks’ Loz 113118

Common Equity

Integrative Case 10.1 projected finandial statements for Starbucks for Years +1 through +5.
This portion of the Starbucks Integrative Case applies the techniques of this chapter to compute
Starbucks' required rate of return on equity and Starbucks’ share value using the dividends-
based valuation model. This case also compares the value estimate to Starbucks’ share price at
the time of the case development to provide an investment recommendation.

Assume the market equity beta for Starbucks at the end of 2012 was 0.75. Assume that
the risk-free interest rate was 3.0% and the market risk premium was 6.0%. Starbucks had
749.3 million shares outstanding at the end of 2012, and the share price was $50.15.

REQUIRED

2. Use the CAPM to compute the required rate of return on equity capital for Starbucks.
b. Compute the weighted-average cost of capital for Starbucks as of the start of Year +1. At
the start of Year +1, Starbucks had $550 million in outstanding interest-bearing debt on
the balance sheet and no preferred stock. Assume that the balance sheet value of Star-
bucks' debt is approximately equal to the market value of the debt. Assume that at the
start of Year +1, Starbucks will incur interest expense of 6.25% on debt capital and that v
Starbucks’ averae tax rate is 33.0%. =
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