CHAPTER 8
[image: ]

[bookmark: _GoBack]***Do questions #3 and #5 (SEEN ABOVE)  Can do on a Word Doc ***
***Use the Week 2 Chapter 8 Excel Sheet for question #6 (SEE QUESTION #6 ABOVE)
image1.png
€= Question and Problem & X / [§ University of Phoenix: Fu X
& C | @ Secure | https;//phoenix.vitalsource.com/#/books/1259798224/cfi/6/40!/4/4/504/22/22/2@0:100 4 ©
@arten Safe Search | [ < HhpbainE
12. Two-Stage Dividend Growth Model [LO1] One of the assumptions of the two-stage growth model is that the dividends drop immediately from the high growth rate to the -
o perpetual growth rate. What do you think about this assumption? What happens if this assumption is violated?

13. Voting Rights [LO3] In the chapter, we mentioned that many companies have been under pressure fo declassify their boards of directors. Why would investors want a board to
= be declassified? What are the advantages of a classified board?
14. Price Ratio Valuation [LO2] What are the difficulties in using the PE ratio to value stock?

QUESTIONS AND PROBLEMS Jranee |

BASIC

(Questions 1-13)
1. Stock Values [LOL] The Jackson-Timberlake Wardrobe Co. just paid a dividend of $1.95 per share on its stock. The dividends are expected to grow at a constant rate of 4
percent per year indefinitely; If investors require a returm of 10.5 percent on The Jackson-Tinberlake Wardrobe Co. stock, what is the current price? What will the price be in
three years? In 15 years?
2. Stock Values [LOL] The next dividend payment by Halestorm. Inc.. will be $2.04 per share. The dividends are anticipated to maintain a growth rate of 4.5 percent forever. If
the stock currently sells for $37 per share. what s the required return?
3. Stock Values [LOL] For the company in the previous problem. what is the dividend yield? What is the expected capital gains yield?
4. Stock Values [LO1] Caan Corporation will pay a $3.56 per share dividend next year. The company pledges to increase its dividend by 3.75 percent per year indefinitely. If "<
vou require a retum of 11 percent on your investment, how much will you pay for the company’s stock today?
Stock Valuation [LO1] Tell Me Why Co. is expected to maintain a constant 3.9 percent growth rate in its dividends indefinitely. If the company has a dividend yield of 5.9
percent, what i the required refurn on the company’s stock?

6. Stock Valuation [LO1] Suppose you kuow that a company’s stock currently sells for $63 per share and the required return on the stock is 10.5 percent. You also know that "<
the total return on the stock is evenly divided between a capital gains yield and a dividend vield. I it’s the company’s policy to always maintain a constant growth rate in its
dividends, what i the current dividend per share?

Q 7. Stock Valuation [LO1] Estes Park Corp. pays a constant $7.80 dividend on its stock. The company will maintain this dividend for the next 13 years and will then cease paying
dividends forever. If the required refurm on this stock is 1.2 percent, what is the current share price”

8. Valuing Preferred Stock [LO1] Moraine. Inc., has an issue of preferred stock outstanding that pays a $3.50 dividend every year in perpetuity. If this issue memmmmm=e
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Stock Valuation and Reauired Return [LO1] Red. Inc. Yellow Coro. and Blue Compay each will pav a dividend of $3.25 next vear. The erowth rate in dividends for all
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