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Start with the parial model inthe fle CHO7 P24 Bulld & Model sl on the texbook's
Web site. Hamiton Landscaping’s divdend growth ae Is expected 1o be 30% i the next
yer, drop o 15% from Year 1t Year 2, and drop o & constan 5% for Year 2 and all
subsequent years. Hamilon ha just paid a divdend of 52.50,and s tock has a requied
return o 1%,

. What i Hamikton's stimted stock prie oday?

. 1Fyou bought the stocka Year 0, wht are yoor expected dividend yield and capial
gais for the upcoming yeur?

. Whatare your expected divdend yied and captal gains for the second yer (from.
Year 110 Year 21 Why arentthse the same s for the frst year?

Your employr, mid sized human resources management compary. i consiering expan
s o esed s, inchding he e of Temp Force Company.an cployment
agency ha supplies word procesor opeators and compuker programmers 1o basneses
i emporiry eavy workloads Youremployr s consderin the puchse of Biger
sl &¢ McDonald (BM),  privaely held company owned by two fends, each wih
5 millonsharesof tock. BAM currendy ha re cua flow of $24 millon,which s expected
o row t & consant e of 5%, BAM' fnancal sementsrport short trm imvestments
of $100 milon, debé of $200 millon, an prefered stoc of 50 millon. B&M' weightd
average cos of captal (WACC) i 11% Anwe the folowing quesions.

& Describe by he el rightsand priveges of common siockbolder.

. What i freecas flow (FCI)! What s the weighted verage cot o capal? What s the
fre cash flow veuation mode?

. Use a ple chas t ilstrat the sources that compris s hypothetial company's fotal
value.Using notherpi chart,show the i on 8 company'svalue. Hor i quly 3
residal !

& Suppose the fre cash low at T 1 i expectd 10 grow at a constant rate of g,
foreve, 1Fg, < WACC, what i  formula fo the preent vae of expected fre cah
lows when discounted st the WACC? Ifthe most recent fee cash flow is expecied o
grow at & cnstan ate of g foever (and g, < WAC), what i o formla for the
preent vale of expeced re cah o when discounted at the WACC!

e Use BAM' data and the free cash flow valuston model o answer th following
question.

(1) What is s stimted value of operatons?

(2) What i s estmted ol corporte vale? (This i te entity vaie)
(3) What i its exinted intisic vloe of ity

4) What i s estimated sk stock price pr shre?

£ You have just lsrned that B&A has undertaken s msor expansion that vl change
i xpectd feecash. o to -$10 millo in 1 year, 520 millon n 2 years,and
535 millon n 3 year. Afer 3 years fee cas flow will grow at 8 e of 5. No new
debt o preferred stock was added;the investnent wis flnanced by equky from the
ovners. Assume the WACC isunchanged at 1% and tht there ar sl 10 milion
hare of tock oustanding
(1) Wht i he company's hoizon vale (e, s vlue of perationsa Year 3)f What

s s curent vale of operatios i, at Time 01

() What i s sianated i vlue of iy on & price per shae basis?
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. Whet gt S the e cah flow veluton model rovie i posbl
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a1 Wik o formal i can b i v 4ay didend i sk,

e of s dviend potr,

(2) Wt & costan g sk Hoe rc consan g ks v

(5) What happens f  compary o 4 coant e tht et s 57 Will many
ok b xpacied roeh st h e i of e i the s
o o o e et o e h g o L o

. Assume that Temp Force has  bets cocficent of 1., tht the risk.fee rte (the yed
on T-bonds) i 7.0%, and tha the marke ik prestam is 5% What s the reqired
Tate ofreturn o the fiem's siockt

o 1244PM
NG g0





image3.png
FreeSenvices X | o Researchpep X | - Cengage X ) 5 CengageBrair X e

() The Touro Co x ' [l Welcome to 7 X { == Pay Bill See C X { [&] NMAC Financ X { [3 National Gric X { @ Freeintemati X

& © C | @ Secure | httpsy/cengagebrain.italsource.com/#/books/9781305887220/cfi/361/4/4@0.00:0.00 *| O

Apps. B NMAC Finance Acce

Q 1 Asume i Temp Fore i o contae g compuay who s dividend
Do e erdn) s 300 i e G b xecid 1
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O What e s cue simaied i skt
3 D s e e s et
(5 Whet e e e iyl e xptd capial gin i, ad he
e o e b e o e

@ Now asume that the stock s currely seling at $30.25, Wht s s expected ate of
. Now ssaume that Temp Force's dividend is expected 10 experience nonconstant
rowth of 30% from Year 0 to Year 1, 25% from Year 1 o Year 2, and 5% from

Yeur 210 Yeur 3. A Year 3, dvidends il grow st s constant rteof 6% What s the
ks innsc valo under these conditons? What re the expected dividend yild
and captalgans ied dringthe frs year? Whatar the expected dvdend yied snd
captal gains yield during the fouth year (fom Year 3 to Yea 4)

& What i the market multpe method of vauston? What arc its srenglhs and
weaknesses!

& Wht e the advantagesofthe re cash low valusion model reltve o the dividend
growh modd

& What Is preferrd stock? Suppose a shar of prfered stock pays a dividend
of $2.10 snd investors reguie 5 rturn of 7%, What i the stimated value of the
preerted stock?

SELECTED ADDITIONAL CASES
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