GBUS 424
Summer 2004
PRIVATE 

ADVANCED CORPORATE FINANCE
Instructor:
Dr. Samuel C. Weaver


Swartley Professor of Finance


Director, MBA and Professional Education

Course Description:
Financial planning and analysis using financial models for enhanced managerial decision-making.  The student will develop an appreciation of financial data within a company and ways of converting the data to information. Specific topics will include performance evaluation, financial planning, capital expenditure analysis, business valuation, cost of capital, hurdle rates, leasing, working capital management, and other appropriate topics.  In addition to using spreadsheets to complete the analysis, emphasis will be place on designing the analysis, understanding the critical issues, preparing sensitivity analysis, and making the final presentation.  Lecture and “living” case studies will be used.

Course Overview:
This course has three primary objectives related to Corporate Finance:

1. Review and solidify modeling and valuation topics from MBA402,

2. Develop MBA 402 topics to a significantly deeper level, and

3. Introduce new Corporate Finance topics.

Texts:
1.
J. Fred Weston and Samuel C. Weaver, Mergers and Acquisitions, 2001.

2. Aswath Damodaran, Applied Corporate Finance: A User’s Manual, 1999.

3. Phillip R. Daves, Michael C. Ehrhardt, Ronald E. Shreives, Corporate Valuation: A Guide for Managers and Investors, 2004.

Articles:
Numerous articles and chapters will be distributed throughout the semester.

Grade 
Projects – Series of projects due throughout semester


60%

Determination:
Business Process Final Project (August 12)


20%


Company Presentation (August 12)


10%


Class Participation


10%

General Information:
Office Hours:
Tuesday and Thursday, 4:00-5:30 or by appointment




Please feel free to e-mail or call me at home!


Office Phone:
(610) 758 - 5282


E-Mail:
scw0@lehigh.edu          that’s    scw[zero]


Home Phone:
(610) 867 - 4139

Proposed Course Outline:

	Week 1:  July 6 & 8
	
	
	
	
	
	
	

	
	Topics
	
	
	
	
	
	
	

	
	
	Overview of course
	
	
	
	
	
	

	
	
	Review of prior finance topics
	
	
	
	
	

	
	
	Review of financial performance metrics and sustainable growth rate
	
	

	
	
	Compustat Financial Data Base
	
	
	
	
	

	
	
	Statistical relationship of financial performance metrics and stock prices
	
	

	
	Readings from assigned books
	
	
	
	
	
	

	
	
	Damodaran - Chapters 1 and 2
	
	
	
	
	

	
	
	Daves, Ehrhardt, and Shrieves - Chapters 1 to 4, as you feel necessary
	
	

	
	Other readings or material (on Black Board)
	
	
	
	
	

	
	
	Value Based Management paper by Tom Copeland  (Handout)
	
	
	

	
	
	Available but not necessary reading
	
	
	
	
	

	
	
	
	Weaver & Weston, New Book, Chapter 2 - Financial Statements

	
	
	
	Weaver & Weston, New Book, Chapter 9 – Financial Perform Metrics

	
	PROJECT 1 - Due July 8
	
	
	
	
	
	

	
	
	Historical Data Regression Analysis
	
	
	
	
	

	
	
	
	Introduction to Compustat
	
	
	
	
	

	
	
	
	Excel Tools - Data - Regression
	
	
	
	
	

	
	
	
	Write-Up of statistical analysis
	
	
	
	
	

	
	
	
	Relationship of historical measures to stock price
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Week 2:  July 13 & 15
	
	
	
	
	
	

	
	Topics
	
	
	
	
	
	
	
	

	
	
	Review of financial performance metrics and sustainable growth rate
	
	

	
	
	Discussion of your company's annual report(s)
	
	
	
	

	
	
	Strategic financial planning
	
	
	
	
	
	

	
	Readings from assigned books
	
	
	
	
	
	

	
	
	Daves, Ehrhardt, and Shrieves - Chapters 5 to 10 
	
	
	
	

	
	Other readings or material (on Black Board)
	
	
	
	
	

	
	
	Available but not necessary reading
	
	
	
	
	

	
	
	
	Weaver & Weston, New Book, Chapter 10 - Strategic Financial Plan
	

	
	PROJECT 2 - Due July 15
	
	
	
	
	
	

	
	
	Historical Analysis
	
	
	
	
	
	

	
	
	
	Compustat
	
	
	
	
	
	
	

	
	
	
	Managing large data sets in Excel
	
	
	
	
	

	
	
	
	Write-Up of financial analysis
	
	
	
	
	


Proposed Course Outline (continued):

	Week 3:  July 20 & 22
	
	
	
	

	
	Topics
	
	
	
	
	
	

	
	
	Strategic financial planning
	
	
	
	

	
	
	Capital budgeting
	
	
	
	

	
	
	Risk analysis
	
	
	
	
	

	
	
	Real options
	
	
	
	
	

	
	
	Monte Carlo Analysis
	
	
	
	

	
	
	 @Risk Software
	
	
	
	

	
	Readings from assigned books
	
	
	
	

	
	
	Damodaran - Chapters 5 & 6
	
	
	

