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Instructors:
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Dr. Samuel C. Weaver


Frank L. Magee Professor of Accounting
Associate Professor of Finance

Course
An MBA core course designed to integrate financial and managerial concepts into

   Description: 
operating decisions. Disciplines of accounting, finance, and economics are 


combined to provide substantive foundations for discussing and analyzing data.


Implications of analysis are applied to facilitate decision making in other areas such


marketing, operations (manufacturing, logistics and engineering), human resources,


information technology and general management. The major learning objectives

will be applied through a series of "living" cases that are centered on analyzing historical financial performance, preparing a business plan, and valuing a business.

Prerequisites:
It is important that you have met the prerequisite requirements for this course which are any one of the following: (1) Passing the proficiency exam administered by the Lehigh MBA Office, or (2) Successful completion of an accounting course in the past 5 years with a grade of “B” or better or (3) Successful Completion of the GBUS 401 on-line course offered by the Lehigh MBA program

Required
(1) Business Analysis & Valuation, Krishna G. Palepu, Paul M. Healy, and Victor L. 

   Text:
Bernard, Second Edition, South western Publishing, 2000.

(2) Understanding Corporate Annual Reports: A Practice Set for Financial


Accounting, William R. Pasewark, 3/3, Real World Accounting Series, 1998.

(3) Finance and Accounting for Non-Financial Managers, Samuel C. Weaver and 

J. Fred Weston, McGraw Hill, 2001.

Recommended
(1) Dan Gode and Rachna Gode, Financial Accounting Tutor 4.0
   Material:
 

Subscriptions:
WSJ - Subscribe in class at the special student rate ($29.95/15 weeks).

Grade Determination
1.  Practice Set for Financial Accounting (February 5 / 6) – 5% 

 (Class days -

2.
2 Take Home Examinations (TBD) – 20%

 Tuesday/Wednesday):
3.  Final Exam (per final exam schedule) – 30%

4. Group Project 1: Company Analysis (March 12 / 13) – 20%

5. Group Project 2: Financial Planning and Valuation (Apr 30/May 1) – 20%

6. Group Participation (throughout course and group projects) – 5%

General
Dr. Parveen P. Gupta

Information:
Office Hours:       3:00 – 6:00 Tuesday and by appointment


Office Phone:       (610) 758 – 3443
Office: 
RBC 448


E-mail:                 ppg0@lehigh.edu



Dr. Samuel C. Weaver


Office Hours:       2:30-4:30 Tuesday / Thursday; 4:30-6:00 Wednesday and by appt


Office Phone:       (610) 758 – 5282
Office:
RBC 413


E-mail:                 scw0@lehigh.edu            Home Phone: 
(610) 867 - 4139

Calculators:
You may use a "financial" calculator in class, for homework or in an exam.


We strongly encourage every MBA student to purchase a "financial" calculator.  
You are responsible for learning how to use the calculator.  During an exam,


instruction booklets will not be allowed.

Extraordinary
1. No Class – February 12 or 13 – Pacing Break

Dates:
2. No Class – March 5 or 6 – Spring Break

Tentative Outline of Topics to be Covered:
Framework for Business Analysis and Valuation Using Financial Statements

Overview of Accounting Analysis including Accounting Policy Choices and 

Financial Reporting Strategies, Fraudulent Financial Reporting and Earnings Management 

Balance Sheet: Asset, Liability and Equity Analysis

Income Statement: Revenue and Expense Analysis

Statement of Cash Flows: Analysis of Operating, Investing and Financing Activities and

Connectivity to the Balance Sheet and Income statement  

Financial Analysis

Valuation Concepts and Applications

Valuation Investment Rules

Capital Budgeting

Valuing Stocks and Bonds

Cost of Capital and Hurdle Rates

Capital Market Theory

Sources of Long-Term Capital

Acquisition Valuation

Week-by-week outlines will be available separately in class.
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GENERAL COURSE BACK GROUND

Course Overview:


MBA 402 is a core course in accounting and finance as part of your MBA program at Lehigh.  This course  will cover some of the most important material in your MBA curriculum.  The material covered in this course will also serve as a foundation for many other important courses that you will take later in the MBA program.  In this course you will learn how to integrate accounting and financial information to make informed (and hopefully better!) managerial and operational decisions.  Disciplines of accounting and finance are integrated in a complementary manner to provide substantive foundations for understanding, discussing, and analyzing corporate financial reporting information. Implications for conducting analysis and decision making in the areas of operations (manufacturing, logistics, and engineering), marketing, information technology, human resources, and general management will be highlighted. Class discussions will be augmented with lectures on key concepts and discussions based on news published in the financial press such as, Wall Street Journal, Investors Business Daily, Forbes, Bloomberg, Worth, Fortune, and Business Week. 

