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The Hart Mountain Company My._&iscmmd anew type of kitty

litter that 1s extremely absorbent. 1t isexpected that the firm will experience
(beginning now) an unusually high growth rate (20 percent) during the period
(3 years) it has exclusive rights o Ihc_ property wh;rc the raw matenal used to
make this kitty litter is found. How-ever, beginning with the fourth vear the
firm’s competition will have access to the material, and from that time on the

rapid growth penod, the firm's dividend payeut-ratio will be relatively low
{20 percent) in order 1o conserve flnn_ds for reinvestment, However, the
decrease in growth in the fourth year _ﬂﬁ_Ejacmmpmied by an increase in
the dividend payout 1o 50 percent. Last year’_s earnings were Ep = $2.00 per
share. and the firm’s required return is 10 percent. What should be the current

price of the common stock? (10%)

a. $66.50 =
b. $87.96 ‘t—“—

c. §71.54 N

d. $61.78 ,,.Qf'

e $93.50 = -

Assume that the risk-free rate is 5.5 percent and the market risk premium
is 6 percent. A money manager has §10 million invested in a portfolio
that has a required return of 12 percent. The manager plans to sell §3

million of stock with a beta of 1/ thatiis part-of the portfolio. She plans

to reinvest this 33 million into mther—stock  that has a beta of 0.7, If she

goes ahead with this planned h‘ajnsag':ﬁt-n, at will be the required return
p .

of her new portfolio? (10%) ~——

a. 10.52%
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b 10.38% il
c. 11:31%
d. 10.90%
e B.28%
Roland & Company has a new management team that has developed an
operating plan to improve upon last year's ROE. The new plan would

§$7.000 per year. EBIT is projectzd to'be-325:000 on sales of §270,000, it
expects to have a total assets turno:v'er-% of 3.0, and the average tax rate
will be 40 percent. What does R_g]and...;c Company expect its returp on
equity to be following the changes? { 10%)

a, 17.65%

b. 21.82%

c. 26.67% —5

d. 44.44%

e 51.25% ==
Nice guys finish first? Please shh;tl}- idis;gyss*h: Ghipcsre its implication to

_— -

corporaie governance issue. (20%)

Modiglant #o Miller (1958 ) #£ th R AL #HEMNE  miwa TR
A W B R TN LT 3% 0 A 3t - (15%)

BER EHAARRERTHR REAR KGEH, 0
Ho EURRLHERNT LR AT »gﬁﬁﬁﬂﬂﬁﬁﬁ;{ :
(B y =fix) &mm#mﬁ;i)- — (10%)

WML TEAFTELBMS  (CAPM)Z b S # O HEiE -
(15%)
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HE FSmELHEY CAPMEEEZ 4+ RERIEV TR
B2 X FIHRK - Fama #v French (1993) Rk "ZEFHE
(three-factor model) - i & AW EMME » £32: (1) TiE
B RS (2) NRAEALNRMEGLE (LEK)3) K
THMETAE S, (book to nwkc;;ﬁoﬂﬁ{é:-ﬁ:ﬁﬁﬁ'km YNGR ]
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