Financial Services Laboratory
Lesson FIN 003

For Introduction to Finance

Designed by: David H. Myers and Steve Buell
Topic: Data Collection and Calculating DDM
April 2005

Learning objective: Collect data for use in calculating the price of an equity security
using the dividend discount model (DDM).

Description:

This module is to provide students with an introduction to the Financial Services Lab
(FSL), Thomson ONE financial data, and in calculating the price of a stock using the
Dividend Discount Model (DDM). In the FSL, students will locate and download data on
a company’s beta, the US Treasury bills, and analysts’s estimates for earnings per share.

FSL Computers & Thomson ONE

e Open laptop, turn on. Login is Administrator with no password (password field is
blank) to Windows only (the box for Workstation only should be checked)

¢ For most of your data collection you will want to save an EXCEL file to the H:\
drive. To do this you must use WIRED LOGIN. After entering your Lehigh ID
and Password, you must click on Login.

__ ts WIRED Login
a

Lehigh ID |

Passward:

Library & Technology Ssrvicss

WIRED Login
Cancel

® To open Thomson ONE, click on the Thomson ONE icon.

Stock Prices

If you need to find a ticker or symbol for a company, use the Tools-Symbol Book tabs in
Thomson ONE. Choose E for Equity under type of security, Company Name, and type
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in the name of the company. You will be collecting data on Nike, McDonalds, Coke,
Microsoft, and General Motors.

Interest Rates
Within Thomson ONE, the interest rate information can be found under the Bonds tab.
For a three month US Treasury, go to the Benchmarks tab (see below).

¢ Find the 1 month Fed Funds rate as your risk-free rate. Use the BID YIELD. The
bids are always on the left and asks are on the right.

Tocks Window Help

Bonds | [ETIENE Company Fundamental Fiezearch Portfalios Earmnings Cnershi

Benchmarks S 3 Libor Com'l Paper ey & ik c Cert of Dep

Market Libor Fed Funds

1w 2,24 ! 2,30
2% 2,25 ! 2.31
3w 2130 ! 2.36
z.470 1M 238 ! Z.44
2,540 ZM 2,45 ! z.51
2,640 M 2,55 ! 2.61
2,720 4M 2,63 ! 2.69
z.800 5M 271 ! 2.7
2,870 BM 2,78 ! Z.54
2,930 ™ 2,04 ! 2.90
2,990 aM 2,90 ! 2.96
3.050 amM 2,96 ! 3.02
3120 10M 3.0z 1 3.08
3170 11M 3,06 ! 312
3,230 12M 3,14 ] 3.20

Key Lending Rates

4.000 Discount

5.250 Fed Funds Effective

Company Research

Click on the on the Company tab and the Co. Main tab. At the bottom of the page, you
will find the Dividend Yld and Beta on the left and EPS Estimate Forecasts on the right.
For this assignment, you will need the dividend yield, beta, and the EPS forecasts for
each year.

Company Overview

Starbucks Corp. Symibol: SBUX-0 (C000004277)
Starbucks NASNH - SBUX-0

2401 Lteh Avenue Solth Exchange: NASIM CUSIP: 855244109 S8P GICS: 25301040
Seattle, WASHNGTON 98134 LSA  Seetor: Consumer,Cyclicsl  SEDOL: 2842255 Restaurants
bt o starbucks com Industry: o c : ctive
Business Description Price Chart

[Starbucks Corporation. The Growy's princiual activiy Is ta o Lapbucks HASH (3482004 3/182005) - Dabosire
lpurchase and roast high-cualty whole bean caffee and

[sellsthem along weth fresh rich krewed cotfess, Ralian- 1a00%
styls espresso beverages, cold biended beverages, a 00%
[variety of food tems, coffes-relster acoessories and
(esuipment, @ selection of premium teas and a Ins of 1200%
|compact dises. The aperafians ofthe Graup are carried aut
e fed 0 1100%
retsil stores oifer a choics of reguiar and decaffsinatect 1000%

lcottee beverages, a broad selection of Halian-styie

00w

jespressa bever lensled beverages, iczd shaken R s
selecton of teas and souxo- seall-

istinctively pac stect whole hesn coffees. The | S0 Sourss: Detaetsam_

[Sneciaity Operstions relates to sale of coffes and tea ‘Analyst Rating

lorasiucts through cther chanmels and through certain of ts

lecqit investees. The Graup operstes 4, he .
Lt Sttes, 422 nthe Unte inglom, 372 m canaa, 45 | ) [N TN Stong Buy
In Thalland, 44 in Australs and 35 n Sngapore.

Sourea: Wrgzzope, Source: Frt Call
Key Financials Estimate Revisions

vo4 o3 02| | Ectimates Up/Down Change in Estimate.

sales 529425 4D7SS1 36891 (Totat 1)
Operstingincome 54752 w3 33669 0 Last
et Income ssse 26835 21507 ‘ 72
e W
Total Liabiities a3 BT: S0 1 7
EBrTDA nia e nia Souroe: First Call

Saurse: Workdsoope - Milins USD)

EPS Estimate Forecasts
Hey Fundamentals

P/E Ratio" 5480 Dividend Yid 000 163
Price to Book 820 1Vr TotReturn %76 0
Price To cF we Beta 085 035 l
S PR Y |
Current Market Cap 2

I ’

2004 2005 2006 2007 agal
Source: First Call
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You should notice in the bottom left of the Thomson One page that current data for the
company. The number to the left of Chg is the current price.

Key Fundamentals

P E Ratio* 1209 Dividend Yid
Price to Book 289 WWrTotReturn 2919
Price To CF 1155 Beta 055
1V Sales Growth 1622  1Vr EPS Growth 57727

Chg +0.49B 00 Vim 8521500
Hi 26.14L0 7. 2 v
EPS 1.49 PE .. 2

pta  0.75 % Chg .87 CE 0.52 FPE v 10:41 Rir FC

PFIZER INC ID 717051103 X Cur USD Mkt Cap 194826
ELAYED 20 MINUTES
(our firm's customized quote data is not available.

Excel Spreadsheet

In your spreadsheet you will record the risk-free rate, beta, dividend yield, current price,
and the 2004-2007 EPS estimates. We are going to make some simplifying assumptions.
We will assume that constant growth from 2008 on is 4% and the Market Risk Premium
is 6%. We will also be assuming a constant payout ratio. The data in the yellow boxes
are to be filled in by you for each of the five companies.

Dividend Discount Model Assumptions
Constant Growth Market Risk Premium
Company Symbol Beta 0.76 4.0% 6.0%
Pfizer PFE Rf 2.38%
EPS
Div. YId. Price 2004 2005 2006 2007 2008
2.90% 26.04 212 2.13 2.22 2.25
Growth 0.47% 4.23% 1.35% P3
Dividend $ 0.76 $ 076 $ 079 $ 080 $ 083 $ 2835
1 2 3 4 3
k 7%
PV(Ct) $ 071 $ 069 $ 066 $ 064 $ 23.18
Current Price-Intrinsic Intrinsic Value
5 080
Deliverable

For the assignment, turn in a copy of your results (spreadsheet) for the five companies.
¢ For which of the five companies, did our model work best?
¢ For each company, change the Constant Growth assumption from 4% until you
can get within 5 cents of the current price. What are the five constant growth
assumptions that find the current price?
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Formulae used in the DDM Spreadsheet
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k=r, + ,B(E(rm)— rf)
_EPS,_,

81 = ?Sr

D, = EPS,(Div.Yield)

D, =D, (1 + gH—l)

_D

PV(C,) = (1+k)t