Importance of Class Participation: 
A great deal of a manager's interaction with others is through oral communication.  To get more out of this class it is highly recommended that you openly and extensively participate during the class discussions.  To help you understand what we are looking for regarding class participation, we have listed some characteristics of effective class participation:

· Are the points that are made especially pertinent to the discussion?  Do they increase the understanding of the class or are they simply a regurgitation of the problem or some facts?

· Is there continuity in one's contribution from what has been said previously during class, or are the comments disjointed and isolated?  The best class contributions are those that reflect excellent preparation, but also good listening, interpretive, and integrative skills.

· Do the comments reflect a willingness to put forth new, challenging ideas or are they always agreeable and "safe"?

· Is the participant able and willing to interact with others by asking questions, providing supportive comments or challenging constructively what has been said?

Homework Assignments: 

Homework will be assigned in every class.  Our experience indicates that to achieve a thorough understanding of accounting and finance concepts there is no substitute for working the assigned problems, cases, or discussion questions.  In order to get most out of this course, you MUST complete all the homework before coming to the class.  Since we believe in empowerment, we will not be collecting homework.  We will assume that all of you have read the weekly reading assignments as well as completed the homework faithfully before coming to the class.  We will call on each one of you on a random basis and ask you to lead the class discussion on any of the assigned readings or any part of the homework assignment due for the day.  At the end of each class, solutions to all the assigned homework problems and exercises will be made available to you.  
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GROUP PROJECTS
Two group projects, living cases, have been assigned this semester to apply the principles of accounting and financial analysis to a "real world" professional setting.  Each project incorporates material from class and the textbook.  Although each project is a separate assignment, the projects will build on each other.  The two assignments are:


1.
Historical Company Analysis: Evaluate the historical, financial performance of a company using ratio analysis and  peer group benchmarking. (March 12 / 13)


2.
Financial Planning and Valuation: Project the financial performance of a company by developing a "pro forma" income statement, balance sheet, and cash flow statement. Determine a value for this company. (April 30 / May 1)

For this semester, several companies have been selected for analysis.  These companies will be discussed in the first class.

A group will select one of these companies for the semester (maximum 2 groups per company).  All groups will prepare both projects for their selected company.  Each group will make one presentation of one of its projects throughout the semester.  In this way, both projects for the two companies will be presented.  For example, if groups 1 and 2 are responsible for Dell, each group prepares written analysis for both projects.  In addition, Group 1 is responsible for presenting the Historical Company Analysis (Project #1) while Group 2 is responsible for presenting the Dell Financial Planning and Valuation (Project #2).

EXCEL, LOTUS 123, or other spreadsheet software will prove most helpful in completing these assignments.  We recommend that you use these tools.  There are tutorials readily available on campus.  Furthermore, it is recommended that at least one member of your group should be proficient with EXCEL or LOTUS 123.

Groups should consist of three or four members.  It will be your responsibility to form a group by the end of the first class.  By the end of the first class, we will need a list of the group members as well as your preference for company and presentation.
Please remember that at the end of the semester, each group member will rate every other group member by assigning each group member's effort 0, 1, 2, 3, 4, or 5 points.  It is your responsibility to contribute to the group!  Share the workload evenly.  If a group member is performing deficiently (i.e., worthy of only 0, 1, or 2 points), please let that deficient group member know of the problem.  If the problem does not rectify itself, please let us know.  We will support all group decisions, but we do not want any group member to be caught off-guard.

PRESENTATIONS

Each group will be responsible for one presentation during the semester.  The presentations should be professionally prepared and presented using either PowerPoint or appropriate overheads.  Each presentation should include background on the company, a full discussion about the analysis, and appropriate observations, conclusions, and recommendations.

There will be 25 - 30 minutes allowed for each presentation, including question and answer time. Your presentation will be limited to only that amount of time.  Each group will be able to decide to accept questions during their presentation or after their presentations.  Overhead or PowerPoint presentations should use a large font size unless handouts will be provided to all class members.

If your group will need any other equipment in addition to an overhead, please let us know at least one week before your presentation.

The following sections provide additional information related to each project.
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GROUP PROJECT 1:

HISTORICAL COMPANY ANALYSIS
Due Date:
March 12 (Tuesday Class) or March 13 (Wednesday Class), 2002 

Minimum length:
12 pages
Maximum length:  14 pages

Format:
Double-spaced typewritten.  Graphs, charts, and other illustrations do not count towards the page limits.


