Computer Lab 08 – Spreadsheet Automation and Risk in Capital Budgeting

Computer Lab 08 Handout
Key Points on Automation and Risk
Purpose

Often you will need to access data from the Internet that you will use in your calculations each day.  This data could be pricing information, index information, or other pieces of information that your boss wants to see each day as inputs into your financial decision making process.  There are ways to automate this process and to make it more efficient so you can be more effective.  We will start with this process.  We will be using Visual Basic for Applications (VBA for short), a programming language that is used in Excel and use it to download specific pieces of data from the web.

Capital budgeting is a critical part of finance that is used by most companies in different ways.  Capital budgeting is used to determine how a firm should allocate scarce capital resources to available long-term investment opportunities.  However, what happens when you bring risk into the capital budgeting equation?  First you must determine the riskiness of an investment.  Then you must learn how to account for the risk that you have measured.  We will be using Monte Carlo Simulation to help understand the riskiness of an investment and to incorporate that risk into the decision making process.

Computer Problems
We will be doing two problems for this computer lab. 
1.  Problem 1 is a problem I use in my BM409 Investment management Academy and BM415 Asset Management classes.   It is the need to update prices and index data on a daily basis from the internet.  You will come across this type of problem often in your work in Managerial Finance.  It is the process of using the tools in Excel, mainly macros and Visual Basic for Applications (VBA) to automate your work.
2. The second problem is from Chapter 12 of FAME.  It is the Freshly Frozen Fish Company Example used in the chapter beginning on page 363.  You will perform a Monte Carlo Simulation analysis given the inputs given in the problem.  (The good news is that the book carefully takes you through this problem).
Key Readings

Key readings are:

1.  Read Computer Lab 08 – Using VBA to Access the Web.  This will take you through how do build a macro to access data from the web.  Read this before you begin this problem

2.  Read Computer lab 08 – Using Monte Carlo Simulation.  This will take you through how to use Monte Carlo Simulation and this problem.

3.  Basic information on distribution (pages 355-360), 

4.  Using Excel to Measure Risk – Sensitivity and Scenario Analysis (pp. 361-374), 

5.  Monte Carlo Simulation (pp. 375-382)

Support Information

Key Concepts

FAME Chapter 12:  Risk and Capital Budgeting
· Understand the five major statistical measures used in finance and how to calculate them 
· Understand how to incorporate risk into the capital budgeting process
· Understand how to perform sensitivity and scenario analysis

· Understand how to perform Monte Carlo simulation
FAME Chapter 13:  Portfolio Statistics and Diversification

· Understand the concept of diversification and explain why it reduces risk

· Calculate the expected return and standard deviation of a portfolio

· Explain the concept of the efficient frontier and locate portfolios on the efficient frontier

 Adding the FAME ExcelSim.xlam User-defined Function
The authors of the FAME book have put together a number of Excel functions in a user-defined add-in that you can use.  You have already used some of those functions.  If you have not already added the ExcelSim.xlam add-in, you will need to do it now.

 First, find the Excel add-in titled ExcelSim.xlam.  You can download it from the FAME website or you can also download it off of Blackboard.  Go to Blackboard, Course Information, and FAME Add-ins.  Then click on ExcelSim.xlam and download it into a folder or on your desktop.  
Once you have saved the add-in to your desired location, open the Excel lab and click on the Windows Button (in the top left corner of Excel), then click on ‘Excel Options’, then click ‘Add-Ins’, then click ‘Go’ towards the bottom of the window, then click ‘Browse’ and find where you saved the FAME Functions add-in and click ‘OK’.  Make sure the Add-In has a check mark next to ExcelSim 2009.  A button entitled ‘ExcelSim 2009’ should now be showing under your Add-Ins available.  In addition, if you go to your Data tab in Excel, in the far right you should see the ExcelSim 2009 button.
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