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Finance 3600. Section 3
Adam Schor
Week 2 Questions 
All sections due end of day on 9/4 (adjusted for holiday)
Question 5
Stock B deserves a higher P/E multiple to trailing earnings given the data in this chart, which shows the rate and duration of super normal growth, before fading to a normal market rate of growth of 5% is stock. It is followed by stock C and lastly stock A. We assume that each of the stocks bear equal risk levels and there are no dividends.
Question 6
If the market multiple is 18x trailing earnings, what would be today’s fair P/Es (on trailing earnings) for each stock. Use our formula. 
P/E = (1+g) t /(1+k) t × m
Where;
P/E = Price Earnings Ratio
g = Growth rate
k = Discount rate
m = Market Multiple
t = time
Stock A
= (1+0.15)1/(1+0.12)1 × 18
= 18.48
Stock B
= (1+0.12)1/(1+0.12)1 × 18
= 18.00
Stock C
= (1+0.09)1/(1+0.12)1 × 18
= 17.52
Question 7
In Excel.

