Chapter 8 assignment
8-1 – Stock Index Performance – On March 5, 2013, the Dow Jones Industrial Average set a new high. The Index closed at 14,235.77, which was up 125.95 that day. What was the return (in percent) of the stock market that day? (LG8-3)
FV = PV × (1 + i) 
i = (  ) - 1
i = (14,235.77 / 14109.82) - 1 
i = 1.00893-1
I = 0.00893 or 0.893%


8-3 – Buying Stock with Commissions – Your discount brokerage firm charges $7.95 per stock trade. How much money do you need to buy 200 shares of Pfizer, Inc. (PFE), which trades at $31.40? (LG8-4). 
[bookmark: _GoBack]= (Share price x Number of Shares) + Brokerage Discount
= ($31.40/share × 200 shares) + $7.95 
= $ 6287.95

8-5 – Selling Stock with Commissions – Your full service brokerage firm charges $140 per stock trade. How much money do you receive after selling 200 shares of Nokia Corporation (NOK), which trades at $20.13? (LG8-4).
= (share price x number of shares)-brokerage fee
= ($20.13/share × 200 shares) - $140 
= $ 3886.00
	
8-7 – Buying Stock with a Market Order- You would like to buy shares of Sirius Satelite 
Radio (SIRI). The current ask and bid quotes are $3.96 and $3.93, respectively. You place a market buy order for 500 shares that executes at these quoted prices. How much money did it cost to buy these shares? (LG8-4). 
= Ask quote x number of shares
= ($3.96/share × 500 shares) = $1,980.00



8-9 – Selling Stock with a Limited Order – You would like to sell 200 shares of Xenith Bank Shares, Inc. (XBKS). The current asks and bid quotes are $4.66 and 4.62, respectively. You place a limit sell order at $4.65. If the trade executes, how much money do you receive from the buyer? (LG8-4)
= Limit Sale order x number of shares
= ($4.65/share × 200 shares) = $930.00

8-11 – Value of a Preferred Stock – A preferred stock from Duquesne Light Company (DQU-PRA) pays $3.55 in annual dividends. If the required return on the preferred stock is 6.7 percent, what’s the value of the stock? (LG8-5).
Note: for preferred stock, the growth rate g equals zero
Constant Growth Model =

     =3.55/0.067
     =$52.99

8-13- P/E Ratio and Stock Price – Ultra Petroleum (UPL) has earnings per share of $1.56 and a P/E ratio of 32.48. What is the price of the stock? (LG8-7).
P/E Ratio =

Where; 
Pn= P/E Ratio
En= Earnings Per Share
P= Stock price

    =32.48 x 1.56
   =$50.67

8-17 – Dividend Growth – Annual dividends of AT&T Corp (T) grew from $0.96 in 2000 to $1.76 in 2012. What was the annual growth rate? (LG8-5). 

D1 = D0 (1- g) n
D1=Future dividend Value (2012)
D0=Dividend Value at start (2002)
g = Growth Rate
n = Number of years
1.76= 0.96 (1-g)10
g = [{ }1/12] - 1
g = 0.05181 or 5.18 %


8-19 – Value of Constant Growth Stock – Financial analysts forecast Safeco Corp’s (SAF) growth rate for the future to be 8 percent. Safeco’s recent dividend was $0.88. What is the value of Safeco stock when the required return is 12 percent? (LG8-5)
Constant Growth Rate (P0) = 

g = 0.08
 
      = 
      = $23.75



  

8-21 – Expected Return Ecolap Inc. (ECL) recently paid a $0.46 dividend. The dividend is expected to grow at a 14.5 percent rate. At a current stock price of $44.12, what is the return shareholders are expecting? (LG8-5). 

