FINANCE 201

FINANCIAL ANALYSIS AND MARKETS

Dr. Sinan Cebenoyan

1. Attending classes on a regular basis is required.  Class preparation and participation are an integral part of this course.  Homework problems may be assigned, some from the text and others as handouts.  You are expected to try to solve the problems.  Solutions to some of the problems will be discussed in class. 

2. You are expected to be familiar with current events by reading finance publications, such as The Wall Street Journal, Financial Times, and Business Week.

3. Term project to be submitted by December 10, 2002. This term project is an integral part of the course.  It is the application to a real company of the theories and concepts you will be learning in class. Choose one company from the list below and give me your choice no later than September 24.

Advanced Micro Devices (AMD)

Cisco (CSCO)


Genentech (DNA)

Tyco International (TYC)


Agilent (A)


Nordstrom (JWN)

Callaway Golf (ELY)


America On Line (AOL)
Wendy’s (WEN)

Oracle (ORCL)



Motorola (MOT)

Global Crossing (GX)

Scientific Atlanta (SFA)


Sun Microsystems (SUNW)
Nokia (NOK)

N-Vidia (NVDA)



Celera Genomics (CRA)
Amex (AXP)

Lucent (LU)



Boeing (BA)


MBNA (KRB)

You will be required to do a report on the following:

· Do a financial analysis using the textbook ratios and supplemented by the comparative financial ratios available at http://www.marketguide.com/. Other company information is available in this site and similar other sites (Smartmoney.com).  Specifically, you will analyze and evaluate the financial strength, liquidity, profitability, efficiency, and market valuation of the company.  You analysis of the ratios should be related to articles and other qualitative information regarding your company. Do not rely solely on the company’s homepage.

· Track the daily stock price, returns, and volatility of the company for the months of October and November. Compare stock price performance to a stock market index.  

· You are expected to relate the relevant chapters to the project.

Dr. Domenica Barbuto, the Business Reference Librarian, is the best resource person for online and printed material on this topic.

4. Assigned Readings:

· Firer, Colin, “Driving Financial Performance through the DuPont Identity: A Strategic use of financial Analysis and Planning,” Financial Practice and Education, vol. 9, Spring/Summer 1999, pp. 34-35.

· Booth, L., “Estimating the Equity Risk Premium and Equity Costs:  New Ways of Looking at Old Data,” Journal of Applied Corporate Finance, vo. 12, Spring 1999, pp. 100-111.

· Ball, Ray, “The Theory of Stock Market Efficiency:  Accomplishments and Limitations,” in The Revolution in Corporate Finance, ed. J. Stern and D. Chew, Jr., Blackwell, 1998, pp. 2-15.

· Black, Bernard, “Institutional Investors and the Case for Institutional Voice,” in The Revolution in Corporate Finance,  ed. J. Stern and D. Chew, Jr., Blackwell, 1998, pp. 45-58.

· Mishkin, F. and S. Eakins, “Financial Markets and Institutions,” 2nd Edition, Addison Wesley.  Chapters 1 and 2.

4. Composition of Final Grade 

Mid-term Exam





40%    October 22

Final Exam





50%    December 17

Term Project





10%    December 10








           100%

Your final letter grade will be based on the final numerical average for the course.  

COMPANY ANALYSIS

You may use the suggested format or your own format as long as all the elements listed below are covered.  The paper should not be longer than 20 pages, typed, double spaced, and complete with citations in the body of the paper and the bibliography.  

I. INTRODUCTION
· Short history of the company, description of the business model and business operations, major competitors and competitive strategy

I. FINANCIAL RATIO ANALYSIS
· Using Marketguide as your source, calculate three years’ worth of financial ratios, compare the ratios to the most recent ratios of the industry, sector, and S&P 500, and evaluate the financial strength, liquidity, profitability, efficiency, and market valuation of the company.

· The ratios you should calculate are the following: P/E ratio, beta (given by different sources), Price to Sales, Price to Book, Price to Cash Flow, Price to Free Cash Flow, Q-ratio, dividend yield, growth rate of sales, growth rate of EPS, quick ratio, current ratio, total debt to equity, long-term debt to equity, interest coverage, gross margin, operating profit margin, net profit margin, effective tax rate, return on assets, return on investment, return on equity, total asset turnover, revenue per employee, receivable turnover, inventory turnover.

· Do the du Pont formula to analyze the company’s overall profitability.  

I. RECENT COMPANY DEVELOPMENTS
· Important recent developments related to the company which may explain some of the trends in the ratios calculated above. 

I. STOCK PRICE AND MARKET EFFICIENCY ANALYSIS
· You will track the daily stock price of your company and the S&P 500 index over the months of October and November 2001.  Calculate the average daily return and standard deviation over the holding period. Plot the indices as well as the company’s stock price change.  

· If the company stock price changes by more than 5% and the change is greater than the S&P 500 index change, provide a brief explanation behind the change. Explain in this section the implication of your findings on market efficiency.

· Calculate the holding period return for your company and for the S&P 500.  Explain if the actual company return is consistent with the prediction of the CAPM.

I. CONCLUSION
· Comment on the company’s stock price performance and its prospects for the future in light of your financial ratio and stock price analyses.  Would you recommend to buy this stock to investors for the long-term at the current price?  Explain.
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