Corporate Finance. Prof. A. Bukhvalov. Date due: November 8, 9 p.m.
Home Assignment #3 (chapters 16, 17 [BMA9])
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Cory Leone and Maurice Greenberg are biotechnologists who pioneered new applications of
DNA. They founded LeoGreen Biotech Corp (LBC) to commercialize these applications.
The entrepreneurs' original investment in LBC amounted to $30,000. Six months after the
launch of LBC, the friends were able to obtain first-stage financing of $500,000 and the after-
the-money valuation on the firm was placed at $1 million. A year later at the next stage of
financing LBC the enterprise was valued at $5 million before financing.

a. What (paper) return and increase in value did the entrepreneurs get in each of these two
stages?

b. How would your answer to the previous question change if they had agreed on a first-
stage after-the-money valuation of $800,000 million instead of $1 million and a second
stage valuation of $4 million?
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Texas Power declared a stock dividend of 25 percent and its market price was $40. Assuming
nothing else changed what would you expect the price of the shares to be after the stock
dividends are distributed?
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Lentle Corporation's financial numbers are as follows:

Net income $45 million
Earnings per share $3

Number of shares outstanding 15 million
Price-earnings ratio 10

The management plans to repurchase 5 percent of the company's outstanding shares at the going
market price. What effect does the stock repurchase have on the above numbers? What effect
does it have on the value of the firm? Explain.




