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Objective:  BMGT 640 is designed to provide the student with an introduction to the field of finance.  Non-finance majors will gain an appreciation of the role of financial markets and institutions in the economy as well as an introduction to the responsibilities, concerns and methods of analysis employed by the corporate financial manager.  

Some of the main areas that you will become familiar with include:



Techniques for evaluating corporate investments



Valuation of securities, including stocks, bonds and options



Valuation of investment, including company valuation and acquisitions



The risk-return relationship and its implications for finance



Corporate financing alternatives and the design of a company’s capital structure



Introduction to International Finance – Hedging and Risk Management

While you will be exposed to many topics and facts as the course unfolds, I will emphasize that there is a small unifying core of ideas or principles in finance. Understanding these fundamental ideas – and their power and limitations – is what you should aim to take away from this course.

Course Materials 


Textbook: Corporate Finance, 7th Ed., by Ross, Westerfield, and Jaffe (2001), McGraw-Hill. The package includes the textbook shrink-wrapped together with the Solutions Manual.


IMPORTANT:  Please read the textbook chapters 1, 3, 4, 5 in advance before the first class along with lecture notes on time value of money, stocks and bonds.

· There is also a coursepack for this class that contains cases and readings available (CP) .

Problem Sets:  Problem sets will be available as homework assignments with solutions are available on the course home page.  You are not required to turn in these problems.  Note, however, that the homework is indicative understanding the material in the class.  In addition, selected problems will be assigned from the text book.  These problems are optional – you can buy the textbook with solutions to these problems if you so choose.

Exams, Cases and Grading Policy:

The course grade will be based on the following components:

A. 1 Case Write-up 

1/3

B.  Class Case Work

1/3


C. Final Project

1/3

For the cases, you should form groups of five team members. For cases that require a report to be handed in, only one report should be turned in by each group. All group members are expected to participate in the preparation of this report, and will receive the same grade. DO NOT TALK TO OTHER CASE TEAMS.   On the in-class case presentations, each team member should present some material.   Case questions and spreadsheets from the exhibits for the cases will be provided on the course web site and in class. 

Case Studies:  We will have 5 case studies during class – 4 for open discussion, and 1 to be turned in (this one will also be discussed in class).

It is required that the cases not turned in are still read and analyzed so that you can participate and understand what is going on in the class discussion.  Your class discussion will reflect your ability to understand what is going on inside the cases.  The case studies are placed at the end of a particular topic and are to be used as analytical and discussion tools.  The objective in using case studies is to provide examples of companies or individuals that have faced the topic at hand and to apply theoretical tools to real problems. Included in this syllabus are questions and ideas that you may use as guidelines for analyzing the case.  Do NOT just answer the questions in a 1,2,3,4 format.  Write up the case analysis as an essay/executive memo. The content of the case write-up is as follows: 

1. The written cases will be groups with all group members receiving the same grade for the write-up.  

2. The case write-up should be a two-page single-spaced (maximum) report.  The two-page maximum does not apply to exhibits such as graphs and tables, but please keep these to a minimum. You may use as many exhibits as necessary to make your but the exhibit must be referred to in your write-up.  The case write-up should be typed in 12 point type with one inch margins. 

3.
The case questions are designed to help you streamline the issues to be addressed.  If you believe that these questions do not effectively address the problems in the case, feel free to go outside the parameters of the questions. 

4.
It is not necessary to rehash the case situation in your write-up.  Do not, however, assume that I know every single number and detail.  Use your best judgment on how much of the case to include in your write-up. 

5.
Most importantly, you must take a position regarding the problem in the case and make specific recommendations on how to solve it.  Support your recommendation as succinctly and as effectively as you can. 

Class Participation:  It is important that everyone be prepared to discuss in detail the problem and its potential resolution.  The ideal of case discussion is for the class to interactively come to an appreciation of the various avenues that can be explored to understand the case problem and its possible resolution.  

You will also get some credit for class participation during the lectures.  However most of the class participation credit will be for the case discussions as I will be especially on the lookout during the cases for an active and engaging class discussion.

Good Internet Finance Sites - Useful for getting stock price data and company information.  Many others available – some listed on the finance department web page:  http://www.mbs.umd.edu/Finance. 

1. 10Ks, Annual Reports at the Securities Exchange Commission, http://www.sec.gov/edgarhp.htm 
2. Nasdaq Stock Market http://www.nasdaq.com 
Financial Calculator:     Although a financial calculator is not required for this course, the student may find it helpful to purchase one.  A number of good calculators are available at various price ranges.

