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1. [bookmark: _Toc56597817]Introduction to financial management
Generally, a manager should not focus on the value of a stock to make any decisions for the company. Managers should make decisions based on the best interests of the company. A company’s primary goal is to generate wealth. Having a short-term approach might help in increasing the profits today but would not complement a company’s long-term objectives. A manager in a company should focus on the long-term goals of the company rather than focus on the current stock value. A manager should always take decisions in the best interests of the company and not be dependent on its effect on the stock value.
There are often situations where a manager needs to decide between short-term gain and long-term gains of the company. Managers are more motivated towards showing short term gains is due to their compensation being dependent on the current performance of the company. In the manager’s point of view the more the company earns today, the higher the bonus he will receive. Sometimes the managers own their respective company’s stock and if the market reacts focus on the current profits and status of the company. This will lead to the manager’s focus being diverted more towards the decision that affects the stock value rather than the long-term interests of the company.
In a company, managers should focus on all the stakeholders rather than focussing only on the benefits of the shareholders. The manager is an employee of the owners of the company i.e. shareholders, but the manager has an obligation towards all the stakeholders i.e. customers, suppliers, and the staff. The manager should take decisions that will not benefit only one category of stakeholders, rather take a decision based on all the stakeholders in a company.
A company needs to try to build relations with customers and suppliers. If a manager is changing its suppliers frequently to bargain the price, it will create a toxic relation among all the suppliers. This might benefit the company in the short term because of the low price but might be harmful to their long-term objectives. A manager should also encourage interactions with the customers and improve customer service. So, if a manager is cutting costs by deteriorating customer service, the manager might gain short-term profits but in the long run, the profit might fall because of low recurring orders from the customers. 
The current stock value of a company is dependent on the financial status of the company. Even if the stock prices rise due to decisions based on the short term, it will not sustain in the long term, as these decisions might affect the profit in the future. On the other hand, focussing on the short-term objectives will help in increasing the share price of the company in short term and create a positive outlook for the current shareholders, which will make it easy for the company to raise money.
Both long-term and short-term interests are important for a company to run functionally. So, therefore, A company should have a balance of its long term and short-term objectives which in return will help a company to expand and grow in long run.

[bookmark: _Toc56597818]2.Time value of money

Price of Manhattan Island in 1626				 $24 
number of years						387
Annual return							6%
Price to be paid today (in billions) = 24*(1+6%)^387	 	$149.14 
He will not be able to afford this as his net worth is only $28 billion.	

Price of Manhattan Island in 1626				 $24 
number of months = 387*12					4644
Monthly return =6%/12						0.50%
Price to be paid today (in billions) = 24*(1+0.5%)^4644	 	$275.04
He has to pay the current natives a price of $275.04 billion.

Number of years						10
Amount required after 10 years (in billion)	 		$60 
Annual compounding rate					10%
Investment amount today = 60/(1+10%)^10	 		$23.13
He needs to make an investment of $23.13 today.

Number of years						10
Amount required after 10 years (in billion)	 		$60 
Investment amount today (in billion)				 $14.00 
Annual compounding rate					15.67%
He needs an annual return of 15.67% to make it $60 billion after 10 years, by investing only half of his net worth.


[bookmark: _Toc56597819]3. Time value of money
Cash flows								($ in million)
PV of annual operating income = 1/(1-1/1.08^15)/0.08	 	$8.56 
PV of scrap value = 1.5/1.08^15	 				$0.47 
PV of refit costs = 2/1.08^5+2/1.08^10	 			$-2.29 
Initial investment	 						$-5.00 
NPV = PV of all cash flows	 					$1.74
 	As NPV is positive, the company should accept the purchase of the carrier.

4. [bookmark: _Toc56597820]Risk and return

						S&P500		Walmart		Target	
Average monthly holding period returns		1.26%		0.15%		0.74%
Standard deviation					2.69%		4.38%		6.28%	
The average monthly returns of S&P 500 have been the best among the targeted stocks for the given period. The standard deviation has also been the lowest for S&P 500. 			
If we compare Walmart and Target, the return and risk are both higher for Target, as compared to Walmart.


	The returns of Walmart do not move with the S&P 500 returns. This shows low correlation between the market and the stock.

	The returns of Target move quite along with the S&P 500 returns, other than few exceptions. This shows good correlation between the market and the stock.


						

The movement of the portfolio returns are moving with the returns in S&P other than few exceptions, specifically May 14 and Nov 14. Otherwise, we can say that the portfolio returns variability is quite explained by the variability in the movement of the index. The portfolio returns seem to be closer to the returns from S&P 500 as compared Walmart. However, If we look at the graph of S&P 500 and Target, then it is evident that Target stock returns alone is more aligned to S&P 500 returns as compared to the portfolio.