	
	Other readings or material (on Black Board)
	
	
	

	
	
	Copeland Real Options Chapter
	
	
	

	
	
	Article, “When NPV Fails”
	
	
	
	

	
	      Case, “Hands On Monte Carlo”
	
	
	
	

	
	PROJECT 3 - Due July 22
	
	
	
	

	
	
	Financial pro forma projections and sensitivity
	
	

	
	
	
	Excel modeling
	
	
	
	

	
	
	
	Sensitivity and scenario analysis
	
	
	

	
	
	
	Data tables
	
	
	
	

	
	
	
	Write-up of financial projections
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Week 4:  July 27 & 29
	
	
	
	

	
	Topics
	
	
	
	
	
	

	
	
	 @Risk Software
	
	
	
	

	
	
	Rating agencies
	
	
	
	

	
	
	Cost of capital
	
	
	
	
	

	
	
	Hurdle rates
	
	
	
	
	

	
	
	Valuation
	
	
	
	
	

	
	Readings from assigned books
	
	
	
	

	
	
	Damodaran - Chapters 3, 4, 7, 8, 9
	
	
	

	
	
	Daves, Ehrhardt, and Shrieves - Chapters 11 to 13
	

	
	
	Weston & Weaver - Chapter 7
	
	
	

	
	Other readings or material (on Black Board)
	
	
	

	
	      “Value Line and the Cost of Capital” by Weaver
	
	

	
	PROJECT 4 - Due July 29
	
	
	
	

	
	
	 @ Risk Model
	
	
	
	

	
	
	
	Modeling Capital Analysis
	
	

	
	
	
	Use of @Risk (Monte Carlo) software
	
	
	

	
	
	
	Write-Up on investment analysis results
	
	
	

	
	
	
	
	
	
	
	
	


Proposed Course Outline (continued):

	Week 5:  August 3 & 5
	
	
	

	
	Topics
	
	
	
	
	

	
	
	Valuation
	
	
	
	

	
	
	Working Capital Management
	
	

	
	
	Leasing
	
	
	
	

	
	
	Dividend Policy
	
	
	

	
	Readings from assigned books
	
	
	

	
	
	Damodaran - Chapters 10 & 11
	
	

	
	
	Daves, Ehrhardt, and Shrieves - Chapters 7
	

	
	
	Weston & Weaver - Chapters 7 & 9
	
	

	
	Other readings or material (on Black Board)
	
	

	
	
	Working Capital Chapters - To Be Provided
	

	
	
	Leasing Chapter - To Be Provided
	
	

	
	PROJECT 5 - Due August 5
	
	
	

	
	
	Valuation and Sensitivity Analysis
	
	

	
	
	
	Excel modeling
	
	
	

	
	
	
	Sensitivity and scenario analysis
	
	

	
	
	
	Data tables
	
	
	

	
	
	
	Write-up of valuation
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Week 6:  August 10 & 12
	
	
	

	
	Topics
	
	
	
	
	

	
	
	Mergers and Acquisitions
	
	
	

	
	Readings from assigned books
	
	
	

	
	
	Weston & Weaver - Chapters 1 to 6 & 8
	

	
	Other readings or material (on Black Board)
	
	

	
	
	Hershey Foods Case Study
	
	

	
	
	Brad Cornell Article on Intel
	
	

	
	
	“Acquisition/Divestiture Valuation Practices”

	
	
	“Does M&A Pay” by Bob Bruner

	
	PRESENTATION of your company's analysis - August 12

	
	
	Combines projects 2, 3, & 5!
	
	

	
	
	10-15 minute presentation
	
	
	

	
	
	
	10-15 slides
	
	
	

	
	BUSINESS PROCESS FINAL PROJECT Due August 12


Additional Readings and Homework Assignments will be detailed separately!

Readings

The three assigned books provide interesting background on each of the noted topic.  These books were purposefully chosen because they tend to be “easier reads” than many other texts.  Some of the chapters were mentioned (Daves et al – Chapters 1-4) as review material.  If you are comfortable with the material, do not dwell on it.  We will cover in class what I consider to be the pertinent portions of all readings.  So please bring your books to class every night (Weston and Weaver can be left behind until week 4.)

Projects

The projects represent a very necessary and integral part of the course.  Projects will be used to illustrate techniques used in class, enhance modeling skills, or develop other learning objectives.  It is important that all projects be completed and turned in when they are due.  In general, projects are more involved than homework.  Consequently, all written analysis should be typed in a professional manner, and all spreadsheets or graphs should also be clear and professional.

The projects are due every Thursday and include (with estimated number of pages):

1. Historical Data Regression Analysis (2-3 pages) – July 8
2. Compustat Industry Review (2-4 pages) – July 15
3. Strategic Plan and Sensitivity Analysis (3-4 pages) – July 22
4. @ RISK Model (2-3 pages) – July 29
5. Valuation and Sensitivity Analysis (3-4 pages) – August 5
Specifications of each project will be provided in a timely manner and coordinated with discussion material. 

