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The following questions need to be answered for (Procter & Gamble) the company:


(1). Estimate the firm’s value by using the Dividends-Based Valuation Model in Chapter 8. Compare the firm’s stock market value to the intrinsic value you calculated and explain the difference in values. 

The following data about Procter and Gamble Company was obtained from Marketbeat (2021)
Dividends yield = 2.62%
The annual dividend per share for Procter and Gamble is $3.48
The average dividend growth rate of the company every year is 4.42%
Total dividends given out by Procter and Gamble Company are 67.97% of the total earnings.
Three years growth rate of Procter and Gamble is 13.87%
Currently, the return on investment is 14.81%. 
The constant growth value is therefore 
= ($3.48*1.042)/(0.1481-0.0262)
=$ 29.75 
The firm’s value using the Dividends-Based Valuation Model is, therefore, $29.75. The current stock market value for Procter and Gamble is $133.07. This means that the stock has been overpriced, and profit can only be made by short-selling the available securities.

(2). Estimate the firm’s value by using the Beta theory in Chapter 12 and 13. Compare the firm’s stock market value to the intrinsic value you calculated and explain the difference in values. 
Beta measures the volatility of firm. 
The price per ratio of Procter & Gamble Company is $133.07
The price per ratio = $24.47
The following is how the beta value is computed as follows 

	Date
	NYSE COMPOSITE (close)
	The Procter & Gamble Company (close)
	% changes per day
	

	44368
	16411.98
	133.07
	
	
	

	44365
	16143.95
	132.03
	-0.0166
	-0.00788
	

	44364
	16411.65
	133.99
	0.016312
	0.014628
	

	44363
	16542.76
	132.78
	0.007926
	-0.00911
	

	44362
	16655.81
	134.65
	0.006787
	0.013888
	

	
	
	
	
	Covariance
	0.000087466

	
	
	
	
	Variance
	0.000129682

	
	
	
	
	Beta 
	0.67




The company’s beta value is 0.67, which is less than one. This means that the stock market value of Procter & company, which is at $133.07, is less volatile, meaning that it does not keep on swinging upwards or towards.  
(3). Identify the major risks faced by the firm and whether it hedges its risk exposures or not. This information is typically reported in the firm’s annual report or the statements filed with the regulatory body in the firm’s home country.
According to the company’s official report, Procter and Gamble Company is faced with several risks in the market during its daily operations. The following are the major risks associate with the company
(a)   Credit risk
(b)  Exchange rate risk
(c)   Interest rate risk
(d)  Net investment risk 
(e)   Commodity price risk, among others. 
Finding ways through which the above risks can be mitigated is called hedging. Any serious firm will work tirelessly to mitigate the risks for its financial welfare. To hedge credit risk, the company has come up with well-outlined credit guidelines that dictate where one is qualified or not. The interest rate risk management is through the identification of both fixed and variable-rate debt. After that, the company now enters swamps with their counterparty, and agreements are made.  
The company has operations in multiple countries globally and is subject to fluctuations in the value of some currencies that may cause unwanted losses. To mitigate this, the company utilizes forward contracts and introduces options with maturities of a given time. Borrowing from the foreign currency is another way Procter and Gamble Company is hedging the net investment risk. On the other hand, future and options with maturities in a provided period are a perfect way for the company to manage the commodity price risk.
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