	
	S&P500
	Walmart
	Target
	Portfolio

	Average monthly returns
	1.26%
	0.15%
	0.74%
	0.45%

	Standard deviation
	2.69%
	4.38%
	6.28%
	4.92%

	Return/Risk
	0.47
	0.03
	0.12
	0.09



When the portfolio of two stocks is formed, the return is the weighted average of the returns of the two stocks. However, risk is not the weighted average. Risk of the portfolio is much lower than the weighted average because of diversification. The variability in movement of the portfolio is the movement of both the stocks. In such case, when one stock is varying more, the other one can negate the effect. The risk return profile of Target is better than Walmart, and the portfolio stands somewhere in between. This is because Target has balanced some extremes of Walmart, when combined in the portfolio.

	
	Walmart
	Target
	

	Beta
	0.28
	0.75
	

	Systematic risk = beta*market standard deviation
	0.75%
	2.02%
	

	Unsystematic risk
	3.62%
	4.26%
	

	A higher beta means a higher systematic risk. Higher the beta means that the variability in the movement of stock returns is quite explained by the same in the index. It is also non diversifiable risk, i.e. it cannot be reduced by diversifying a portfolio.

	
	
	
	

	
	S&P500
	Walmart
	Target

	Annual return
	15.07%
	1.78%
	8.91%

	Beta
	
	0.28
	0.75

	Risk free return
	3%
	
	

	Required return as per CAPM
	
	6.38%
	12.05%

	
	
	
	

	The required return from both the stocks is higher than the return provided by them. This tells us that the stocks are overpriced. They lie below the efficient frontier and are not good investment as per their risk return profile.
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[bookmark: _Toc56597822]Appendix
	Month
	S&P500
	Walmart
	Target
	Portfolio

	
	Prices
	Returns
	Prices
	Returns
	Prices
	Returns
	Returns

	May-13
	1,631
	
	74.84
	
	69.50
	
	

