VALUATION OF SECURITIES
1.) Valuations of a bond - Bonds are negotiable promissory notes.

Bonds are used by government or public sector companies.

Private sector companies issues secured or unsecured bonds.

2.) Face Value – Value stated on the face of the bond is called par value.


Par value is usually 100 or 1000.

3.) Coupon rate / interest – Bond carries specific rate of interest called Coupon rate.

4.) Maturity – It is repaid on maturity.
Maturity Period of 



1.) Redemption value: Value which bond holder gets on maturity is called redemption value.
 Redeemed at par, Premium (more than Par), Discount (less than Par).

2.) Market Value: Market Value is the price at which bond is usually bought or sold.

Dividend Capitalization Approach:
There should be a standard value for judging whether a stock under priced or over priced in the market price.

Standard value is called as Intrinsic Value.

Intrinsic Value:

Intrinsic Value is the value of the stock which is justified by assets, Earnings, dividends.
Major components of intrinsic value are




Valuation of dividends







 


Formula for Variable Growth in dividends


          n
P =    ∑       D (ga)t   .            +      D ( ga )n  gn             .   
        t = 1  ( 1 + Ke ) t               (Ke – gn ) * ( 1+ Ke ) n  
Equity Valuation – Ratio Approach 

Book Value = Net Worth (paid equity capital + reserves + surplus)

                                No. of Outstanding Equity Shares

Liquidation value per share = Value realized from                      Amount to be paid to

                                                Liquidating all assets       -         all the creditors & 

                                                Of the firm                                  preference share holders

                          
                                No. of Outstanding Equity Shares

Price Earning Ratio = Expected EPS       *       Appropriate price      -    Earning Ratio
Expected EPS = Expected Pat    -   Preference Dividend

     No. of Outstanding Equity Shares
E (P/E) Ratio = PV Per Share
                               E (EPS)

Expected Price earnings ratio = E (P/E) Ratio
AS Per Dividend Discount model

E (P/E) =   D     . *       1    .

                 K – G      E(EPS)

                           Or

                 D/E (EPS)

                     K-G

E (P/E)    >     P/E ------- Stock is currently under priced   ---- Time to buy

E (P/E)    <     P/E ------- Stock is currently Over priced   ---- Time to sell

E (P/E)    =    P/E ------- Stock is currently priced ---- Neither buying nor selling is desirable
Valuation of Securities

1.) Value of as asset / security 

     V = CF ( PVIFA ,Kd,n)

2.) Basic bond valuation model

V = I (PVIFA Kd,n ) + F ( PVIF Kd,n )

3.) Bond values with semi annually interest

V = I (PVIFA Kd,2n ) + F ( PVIF Kd,2n )
       2               2                              2 

4.) Bond Yield Measures


a. One Period Rate of Return


i. Holding Period Return = ( Sale Price – Purchase Price ) + Interest
  



           
Purchase Price 


ii. Current yield = Coupon interest 
                              Sale Price 




iii. Yield To Maturity =  I + ( F – P ) / n
 


0.4 F + 0.6 P

 


        or   

                              =  I + ( F – P ) / n
 

           0.4 F + 0.6 P




        or   

                           Trail and error method


5.) Bond Value theorems


a. RELATION SHIP BETWEEN RATE OF RETURN AND COUPON RATE

i. If Kd = Coupon Rate 
Value of the Bond = Par value 


ii. If Kd > Coupon Rate 
Value of the Bond < Par value 


iii. If Kd < Coupon Rate 
Value of the Bond > Par value 


b. NO. OF YEARS TO MATURITY


i. If Kd > Coupon rate 
Discount on bond declines as maturity


ii. If Kd < Coupon rate 
Premium on bond declines as maturity


c. Yield to Maturity 


i. Bond Price moves inversely proportional to YTM

ii. Long term bonds are more variable to changes in interest rate than short term bonds

iii. Price increases with decrease in yield n vice versa

iv. Change in case of bonds of high coupon rate will be smaller in case of bonds of low coupon rate .


6.) Dividend Capitalisation Approach


a. Single Period Valuation 

P =     D    +     P   .
       1 + ke   1 + ke

b. Multiple Dividends Valuation model

i. Constant Dividends  

  P = D / Ke

ii. Constant growth in Dividends

P =          D       .
                                                Ke  -  G

iii. Variable Growth in dividends


          n
P =    ∑       D (ga)t   .            +      D ( ga )n  gn             .   
        t = 1  ( 1 + Ke ) t               (Ke – gn ) * ( 1+ Ke ) n  


















































































































































































































































































































































































Govt Bonds





20 – 25 





Corporate Bonds 





7 – 10 Years





Single Period Valuation 	





Dividends paid & ability to pay such dividends in future





Earning power & profitability of the management in the employment of assets





Stability & Predictability of these quantitative & qualitative projections





Estimates of the growth of earnings





Multiple Period Valuation





Variable growth in dividends:


Some firms have super normal growth rate followed by normal growth rate.


Write formula here


          





There is no maturity period for equity shares, value of an equity share of infinite duration is equal to discounted value of steam of dividends of infinite duration.








If investor holds equity share for one year.


Then price of such share


P =     D    +     P   .�       1 + ke   1 + ke








Constant growth in dividends :


P =          D       .


            Ke  -  G


Dividends tend to increase over time .Therefore growth of dividends is at constant compound rate.





Constant dividends:





P = D / Ke





Dividend per share is constant year after year.

