Topics
The purpose of the first project is to conduct a comprehensive business performance analysis of the company.  As discussed in the Palepu Book, Business Performance Analysis involves four systematic steps: Business Strategy Analysis, Accounting Analysis, Financial Analysis and Prospective Analysis. In Project I you will concentrate on the first 3 steps of the Business Performance Analysis. Project II will take you into the Prospective segment of the business Performance Analysis.  As part of this project, your Business Performance Analysis Report, at a minimum, must include the following: 

1. Brief description of your company in terms of when was it incorporated, where are its headquarters, in what part of the world it operates, how many people it employs, what industry it operates in, what is the CAGR of its industry, what new product initiatives does it have etc. (not to exceed ¾ to 1 page).

2. Business Strategy Analysis along the lines of Porter’s Five Forces Model (see chapter 2 of the Palepu Book) including analysis of your company’s industry in terms of the peer group, its strategy to create a sustainable competitive advantage, and its business model. This analysis should also involve identification and analysis of your company’s key profit or growth drivers and potential business risks that it faces going forward and your rational for each. (not to exceed 2-3 pages).

3. Accounting Analysis with a focus on the extent to which your firm’s accounting captures its underlying business reality (pay attention to the cases discussed in the class to understand this technique better) and how does your company’s accounting policy choices compare with the selected peer group or the industry in general. By identifying places where there is accounting flexibility, and by evaluating the appropriateness of your firm’s accounting policies and estimates, you should be able to comment upon the degree of distortion in your firm’s accounting numbers. This would also involve assessing the quality of reported earnings by your company. In other words, this step should enable you to comment whether the reported numbers on various financial statements along with the footnote disclosures are conservative, liberal or realistic. (not to exceed 3-4 pages).

4. Financial Analysis to evaluate the current and past financial performance of your company and to assess its sustainability.  As part of this step you will conduct a through financial analysis of your company by computing and analyzing significant financial ratios, including cash flow analysis, and drawing conclusions about the financial health of the company by focusing on its profitability potential, liquidity and solvency position, leverage or its financial structure, etc. As part of this step, it is extremely important that you follow a theme in your analysis. Do not just “shot gun” some ratios. The DuPont analysis framework provides an excellent systematic approach for analyzing your company. (A fertile area for analysis may be product line or geographical (international) data.  Which product/region is the most profitable, which product/region is growing the fastest, which product/region is receiving the heaviest "new" investment, etc.?) Besides analyzing your own company for over a period of 5 years, you will also analyze

· Your company’s performance and financial position by comparing and contrasting it with a clearly identified select group of peer companies (three to five companies).

· Relate the Management Discussion and Analysis (MD&A) to the financial analysis (i.e., how do the financial statements reflect the topics discussed in the MD&A).

· Relate your observations to the business model, and strategy as discussed in Section II (i.e., how do the financial statements reflect the “business model”.)


This section of your report should not exceed more than 4-5 pages.

5. Your report should conclude by discussing your prognosis about the future of the Company and with a specific recommendation in terms of whether your group would buy, sell, hold or short the stock of the company at this time. (not to exceed ½ to 1 page).

6. Overall, you should try to tell a story about your company with the supporting analysis. You may wish to assume a particular point of view such as a potential equity or a debt investor or even a bank or an institutional investor, etc.

7. You should use visuals, charts and graphs to illustrate your data and discuss your information without repeating it.  Do not discuss, either in the report or during the presentation, the ratio calculation methodology or the raw data, unless it is pertinent to your analysis or presentation. You should identify your company’s competitors quickly and obtain their annual reports as soon as possible, preferably by the 3rd class.  You may also want to contact your company for any additional information or prior annual reports. On-line company-sites offer a wealth of information.  Use the internet to your advantage. Lehigh library has a number of other ready sources of corporate financial information.  These publications include Moody’s, Value Line, Standard and Poor’s etc.  In addition, COMPUSTAT PC, a database of historical financial information, is available in Rauch Business Center Computer Labs.  Depending on your time, you may even want to conduct some telephone interviews with some of the firm’s personnel either in their investor relations department or other operating departments.
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GROUP PROJECT 2:  FINANCIAL

PLANNING AND VALUATION

Due Date:
April 30 (Tuesday Class) or May 1 (Wednesday Class), 2002 

Minimum length:
10 pages
Maximum length:  12 pages

Format:
Overview and Discussion - Double-spaced typewritten

         
Models - Neatly presented computer printout with assumptions


Graphs, charts, and other illustrations do not count towards the page limits.

Topics

 Purpose  

1. Part A:  Prepare a professional 10-year pro forma financial model for your company based upon your set of assumptions for the company.

2. Part B:   Value the company based upon that set of assumptions.

General

1. It is your responsibility to develop the required "base scenario" assumptions and the supporting rationale.  The assumptions must be reasonable and may reflect recent historical relationships or company aspirations, for such things as growth, margins, balance sheet relationships, etc.