	Jun-13
	1,606
	-1.53%
	74.49
	-0.47%
	68.86
	-0.92%
	-0.69%

	Jul-13
	1,684
	4.86%
	77.94
	4.63%
	71.25
	3.47%
	4.05%

	Aug-03
	1,633
	-3.03%
	72.98
	-6.36%
	63.31
	-11.14%
	-8.75%

	Sep-13
	1,682
	3.00%
	73.96
	1.34%
	63.98
	1.06%
	1.20%

	Oct-13
	1,757
	4.46%
	76.75
	3.77%
	64.79
	1.27%
	2.52%

	Nov-13
	1,806
	2.79%
	81.01
	5.55%
	63.93
	-1.33%
	2.11%

	Dec-13
	1,848
	2.33%
	78.69
	-2.86%
	63.27
	-1.03%
	-1.95%

	Jan-14
	1,783
	-3.52%
	74.68
	-5.10%
	56.64
	-10.48%
	-7.79%

	Feb-14
	1,859
	4.26%
	74.70
	0.03%
	62.54
	10.42%
	5.22%

	Mar-14
	1,872
	0.70%
	76.43
	2.32%
	60.51
	-3.25%
	-0.46%

	Apr-14
	1,884
	0.64%
	79.71
	4.29%
	61.75
	2.05%
	3.17%

	May-14
	1,924
	2.12%
	76.77
	-3.69%
	56.76
	-8.08%
	-5.88%

	Jun-14
	1,960
	1.87%
	75.07
	-2.21%
	57.95
	2.10%
	-0.06%

	Jul-14
	1,931
	-1.48%
	73.58
	-1.98%
	59.59
	2.83%
	0.42%

	Aug-14
	2,003
	3.73%
	75.50
	2.61%
	60.07
	0.81%
	1.71%

	Sep-14
	1,972
	-1.55%
	76.47
	1.28%
	62.68
	4.34%
	2.81%

	Oct-14
	2,018
	2.33%
	76.27
	-0.26%
	61.82
	-1.37%
	-0.82%

	Nov-14
	2,068
	2.48%
	87.54
	14.78%
	74.00
	19.70%
	17.24%

	Dec-14
	2,059
	-0.44%
	85.88
	-1.90%
	75.91
	2.58%
	0.34%

	Jan-15
	1,995
	-3.11%
	84.98
	-1.05%
	73.61
	-3.03%
	-2.04%

	Feb-15
	2,105
	5.51%
	83.93
	-1.24%
	76.83
	4.37%
	1.57%

	Mar-15
	2,068
	-1.76%
	82.25
	-2.00%
	82.07
	6.82%
	2.41%

	Apr-15
	2,086
	0.87%
	78.05
	-5.11%
	78.83
	-3.95%
	-4.53%

	May-15
	2,182
	4.60%
	75.86
	-2.81%
	79.29
	0.58%
	-1.11%



S&P vs Portfolio

S	&	P500	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-1.5328019619865074E-2	4.8567870485678677E-2	-3.0285035629453727E-2	3.0006123698713916E-2	4.4589774078477973E-2	2.7888446215139417E-2	2.3255813953488413E-2	-3.517316017316019E-2	4.2624789680314024E-2	6.9930069930070893E-3	6.4102564102563875E-3	2.1231422505307851E-2	1.8711018711018657E-2	-1.479591836734695E-2	3.7286380113930706E-2	-1.5476784822765821E-2	2.33265720081135E-2	2.4777006937561907E-2	-4.352030947775587E-3	-3.1083050024283687E-2	5.513784461152893E-2	-1.7577197149643675E-2	8.7040618955511739E-3	4.6021093000958802E-2	Portfolio	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-6.9426382998358793E-3	4.0511522500549568E-2	-8.7538646462190839E-2	1.2005591421177519E-2	2.5191649939281135E-2	2.1115616325960151E-2	-1.9481115672958349E-2	-7.7874230351305584E-2	5.2217237993215537E-2	-4.6499611065517477E-3	3.1703783140527353E-2	-5.8846710012052827E-2	-5.8929902641563503E-4	4.2260585547247986E-3	1.7074545043937794E-2	2.8148495629271353E-2	-8.1679448685366696E-3	0.17239406886693853	3.4240254648067459E-3	-2.0389388752903193E-2	1.5694104039567336E-2	2.4092922244088766E-2	-4.5271161877898758E-2	-1.1111797352097552E-2	Months


Monthly Returns




S&P vs Walmart

S	&	P500	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-1.5328019619865074E-2	4.8567870485678677E-2	-3.0285035629453727E-2	3.0006123698713916E-2	4.4589774078477973E-2	2.7888446215139417E-2	2.3255813953488413E-2	-3.517316017316019E-2	4.2624789680314024E-2	6.9930069930070893E-3	6.4102564102563875E-3	2.1231422505307851E-2	1.8711018711018657E-2	-1.479591836734695E-2	3.7286380113930706E-2	-1.5476784822765821E-2	2.33265720081135E-2	2.4777006937561907E-2	-4.352030947775587E-3	-3.1083050024283687E-2	5.513784461152893E-2	-1.7577197149643675E-2	8.7040618955511739E-3	4.6021093000958802E-2	Walmart	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-4.676643506146605E-3	4.631494160289984E-2	-6.3638696433153674E-2	1.3428336530556084E-2	3.7723093564088872E-2	5.5504885993485464E-2	-2.8638439698802753E-2	-5.0959461176769527E-2	2.6780931976433386E-4	2.3159303882195559E-2	4.2915085699332556E-2	-3.6883703424915315E-2	-2.2144066692718511E-2	-1.9848141734381208E-2	2.6094047295460721E-2	1.2847682119205173E-2	-2.6154047338825537E-3	0.14776452078143443	-1.8962759881197333E-2	-1.0479739170936142E-2	-1.2355848434925876E-2	-2.0016680567139344E-2	-5.1063829787234116E-2	-2.8058936579115956E-2	Months


Monthly Returns




S&P vs Target

S	&	P500	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-1.5328019619865074E-2	4.8567870485678677E-2	-3.0285035629453727E-2	3.0006123698713916E-2	4.4589774078477973E-2	2.7888446215139417E-2	2.3255813953488413E-2	-3.517316017316019E-2	4.2624789680314024E-2	6.9930069930070893E-3	6.4102564102563875E-3	2.1231422505307851E-2	1.8711018711018657E-2	-1.479591836734695E-2	3.7286380113930706E-2	-1.5476784822765821E-2	2.33265720081135E-2	2.4777006937561907E-2	-4.352030947775587E-3	-3.1083050024283687E-2	5.513784461152893E-2	-1.7577197149643675E-2	8.7040618955511739E-3	4.6021093000958802E-2	Target	41426	41456	74358	41518	41548	41579	41609	41640	41671	41699	41730	41760	41791	41821	41852	41883	41913	41944	41974	42005	42036	42064	42095	42125	-9.2086330935251537E-3	3.4708103398199297E-2	-0.111438596491228	1.0582846311798955E-2	1.2660206314473399E-2	-1.3273653341565161E-2	-1.0323791647113945E-2	-0.10478899952584164	0.10416666666666674	-3.2459226095299054E-2	2.049248058172215E-2	-8.080971659919034E-2	2.0965468639887241E-2	2.8300258843830806E-2	8.0550427924148682E-3	4.3449309139337533E-2	-1.3720485003190785E-2	0.19702361695244264	2.5810810810810825E-2	-3.0299038334870243E-2	4.3744056514060548E-2	6.8202525055316876E-2	-3.94784939685634E-2	5.8353418749208519E-3	Months


Monthly Returns
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