
Problem Set 3

Due May 7, 2021 by 11:59pm

You are required to turn in a PDF and Excel file. Please submit through Brightspace,
assignments will not be accepted after May 7, 2021 at 11:59pm. You are allowed to work
in groups of 2-4 students and turn in one assignment for the group. You can work alone,
if desired. Please submit your own work, do not copy from classmates, the internet, or any
other sources. Plagiarism will result with a grade of zero for this problem set.

1. Yeti Holdings (YETI) and StoneCo Ltd (STNE) went public on October 25, 2018. Briefly
describe each company based on information in their registration statement with the SEC.
Describe the market reaction on opening day, why might we observe these price changes
relative to the offer price. Assume a spread of 5%, direct costs of $1 million, and indirect
costs of $425,000. What was the flotation cost as percent of equity raised for each IPO?
Describe the winner’s curse and how it might apply to these two IPOs. (specifically discuss
expected profits if you were an uninformed investor and shares are rationed). What exchanges
are these firms listed on? Compare and contrast the choice of exchanges relative to YETI
and STNE.

2. You have a great idea for start-up and have been working nights and weekends on a prototype.
You have the basic premise down but are running low on capital. Discuss the pros and cons
of seeking out venture capital funding. How likely will you be able to receive funding? What
will you look for in a VC? What are some alternatives to seeking out a VC?

3. Steve is the founder of George & Ketron. Recently, the firm decided to issue an IPO with
Steve retaining 30 percent ownership of the firm. The IPO agreement contained both a Green
Shoe provision and a 6-month lockup agreement. Steve’s cost basis per share is $15. The
offering price for the IPO was $16. On the first day of trading, the market price per share
rose to $28.20 and closed for the day at $25.60. Now, six months after the IPO release, the
stock is valued at $15.40 a share. Explain who benefited the most during the lockup period,
an outside investor or Steve, and why?

4. You are the CFO of a non-dividend paying firm that currently has excess cash reserves. You
are preparing for an internal management meeting where dividends are on the agenda. You
know that the CEO favors the commencement of a dividend program. You, however, oppose
any dividend plan at this time (or any payout for that matter).

(a) Write a good argument that you can use in the meeting to support your position.

(b) One month later, you decide you are in favor of paying out cash through a repurchase
instead of a dividend. Write a memo convincing the CEO of the benefits of repurchasing
relative to dividends.

5. Value line produces one-page reports on the Dow 30. You can find these reports under
“Stock Report” on the following website: https://research.valueline.com/research#

list=dow30&sec=list. Pick two companies from this list and complete the following tasks
in Excel:
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(a) Assuming a zero growth rate, use the most recent dividend (annual) to calculate the
stock price. Use a 10% required return. Graph the relationship between stock price
and required return for each company. Describe the observed relationship.

(b) Use the past 10-year growth rate and most recent dividend to calculate the stock price
at a required return of 5%, 10%, 15%, and 20%, and 25%. For each required return
graph (on the same graph) the relationship between stock price and growth rate. Vary
the growth rate from 0 to 20%. Describe the observed relationship.

(c) Assume the dividend will grow at the historical 5-year growth rate for the next 3 years
and then grow at the 10-year growth rate thereafter. Calculate the stock price at a
required return of 5%, 10%, 15%, and 20%. Create a sensitivity analysis table that
calculates the stock price at different 5-year and 10-year growth rates. i.e., what is the
price if both rates are 1%, if the 5-year is 1% and the 10-year is 2%, etc. Vary each
growth rate from 1% to 15%, and use a 20% required return. Describe the observed
relationship.

(d) Use multiples to estimate the stock price. The benchmark should be the average firm
P/E ratio from the last 10 years and use the current EPS.

(e) Provide a brief discussion of how accurate you were relative to the current stock price
and the issues with these stock valuation methods.

6. Look up Snapchat’s (SNAP) and Alphabet’s (GOOG) share class structure. Discuss your
findings. Is this share class structure ethical?

7. Go to https://finance.yahoo.com/ , look up the S&P 500 ETF (Ticker: VOO), emerging
markets ETF (Ticker: VWO), and the total bond market ETF (BND). Navigate to historical
prices and download the daily prices from the period 1/1/2020-12/31/2020. In Excel calculate
the daily percent return using the adjusted closing price. What is arithmetic average return?
What is the geometric average? Variance? Standard Deviation? Graph the returns for each
ETF (on the same graph)? What do you observe (discuss relative to risk and return)?

8. Read the article ”Reflections on the Efficient Market Hypothesis: 30 Years Later” by Burton
Malkiel. Briefly summarize the article. Use Google scholar to find a copy of the article. Do
you agree or disagree with the author.

9. Consider the following information:

Return (%)
State Probability GE AMD TWTR BAC

Super Boom 0.05 65.96 50.34 29.43 51.5
Boom 0.125 46.84 32.79 10.72 34.79

Normal plus 0.15 41.43 26.02 3.49 33.95
Normal 0.25 40.71 16.13 -5.41 31.2

Normal minus 0.15 31.65 15.91 -15.27 22.37
Slowdown 0.125 30.51 14.92 -21.49 17.67
Recession 0.075 24.07 10.76 -21.75 14.39

Great Recession 0.05 20.95 9.13 -24.9 13.86
Depression 0.025 6.92 4.06 -32.71 2.1

(a) What is the expected return and standard deviation of each stock?
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(b) Assuming an equal weighted portfolio. What is the expected return and standard
deviation on the portfolio. (Note for full credit I should be able to update any of the
weights, use GE as the balance, and the answers should update)

(c) What weight on AMD would result in a Expected portfolio return of 15%. (Hint use
Excel Goal seek function) Explain the resulting weights.

(d) Look up the beta for each stock. What is the portfolio beta? You want a market beta
for your portoflio. If you want to maintain 25% weights in AMD and TWTR, what are
the new weights on GE and BAC?

10. You are asked to allocate your monthly contribution to your 401k account among the following
funds available from your company retirement savings service provider. As shown below, you
decide what percentages of your contribution will be for which funds. The sum of the weights
for all the funds you choose should add up to 100%. You can find the details about the funds
by clicking on their names. Write a paragraph to explain the rationale behind your allocation.

Fund (click on fund name for details)

Short Bonds/Stable/MMkt

Vanguard Federal Money Market Inv
Transamerica Guaranteed Investment Option
Intermediate/Long-Term Bonds

PIMCO Total Return ESG Instl
Vanguard Inflation Protected Secs I
PIMCO Total Return Instl
Large-Cap Stocks

Fidelity 500 Index Institutional Prem
TIAA-CREF Social Choice Eq Instl
PRIMECAP Odyssey Growth
Dodge & Cox Stock
Small/Mid-Cap Stocks

Fidelity Extended Market Index
DFA US Small Cap I
Invesco Real Estate R5
International Stocks

American Funds Capital World G/I R6
American Funds EuroPacific Gr R6
Lazard Emerging Markets Equity Instl

11. Open this document prepared by the Securities and Exchange Commission (SEC) https:

//www.sec.gov/investor/pubs/sec-guide-to-mutual-funds.pdf

(a) Read p. 8 – 10. What are the common features of mutual funds and ETFs? Summarize
in your own words.

(b) Read p. 15-16. What are balanced funds? What are target date funds?

(c) Read p. 19-20. What are the three types of investment strategies?

(d) Read p. 24-29. What fees are charged to mutual funds and ETFs?
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