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Instruction: 
This assignment is based on the chapters that have been or will be covered. 
- You should provide detailed calculation steps. No any step means ZERO point. 
-Please hand in a paper copy of your solutions at the beginning of the class on April 5, 2019. 
- No any electronic copy will be acceptable. 

(1) a firm has just declared that its dividend next year will be $3 per share. That rate of payment will continue for an additional four years, after which the dividends will fall back to their usual $2 per share for ever. The discount rate is 12 percent. What is the present value of all the future dividends? 





(2) calculate the price of a bond with FV of $1000, a coupon rate of 8 percent (paid semi-annually), and five year to maturity when the interest rate 
a. ib = 10 percent 
	Semi - annual rate

# of semi annual periods = 5 years x 2 = 10
Semi - annual coupon payment 





b. ib = 8 percent 
semi-annual rate = 8%/2 = 4%



c. ib = 6 percent 
semi annual rate = 6%/2 = 3%



(3) calculate the price change for a 1-percent decrease in market yield for the following bond: par = $1000; coupon rate = 6 percent, paid semi-annually; market yield = 6 percent; term to maturity = 10 years 
If Market Yield is 6%:
Par Value = $1,000
Semi-annual Coupon = 3%*$1,000 = $30
Semi-annual YTM = 3.0%
Semi-annual Period to Maturity = 20
Price of Bond 

If Market Yield is 5%:
Par Value = $1,000
Semi-annual Coupon Rate = 3%
Semi-annual Coupon = 3%*$1,000 = $30
Semi-annual YTM = 2.5%
Semi-annual Period to Maturity = 20
Price of Bond 

Change in Price 

(4) Foxtrap Bearings Inc. is a young start-up company. No dividends will be paid on the stock over the next nine years because the firm needs to plow back its earnings to fuel growth. The company will pay a $12 per-share dividend in ten years and will increase the dividend by 5 percent per year thereafter. If the required return on this stock is 13.5 percent, what is the current share price? 
The firm will pay dividends in the 10th year
Stock in the 10th year 



Current stock 


(5) A 20-year semi-annual bond has just been issued with its coupon rate set at the current market yield of 6 percent. How much would the price of the bond change (in percentage terms) if the market yield suddenly fell by 50 basis points? How much would the price change if the yield rose by 50 basis points? 
Par Value = $1,000
Semi-annual Coupon =6%/2 = 3%
Semi-annual YTM = 3.0%
# of coupon payments = 40
Price of bond
Change in YTM = -50 BPS
Par Value = $1,000
Semi-annual Coupon =6%/2 = 3%
Semi-annual YTM = 2.75%
# of coupon payments = 40

Change in YTM = +50 BPS
Par Value = $1,000
Semi-annual Coupon = 3.25%
Semi-annual YTM = 2.75%
# of coupon payments = 40


(6) Next year Dillon Mechanical Inc’s EPS is expected to be $4. The firm is not expected to pay any dividends for the next four years. In year 5, a dividend of $1.5 is expected and subsequent  dividends are expected to grow at 5 percent per year., The next year’s EPS of another firm, Sterling Inc., is expected to be $6. Sterling has just paid a dividend of $6 ( cheques were mailed out today). Its dividends are expected to grow at 2 percent per year. Assume that the cost of capital for both firms is 15 percent. 
a. What should be the current share price of Dillion Mechanical Inc.? 





b. What should be the current share price of Sterling Inc. 





c. What is the PVGO of Dallion Mechanical? 




d. What is the PVGO of Sterling?





 