Convert : $0.46 × (1 + 0.145) = $0.5267. 
Expected Return i= 
     = 
     = 15.69%

8-23- Dividend Initiation and Stock Value – A firm does not pay a dividend. It is expected to pay its first dividend of $0.20 per share in three years. This dividend will grow at 11 percent indefinitely. Using a 12 percent discount rate, compute the value of this stock. (LG8-6). 
Compute the year 2 value of the stock using equation:
Constant Growth Rate= 
		                = $0.2/ (0.12-0.11)
			    = $20.00
 Then discount this back two years to get the present value of the stock price
2	
     = ($20.00/1.122)
     = $15.95

8-25 – P/E Ratio Model and Future Price – Kellogg CO. (K) recently earned a profit for $2.52 earnings per share and has a P/E ratio of 13.5. The dividend has been growing at a 5 percentage rate over the P/E ratio remained unchanged? What would the price be if the P/E ratio declined to 12 to five years (LG8-7). 
P/E = Stock price per share / Earnings per Share 
Dividends growing constantly at the rate of 5 %  
We project $2.52 divided into 5 years using the following formula. 

D1= D0 (1+g) n 

Where: 
D1 = Future dividends 
D0 = Initial Dividends 
g = Growth 
n = Number of years 
D1 =2.52(1 + 0.05)5 
= $3.21 
Stock price in 5 years if P/E ratio declined to 12
P/E = Stock price per share / Earnings per Share 
12 = Stock price per share/$3.21 
Stock price per share = $3.21 x 12 
=$38.52
















Suppose you firm is considering investing in a project with the cash flows shown below, that the required rate of return on projects of this risk class is 11 percent, and that the maximum allowable payback and discounted payback statistics for your company are 3 and 3.5 years, respectively. 
Time		0		1		2		3		4		5
Cash flow	-$235,000	$65,000		$84,000		$$141,000	$122,000	$81,200

13-23 - Payback- Use the payback decision rule to evaluate this project: should it be accepted or rejected? (LG13-2).

	Year
	0
	1
	2
	3
	4
	5

	Cash Flow
	-$235,000
	$65,000
	$84,000
	$141,000
	$122,000
	$81,200

	Cumulative Cash Flow
	-$235,000
	-$170,000
	-$86,000
	$55,000
	$177,000
	$258,200



The cumulative cash flow for this project switch from negative to positive between year 2 and years 3.
 PB= 2 + (-$86,000/$141,000)
     =2.61 Years
Therefore, this project should be accepted

3-25- IRR - Use the IRR decision rule to evaluate this project should it be accepted or rejected? (LG13-4).

	Year
	0
	1
	2
	3
	4
	5

	Cash Flow
	-$235,000
	$65,000
	$84,000
	$141,000
	$122,000
	$81,200


0 = -235,000 + 1   +  2   + 3   + 4 +5
IRR=0.2867 or 28.67%
Since IRR  i, this project should be accepted. 

13-27- NPV – Use the MIRR decision rule to evaluate this project: should it be accepted or rejected? (LG13-3)

	Year
	0
	1
	2
	3
	4
	5

	Cash Flow
	-$235,000
	$65,000
	$84,000
	$141,000
	$122,000
	$81,200

	Future Value  (if +ve)
	
-
	$65000(1.11)4
= $98,674.58
	$84000(1.11)3
=$114,881.00
	$141000(1.11)2
= $173,726.1
	$122000(1.11)1
= $135,420.00
	
$81200

	Sum of FV
	
	
	
	
	
	$522,704.68

	Modified CFs
	-$235,000
	
	
	
	
	$522,701.68




With the new set of modified cash flows, the MIRR is:
0 = 0   +  5

IRR=0.1734 or 17.34%
Since our MIRR decision statistic is greater than 11% cost of capital, we would accept the project under the MIRR method.








13-28- PI – Use the PI decision rule to evaluate this project: should it be accepted or rejected? (LG13-6)/ 
			
	Year
	0
	1
	2
	3
	4
	5

	Cash Flow
	-$235,000
	$65,000
	$84,000
	$141,000
	$122,000
	$81,200



NPV =
NPV = -$235,000 +1	+   2	+3	+ ….
        ……4	+5	
NPV = $123,386.25
PI = 
      = 0.5250 or 52.50%
     Since PI  0, we will accept the project.
