Stock Exercise

1. What is the value of a preferred stock where the dividend rate is 16% on a $100 par value?  The appropriate discount rate for a stock of this risk level is 12%.

2. Shewmaker’s preferred stock is selling for $55.16 and pays $2.35 in dividends.  What is your expected rate of return if you purchase the security at the market price?

3. You own 250 shares of McCormick Resources’ preferred stock, which currently sells for $38.50 per share and pays annual dividends of $3.25 per share.
a. What is your expected return?
b. If you require an 8% return, given the current price, should you sell or buy more stock?

4. Blackburn & Smith’s common stock currently sells for $23 per share.  The company’s executives anticipate a constant growth rate of 10.5% and an end-of-year dividend of $2.50.
a. What is the expected rate of return if you buy the stock for $23?
b. If you require a 17% return, should you purchase the stock?

5. Gilligand Motor paid a $3.75 dividend last year.  At a constant growth rate of 6%, what is the value of the common stock if the investors require a 20% rate of return?

6. The common stock of Bouncy-Bob is selling for $33.84. the stock recently paid dividends of $3 per share and has a projected constant growth rate of 8.5%.  if you purchase the stock at the market price, what is your expected rate of return?
[bookmark: _GoBack]
7.   Honeybee common stock is expected to pay $1.85 in dividends next year, and the market price is projected to be $40 by year end.  If the investor’s required rate of return is 12%, what is the current value of the stock?
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