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Valuation of Financial Instruments
	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
	Goldman Sachs Group/ A rating
	1000
	0.0500
	50.0
	10
	0.0386
	1097.5
	Premium

	B-Rated
	Northwestern Bell Telephone Company/ BBB rating
	1000
	0.0775
	77.5
	15
	0.0498
	1295.0
	Premium

	C-Rated
	Petroleos De Venezuela SA/ CCC rating
	1000
	0.0975
	97.5
	20
	0.1917
	520.0
	Discount 


	
Bond rating refers to the appraisal done by an organization that is recognized in the financial sector with a sound understanding of the aspect of investments in bonds. Yield to maturity, on the other hand, refers to the bond’s maturity internal rate of return. The correlation existing between yield maturity and bond rating is that higher yield maturities have lower bond ratings and the other way around (Higgins, 2012). For instance, above Goldman Sachs GRP has 3.86% YTM with A bond rating while Petroleos De Venezuela has 19.17% YTM and CCC bond rating and this shows the correlation between the two clearly.
Bond Trade
	The coupon rate is defined as the specified rate of interest on the interest earned from the coupon that are attached to the bonds. The yearly interest that is received is equal to the product of the rate of the coupon and the bond’s par value (Higgins, 2012). It is known that YTM refers to the return rate when the bond reaches maturity. In order to determine the reason for the premium sale of the bond, par or discount then the YTM and rate of coupon play a significant role. The YTM and coupon rates related to the price of the bonds demonstrate an inverse relationship; the prices are high when the rates are low and vice versa. Northwestern Bell and Goldman Sachs bonds in the table above shows a premium sale while Petroleos De Venezuela bonds are more likely to sell at a discount thus showing an inverse relationship between the market value and the rates
5-Year Difference
	Increasing the maturity time by five years, it has an effect of increasing the yield, and thus the market value is decreased. Similarly, if a decline in five years is effected on the maturity period, then the effect of decrease will be extended to the YTM causing an increase in the bond’s market value. This inference is derived from the values shown in the table above. 
Stocks: Gordon Model
	Company
	5-year Risk-Free Rate of Return
	Beta (β)
	5-Year Return on Top 500 Stocks
	Required Rate of Return (CAPM)

	AT&T, INC (T)
	1.32%
	0.37
	15.00%
	6.38%

	Sprint (S)
	1.32%
	-1.36
	15.00%
	-17.28%

	T-Mobile US, INC. (TMUS)
	1.32%
	1.20
	15.00%
	17.74%



	Company
	Current Dividend
	Next Year Projected Growth Rate
	Required Rate of Return (CAPM)
	Estimated Stock Price (Gordon Model)
	Current Stock Price
	Over- or Under-priced

	AT&T, INC (T)
	1.88
	2.53%
	6.38%
	48.83
	34.01
	Under

	Sprint (S)
	0.00
	46.99%
	-17.28%
	0.00
	5.27
	Over

	T-Mobile US, INC. (TMUS)
	0.00
	113.14%
	17.74%
	0.00
	34.31
	Over



	The Gordon Model gives a means of figuring the cost of equity. The model equation is: 
Value of stock = D1/(K - g )
D1 is the dividend of the next period,
 K is the asset's rate of return 
And g is the growth rate that is expected (Editorial Board, 2014). 
However, the model has a weakness that it has no practicality for application to companies that are not making dividend payments and has a reliance on the ability of the company to maintain a growth rate that is constant. Despite that, it has its strengths too which include the simplicity of the concept that boosts understanding and has better applicability to companies that have constant rates of growth or are much older in the industry (financial education, 2017).
	An analysis of the weaknesses and strengths of the model eliminates its suitability for use in the determination of T-Mobile’s and Sprint’s stock value as both companies do not currently make payments of dividends. AT&T has its stock price currently underpriced as compared to the estimates of the stock price using the Gordon Model. Sprint, AT&T, and T-Mobile conduct their operations in the industry of communication. However, it is AT&T apparently performs better financially than its competitors. 
	Company
	Estimated Earning
	P/E Ratio
	Estimated Stock Price (P/E)
	Current Stock Price
	Over- or Under-priced

	
	(next year)
	
	
	
	

	AT&T, INC (T)
	2.31
	13.64
	31.5084
	34.01
	Over

	Sprint (S)
	-0.87
	-11.39
	9.9093
	5.27
	Under

	T-Mobile US, INC. (TMUS)
	0.15
	44.15
	6.6225
	34.31
	Over




Valuation
	Another method that can be used for the valuation of stock is the ratio of price-to-earning, it is often used by the investors when determining whether a stock is under or overpriced related to the stock price estimates. The product of estimated earnings and the price-to-earnings ratio is used when estimating the stock value when illustrating the effect on the pricing. Using this ratio shows the stocks of T-Mobile and AT&T are overpriced while those of Sprint are underpriced. Thus, the notion convicted by using the P/E ratio is accuracy in the estimation of the prices of stocks for the companies without taking the payment of dividends into consideration. 
Increase
	The effect that the stock price estimates have when the variables are increased is dependent on the model of valuation that is used. The Gordon Model has a corresponding increase in the stock price estimate in case the rate of growth increases; it also has the same effect when the dividends are increased; the only difference in the effect is produced by a reduction in the rate of return required. The stock price estimated using the price-to-earnings ratio increases with an increase in the estimates of earnings per share. 
Decrease
	Just like in with the increase, change is experienced when the other variables are decreased but is highly dependent on the model used for valuation of the stock price. A decline in the rate of growth causes a drop in the stock price estimate when the Gordon Model is used; a similar effect is produced when the dividends are decreased; the difference is seen when the rate of return that is required is reduced which increases the stock price. When using the price-to-earnings ratio, a decrease the estimates of earnings per share causes a decrease in the stock price estimates. The above inferences are seen when the values are input to the table. 
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