Solution to Problem 5A
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and g = retention ratio ( ROE and based on the following information for Glamour and Value Corporation, we have:

gGlamour = 0.75 ( 18% = 13.5% and gValue = 0.05 ( 10% = 0.5%

Both firms have $20 earnings per share (EPS):

Div1(Glamour) = 0.25 ( $20 = $5 and Div1(Value) = 0.95 ( $20 = $19

For Glamour:
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For Value:
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2. Using P0 = 
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+ NPVGO, we have:

For Glamour:
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P0 = $142.86 + $857.14 = $1,000

For Value:
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P0 = $166.67  = $1,000 ( $1.45 = $165.22
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