Chapter 7
[image: ]
[image: ]

[image: ]
[image: ]

image1.png
Questions and Problems|

CDmect Select problems are avalable in McGrav-Hill Connect Please see the
= ckaingaptons secton o e Preface o mre it

Basic

(Questons 1-14)

LOIL  Stock Values Fowier,Tac fust paid  dividend of 255 per shar on s stock. The dividends e

i expeeted o oo ata constast st of .9 peroent pe yea, indeSniely fisvestrs sequice e of 104
perocat on this stock, what i the current price? Wt will he prce b i 3 eare? 15 eass?

1012 Stock Values Tue aex dividend pasmaect by Hofiman,Inc, il be 265 pe share Tne divideads e

P4 socipaied 1o maintain  grovth ate of 4.5 pescent forve. I e stock currety sl 8 BT
84315 per share, it thecequivd seuen? —_

LOI3.  Stock Values For thecompany in te preious problem, whats the dividend ield? What s the expected

Y& capialpmna i

LOT4.  Stock Values  Poniter Corporation will par a dvidend of $3.25 e shase aex yeas The company pldges

i oiocrease s dividend by 51 prcent pr eas, indefitel. 1590 seuies & et of 11 peceent on o
estment, bow mich willu pay o he company' stock oday?

LOIS.  Stock Valuaion Redan T, s xpected t marain  comstant 4.3 peret grovth at n s iideads,

Fi iotefmiter Iihe company has a dividend el of 5.6 percen, what s th sequiced e ca the
companys stock2

LOT6.  Stock Valuaon Suppose o kmow that 2 company'ssock cueaty el o S5 per shase o the
cequired seucn on the stosk i 105 perocat You alo kaors that the ol seuce on e stock i evealy
vt erween captalsains ied and dividend el I te company's poie t ivays maiatsin
onstan grovt cat n s ividends, what s the uscent dividend per ae!

LO17.  Stock Valuation Buskhartt Corp. pas 2 coastant $15.25 dividend oa s stock: The company will

7o siotin i civicent frthe next ine yeas snd il hen e piying dividends fceve. It sequzed
cetan cn i socc £ 5.2 peroea,what s the cuseent shac pece?

LOIS.  Valuing Prefered Stck  Sicg Elepaa, Tac. ha aa fsue of prfeeed stock outstanding that pars 2

”% 2 55 dividend evry year in prperaty: I tis fsue useeaty sell o $77.32 e share, what s the

[—
Noting Rights Afe ssccessuly compleing yous corparate Snsne clacs, o el the et chllenge
ahead i 0 serve o the boasd of dcecors o Sehenkel Enterpices. Uatorransely,you will b the only
indivicualvoing o you. 1t compaay bas 525,000 shares outstanding and the stock cusceaty el ot
$36, how amuch will i cost you to buy a scat if the company uses straight voting? Assume that the
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‘company uses cumulative voting and these are four seats in the current election: how much will it o5t you.
tobuy aseataow?

Grovth Rates T stok price of Alps Co. i 867, avestossseque & secs of 0.5 pessent o sslas
stocks. Irthe compasy plass to pay & iidend o $4.1 SRt v, WAL $50vTh e expected o the
companys stk price?

Valuing Prfered Stock | E-Epes o s & v s of prefeczed stk it call 20/20 refezed. The
o0k will pay 2 20 dividend e ear, but the st dividend sl et be paid w20 eass fom todas I
o sequie et of 7.3 percent on i stock, how et showld o 02 100

Stock Valuation Cape Corp. il pay a ividend of 82,64 st sear. The compasy b ststed that e il
‘nsosain 2 consant o it of £.5 peroeat e e I you want a e f 12 pescent, o
s il o the ok Wt i o st e of§ peat) Wt coss el o3 sbout the
coationship betveen o sequicedsetaa 2ad the sock prce?

‘Stock Valuaton and PE Ratfo  Tue Blooasig Fowes Co. has eaenings of 363 pe shaee Tne
eashmar PE for the company i 15 What stock price vould ou coasider sppropeiaie? What e
[e——

‘Stock Valuaton and PS Ratfo TriteaMe e, s oo compasy snd cucrely s aegate P TiT
eacnings. Tae company' als are S1.45 million s0d ther az 130,000 shaes ovtstanding !

e benchamace prioesals catiof 3., wha i yous esimate ofan appropeiate stock pree? What fhe
oeicesales atio were 327

Intermetiate
(Questons 15-30)

Loiss.

%

Lot 15

o1y

Nonconstant Growth  Metalia Bearings, o, i  sosag sartap compass: No diidends vill be paid on
e stock over the e  yeas besause the R s 1 plo back s eaceings 1o fel geow. Toe
compasy will hen pay  dividend of 23 pee share 10 s from today and will nceeas the dividend by 5
et per vea theceafer IF e sequieedsetan on tisStosk s 12 peroet, what s the current shase
price?

