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Problem 05-7

Assume the value-weighted index level was 200.48 at the beginning of the year. What is the index level
atthe end of the year? (Round your answer to 2 decimal places.)

Price per Share
Shares  Beginningof  End of
Year Year
Kirk. Inc s 46 $ 51
Picard Co. 76 82

Index level
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Problem 05-8
You are given the following total market value for an index over a five-year period. Assuming the index
starts at 1,000, calculate the index value each year. (Round your answer to 2 decimal places.)

Market value of the stocks

Year 1: 3,454 million r
Year 2: 3,570 milion
Year 3: 3,931 milion
Year 4: 3,731 million
Year 5: 4,280 milion
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Problem 05-9
Able, Baker, and Charlie are the only three stocks in an index. The stocks sel for $39, $315, and $118,
respectively. If Able undergoes a 3-for-5 reverse stock spiit. What is the new divisor? (Round your
answer to 6 decimal places.)

Divisor





image9.png
value:
1.00 points.

Problem 05-14
The following three defense stocks are to be combined into a st in January 2010 (perhaps a
portfolio manager believes these stocks are an appropriate benchmark for his or her performance)

Price
Shares
(miliong) 410 11 11
Douglas McDonnell 200 $70 $73 $ 8
Dynamics General 300 51 46 60
International
Rochnall 390 80 69 86

a. Calculate the initial value of the index if a price-weighting scheme is used

Index value

b. What is the rate of return on this index for the year ending December 31, 20107 For the year ending
December 31, 20117 (Negative amounts should be indicated by a minus sign. Round your
answer to 2 decimal places. Omit the "%" sign in your response.)

2010 retum %
2011 retum %
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Problem 05-16

The following three defense stocks are to be combined into a stock index in January 2010 (perhaps a
portfolio manager believes these stocks are an appropriate benchmark for his or her performance)

Assume the index is scaled by a factor of
billion, the index would be quoted as 500.

10 milion; that is, if the average firm's market value is $5

Price

Shares /419

(millions)
Douglas McDonnell 215 s 64
Dynamics General 455 72
International 20 101

Rockwell

A1 12

$68 § 82
64 78
90 106

a. Calculate the initial value of the index if a value-weighting scheme is used.

Index value

b. What s the rate of retum on this index

for the year ending December 31, 20102 For the year ending

December 31, 20117 (Negative amounts should be indicated by a minus sign. Round your

answer to 2 decimal places. Omit the

2010 retum
2011 retum

sign in your response. )

%
%




image11.png
11, 568 pomes

Problem 6-1
JJ Industries will pay a regular dividend of $1.3 per share for each of the next four years. At the end of
the four years, the company will also pay out a $44 per share liquidating dividend, and the company will
cease operations. If the discount rate is 7 percent, what is the current value of the company’s stock?
(Round your answer to 2 decimal places. Omit the "$" sign in your response.

Price $
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Problem 6-3
You are going to value Lauryn's Doll Co. using the FCF model. After consulting various sources, you find
that Lauryn has a reported equity beta of 1.6, a debt-to-equity ratio of 0.7, and a tax rate of 30 percent
Based on this information, what is Lauryn's asset beta? (Round your answer to 2 decimal places.)

Lauryn's asset beta
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Problem 6-4
Lauryn's asset beta is 1.20. Calculate the appropriate FCF discount rate assuming a risk-free rate of 3
percent and a market risk premium of 8 percent. (Round your answer to 2 decimal places. Omit the
%" sign in your response.)

Discount rate %
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Problem 6-5
Lauryn's Doll Co. had net income Iast year of $44 million. Included in net income was a depreciation
expense of $5.4 million. In addition, Lauryn paid out $6.75 million in capital expenditures. What is
Lauryn's FCF for the year? (Enter your answer in millions. Round your answer o 2 decimal
places. Omit the "$" sign in your response.)

FCF $ million
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Problem 6-6
You are going to value Lauryn’s Doll Co. using the FCF model. After consulting various sources, you find
that Lauryn has a reported equity beta of 1.6, to-equity ratio of 0.5, a tax rate of 30 percent,
and net income last year of $42 million. Assume a risk-free rate of 6 percent and a market risk premium
of 7 percent Included in net income was a depreciation expense of $5.2 million. In addition, Lauryn paid
out $5.75 million in capital expenditures. Assume the company's FCF is expected to grow at a rate of 2
percent into perpetuity. What is the value of the firm? (Enter your answer in millions. Round your
answer to 2 decimal places. Omit the "S" sign in your response.)

Firm value $ million
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Problem 6-7
Allantis Seafood Company stock currently sells for $40 per share. The company is expected to pay a
dividend of $3.31 per share next year, and analysts project that dividends should increase at 3.2 percent
per year for the indefinite future. What must the relevant discount rate be for Atiantis stock? (Round your
answer to 2 decimal places. Omit the "%" sign in your response.)

Discount rate %
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Problem 6-8

Xytex Products just paid a dividend of $1.85 per share, and the stock currently sells for $55. If the
discount rate is 11 percent, what is the dividend growth rate? (Round your answer to 2 decimal
places. Omt the "% sign in your response.)