2. Once the base case is tested and proven, an alternative scenario (either more optimistic or pessimistic) should be completed.  This can be accomplished by modifying your most sensitive two or three assumptions and recalculating the model.  Again, it is important to apply a reasonable rationale in developing this scenario.

3. This exercise can be completed very efficiently using EXCEL, LOTUS 123, or other spreadsheet software.  Please take advantage of these types of tools.

4. Include copies of your “model” output with assumptions as attachments.

Part A

1.   Prepare the three basic financial statements, income statement, balance sheet and cash flow statement using the general format below:


Income Statement
Balance Sheet
Cash Flow

Sales
Cash & Mkt. Sec.
Net Income


Cost of Goods Sold
Accts. Rec.
Depreciation


S, G & A Expense
Inventory
Change in Def Tax


   Operating Income
Other Current
   Operating Cash Flow


Interest Expense
   Total Cur Assets
Chng in Accts. Rec.


   Pre-Tax Income
Net PP&E
Chng in Inventory


Taxes
Other Assets
Chng in Other Current


   Net Income
   Total Assets
Chng in Other Assets





Chng in Accts. Pay




Short-Term Debt
Chng in Accrued Liab.




Accts. Pay.
Chng in Other Current




Accrued Liab.
Chng in Other Liab.




Other Current
   Cash Flow from Oper         Total Cur. Liab.
Capital Expenditures




Long-Term Debt
Dividends




Deferred Taxes
Debt Financing-Short




Other Liabilities
Debt Financing-Long




Equity
Equity Financing



   
   Total Liab. & Eq.
   Change in Cash

2.
You may need to add to or delete some of these line items based upon the specific accounting of the company.

3. Include a separate DuPont Analysis and other relevant financial performance metrics.

4. You will need to report two-years of "actuals" and ten-years of projections.

5. It is important that your projection years reflect the integrated nature of the three financial statements.  In addition to the general construction of the financial statement relationships, specific relationships should include:

a. Change in cash from the balance sheet with the change in cash on the cash flow statement,

b. Changes in the other balance sheet accounts with the changes represented on the cash flow statement,

c. Change in Retained Earnings with Net Income and Dividends,

d. Change in Net, Plant, Property, and Equipment with Depreciation and Capital Expenditures,

e. Depreciation with the level of Capital Expenditures,

f. Interest Expense/Income with Cash, Marketable Securities, Short-Term Debt, Long-Term Debt,

g. Issuing debt while generating surplus cash and building large cash balances.

6. An unpublished chapter from the Weaver/Weston manuscript is found on the CourseInfo page.  Its focus is Strategic Financial Planning and will be very useful for this portion.

7. For a variety of reasons, the historical "actual" data may not flow so smoothly.  Do NOT try to replicate history!  Simply list the two years of actual from the annual report.

Part B

   1.
Acquisition evaluation is a larger capital budgeting exercise and should be approached with this in mind.

   2.
From the ten-year model in Part A, you will need to build a ten-year model (do not include the two years of actual data) that develops the target's operating income, cash flows, residual value, appropriate discount rate, and present value.  A general format will include:


Income Statement
     Cash Flow

Sales
After Tax Oper. Income


Cost of Goods Sold
Depreciation


   Gross Income
Change in Def. Tax


Selling & Marketing
   Operating Cash Flow


General Admin.
Chng in Non-Cash, Non-Debt

 
   Operating Income
     Working Capital


Taxes
Capital Expenditures

 
   After Tax Oper. Income
Residual Value



   Cash Flow



Net Present Value

   3.
You may need to add to or delete some of these line items based upon the specific accounting of your selected company.  In particular, you may want to detail the “Change in Non-Cash, Non-Debt Working Capital” into its components “Change in  Accounts Receivable”, “Change in Inventory”, etc.

4. You will need to report ten-years of projections and at the end of the tenth year calculate a residual value.  The two historical years are unimportant for this part of the exercise.

5. You will need to determine an appropriate discount rate (Cost of Capital) to use in calculating the present value of the company.  Present your methodology and rationale.  You should consider the sensitivity of your value to this discount rate.

 6.
A residual value may "make or break" the deal.  Explore the valuation sensitivity to alternative residual value methodologies.

 7.
After determining a "fair market value" for the candidate’s operations, compare this value with the current market price of the company’s stock.  The “fair market value of the equity” is calculated by taking the fair market value of the operations subtracting the current level of debt and adding any “excess cash”. This “fair market value of the equity” can then be divided by the number of shares outstanding which results in a price per share.  Compare this fair market value of equity per share to the current stock price.  Is the company ripe for takeover?
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