Check Figures - Chapter 7 - Homework
Probs. 7-5, 7-6, 7-8, 7-9, 7-10, 7-11, 7-16, 7-19, 7-21.
7-5.
LG 2: Stock Quotation
 (a)
Wednesday, December 13
(b)
$81.75
(c)
3.2%
(d)
P/E ratio  23
The P/E is calculated by dividing the closing market price by the firm’s most recent annual earnings per share. The P/E is believed to reflect investor expectations concerning the firm’s future prospects. Higher (lower) P/E ratios reflect investor optimism (pessimism) and confidence (concern).
(e)
?

(f)
$1.32
(g)
?

(h)
12,432, which is in 100s, so 12,432 ( 100  1,243,200 shares.
(i)
The price increased by $1.63. This increase tells us that the previous close was $80.12.
P7-6.
LG 4: Common Stock Valuation–Zero Growth: Po  D1 ( ks
 (a)
Po $2.40 ( 0.12



Po $20

(b)
Po $2.40 ( 0.20



Po $12

(c)
As perceived risk increases, the required rate of return also increases, causing the stock price to fall.0

P7-8.
LG 4: Preferred Stock Valuation: PSo  Dp ( kp
 (a)
PS0  $6.40 ( 0.093


PS0  $68.82
(b) ?

(c) 
The investor would lose $7.87 per share ($68.82  $?) because, as the required rate of return on preferred stock issues increases above the 9.3% return she receives, the value of her stock declines.
P7-9.
LG 4: Common Stock Value–Constant Growth: Po  D1 ( (ks  g)
	Firm
	Po  D1 ( (ks  g)
	
	Share Price

	
A
	Po  $1.20 ( (0.13  0.08)
	
	?

	
B
	Po  $4.00 ( (0.15  0.05)
	
	?

	
C
	Po  $0.65 ( (0.14  0.10)
	
	?

	
D
	Po  $6.00 ( (0.09  0.08)
	
	?

	
E
	Po  $2.25 ( (0.20  0.08)
	
	?


P7-10.
LG 4: Common Stock Value–Constant Growth

(a)
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(b)
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P7-11.
LG 4: Common Stock Value–Constant Growth: Po  D1 ( (ks  g)

First, must compute growth rate to the nearest integer:

FV

PV ( (1  k)n
g

k at 5%

(a)
Value at 13% required rate of return:
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(b)
Value at 10% required rate of return:




[image: image4.wmf]0

$3.02

P$60.40

0.100.05

==

-


(c)
As risk increases, the required rate of return increases, causing the share price to fall.

P7-16.
LG 5: Valuation with Price/Earnings Multiples

	Firm
	EPS ( P/E
	
	Stock Price

	A
	3.0 ( (6.2)
	
	?

	B
	4.5 ( (10.0)
	
	?

	C
	1.8 ( (12.6)
	
	?

	D
	2.4 ( (8.9)
	
	?

	E
	5.1 ( (15.0)
	
	?


P7-19.
LG 4: 6: Integrative–Risk and Valuation

 (a)
ks RF  [b ( (km – RF)]



ks 0.10  [1.20 ( (0.14 – 0.10)]



ks  ?
(b)
g: FV PV ( (1  k)n


g approximately 6%



Po D1 ( (ks  g)



Po $2.60 ( (0.148  0.06)



Po  ?
(c)
A decrease in beta would decrease the required rate of return, which in turn would increase the price of the stock.
P7-21.
Ethics Problem

 (a)
This is a zero-growth dividend valuation problem, so:


P0  D/k  $5/0.11  $45.45
(b)
Using the new discount rate of 12% (11%  1% credibility risk premium), we have:



P0  D/k  $5/0.12  $41.67


The value decline is the difference between (a) and (b):



Value decline  $41.67  $45.45




 $3.78

The stock sells for almost $4 less because of company’s financial reports cannot be fully trusted. Lack of integrity is seen to hurt stock prices because of the credibility premium.
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