Specific Topics Covered

	Topic
	Topics Covered
	Textbook Chapters

	Topic 1
	Introduction and Time Value of Money

Course Overview

Key Issues and Concepts in Finance

Time Value of Money Concepts and Formulas
	1, 3, 4

	
	
	

	Topic 2
	Valuation of Bonds and Stocks
	

	
	Bond Valuation

Perpetuities and Annuities

Compounding and Effective Annual Interest Rates

Overview of Bond Markets

Valuing Discount and Coupon Bonds
Practice Problem Set #1
	5

	
	Stock Valuation 

Techniques for Valuing Stocks

Discounted Cash Flow Valuation Example

Practice Problem Set #2 
	5

	
	
	

	Topic 3
	Valuation and Financing of Investment
	

	
	3.1  Capital Budgeting: Basic Techniques

Using the NPV Rule to Evaluate Investments

Alternative Evaluation Criteria

Incremental Cash Flow Analysis

Sunk and Opportunity Costs
A Project Evaluation Example


	6, 7

	
	Case on Capital Budgeting 

“Brown-Forman Distillers Corporation” (Case #1)
	

	
	3.2  Corporate Strategy and Value Creation

Scenario Analysis and Break-Even Analysis

Sensitivity Analysis and Key Value Drivers

Decision Tree Analysis 
	8

	
	3.3  Cash Flow Forecasting and Financing Needs

Determining External Financing Needs

Staged Funding and IPOs
	26

	
	Case on Financial Forecasting – Discussion Case

“Butler Lumber” ( Case #2)
	


	
	
	

	Topic 4
	4.1  Capital Market Theory

Security risk and return measures

Portfolio risk and return measures
	9, 10.1-10.5

	
	4.2  Modern Portfolio Theory

Portfolio Optimization and the Efficient Frontier

The Market Portfolio

The Capital Asset Pricing Model (CAPM)
	10.6-10.10

	
	
	

	Topic 5
	Risk, Cost of Capital, and Capital Budgeting

Estimating Betas for All-Equity Firms

Financial Leverage and Equity Beta

Weighted Average Cost of Capital (WACC)

Firm vs. Project Cost of Capital
	12

	
	CASE ON COST OF CAPITAL (HAND-IN THIS CASE)

“Cost of Capital at Ameritrade” (Case #3)
	

	
	
	

	Topic 6
	Capital Structure and Dividends
	

	
	Capital Structure Basic Concepts

Capital Structure Irrelevance – MM Propositions

Introducing Taxes into the Capital Structure Decision

Limits on the Use of Debt
	15,

16, 17.1,17.4,.17.6

	
	Dividends and Recapitalizations

Free Cash Flow and Dividend Policy

Stock repurchases

The Pecking Order Theory


	18

	
	Case on Large Scale Financing (Case #4)

WESTMORELAND ENERGY, INC.: POWER PROJECT AT ZHANGZE, CHINA
	

	
	
	


	Topic 7
	Risk Management & Foreign Exchange Markets

Exchange Rates

Foreign Exchange Markets

Parity Relationships

Foreign Exchange Forwards and Options

Some analysis of Options
	32.1-32.4, 

& 22.1-22.5

	
	Risk Management and Financial Engineering
Rationale for Managing Risk 

Managing Risk With and Without Derivatives

Complete Problem Set #5
	25.1-25.3



	
	Discussion Case on Foreign Exchange Risk Management

“Tiffany & Co.” Case (Case #5)
	

	
	
	


COURSE MATERIALS

BMGT 640

TEXTBOOK

Corporate Finance, 7th Ed., by Ross, Westerfield, and Jaffe (2005), McGraw-Hill, 


Package with textbook shrink-wrapped with the solutions manual.
CASE PACKAGE

Darden Business School Cases

1. Brown Foreman Distillers, Case #: UVA-F-0541
2. Westmoreland Energy, Inc.: Power Project at Zhangze, CHINA, UVA-F-1155
Harvard Business School Cases

1. Butler Lumber, Case #: 9-292-013
2. Cost of Capital at Ameritrade, Harvard Business School Case #: 9-201-046
3. Tiffany Corp. 1993, Case #: 9-295-047
SUPPLEMENTAL ARTICLES

Lewent, Judy C. and A. John Kearney,  1991, "Identifying, Measuring, and Hedging Currency Risk at Merck"  Continental Bank Journal of Applied Corporate Finance. pp. 19-28.  (Case Packet)
Maloney, Peter, 1991, "Managing Currency Exposure:  The Case of Western Mining", Continental Bank Journal of Applied Corporate Finance. pp. 29-34. (Case Packet)
8
7

