
Joseph Harris

Finance 3600. Section 3
Adam Schor
Week 2 Questions 
All sections due end of day on 9/4 (adjusted for holiday)

You can bring a print out to class or email your answers to aschor3@msudenver.edu

1. Assume ABC paid a $1 dividend yesterday. You predict a sustainable growth rate of 3% from this point forward. You also require a 10% discount rate.
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2. From question 1, we have: ABC paid a $1 dividend yesterday. You predict a sustainable growth rate of 3% from this point forward. You also require a 10% discount rate
a. If the stock trades at $11.44, what does the price imply about the market’s expected growth rate for this company. Assume the discount rate is still 10%. What would you do as an investor? Buy, Sell or Hold?
b. Now assume the stock is at $20.60 and the discount rate is still 10%. Find the market’s expected growth rate. What would you do as an investor? Buy, Sell or Hold

3. Consider this pattern based on your estimates. Value the stock using a 10% required rate of return.
	Year
	EPS
	Dividend Payout Ratio

	1
	1.25
	25%

	2
	1.50
	40%

	3
	1.75
	50%

	After year 3, the company has a 6% steady growth rate and a 60% payout ratio




4. Use a DCF model and the following data to estimate the per share value
	(in millions, except shares out)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Operating Income
	127.2
	136.4
	142.4
	150.5
	128.8

	Depreciation
	12
	12
	12
	12
	12

	Cap Ex
	10
	11
	12
	12
	12

	Other Info

	Tax Rate 
	21%
	Discount Rate 
	10%
	
	

	Long Debt
	400
	Terminal Growth
	4%
	
	

	Pension Liability 
	200
	
	
	
	

	Shares Out
	50 million
	
	
	
	




	Stock
	Super Normal Growth Rate
	Years of Super Normal Growth

	A
	15%
	2

	B
	12%
	5

	C
	9%
	10


	Use the following data for questions 5 and 6

5. What stock 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%. Assume equal risk levels for each and no dividends.
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.
7. Choose three stocks and value each with either the DDM and DCF Model. Be sure to use each formula at least once among the three stocks. Make a buy or sell recommendation. Create a $1,000 paper portfolio and allocate it among your three stocks.
Note that we’ll return to these stocks over the course of the semester. Pick companies where you have an interest, where basic information is available and that are reasonably easy to model and understand. I would suggest you avoid banks, insurance companies and diversified conglomerates.


