(Taken from actual Data). Allete Inc. is a company in the upper Midwest. It is an energy company
consisting of two parts. The first part is a regulated utility and the second part is mining and other non-
regulated industries. Assume throughout a 6% SAIR compounded quarterly is the return necessary for
this company’s investors. Its most current (already paid) dividend was $0.363, and it pays dividends

quarterly.

a, If the company was only in the utility business we could assume the dividends would
continue indefinitely into the future but remain constant at $0.363. What is a share of this
company worth under that assumption?

b. Historically, Allete’s dividends increased 1.5% per year (SAIR, compounded quarterly).
If we forecast that growth to continue indefinitely, what is Allete’s current stock price?

c (Not from actual data) Suppose Allete is looking at a expansion that will cost $25 million

in the first two years to construct a new mine, and then generate net revenues of $15
million every year starting with the third year. If Allete has 30 million shares of stock,
what will be the effect of this expansion opportunity be on the price of Allete’s stock?
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