Similar projects have been used in the past and may take an estimated 5-8 hours to complete.  The calendar has been organized that we will discuss the project and related course material the week before the project is due.  This will allow you to start each project (except for project 1), the weekend before it is due.  You are strongly urged to complete the analysis portion of the project before Tuesday’s class!  Consequently, we will begin every Tuesday class with discussion of that week’s assignment.  This is your opportunity to clarify any open questions and resolve any issues.  By completing the analytical portion, you will be better positioned to ask questions and learn from others.

We also will make it a point to discuss each project as you turn it in.  So please be ready to very briefly discuss your work when you turn it in!

Business Process Final Project

The Business Process Final Project is your opportunity to integrate the “real world” of your company into this course by preparing a review of one of two different processes:  (1) capital budgeting and hurdle rates or (2) financial performance metrics and strategic planning (or budgeting):

(1)  Capital Budgeting and Hurdle Rates:

A. The purpose of this assignment is to interview company executives to document the capital expenditure process at their/your company as well as to document their approach at estimating cost of capital and hurdle rates.  Their rationale is also important to take into consideration.

B. You may want to start by addressing their approach to the “four phases” of capital budgeting and embellishing in the area of capital project evaluation.  The capital evaluation could naturally lead to a discussion of cost of capital and hurdle rates.
C. How does the company deal with project risk?  Additional questions may be appropriate.
D. If the company is willing to share procedural approaches including some of their internal “forms”, please feel free to discuss and attach those forms.
E. If there is a particular issue that is troubling this company, you can include that issue along with their resolution and/or your recommendation.

F. Finally, although this is not necessary, you may want to conclude with a short “Recommendation for Improvement” which highlights the specific opportunity area and includes your specific recommendation.

G. Although it is not necessary, it is appropriate to offer to share this paper with the interviewees.  I can and will respect all confidential information.

(2)  Financial Performance Metrics and Strategic Planning (or Budgeting):

A. The purpose of this assignment is to interview company executives to document the financial performance metrics that their/your company considers to be the most important metrics and how these metrics are used throughout the organization for performance monitoring, target/goal setting, compensation, etc.  In addition, a review of the Strategic Planning process should also be completed with the Strategic Plan’s link to the performance metrics clearly illustrated.    If the Strategic Plan process is unattainable, discuss the annual budget process.  The management’s rationale is also important to take into consideration.

B. You may want to use a survey that I administered to the Northeastern Pennsylvania Chapter of the Financial Executive’s Institute in January 2000.  It will provide an excellent catalyst to frame the performance metric discussion, but more information will be necessary to complete the performance metric section and the strategic planning review.
C. If the company is willing to share procedural approaches including some of their internal “forms”, please feel free to discuss and attach those forms.
D. If there is a particular issue that is troubling this company, you can include that issue along with their resolution and/or your recommendation.

E. Finally, although this is not necessary, you may want to conclude with a short “Recommendation for Improvement” which highlights the specific opportunity area and includes your specific recommendation.

F. Although it is not necessary, it is appropriate to offer to share this paper with the interviewees.  I can and will respect all confidential information.

The paper should be 6-8 double-spaced typewritten pages.  Graphs, charts, and other illustrations do not count towards the page limits.  The project is due on Thursday, August 12.

Use this project to learn about your organization.  It is your opportunity (excuse) to talk to people, to make yourself known (even more) at your company.  Enjoy the assignment!

Alternative to Business Process Final Project

This alternative business process final project is available only to class members who do not work.  If you are not working, but have access to a company, please feel free to prepare the Business Process Final Project.  The alternatives below will satisfy the course requirements; it should be considered a “last” alternative because it will not be as enriching an experience.
Alternative projects include, but are not limited to:

1. Develop a question or set of questions that you can use Research Insight to “pull” data and address.  This may combine projects 1 and 2.
a. Sustainable growth rate – Estimate sustainable growth rates.  Do firms in the short run (one-year) or long run (three-year or five-year) achieve the sustainable growth rate?  Why or why not?

b. In the first two weeks, we will discuss a number of topics that may provide a spark that leads to a question that you can use Compustat to resolve. 

2. Review annual reports for discussion on strategic planning and performance metrics.  Some companies will provide a full and complete discussion of their strategic plan as well as insight into which metrics they consider most important.  Find such companies (6-8) and discuss their approaches and metrics.  The difficult part of this assignment will be finding the companies.  Be prepared to devote energy and effort in this area.

3. Review the finance academic as well as “popular” literature for relevant survey information.  Relevant survey topics include performance metrics, cost of capital, capital budgeting, strategic planning, dividend policy, etc.

4. This may be a possibility (or maybe not).  Working with Thomson Learning, prepare a small case using data from their system. 
5. Analyze the Institute of Management Accountants recent membership survey related to the Certified in Financial Management curriculum.  This is an on-going research and practical exercise which will lead to concrete recommendations for an August meeting of the Board of Regents for the CMA/CFM exams as well as a subsequent article. 

6. Develop and submit another project idea on your own by Monday, July 19 and have the project approved by July 22.  “Book reports” are not appropriate.  
The project is due on August 12!
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	What accounting/finance exposure/experience do you have?
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	What do you expect this course to entail?
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Career Objectives – 5 Years?
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Career Objectives – 20 Years?
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


