Chapter 8 Stock Valuation


Chapter 08 Quiz A   Student Name _________________________
Student ID ____________

________
1.
To trade securities on the floor of the NYSE, exchange members must purchase a:




a. seat.

b. post.

c. dealer spot.
d. trading license.

________
2.
You would like to earn a 9.5 percent rate of return on a 9 percent preferred stock. How much are you willing 




to pay for 10 shares?




a. $94.74

b. $105.56
c. $947.37
d. $1,055.56

________
3.
The common stock of Andy’s Sporting Goods sells for $25.40 a share. The company recently paid their 

annual dividend of $1.30 per share and expects to increase this dividend by 3 percent annually. What is the rate of return on this stock?




a. 5.12 percent
b. 5.27 percent
c. 8.12 percent
d. 8.27 percent

________
4.
The Black & Gold Co. is expected to pay a $2.50 annual dividend next year. The market rate of return on this 





security is 12 percent and the market price is $31.40 a share. What is the expected growth rate of Black & 





Gold?



a. 3.74 percent
b. 3.89 percent
c. 4.04 percent
d. 4.12 percent

________  5.
Battles, Inc. just paid an annual dividend of $1.20 a share. The dividend will increase by 3 percent for the 



next three years and then increase by 2 percent annually thereafter. What is the present value of this stock at a 



discount rate of 9 percent?



a.
 $17.97

b. $18.52
c. $21.68
d. $22.33

________
6.
Bottle Top, Inc. recently announced they will pay their first annual dividend next year in the amount of 




$0.75 a share. The dividend will be increased by 4 percent annually thereafter. How much are you willing to 




pay for one share of this stock if you require a 10 percent rate of return?



a. $12.50

b. $13.83
c. $21.58
d. $22.91

________
7.
The common stock of the Paper Co. is selling for $41.40 a share and offers an 8.2 percent rate of return. The 




dividend growth rate is constant at 4 percent. What is the expected amount of the next dividend?



a. $1.67

b. $1.74

c. $1.81

d. $1.90

________
8.
The Ward Co. has 500,000 shares of stock outstanding with a market price of $37.59 a share. The company 






has three open positions on their board of directors. You want to assure yourself of winning one of those seats 






assuming that no one else votes for you. The company uses cumulative voting. How much will it cost you to 






purchase sufficient shares to ensure your election assuming that you currently do not own any shares?




a. $3,571,088
b. $4,698,788
c. $5,137,338
d. $6,265,038

________
9.
Hardware, Inc. recently announced their annual dividend will be increasing to $3.15 a share for next year 





with annual increases in the dividend amount of 1.15 percent thereafter. You require a 13.5 percent rate of 


return on this relatively risky security. How much are you willing to pay for one share of this stock?



a. $25.51

b. $25.80
c. $25.93
d. $26.04

________10.
Dividends become a liability of a corporation:



a. a fiscal year commences for all dividends that will be paid in that year.



b. on the ex-dividend date.



c. when they are declared.



d. on the payment date.

Chapter 08 Quiz A
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1.
d
A trading license is required to trade on the floor of the NYSE.

2.
c
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Cost of 10 shares = $94.737 × 10 = $947.37
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10.
c
Dividends become a liability when they are declared.

Chapter 08 Quiz B   Student Name _________________________
Student ID ____________

________ 1.
Baker’s Delight just paid an annual dividend of $1.60 a share. The dividend will increase by 4 percent for 



the next four years and then increase by 3 percent annually thereafter. What is the present value of this 



stock at a discount rate of 14 percent?



a.
 $13.87

b. $15.49
c. $17.08
d. $19.30

________
2.
You would like to earn a 10 percent rate of return on an 8.5 percent preferred stock. How much are you 




willing to pay for 5 shares?




a. $285

b. $350

c. $380

d. $425

________
3.
The common stock of Andy’s Sporting Goods sells for $30.65 a share. The company recently paid their 

annual dividend of $1.85 per share and expects to increase this dividend by 2 percent annually. What is the rate of return on this stock?




a. 8.04 percent
b. 8.16 percent
c. 8.28 percent
d. 8.42 percent

________
4.
The Black & Gold Co. is expected to pay a $3.60 annual dividend. The market rate of return on this security 




is 14 percent and the market price is $38.70 a share. What is the expected growth rate of Black & Gold?



a. 4.20 percent
b. 4.30 percent
c. 4.60 percent
d. 4.70 percent

________ 5.
Which one of the following statements is correct?



a.
The members who own seats are the owners of the NYSE.



b.
The member of the NYSE which acts as a dealer for a security is called a commission broker.



c. A market maker is another name for a $2 broker who trades on the floor of the NYSE.



d.
The NYSE is a publicly owned corporation which sells trading licenses to exchange members.