Growth rate %
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Problem 6-9

Star Light & Power increases its dividend 3.1 percent per year every year. This utiity is valued using a
of 11 percent, and the stock currently sells for $54 per share. If you buy a share of stock
Today and hold on to it for at least three years, what do you expect the value of your dividend check to be
three years from today? (Round your answer to 2 decimal places. Omit the "S" sign in your
response.)

Dividend $
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Problem 6-10
Johnson Products eamed $4.45 per share last year and paid a $1.8 per share dividend. If ROE was 17
percent, what is the sustainable growth rate? (Round your answer to 2 decimal places. Omit the "%"
n in your response.)

Sustainable growth rate %
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Problem 6-12
A certain stock has a beta of 1.2. If the risk-free rate of retumn is 4.5 percent and the market risk premium
is 8 percent, what is the expected retum of the stock? What is the expected return of a stock with a beta
0f 0.75? (Round your answer to 2 decimal places. Omit the "%" sign in your response.)

Beta of 1.2 expected retum %
Beta of 0.75 expected retum %
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Problem 6-15

Could | Industries just paid a dividend of $1.2 per share. The dividends are expected to grow at a 17

percent rate or the next 6 years and then level off to a 4 percent growth rate indefinitely. If the required

retum is 16 percent, what is the value of the stock today? (Round your answer to 2 decimal places.
Omit the "$" sign in your response.)

Price $
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Problem 6-17
Netscrape Communications does not currently pay a dividend. You expect the company to begin paying
2 $4.8 per share dividend in 14 years, and you expect dividends to grow perpetually at 6.3 percent per
year thereafter. If the discount rate is 15 percent, how much is the stock currently worth? (Round your
answer to 2 decimal places. Omt the "S" sign in your response.)

Price $
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Problem 6-19
Leisure Lodge Corporation is expected to pay the following dividends over the next four years: $19, $10,
$5.2 and $2.4. Afterwards, the company pledges to maintain a constant 3 percent growth rate in
dividends forever. If the required return on the stock is 13 percent, what is the current share price?
(Round your answer to 2 decimal places. Omit the "$" sign in your response.)

Share price O —
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Problem 6-21

Given the information below for Seger Corporation, compute the expected share price at the end of 2011
using price ratio analysis. (Round your intermediate calculations and final answer to 2 decimal
places. Omit the n in your response.)

Year 2005 2006 2007 2008 2009 2010
Pice S 819 $ 875 85 S 84 $1055 s 1209
ES 32 se1  am 541 74 84
cFPs 767 85 895  os2 1204 2%
sPs 64 69 684 719 831 911
Using P/E ratio s

Using P/CFPS ratio s

Using PIS ratio s
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Problem 6-22
‘Suppose the dividends for the Seger Corporation over the past six years were $1.17, $1.25, $1.34,
$1.42, $1.52, and $1.57, respectively. Compute the share price using the perpetual growth method
Assume the market risk premium is 9.6 percent, Treasury bills yield 3.8 percent, and the projected beta
ofthe firm is 0.8. (Round your answer to 2 decimal places. Omit the "$" sign in your response.)

Share price  —
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Problem 05-1
Able, Baker, and Charlie are the only three stocks in an index. The st 1| for $49, $200, and $112,
respectively. If Baker undergoes a 2-for-1 stock spit, what is the new divisor for the price-weighted
index?
(Round your answer to 6 decimal places.)

Divisor —
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Problem 05-3
‘The following order book exists for a particular stock. The last trade on the stock was at $36.74.
Buy Orders Sell Orders
Shares_Price Shares_Price
250 § 3673 200 $ 3678
300 3672 700 3679
900 3671 1000 3681
175 3668 900 3682
500 3683

a. Ifyou place a market buy order for 160 shares, at what price will t be filled? (Omit the "$" sign in

your response. Round your answer to 2 decimal places.)

st

e $

b. If you place a market sell order for 200 shares, at what price will it be filed? (Omit the
your response. Round your answer to 2 decimal places.)

signin

Shares Price $

. Suppose you place a market order to buy 450 shares. At what price will it be filled? Choose the
appropriate answer.
(200 shares at $36.78 and 250 shares at $36.79
300 shares at $36.63 and 250 shares at $36.52
200 shares at $36.74

0200 shares at $36.83
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Problem 05-4

Assume the following information concerning two stocks that make up an index. What is the price-
weighted retumn for the index? (Round your answer to 2 decimal places. Omit the "%" sign in your

response.)
Price per Share
Beginningof  End of
Ousfanding __Year Year
Kirk. Inc 37000 5 40 sS4
Picard Co. 33,500 75 80

Return %
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Problem 05-5

Assume the following information concerning two stocks that make up an index. What is the value-
weighted retumn for the index? (Round your answer to 2 decimal places. Omit the "%" sign in your

response.)
Price per Share
Shares  Beginningof ~ End of
Ouistanding __Year Year
Kirk. Inc 39000 s 72 s 77
Picard Co. 28,000 13 122

Return %
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Problem 05-6

Assume that you want to reindex with the index value at the beginning of the year equal to 100. What is
the index level at the end of the year? (Round your answer to 2 decimal places.)

Price per Share
Shares  Beginningof  Endof
Quisianding _ Year Year
ik, Inc 43000 5 62 ses
Picard Co. 30,000 112 2

Index level




