Financial Management Homework 4
Instructor Dr. Tao Yuan
(Due on 21 Dec in class)

Name: (7] 7?"7117 Student No.: 231094244

Question 1. The Newton Company has 50,000 shares of stock that each sell for $40. Suppose
the company issues 9,000 shares of new stock at the following prices: $20. What is the effect
on the existing price per share?

Old value = 50,000 xUo= 2000 099

Cash frow. Vew ivsue = 9,000 x g = 149,090

New value = 2,000,000 +189,009 = 2,180, 990

New shore outstamd ing = £0,000+ 9,000 =500

New price per shae < Z(E"l—v? : ogs

Question 2. The balance sheet for Company ABC is shown here in market value terms. There
are 14,000 shares of stock outstanding.

Market Value Balance Sheet

Cash $ 62,000 Equity $507,000
Fixed assets 445,000
Total $507,000 Total $507,000

The company has declared a dividend of $1.60 per share. The stock goes ex dividend tomorrow.
Ignoring any tax effects.What is the stock selling for today? What will it sell for tomorrow?
What will the balance sheet look like after the dividends are paid?

Motk et -value bodone sheet -(—ou'wj (before dividend) «
tagh: 62,000 fised-nsieby 4,000 totod  firma vadue = £oT.000.
Stk Solling ot trdny Py, = i’l’zz:: s $36-20
Tomorrow e fion witl pow ont dividundy, reducivg eyiiity by Ho totad pagrost.
50100021, v00 =484, boo
E(’dfw‘duw' priw P—hmkhm = %%:f;‘:;a
LAITMM’Ij » Froworrnw = lzrsdw] =160 =34. (| )
Bulone cheet afer diddudy are pard.
Cosh: 62,000—= 22,400 =39.po0
Freed ossety = UtSi000

Eﬂ/u;“'j ;;7’b4g +‘{—‘FS;999T.’ L(’g‘?;b“—)

=4 340




Question 3. Here are key financial data for House of Herring, Inc. House of Herring plans to

pay the entire dividend early in January 2019. All corporate and personal taxes were repealed
in 2017.

Earnings per share for 2018 $5.50
Number of shares outstanding 40 million
Target payout ratio 50%
Planned dividend per share $2.75
Stock price, year-end 2018 $130

a. Other things equal, what will be the stock price after the planned dividend payout?
b. Suppose the company cancels the dividend and announces that it will use the money saved
to repurchase shares. What happens to the stock price on the announcement date? Assume that
investors learn nothing about the company's prospects from the announcement. How many
shares will the company need to repurchase?
0. totod emtnings = §-Sox b0 900 900 = 520,000,000
4ol  Ccath veeded = 215 % U, 000,099 = & 10,000,529

(39 Y9, 990, 009) = 110,009,990 _ .
o = U0 000, 009 - Pﬂ e
L. prie por shte dres not chawye , ttows at 4130,

10,999,090

Shares Feputtuued = 30 S Qup bl (Shater).

Question 4. Suppose that Company A offered 100 shares for sale in an IPO. The offering price
to the public was $50 and the underwriters received a spread of 7% of the total issue amount.
The issue was heavily oversubscribed and on the first day of trading the stock price rose to
$160.
a. What were the proceeds of the issue to the company?
b. How much commission did the underwriters receive?
c. How much money was left on the table (underpricing)?
n. fohd umownt rodsed frowm Twvestore » 100 xGo= 000
vndzrm’h‘mj L|>ruJ = 7% of He Hotal isbue Quonnt g',,w[ = 0,07.: 5,009 =3t 0
Proceeds 4o +e ““"f““‘j + §,000 Y50 >4 650
b Thiv b cimply the 7% s’>r¢m| + 4350
O wniletpricing = (worket pric - offer price) x wusber of thates sold

= (1ho-50) xlos = 11,099



Question 5. The shareholders of Flannery Company have voted in favor of a buyout offer from
Stultz Corporation. Flannery’s shareholders will receive one share of Stultz stock for every
three shares they hold in Flannery. Information about each firm is given here:

Flannery Stultz
Price-earnings ratio 6.35 12.70
Shares outstanding 73,000 146,000
Earnings $230,000 &690,000
a. What will the EPS of Stultz be after the merger? P/E A b
b. What will the PE ratio be if the NPV of the acquisition is zero? C
o Booo - F / Ers ¥ =
a. New Gruftz shapes 3 333 l') P = E.

Totod shates < 14,000 + Wl}} = 170}}}
Totod earwingy = 690,000 +230,000 = 920,090

EPSP'R = %— =454 EP.Sufuf = ‘5"(- PD '2 »7,{ éM = éo oa
b. Value pY shate does net UL‘“"@" \o‘"’ Suhty shoteholderv. ‘ v’é/ 39

Pie posk = PiEpre = 12-70.

b1-02
PIE= ~ey =

Question 6. Consider the following premerger information about a bidding firm (Firm B) and
a target firm (Firm 7). Assume that both firms have no debt outstanding. Firm B has estimated
that the value of the synergistic benefits from acquiring Firm 7 is $12,600.

Firm B Firm T
Shares outstanding 8,300 3,400
Price per share $46 $21

a. If Firm T is willing to be acquired for $24 per share in cash, what is the NPV of the
merger?
b. What will the price per share of the merged firm be assuming the conditions in (a)?
c. In part (a), what is the merger premium (difference between price paid and target value)?
d. Suppose Firm 7 is agreeable to a merger by an exchange of stock. If B offers one
of its shares for every two of 7”s shares, what will the price per share of the merged
firm be?
Value of 3= §i300 % buh= 38,900 Unhe of T= 3,00k $21 = Tlyoo

0. Tobad wst of acguitition « Cagh F”“"‘ 3,400 xTY =8), 400

Gain from mesger =12,bo9
Npv= S’“.rqv—-ﬁ-gm,fum P{M‘D‘ =12, b0 —(%l, 600 '7"“'9) =400,

b, Tetwl umbined vodue = 381,800 +71, %00+ 12,400 = 4bL, goo
Sine T it bought for cush, only T8's ghater rumein outstuci :
Shures afeer merger =8 3o

Pargad = H2827 = 410

C. Promiwm pet thafe = W -nU=}
Toted premium =3*3, %00 = 10,00
d. Shares Tesued 0 T charehiblery -
brdhowge oo < 'z—”_‘rﬁ:%“- > New B shatey = 1]00
Totad shates aftat merget 4300 +1,Tos =10,009
Totod combingd vale Wk 8o
Pose ~werger thoke it Puorged = Chile =teB§S.

9,900



