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with UAGC’s Academic Integrity policies, be sure to construct your own assignment with originality in 

writing and content. If you need help writing your assignment in your own words, reach out to the 
Writing Center.  As always, your instructor is available to answer questions about this assignment.  
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Section 4: Valuation Conclusion 

Part 1 

In this paragraph, the three types of risk will be discussed, along with beta. The 

connection between these concepts and a company’s required rate of return will be explained. [3-

4 more sentences should go here explaining the three types of risk, beta, and how these concepts 

relate to a company’s required rate of return.] 

Part 2 

According to Yahoo! Finance (n.d.), PG has a beta of 0.40. According to Mergent, PG 

has beta of 0.44. For purposes of this analysis, a beta of 0.40 will be used for PG. Beta is a 

measure of risk, and the market portfolio has a beta of 1.0. Companies with betas greater than 1.0 

have a higher sensitivity to overall changes in the market. Companies with betas lower than 1.0, 

like PG, have a lower sensitivity to overall changes in the market. This paragraph should have a 

concluding sentence.  

For the capital asset pricing model (CAPM), analysts use the company’s beta (B), a risk-

free rate (rf), and a market risk premium (Rm) to determine a company’s required rate of return 

on equity. For this assignment, the risk-free rate is assumed to be 2.0%, while the market risk 

premium is assumed to be 6.0%. Given PG’s beta of 0.40, the following is the calculation of the 

CAPM:  

R = Rf + B (Rm) 

R = 0.02 + 0.40 (0.06) 

Consider using level 
headings to help organize 

your paper into the 
required parts.  

Find your company’s beta from a 
credible source like Yahoo! Finance. 

Reference where you got your 
financial information from.  

Compare your company’s beta to 
the market beta of 1.0. 

Show all your calculations as you 
calculate the company-specific 

required rate of return using the 
CAPM formula. 

https://writingcenter.uagc.edu/apa-style-elements
https://writingcenter.uagc.edu/apa-style-elements
https://writingcenter.uagc.edu/apa-style-elements
https://writingcenter.uagc.edu/apa-style-elements
https://finance.yahoo.com/
https://finance.yahoo.com/
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R = 0.02 + 0.024 

R = 0.044 or 4.4% 

PG’s computed rate of return of 4.4% is significantly below the 10.0% large cap rate of 

return used in the preliminary valuation. This makes sense, given that PG’s beta is significantly 

below 1.0. Thus, PG can be expected to have lower required returns (and lower volatility) than 

the overall market.  

Part 3 

The constant growth formula can be used to calculated a stock price for PG. The constant 

growth formula uses the most recent dividend (D), a dividend growth rate (g), and a discount rate 

(r) to calculate a stock price. This formula is as follows: 

Price =
𝐷𝐷 ( 1 + 𝑔𝑔) 

(𝑟𝑟 − 𝑔𝑔) 
 

For the first calculation, PG’s dividend growth rate is 4.0% (g), the low-end dividend 

growth rate. The most recent annual dividend is $3.12 per share (D). Per the CAPM, PG’s 

required rate of return is 4.4%, so this will be the discount rate (r). Using these inputs, the 

calculated stock price for PG is $54.08 per share. The calculations are shown here: 

Price =
$3.12 ( 1 + 0.04) 

(0.044 − 0.04) 
 

Price =
$3.12 ( 1.04) 

(0.004) 
 

Price =
$3.2448

0.004
 

Consider using the Equation tool in 
Microsoft Word to write up your 
formulas and calculations. For help with 
this, see this guide: Write an Equation or 
Formula.  

Be sure to introduce and explain 
your calculations. 

Compare the company-specific required rate of return you calculated 
to the required return based on size you used in your Week 3 

Assignment for the constant growth formula. 

https://support.microsoft.com/en-us/office/write-an-equation-or-formula-1d01cabc-ceb1-458d-bc70-7f9737722702
https://support.microsoft.com/en-us/office/write-an-equation-or-formula-1d01cabc-ceb1-458d-bc70-7f9737722702
https://support.microsoft.com/en-us/office/write-an-equation-or-formula-1d01cabc-ceb1-458d-bc70-7f9737722702
https://support.microsoft.com/en-us/office/write-an-equation-or-formula-1d01cabc-ceb1-458d-bc70-7f9737722702
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Price = $811.20  

For the second calculation, PG’s dividend growth rate is 6.0% (g), the high-end dividend 

growth rate. The most recent annual dividend is $3.12 per share (D). Per the CAPM, PG’s 

required rate of return is 4.4%, so this will be the discount rate (r).  Using these inputs, the 

calculated stock price for PG is negative, because the discount rate is lower than the growth rate, 

rendering the conclusion negative, and not meaningful. The calculations are shown here: 

Price =
$3.12 ( 1 + 0.06) 

(0.044 − 0.06) 
 

Price =
$3.12 ( 1.06) 
−0.016 

 

Price =
$3.3072
−0.016 

 

Price = −$206.70 𝐨𝐨𝐨𝐨 𝐍𝐍𝐍𝐍  

The most recent stock price for PG is $143.30, as of November 16, 2020 (Yahoo! 

Finance, n.d.).  The low-end calculation using the constant growth formula is above the market 

price, indicating that the stock is currently undervalued. The high-end calculation was not 

meaningful, due to the fact that the dividend growth rate is higher than the discount rate.  

Based on this analysis, the concluded value for PG is $811.20 per share. This conclusion 

uses 4.0% as the dividend growth rate, which is based on the company’s strong interest coverage 

ratio and increases in revenues and net income over the past three years. This concluded value is 

above the PG current market price of $143.30, which suggests the stock is currently under-

valued on the market.  

Here NM stands for “not 
meaningful.” 

Indicate if you think the stock is 
overvalued or undervalued.  

Be sure to justify your conclusion of value for your stock, based on 
the most important financial facts from the prior weeks’ analysis. 

Recalculate the second 
estimate of the stock price 

using the high-end dividend 
growth rate. Use the 

company’s specific required 
rate of return you determined 

using the CAPM. Show all 
calculations. 

Compare each of 
the two recalculated stock prices 

to the current stock price per 
share of the company.   
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https://writingcenter.ashford.edu/format-your-reference-list
https://writingcenter.ashford.edu/format-your-reference-list