________
6.
Bottle Top, Inc. recently announced they will pay their first annual dividend next year in the amount of 




$1.00 a share. The dividend will be increased by 3.5 percent annually thereafter. How much are you willing 




to pay for one share of this stock if you require a 12 percent rate of return?



a. $11.76

b. $12.08
c. $14.63
d. $14.83

________
7.
The common stock of the Paper Co. is selling for $50.25 a share and offers a 7.9 percent rate of return. The 




dividend growth rate is constant at 3.5 percent. What is the next year’s dividend expected to be?



a. $2.08

b. $2.14

c. $2.21

d. $2.29

________
8.
The Ward Co. has 800,000 shares of stock outstanding with a market price of $22.85 a share. You currently 




own 40,000 shares. The company has three open positions on their board of directors and uses cumulative 




voting. You want to be elected to the board and assume no one else will vote for you. How much must you 




spend to purchase sufficient shares to guarantee your election?




a. $3,656,023
b. $3,656,023
c. $4,570,000
d. $4,570,023

________
9.
Hardware, Inc. recently announced their annual dividend will be increasing to $2.95 a share for next year 





with annual increases in the dividend amount of 1.5 percent thereafter. You require a 12.5 percent rate of 


return on this relatively risky security. How much are you willing to pay for one share of this stock?



a. $25.47

b. $26.82
c. $27.22
d. $28.59

________10.
Clockmakers, Inc. is expected to pay annual dividends of $.80, $1.10, and $1.40 a share over the next 



three years, respectively. After that, the dividend is expected to increase by 2.5 percent annually. What is one 



share of Clockmakers stock worth today if similar stocks are yielding an 8.5 percent return?



a. $20.40

b. $21.49
c. $25.34
d. $27.22

Chapter 08 Quiz B
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1.
b
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2.
d
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Cost of 5 shares = $85.00 × 5 = $425.00

3.
b
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5.
d
The NYSE is a publicly owned corporation which sells trading licenses to exchange members.
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c
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b
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10.
b
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Chapter 08 Quiz C   Student Name _________________________
Student ID ____________

________
1.
Which one of the following statements is correct concerning equity securities?




a. Preferred shareholders receive two votes for every one vote granted to a common shareholder.




b. If a dividend payment is missed on a non-cumulative preferred stock, the missed payment must be paid 



    prior to paying any common stock dividends.




c. The common shareholders are granted voting rights along with the right to all residual profits.




d. The dividend growth model assumes the growth rate exceeds the required rate of return.

________
2.
The Black & Gold Co. is expected to pay a $2.75 annual dividend. The market rate of return on this security 




is 13 percent and the market price is $29.80 a share. What is the expected growth rate of Black & Gold?



a. 3.45 percent
b. 3.77 percent
c. 3.92 percent
d. 4.07 percent

________ 3.
The Hen’s Nest just paid an annual dividend of $2.20 a share. The dividend will increase by 3 percent for 



the next two years and then increase by 1.5 percent annually thereafter. What is the present value of this 



stock at a discount rate of 12 percent?



a.
 $18.47

b. $21.87
c. $22.74
d. $25.80

________
4.
Bottle Top, Inc. recently announced they will pay their first annual dividend next year in the amount of 




$1.05 a share. The dividend will be increased by 4 percent annually thereafter. How much are you willing to 




pay for one share of this stock if you require a 12 percent rate of return?



a. $12.54

b. $13.13
c. $13.25
d. $13.42

________
5.
The common stock of the Paper Co. is selling for $36.70 a share and offers an 11.5 percent rate of return. If 




the dividend growth rate is constant at 3 percent, what is the next dividend expected to be?



a. $3.03

b. $3.12

c. $3.21

d. $3.36

________
6.
Jamesway has 225,000 shares of stock outstanding with a market price of $15.50 a share. You currently 




own 100,000 shares. The company has four open positions on their board of directors and uses straight 



voting. You realize that no one else will vote for you but you still want to be elected to the board. How much 

must you spend to purchase sufficient shares to guarantee your election?  




a. $193,765.50
b. $208,411.00
c. $244,600.00
d. $252,252.50

________
7.
Hardware, Inc. recently announced their annual dividend will be increasing to $2.25 a share for next year 





with annual increases in the dividend amount of 3 percent thereafter. You require a 13 percent rate of 


return on this relatively risky security. How much are you willing to pay for one share of this stock?



a. $22.50

b. $23.18
c. $24.26
d. $25.50

 ________8.
Clockmakers, Inc. is expected to pay annual dividends of $.85, $1.25, and $1.75 a share over the next 



three years, respectively. After that, the dividend is expected to increase by 1 percent annually. What is one 



share of Clockmakers stock worth today if similar stocks are yielding a 9 percent return?



a. $18.89

b. $19.60
c. $20.24
d. $20.53

________
9.
You would like to earn an 11 percent rate of return on a 9.5 percent preferred stock. How much are you 




willing to pay for 10 shares?




a. $86.36

b. $115.79
c. $863.64
d. $1,157.89

________
10.
The common stock of Andy’s Sporting Goods sells for $45.10 a share. The company recently paid their 

annual dividend of $3.60 per share and expects to increase this dividend by 4 percent annually. What is the rate of return on this stock?




a. 11.77 percent
b. 11.98 percent
c. 12.21 percent
d. 12.30 percent

Chapter 08 Quiz C
Answers

1.
c
The common shareholders are granted voting rights along with the right to all residual profits.

2.
b
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c
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Cost of 10 shares = $86.364 × 10 = $863.64
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