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A. Columns (a) through (d) 1n the table show calculations for beginning book value, net M
income, dividends, and ending book value.

(a) (d) (e)

Beginning (b) (<) Ending Book Residual ()
Year Book Value Net Income Dividends Value Income PV of RI
1 $9.620 $2.116 $0.635 $11.101 $1.318 =3 W b g
2 11.101 2.442 . 733 12.811 1.5E1 L. 290
2 12.811 2.818 0.846 14.784 L. 753D 1.382
4 14.784 e W 9 0.976 17.061 2.025 1.472
5 17.061 3753 1.126 19.688 2357 1.569
6 19.688 4.331 L.2599%9 Z2. 720 2.697 1.672
V 4 22.720 4.998 1.500 26.219 3-113 1.781
8 26.219 5.768 1.730 30.257 3.992 1.898
Tortal $12.288

For cach year, net income is 22 percent of beginning book value. Dividends are 30 per-
cent of net income. The ending book value equals the beginning book wvalue plus net
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Year Dividend PV of Dividend
1 $0.635 $0.586
B < 2 0.733 0.625
o = 1+7rY (Q+7) 3 0.846 0.666
-+ 0.976 0.709
5 1.126 0.756
6 1.299 0.805
7 1.500 0.858
8 1.730 0.914

$5.919
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“Walue Income per Share (beg. COE COE Income Income

Wear CINETI) (TITNKTIL) CITNETID) equitys. o) (2% CITRTID) CINETID) CITNETLID)
200G 195900 19S5
200 20.8460 4. 2560 OO 21.73 1S .00 2.9385 1.3175 1.15
2008 23.1 180 S5.5 500 3.2840 26.05 1500 5.1 206 2. 4291 1.8<4
2Oy 2710637 S5.7795 1.7339 225 00 1500 3. 4677 23118 1.52
2010 F31. 9175 G709 20373 25.00 15.00 4 O0O745 271064 1.55
2011 3I7.5028 LT S 2.3938 25 .00 1S .00 4. 7876 S3.191°7 1.59
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201 < OD. 8385 12. 9445 3.8833 25.00 15.00 T OO0 S. 1777 1.69
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2018 109.1598 19.1509 S5. 7453 20O OO 1S .00 14.3631 4. 7877 LS
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20206 311.3879 S4. 6295 16.3888 20 OO 1500 409721 13.6574 .85
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ﬁi VALUING COMMON STOCK USING A MULTIPERIOD DDM
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EXAMPLE: VALUING COMMON STOCK USING A MULTIPERIOD DDM
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0 1 2 3
s D $1.00 $1.05 $1.10
ol P $20.00
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VALUING COMMON STOCK USING THE GORDON GROWTH MODEL
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EXAMPLE: VALUING COMMON STOCK USING THE GORDON GROWTH MODEL
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CAPM: r = 3% + 1.2(6%) = 10.2%

$2.00(1+0.05)  $2.10

Vo = = _ $40.38
0.102-0.05 0.102-0.05
Blleall agad) apity &8 A8l L) aladiily 1l
2.00
Vo 5 — $19.61
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EXAMPLE: CALCULATING THE IMPLIED GROWTH RATE USING THE GORDON

GROWTH MODEL
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$2.00(1 +
$24 — 1+9)
0.102—g

2.448 — 249 = 2.001+ g)
g=1.72%
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PRESENT VALUE OF GROWTH OPPORTUNITIES (PVGO)
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s e 2l Jaae 10%



PVGO = P, — L
I

PVGO = $80 — —> — $30
0.10










Dy,1+49)

Vo ===
P, Dy(l+g)/E,
E =" r.g

0

PP, (@-b)@+9)




$50 agall ya

$4 3&3\)’5\ ?@_J\ 4\_1;4)
$1.60 aere IS Al ALY Cilay 5
%5 Gl H 6l gt Jara

%9 a@-u%f\ e o lhall 2ilall




P, 1-b
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Py _$160/$400 o

E, 0.09-0.05




P, (-b)1+g)

E, r—g
P _ ($1.60/%4.00)(1.05) 1050
E, 0.09-0.05

Actual P/E = $50.00/$4.00 = 12.50
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Actual P/E = $50.00/$4.00 = 12.50



5 gall Jala:

Strengths
5 _kal) S il e Guakaill ALl 5 Ao

LelaSU 3 sl e Ledudat oSy
AQIKH UL ARt g (S

o) i Al SN e gk oSay
eend]

Galddaa

Limitations
Bl adi ¥l cls il e by Y

LY Slany ) 58



Jla)

