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ST- st Step *_.
1 M&m %?a mn.rﬁ 1S E.mo?n for g, the unknown variable, | oW
quation. Sce D is unknown but I js known, substirute Dy(1 +g) as m_w

A
mw_u ..:mua = UH HU_QQ:TNv

$36 :
.A“Al 0.12-g
Solving for g, we find the growth rate to be 5%:
$38.4g = $1.92
g = 0.05=5%

The next step is to use the growth rate to project the stock price 5 wg

-

wm = Du(1 +mvm
Tp—g 5

 $2.40(1.05)°

T 0.12-005. il

= $45.95 Ty
féa

(Alternatively, Ps = $36(1 05 = $45.95) Therefore, ms&ﬁ_ Quﬁumw

stock price 5 years from now, Ps, is $45.95. . §
S5T-2 a. (1) Calculate the PV of the dividends paid during the amne
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to the annual dividends per year div
0.07/28.52 = 0.24 percent ). Column
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price—the

reported to be 14.19: Aaron’s
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a2 gh July
The P/E ratio is used by trade
at the inverse of the P/E ratio (E/P).
firm's current eamings) that it will t
back period). High P/E ratio stocks re

rs as an indicator of the
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TABLE 8-1 Stock o !
Market Quote. July 25, 2013 “ ,_,5] 3 . ok
i 2 13 i+ i 16 ) L {10 () 112 (3 e
Name Symboi Open Mgh Low Cose  Net %Chg 52 “'_":: 52 "“m De  Yield YT
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the closing stock price |c.g.. for A
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relative value of the stock. :
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o TR PUolrading?
Ks of these activities?

20.

—

res of common stock

Ip for election to five
1)

O elect its board, what
reeded to ensure elec-

lect s board, whag is
ded to ensure election

f common stock out-
r election to sjx seats

0 elect its board, what
eeded to ensure elec-

lect its board, what is
led to ensure election

common stock in a
itstanding. The firm
1al 1 million shares
value of the stock is
new shares are being
discount. (LG 8-3)

hts, how many of the

tock after the rights

firm after the rights
>lit between original

r preemptive rights,
fter the rights offer-
yares and rights?

~ommon stock in a
tstanding. The firm
2.5 million share§
alue of the stock 18
the new shares ar¢
it a $2.40 discount.

e BRI wOld have the largest
stock markets? (1.G 8-9)

What is an ADR? How is an ADR created? (LG 8-9)

wn

Price at
Beginning

b. What is the market value of the stock after the rights
offering?

¢. What is your total investment in the firm after the rights
offering”? How is your investment split between original
shares and new shares?

- If you decide not to exercise your preemptive rights,
what is your investment in the firm after the rights offer-
ing? How is this split between old shares and rights?

Refer to the stock market quote in Table 8-1. (LG 8-5)

a. What was the closing stock price for Abbott Laborato-
ries on July 25, 20132

b. What were the high and low prices at which McGraw-
Hill traded between July 26, 2012, and July 25, 20132

¢. What was the dividend yield on Waste Management
stock as of July 25, 20132

Refer to the stock market quote in Table 8-1. (LG 8-5)

a. What was the closing stock price for Abercrombie &
Fitch on July 24, 201372

b. What was the dividend yield on El Paso Electric stock as
of July 25, 2013?

¢. What were the earnings per share on Wells Fargo stock
for the period July 2012 through July 20137

At the beginning of the year, you purchased a share of stock

for $35. Over the year the dividends paid on the stock were

$2.75 per share. (LG 8-5)

a. Calculate the return if the price of the stock at the end of
the year is $30.

b. Calculate the return if the price of the stock at the end of
the year is $40.

Using a Spreadsheet to Calculate Stock
eXcel Returns: At the beginning of the year, you
purchased a share of stock for $50. Over the year the divi-
dends paid on the stock were $4.50 per share. Calculate the
return if the price of the stock at the end of the year is $40,
$48, $50, and $55. (LG 8-5)

Price at
End of =

of Year Dividends Year The Return Is

550 $4.50 $40 ~11.00%
50 4.50 48 5.00
50 4.50 50 9.00

20 450 55 19.00
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10. U'se the snformation in the following stock quote (0 (10) (11) (12) (

9) DI
3 ( 14 -
(a @& & w5 ©® D ® 52 Week 52 Week M
Net %Chg Volume High Low Yield PR
Name Symbol Open High Low Close Chg

rombic W
i . 1.12 28.76 0.7
& Fitch ANF 37.89 3841 3720 37.60 —1.21 —3.12 2,323,747 5 0 1.
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