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Purpose
The purpose of this Computer Lab is to help you understand and apply the key points from the chapters and to have an experience at valuing equities and bonds.  This is good experience for you whether you are a financial manager or a financial analyst.
As financial managers, you will need to be able to determine whether your stock will be attractive to investors.  As such, you should know about the Capital Asset Pricing Model and the Dividend Discount Model (constant growth).  In addition, because Preferred Equity is something you might issue, you should know how to value Preferred Equity as well.

As a financial analyst, you will need to value stocks and bonds to see if they are attractively priced or not.  You can have a good company that is not a good investment (it is too expensive at current levels).  Bad companies are not good investments at any price.

Computer Problems

Chapter 8:  Internet Exercise #1 (page 246).  You will download price, dividend and other information from the internet, and then value the company.  It is important for you to know where to get updated information if this is something you might be interested in.
Chapter 9:  Problem 1 (skip b) (page 282).  You will be valuing a bond.  You will also be calculating price, current yield, and yield to maturity.  These are important calculations if you are planning to include bonds in your portfolio.
Chapter 8:  Problem 3a (page 245).  You will be calculating Free Cash Flow.  This is an important skill of analysts as it is one method of calculating Intrinsic Value.
Support Information
FAME Chapter 8
· Understand and know how to compute CAPM
· Understand and know how to compute stock value using the Constant Growth Dividend Discount Model
· Understand and know how to value Preferred Stock

· Understand and know how to computer Free Cash Flow to Firm

Bonds are the most prominent way to fund operations.  As such, you should know how to price bonds, make the necessary calculations, and understand the relationship between prices, required rates of return, and coupon rates.  You should also understand the concepts behind duration and convexity.
FAME Chapter 9

· Understand and know how to calculate bond prices on any given date, the current yield, yield to maturity, yield to call.
· Understand relationship between bond prices, required rates of return, and coupon rates.

· Understand the concept behind the Treasury Yield Curve.

· Understand the concepts behind duration and convexity (no calculations necessary).
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