T ; N » s
he o 2LV 5L ) @ Transition ROF=re
S Hlaiis) sale) @ C\%J‘y\ gat Ghalii @ Cl,ug//j CL.’%S//‘}A.;.
O sl B pua L)l @ Sl el lind sale) de_j sl
~L Ualsty Lo ed ) en gai I eai®

N ZLNFCRE ssbse ) L S
Growth Maturity



— gS
3 cadll Jaxa
i\ﬂ‘ﬁﬁ‘ Ja=s = gl



Aalad) daall Cuaa) =AY i) lal ¢l 1)

$2

Al a5 530

%15

daalal) ¢ i SO L_,A galll Jaza

%4

JaY) dishe saill Jons

%10

 glhall ilall




+ dad gia Clag 593 A5 J o) camal 1 1 5 5haall .
- D1 =%$2.00 x (1.15) = $2.30
- D2 =%$2.30 x (1.15) = $2.6450
. D3 = $2.6450 x (1.15) = $3.0418

Ayl I A Glag o8 ladial 1 2 5 dadll
. D4 = $3.0418 x (1.04) = $3.1634

i sadll Dlay )55 e Sl 13 35kl
. 'V3 = $3.1634 / (0.10 — 0.04) = $52.7237



V. — $2.30 3$2.6450 3$3.0418 $52.7237
O — | | |
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V, = $46.17



Al Al il 5200 3IP / F (Y1 addiuios ¢ (Gaball JUD) aladinly

N523.1634 2 D4 -

Cilry 3 5 LY (e 760 @i 4S5l (5 4 4l 813.0 s adsiddl P/E o Woad (s
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0.10 —0.06
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$1x(1.20) $1><(1.20)2
VO — 1101 + 5— +
: (1.10)
2 (6
$1x(1.20) X[zjx(O'ZO_O-OS) $1><(1.20)2 «1.05
_l_
(1.10)2 <(0.10—0.05) (1.1())2 <(0.10—0.05)

Vo =%$1.09+%$1.19+%$10.71+%$24.99 =$37.98
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THE DUPONT MODEL

ROE = (Net mcomej( Total assets j

Total assets /| Shareholders' equity

ROE:(Netmcomej( Sales j( Total assets j

Sales Total assets /\ Shareholders' equity

_ [ Net income — Dividends y Net income y Sales " Total assets
Net income Sales Total assets Equity
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DXAMPLE: DUPONT MODUE.L

Net iIncome — Dividends Net Income
g = : X
Net Income Sales

y Sales y Total assets
Total assets Equity

g =(0.60)x(5%)x(1.5)x(2.0)

g=9.0%
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FCFF,
£ (1 + WACC) Cua
AS,ill ied =Firm Value

J5aY) 485 Jans 5ia = WACC

A Al jall gl @axll =FCFF,

Firm Value =

Equity Value = Firm Value — Debt Value
4 seall Aad — AS 5501 A = ASL) (3 b Ao

g IS Al sy 3 jaiaall agud) sae o ALl (§ gt Allan ) el Aoy ; Ak sl

A paall 38 ) Al , -
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J) ga¥) AQISH Jay gia = Y g

WACC =10.25x 7% (1-0.30)] + [0.75x12%] = 10.23%
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WACC —g

Firm value =

_ $6,000,000 (1.05) .
Firm value = = $120.5 million
0.1023 —0.05
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$ 270 = $50 - $500 - ( %30- 1) $150 + $ 400 + $ 315 = FCFF

£ o 0a i LBla - (FCInv) 4l Joaly Juiiu) Jla - (NCC)EaY) + (NI) A Ala = FCFE
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$1,000 (EBITDA) &dgiat) g SMaYI+ Ay pal) g BN 38 7oy S
$400 (Dep) &Y iy uad
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30 % Ay pal) Jara
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(WCInv) € a o ua b i) Jiba - (Dep) <Y + (NI) Jaal PAla = (CFO) clilaad) o a8 3ol
$665-$50-5400+ $315 = (CFO) <bilandl (4o (o811 381

(FCInv) 4l J sl Jlafiad) Ala - (Y%ua -1) disdl + (CFO) cllaad) (s o381 3833l = FCFF
$270 =$500 - (%30-1)$ 150 + $665 = FCFF

LAl B Aa + (FCIN) A J il i) ua - (CFO) chleadl o g 3l = FCFE
$ 245 = $80 + $ 500 - $ 665 = FCFE
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40000 $
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Equity value per share = $4377/300 = $14.59
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