
	Company
	5-year Risk-Free Rate of Return
	Beta (ß)
	5-Year Return of S&P 500 Index 
	Required Rate of Return (CAPM)

	 Cocacola
	 0.33%
	 0.9783
	 8%
	 15.5036%

	 Pepsi
	 0.33%
	1.0071
	 8%
	 15.7245%

	 Keurig Dr. Pepper
	 0.33%
	 1.2011
	 8%
	 17.2124%


"
	Company
	Current Dividend
	Projected Growth Rate of Dividends
	Next year's Dividend
	Required Rate of Return (CAPM)
	Estimated Stock Price (Gordon Model) = Next year's dividend / (required rate of return – projected growth rate of dividends)
	Current Stock Price
	Over/under Priced

	Cocacola
	1.6
	2.5%
	1.64
	15.5036%
	11.80
	48.62
	Overpriced

	Pepsi
	3.82
	7.12%
	4.092
	15.7245%
	34.37
	134.13
	Overpriced

	Dr Pepper
	0.6
	0%
	0.6
	17.2124%
	3.48
	24.8
	Overpriced



	Company
	Estimated Earning 
(next year)
	P/E Ratio
	Estimated Stock Price (P/E)
	Current Stock Price
	Over/Under Priced

	Cocacola
	 0.44
	 74.63
	 32.8372
	48.62
	 Overpriced

	Pepsi
	 1.03
	 92.9
	 95.687
	134.13
	Overpriced 

	Dr Pepper
	 0.29
	 81.77
	 23.7133
	24.8
	Overpriced 




Part A
	Bond
	Company/
Rating
	Face Value (FV)
	Coupon Rate
	Annual Payment (PMT)
	Time-to Maturity (NPER)
	Yield-to-Maturity (RATE)
	Market Value (Quote)
	Discount, Premium, Par

	A-Rated
	American Honda Finance Corp/AAA
	$1,000 
	 3.5%
	 35
	 8
	2.02
	1070.9
	 70.9

	B-Rated
	 Avon Products Inc/BBB
	$1,000 
	 8.95%
	89.5
	 23
	8.28
	 1063.8
	 63.8

	C-Rated
	 CBL & Associates L.P/C
	$1,000 
	 4.6%
	 46
	4
	51.59
	 901
	 -91


1. Explain the relationship observed between ratings and yield to maturity. 
The bond rating of A has been considered to be the highest rating for the bonds under consideration. The bonds are considered to be safe for investment mostly representing public traded corporate and government entities and which are considerably having the highest certainty, and is associated with the lowest yield to maturity rate in the current case representing 2.02. The second ranked bond is the B bond which has a moderate risk and is associated with a moderate yield to maturity rate in the case representing 8.28. The lastly ranked bond is the C rated bond which is considered to be risky that the other bonds but is associated with the highest yield to maturity rate of 51.59. Therefore, it can be concluded that the bond rating is inversely related to the bond yield to maturity.
2. Explain why the coupon rate and the yield to maturity determine why the bonds would trade at a discount, premium, or par. 
The coupon rate is normally used to determine what shall be payable on annual basis for the bond in terms of interest. On the other hand the yield to maturity rate measures the rate of return to maturity of the bond. If the coupon rate is less than its yield to maturity, the bond is considered to be issued at a discount. For instance in the current case the coupon rate for bond rated C of 4.6% is less than the yield to maturity of the bond and hence is issued at a discount. When the bond coupon rate is more than the yield to maturity, the bond is considered to be issued at a premium. For instance, in the current case, bond rated A is considered to have a coupon rate of 3.5% which is more than the yield to maturity of the same bond and hence being considered to be issued at a premium. Bond rated B to have the same influence with the coupon rate being slightly above the yield to maturity and hence too issued at a premium. A bond whose coupon rate will be equivalent to the yield to maturity will be considered to be issued at par value and the face value will be the same as the market value.
Part B
	Company
	5-year Risk-Free Rate of Return
	Beta (ß)
	5-Year Return of S&P 500 Index 
	Required Rate of Return (CAPM)

	 Cocacola
	 0.33%
	 0.9783
	 8%
	 15.5036%

	 Pepsi
	 0.33%
	1.0071
	 8%
	 15.7245%

	 Keurig Dr. Pepper
	 0.33%
	 1.2011
	 8%
	 17.2124%



	Company
	Current Dividend
	Projected Growth Rate of Dividends
	Next year's Dividend
	Required Rate of Return (CAPM)
	Estimated Stock Price (Gordon Model) = Next year's dividend / (required rate of return – projected growth rate of dividends)
	Current Stock Price
	Over/under Priced

	Cocacola
	1.6
	2.5%
	1.64
	15.5036%
	11.80
	48.62
	Overpriced

	Pepsi
	3.82
	7.12%
	4.092
	15.7245%
	34.37
	134.13
	Overpriced

	Dr Pepper
	0.6
	0%
	0.6
	17.2124%
	3.48
	24.8
	Overpriced



	Company
	Estimated Earning 
(next year)
	P/E Ratio
	Estimated Stock Price (P/E)
	Current Stock Price
	Over/Under Priced

	Cocacola
	 0.44
	 74.63
	 32.8372
	48.62
	 Overpriced

	Pepsi
	 1.03
	 92.9
	 95.687
	134.13
	Overpriced 

	Dr Pepper
	 0.29
	 81.77
	 23.7133
	24.8
	Overpriced 


3. Relationship between required rates of return, growth rate, dividend paid and value of stock under Gordon model
Required rate of return is the indicator for the cost of equity in a firm. Just like the other costs, a higher required rate of return indicates a higher cost to the company and this impacts negatively on the value of stock. This relationship can be seen in the share price of Keurig Dr. Pepper compared to the other two stocks. It can be seen that it proportionately trades at a very low price compared to the other stocks and this is as a result of its high required rate of return. It suggest that investors would want to be compensated more for investing in the company and this is brought about by the company characteristics like growth potential, dividend payment pattern and such other factors. These factors are all interrelated in a manner. Growth rate has a direct impact on the expected future dividends from a company. If the rate is high, the company is more appealing and investors will not demand a high-required rate of return to invest in the company. This reduces the company cost of equity and the firm stock price goes up. Growth rate is therefore directly related to the firm stock value. This can be shown by the fact that Keurig Dr. Pepper stock had a very low estimated stock price. On the dividend paid, higher dividend payment has a signaling effect to potential investors. This brings about an attraction for share purchase, which has a positive impact on the share price. As seen in the estimated price for Pepsi Company, the share price is slightly higher than the others due to payment of higher dividends than the other stocks.


4. Value and weaknesses of Gordon Model
Value
Gordon model is based on the present value of expected future dividends. This is a strength as the value of a firm is grounded on this basis. By using the model, there are high chances of boosting investor wealth by seeking underpriced stocks.
Weaknesses
The model is based on future expectations of payoffs and growth estimates. This basing on future poses a lot of uncertainties as projections in the future may not always be true. This makes the model very prone to errors and adjustments as the firm revises its estimates.
5. Use of Price to earnings ratio for price estimation
In purchasing shares, investors consider expected payoffs from the shares. The payoffs are the earnings of the company as they are the ones, which cause either a dividend to be paid or a capital gain to be experienced. There is a maximum price, which the investors are willing to pay for certain fixed limits of earnings. This brings about a relationship between the price of a share and the earnings expected from this share. This relationship is the price earning ratio which can be used to estimate the share price at varying levels of expected earnings.
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