		8



	


ASSIGNMENT 2








Name of the student
Institution affiliation
Course name
Professor
Date






Question 1
(i) The bond has an annual coupon of 7.5%, equivalent to (7.5%*1000= $75) interest amount payable every year. It also assumes the investors currently required rate of return is 6.5% on investments with similar risk characteristics. For the computation of a bond's fair present value its recommendable to use the bond valuation concept. The accuracy of the solution depends on the correctness of the assumption on coupon payments and the required rate of return.
(ii) The bond valuation concept is important as it usually gives the true value of the bond, which is the actual present value of its future coupon and face value discounted at investors' required rate of return. Thus, we must compute the present value (PV), which represents the true value of the bonds.
(iii) PV= FV(1+r)
     = 1000(1+6.5%)
       = $207.14
The value of the bond is $207.14
Question 2
(i) There is an assumption that the company dividend per share will be growing at a constant rate until perpetuity. Therefore the dividend will depict a growing annuity in the future. Also, there is an assumption of the dividend payout ratio to be 60%. The investor required rate is 20%, and the annual growth rate is (12%* 100-60)= 4.8%
(ii) The constant growth rate concept is essential since it assists potential investors in computing the theoretical value of the company shares.
(iii) The theoretical value of the marketable shares can be computed as follows;
Po= D1/ r-g
     =8.25/0.12-0.048
      =$ 114.58
Question 3
(i) In Ashode Corp. There is an assumption on dividend payout to be 60%. The company dividend, as stated, will be growing at a constant rate of 5%. Also, there is an assumption that the market price of the company shares will remain at $16.75 regardless of the economy affecting factors such as government regulations, for instance, inflation. Another assumption, investors and shareholders will receive a constant dividend of $2.25.
(ii) We will use the constant growth rate model on ordinary shares to compute the required rate of return.
(iii) Po= $16.75
D1= $2,25
g=0.05
r=?
r=(D1/Po)+g
  =(2.25/16.75)+0.05
=0.18= 18%
Question 4
(i) the initial investment to Bliona Inc Is assumed to be (500*8=$40,000). Another assumption is that the company uses the Gordon valuation model. Therefore, the theoretical value of the common ordinary shares will be equivalent to the present value of the dividend expected from the shares. There is an assumption that the dividend payable to investors are generated under the category of zero dividend rate.
(ii) The use of the zero-dividend growth rate on shares suggests that the shares promise a constant dividend that does not grow until infinity. Thus the dividend depicts an annuity in perpetuity.
(iii) The theoretical value Po= D1/ r
                               r=D1/po
                                = 0.50/9.75
                                =0.0512
Therefore, the holding period return= 5.12%
Question 5
(i) On the issue of this debenture, the following are assumptions that have been considered. First, the company issued the debentures for a specific number of years, after which the debentures shall be bought back by this company. Also, there is an assumption of application of par value of $1000 instead of the terminal market price for the debenture
(ii) The model considered under this company is the valuation of fixed return securities under the redeemable category for the debenture.
(iii) Interest= 4.8%*1000= $ 48
Present value interest factor= (1+r
                                                   =(1+4.8%
                                                  = 1.7552
Semiannual payment interest= 48*1.7552= $84.25
Question 6
(i) The first assumption is that there is a constant dividend payout of $5 per year throughout the company's lifetime. There is an assumption that the dividend growth rate remains constant, and also there is ignorance of bonus and right issues which are supposed to be to shareholders as part dividend.
(ii) the constant required rate of return is given by r=(D1/Po)+g
Po is the current selling price
D1 the next dividend payable
R the required return on the stock
g the constant growth rate
D1= $5
g=6%
(iii) r=(D1/Po)+g
=(5/64)+0.06
=13.81%
Question 7
(i) there are assumptions dividends will increase at a non-constant growth rate. When the company assumes the rates will be different, the rate will stabilize and become constant until infinity. There is an assumption that the company will pay a dividend of $4. It is also assumed this dividend shall grow at the rate of 30% for three years, 10% for two years, 45% for three years, 18% for four years, 25% for two years, and after that stabilize at 24%. There is the assumption that the present value of shares is $64.32. The present value interest factor equal to 22.12
(ii) The non-constant growth model is given by Po=Do (1+g)/ (r-g)*PVIFr%n
po is present value of shares
Do Is the initial dividend paid
g is the constant growth rate
r is the rate of return on equity
(iii) R= Do(1+g)/ ( po/PVIF) +g
=4(1+24)/(64.22/22.12) +24
=58.44%s
Question 8
(i) An assumption 30%, 45%, and 25% chances represent the rate of return of the security in  Thete, Inc. The three projects are assumed to have probabilities of 0.2, 0.6, and 0.2, respectively. The sample size of the project being compared is assumed to be greater than 30.
(ii) The standard deviation is given by pi
Where RA is the rate of return,   is the expected monetary value (EMV) for the project
Pi represents the probabilities.
EMV = 10%*0.2+18%*0.6+24%*0.2=10.868
RA		RA-		(RA-RA-	pi	(RA-RA-pi
10		10.9		0.81		0.2	0.162
18		10.9		50.41		0.6	30.25
24		10.9		171.61		0.2	34.32
							64.732
Stand deviation =8.05%
Question 9
(i) The bond has an interest coupon rate of  5%, meaning the interest payable every six months is 5%*1000= $50. Another assumption is that the bond will incur a tax of 30%. The bond is assumed to generate a constant interest amount until perpetuity.
(ii) Kd=( I/vd) (1-T)
Where I am the interest amount 
Vd the current value of the bond
T represents the tax charged on bonds

(iii) Kd= (50/875)* (1-30)
=0.04%
Question 10
(i) (I) it is assumed to be ( 1000*6.6%=66) represents the interest amount payable semiannually. Another assumption is that the company uses the Gordon valuation model. Therefore, the theoretical value of the common ordinary shares will be equivalent to the present value of the dividend expected from the shares. There is an assumption that the dividend payable to investors are generated under the category of zero dividend rate.
(ii) The use of the zero-dividend growth rate on shares suggests that the shares promise a constant dividend that does not grow until infinity. Thus the dividend depicts an annuity in perpetuity.
(iii) The theoretical value Po= i/ r
                               r=i/po
                                = 66/0.88
                                =$75
Therefore, the expected price of the bond is $75
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