VALUATION QUESTIONS

A.
You researched the MAG company and its comparables.  You found the following information:





MAG

EFN
JCP
JMM
ERS
DSG


EPS:


$4

$3
$5
$6
$7.50
$10


Price per share:

$10

$9
$11
$14
$9.25
$18


Is MAG under-priced or over-priced?  Why (justify your answer)?

B.
Right now, DCF Inc. does not make any dividend payments.  However, you estimate that DCF will make dividend payments every three months forever starting two years from now.  The first payment will be $100 and each payment thereafter will be 3% greater than the preceding payment (i.e., the second payment will be $103, the third payment will be $106.09, etc.)  The appropriate discount rate for this bond is 16% EAY.


1)
What is the present value of the payments today?  (7 points)

2) What is the present value of the payments at the end of year four?  (8 points)

C.
Consider the following information on a company you are considering:


Price/earnings multiple



21


Earnings per share



$5.00


Dividends per share



$1.00


Since this is a high-tech company with good prospects, you think that the net present value of future growth opportunities (NPVGO) is around $80 and that both the retention ratio and the growth rate of the firm will be constant over time.


1)
What is the discount rate that the market uses in valuing this firm?  (7 points)

2) You decide you were wrong on your assumptions of the NPVGO, and so your answer to the above question is wrong.  Instead, you decide that the appropriate discount rate is 17.5% (EAY) for this firm.  If you are correct this time, what is the implicit return on equity (ROE) for this firm?  (8 points)