‘Nonconstant Dividends  Bos Chsnce . ha 32 02 dividend poie. The compasy b st pid &
ivitend of$3 pe thace and has snmoaced tht i vl inresse the iidend by §5 per sharefor e o
e e oueyeae, and them s pa nothe dividend. 17500 sequee & et of 5.7 pescenton the
‘company's stock, how much will you pa for  sase 0da?

‘Nonconstant Divdends Symoves Corposaton s expected 0y the flloviag ivideads oves the oot
foue years: 7,313, S15, 208 $3.25. Aerward, he compasy pledses o maiossi 2 coasant 5 percest
o ae i ividends oreer If e cequisd setuen on e stock i 10,4 percea, hat s the cuveent
<hare price?
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i the required retuca for the company’s stock?
egative Gromth  Aceording o the 2018 Ve Line Imesomant Surey he grovth cate in dvidends or
Aot Laboratoris fo th peeions e searshas been negaive 115 preent Ifmvestossfel i gt
ot il cominue, what s the sequired seruenfo the compaey’s %0ck? Doss tis mbes make e
Wit sz zome o te poteatilsessonsfo the aegatve szov i dvicends)

Stock Quotes Using the ividend yied, calenate th elsing peio fo Wal Disaey o this . Toe
srust closig prce foe Vil Disaey s $108.55. Wy i yose closing price iftzeat) T Valse Lize
Imesoman: Surey peojects 2.4 pesoen dividend geowth satefor Walt Disoey. What s the reqused et
o the sock using the dividend disonat model and the actal stck priee?

Stock Valuation nd PE  Susset Corp. cusenty has 40 EPS of $3.35, and the benchmack PE B e
compasy i 15, Eacaings aeeexpected 10 geow 1 § et pe e

2 Whatis oo esimate of the cuseentstock pice?
. Whatis the arge stk peie n one yeat

. Assuming the company pays o diidends, hats the inpliedsetrn on e company’s stock over e
et eart What does this el o about the implied stk reusn usicg PE valuston?

Stock Valuation nd PE. Yo have found the Illoviag istorieal information f the Daniela Compass

Yewi Yem2 Yems vemd

Sospace sS85 S sae ssar

£ps a5 3 e s

‘Eacnings sce expeeted o grow 7 peseent o the e yese. Usog the compaay'shitriea svessge PE &2
 benchimark,what s th tacge stock pice i one year?

Stock Valuation nd PE T the previoss peoblem, s assumed that the stock had  single stock pice for
he ear Howees if o o at stock prces oves aay yea, o will i & high and o stock price fo the
seac Tastead of & sicgle beachenack PE ato, we aow have  igh and low PE cato B each P IIT
seae We can use these catio  caleulate  high 2nd 2 Low stock pice fo e aext . Suppose

e e the flloving information o5 3 particelar compasy
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Challenge

Vel Yem2 vews Yems

Hgnprce S0 S Sesds $735
Lowprice s an ss e
£ps 200 23 25 05

‘Bacnings areprojcted 0 grow a9 peroent ove e aext ez Wt ar e high and Lo tagetstock
prices ove e s year?

Stock Valuaion nd PE Bera o, cucrenly has 3a EPS of $3.55 204 2n earaings growth e of T
pcat TFthe beoshmark PE catiof 21, what s th target shae price e yeas rom a0

PE and Terminal Stock Price Tn practics, 3 common vay o value 3 share o stock vhen 3 company pars
ivitends i 10 value the diidends ovesthe oo e e o 50, the i the "erminal” ok prie using
 benchimark PE sati. Suppose a company fut pid  dvidend of 115, The dividends azecxpected o
v 2 10 pesceatove the st e s, The compacy has & payot£8o of 40 peseentaad &
oeashmack PE of 19, Wit the tagessosk price i S yes) Whit i the tock ric today ssuming &
cequised seuen o 1 pescent oa tis sk

(Questons 31-32)

Loran

Lora

Capitl G ersus Tncome  Coasides fooe ifecent stocks, all o which hae & sequiced ssuen o 19
et and 3 mostsecen: dividend of 240 pe share. Stocks W, X, 204 Y are expected 1o et
‘constast gt e in ividends fo the fosescesbie ituc of € perses,  pesces, and -3 pescest px
sear sespestiel. Stock Z i growth sock tat will inrease £ dvidend by 20 prceat o the 2Rt €0
seacs a0 then manain  comstan 12 preent geowth e, theceafes, What s the ividend yied o eash
o these foue sosks? Wht i ta expeste ospitl s ield? Diseuss the slsionship seuong the verows
cetuca thar ou fadfo each of these stk
Stock Vauaion Most osportions pa quartry dividends on thes commen stock rather than ascal.
ividends. Barrng any uausual circumstances during the Yo, te boasd ases, overs, o maatain the
curcens dividead once  sea and then pays this ividead out in equal guaredy fasallments o
JE——
3. Suppose s compaay cureeaty pass sa snmual dividend of 230 0n s common stock i3  ngle
anmual istalimen, 20 masagemaentplas on rising s dividend b § peroent pe e ndeaisy
It cequicd seucn on s stosk s 12 peveen, what s the cusent shave price?

b, Now suppose the company ia part (a) actually pays its anoual dividend in equal quartedy installments:




