University of Maryland

Robert H. Smith School of Business
BUFN 714
Advanced Financial Management

	Professor Gordon M. Phillips
	Office: VMH 4425 

	Office Hours: Monday and Wednesday 1:00-2:00pm 

   and by appointment.
	Phone: 301-405-0347

	E-mail: gphillips@rhsmith.umd.edu
	FAX:   301-405-0359


Course Overview:  

This course is an advanced topics course in Corporate Finance.  You will learn additional techniques that will help you value firms and how to understand, plan and value corporate value enhancing strategies.   The course covers five major subject areas.  Each area can be viewed as a self-contained topic area.  The first area focuses on advanced project and firm valuation.  It is an extension of topics addressed in your previous finance courses.  The second area deals with initial public offerings (IPOs).  Third, we will apply facets of the debt/equity decisions to leveraged buyouts, bankruptcy and restructuring.  Fourth we will cover advanced security pricing and embedded options in financial securities. We will end with a discussion of risk management & international capital markets.

Requirements:

The pre-requisites for the course are BMGT 640.
Method:
The class will have lectures interspersed with case studies.   Sections begin with lecture and discussion. Students have substantial responsibility (and incentives) for coming to class prepared to engage in active discussion especially during the cases.  Each student is expected to work in a team to analyze the cases.  Teams will be 4-5 students each.  The team will turn in a brief memo on the case (see following page).  Teams should be a balanced combination of international and U.S. students – with a minimum of 1 international and 1 U.S. student on each team.

Course Examination:  There is only one exam in the course.   It is thus given about 3/4 of the way through the course.  It will be a comprehensive case that involves both conceptual and numerical analysis.  

Final Project:  The final project is a large research project that is described on the last two pages of this handout.  It is because of this large project that there is only one test in the course.  You should choose this project with care as it is expected that you will be spending a large amount of your time working on it.  The final project can be done with your full group or if you want to you can split your group into 2 sub groups.

Readings:
Lecture notes and cases will be the primary source of material for this course.

There will be a case packet that you will download from www.XanEdu.com.  Download the package that says:  BUFN 714 Advanced Financial Management (Case Package and Readings) – not any other ones you might see.  For review and some additional topics, we will also use the textbook from 640:  Corporate Finance by Ross, Westerfield, and Jaffe (either 6th or 7th edition are fine).
Grading:  Course grades are based on

	Class Participation on Cases
	25%

	Case Memos Written (5% each)
	20%

	Course Examination
	25%

	Presentation (of a case)
	10%

	Final Project (written analysis 15%, presentation 5%)
	20%


Case Studies:  

4 case write-ups are required to be turned in and 1 “presentation”.  

In choosing your cases I want you to turn in at least 1 case from each section:

Section 1:  Dynatronics 

Section 2:  Thermo Electron or Easel

Section 3:  USG or Marvel

Section 4:  Flowers or Genzyme/Geltex
Section 5:  Cephalon or Tiffany Inc.

(Thus in each of these sections you will write up one case, and in another one you will do one one presentation.  No presentations on Section 1 but all will turn in this case.)

We will also do the AIRBUS case as a class – I will ask everyone their valuation of the Airbus A3XX project and their sensitivity analysis.

For the cases you do not turn in, I expect you to bring exhibits of the cases with some potential solutions worked out to the class.  You may also officially turn in as many extra write-ups as you wish and I will take your best 4.  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. We will distribute questions and ideas that you may use as guidelines for analyzing the case.   The cases will be graded on a scale of 1-10.  

The content of the case write-up is as follows: 

1. The case write-up to be a double-spaced two-page (maximum) report with up to an additional 3 pages of exhibits – for a maximum total of 5 pages.  Thus you will be unable to cover all issues in the case. The case write-up should be double spaced,  in 12 point type with 1 inch margins. 

2. 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. 

3. 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. 

4. 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. 

*** I do not expect that you “kill the case” – but rather that you show a thoughtful, well reasoned approach.  I am looking for well structured arguments – some mistakes are fine and will of course occur.  ***

Finally, if your name is on the report as part of the group, it means you participated in the analysis.  You are on the honor code to observe this requirement.  If for some reason you are not able to participate in the case write-up with the group, you can turn in a write-up on that case or a different case on your own.
Case Presentation:

Each team will do one class presentation – with all members of the team having a speaking role.  The presentations will involve your team preparing approximately 15 slides on the case and approximately 20 – 25 min.   25 minutes is the maximum time – not counting time for questions.  You do not have to rehash case facts as the class will have gone through the case as a group in the first part of the class.

Class Participation:  It is important that everyone come prepared to "open the case" and to discuss in detail the problem and its potential resolution.  Ideally the class as a whole will interactively come to an understanding of the problems presented in the case.  All students are requsted to bring name placards to class.

Advanced Financial Management

Case Package – purchase from www.XanEdu.com
(cases and fee based articles on XanEdu, others are on blackboard)

Download the package that says:  BUFN 714 Advanced Financial Management (Case Package and Readings) – not any other ones you might see.
CASES

1. 9-201-028    Airbus A3XX (Harvard Business School Case)

2. 9-289-063     Dynatronics, Inc: (Harvard Business School Case)

3. 9-292-104 Thermo Electron Corporation (Harvard Business School Case)

4. 9-291-041    Easel Corp.:  Going Public (A)  (Harvard Business School Case)

5. 9-297-052    USG Corp.  (Harvard Business School Case)

6. 9-298-059   Marvel Entertainment Group

7. UVA-F-812 Flowers Industries, Inc. (Darden Business School Case)

8. 9-298-116   Cephalon (Harvard Business School Case)

9. UVA-F-1254
Genzyme/Geltex Pharmaceuticals Joint Venture

10. 9-294-051  Dell Computer Corporate (Harvard Business School Case)

ARTICLES (HBS ones and “other fee based” in case package / others online)

1. 9-288-023 Note on Free Cash Flow Valuation Models (Harvard Business School Note)

2. Hertz, David, Risk Analysis in Capital Investment, Harvard Business Review, #79504, 1979, pp. 169-181.
3. Ritter, Jay, The Costs of Going Public, Journal of Financial Economics, 1987, Vol. 19, pp. 269-281.

4. Ibbotson, I., J. Sindelar, J. Ritter, Initial Public Offerings, Journal of Applied Corporate Finance, VOLUME 1 NUMBER 2 SUMMER 1988, pp. 38-45.
5. 9-285-087 Note on the Financial Perspective:  What Should Entrepreneurs Know?  Harvard Business School Note)

6. 9-288-006 A Method for Valuing High-Risk, Long-Term Investments Harvard Business School Note)

7. Roach, S., Living with Corporate Debt, Journal of Applied Corporate Finance, VOLUME 2 NUMBER 1 SPRING 1989, pp. 19-29.
8. Jensen, M., Eclipse of the Public Corporation, Harvard Business Review, Sept-Oct 1989, pp. 61-74.

9. Kohlbert, Kravis, Roberts, Leveraged Buyouts, Journal of Applied Corporate Finance, VOLUME 2 NUMBER 1 SPRING 1989, pp. 64-72.
10. Inselberg, I. and H. Kaufold, How to Value Recapitalizations and Leveraged Buyouts, Journal of Applied Corporate Finance, VOLUME 2 NUMBER 2 SUMMER 1989, pp. 87-96.
11. Gilson, Stuart, Managing Default:  Evidence on How Firms Choose between Workouts and Ch. 11., Journal of Applied Corporate Finance, VOLUME 4 NUMBER 2 SUMMER 1991, pp. 62-70.
12. McConnell, John, and Henri Servaes, The Economics of Pre-packaged Bankruptcy, Journal of Applied Corporate Finance, VOLUME 4 NUMBER 2 SUMMER 1991, pp. 93-97.
13. Harris, Ira Center, Bankruptcies, Workouts, and Turnarounds:  A Roundtable Discussion, Journal of Applied Corporate Finance, VOLUME 4 NUMBER 2 SUMMER 1991, pp. 34-61.
14. Senbet, Lemma, The Insignificance of Bankruptcy Costs to the Theory of Optimal Capital Structure, Journal of Finance, 1978, Vol. 53, pp. 383-393.

15. Dixit, Avinash K., and Robert S. Pindyck. "The Options Approach to Capital Investment." Harvard Business Review, May/June 1995, pp. 105-115.
16. Luehrman, Timothy, "What’s It Worth? A General Manager’s Guide to Valuation," Harvard Business Review, May/June 1997.

17. Luehrman, Timothy, "Investment Opportunities as Real Options: Getting Started on the Numbers," Harvard Business Review, July/August 1998.
18. Lewent, Judy C. and A. John Kearney,  1991, "Identifying, Measuring, and Hedging Currency Risk at Merck" Journal of Applied Corporate Finance. pp. 19-28.
19. Maloney, Peter, 1991, "Managing Currency Exposure:  The Case of Western Mining", Continental Bank Journal of Applied Corporate Finance. pp. 29-34
Daily Class Schedule

	Date (Week)
	Topic

	Week 1:  Wednesday, January 25
	Introduction, Valuation 

	Week 2:  Monday, January 30
	Section I:  Valuation, External Funds Needed

	
	Readings:  articles in case package #1-2, 

Chapter 7, 17 RWJ

	               Monday, January 30
	Valuation 

	     Wednesday, February 1
	Valuation

	Week 3:  Monday, February 6
	Case: Airbus

	     Wednesday, February 8
	External Financing Needed Lecture 

	
	Readings:  Chapter 3 RWJ

	Week 4:  Monday, February 13
	Case: Dynatronics

	
	

	Wednesday, February 15
	Section II:  Security Design and Initial Public Offerings

	
	Readings:  articles in case package #3-6

Chapter 16, 19 RWJ

	     
	Security Design Lecture

	Week 5:  Monday, February 20
	Security Design continued

	Wednesday, February 22
	Case:  Thermo Electron

	Week 6:  Monday, February 27
	Initial Public Offerings (IPOs)

	       Wednesday, March 1
	Case: Easel Corporation 

	
	

	Week 7:  Monday, March 6
	Section III:  High Debt, LBOs and Bankruptcy

	
	Readings:  Case Package Articles #7 - 10

Chapters 16, 17 RWJ

	
	High Debt Financing Lecture

	               Wednesday, March 8
	High Debt Financing (continued)

	Week 8:  Monday, March 13
	Case: USG

	Wednesday, March 15
	Bankruptcy Lecture

	      March 20 – March 26
	Spring Break

	Week 9:  Monday, March 27
	Case: Marvel Entertainment

	
	

	Week 9:  Wednesday, March 29
	Section IV:  Options in Corporate Finance + Real Options

	
	Readings:  Case Package Articles #15-17

Chapters 8, 23-24 RWJ

	
	Options in Corporate Finance Lecture

	Week 10: Monday, April 3
	Case: Flowers Inc.

	 Wednesday, April 5
	Real Options Lecture

	Week 11: Monday, April 10
	Real Options Lecture 2

	 Wednesday, April 12
	Case: Genzyme/Geltex Pharmaceuticals Joint Venture

	Week 12:  Monday, April 17
	Course Exam (prior to international material next page)

	
	

	Week 13: Wednesday, April 19  
	Section V:  Risk Management & International Capital Markets

	 
	Readings:  Case Package Articles #18-19,

Chapter 31 RWJ

	 
	Hedging Lecture

	Week 13:  Monday, April 24
	Hedging Lecture  II

	 Wednesday, April 26
	Case: Cephalon 

	Week 14:  Monday, May 1
	Case:  Dell Computer Corp.

	 Wednesday, May 3
	Snow “make up day” if needed / 

Class Presentations of final project.

	Week 15: Monday, May 8
	Class Presentations of final project.

	                Wednesday, May 10
	Class Presentations of final project.

	                Wednesday, May 19
	Class written projects due


Final Project

Now its time for some real world analysis!  This project will determine 20% of your grade.  The reports can vary in length but should be LESS than 30 pages including exhibits (15-20 pages is fine).  Reports should be double spaced with normal margins.  I strongly recommend that you talk directly to the company’s executives when possible.  Many companies in the area are willing to talk to MBAs and it will give you some direct (hopefully high level) exposure as well as improve your analysis.  You can do the project by yourself or with one other individual.  Your partner does not have to be part of your original case team.  You have complete flexibility in finding a second person for your project or to do it by yourself.

The following represent potential topics for projects:  Financial Restructuring, Leveraged Buyouts, Bankruptcy Proceedings and Initial Public Offerings.  

It should be on a firm that has experienced an LBO, IPO or bankruptcy in the past 12 months.  If it is an IPO company, the company should have already gone public in the last 12 months.

I. Leveraged Buyouts/Financial Restructuring

Several sample industries include:  

 -  The Gypsum Industry- U.S. Gypsum, National Gypsum, Republic Gypsum

-  Athletic Footwear:  Interco Inc.

-  Airline Industry

-  Tractor Trailer Industry- Fruehauf, Monan, Trailmobile, Dorsey

-  Retail Industry - Woodword and Lathrop (Woodies), Macys, Campeau Corporation (owners of Bloomingdales and other major department stores.) 

1. A discussion of debt and capital structures over time - Address how the existing securites affect the restructuring experience/ bankruptcy or workouts.

2. How did the firm's cash flows and business risk affect its "performance".

3. The influences and factors leading to changes in the capital structures of firms.

4. What happens to required rates of return for stocks, bonds.  If you bought into the firm's securities, how would you have done?  

II.  Bankruptcy Proceedings: 

1. If you bought into the firm's securities after bankruptcy filings, how would you have done?  Take the perspective of a “vulture investor”.

2. Discuss the changes in investment, after any capital structure change or bankruptcy, if any, for firms in the industry.

3. Discuss the experience of its creditors in Chapter 11.

III.  Going Public:  Analyze the performance of Initial Public Offerings after going public to determine whether you should continue to invest in initial public offerings.  Also consider the perspective of the company going public.  Why are they going public?  Is the price set "right"?  What factors are important for this firm.

Examples of Industries:

A.  The Computer Industry:   AOL, Google etc.

B.  The Biotechnology Industry:  Focus on Genetic, Amgen and others - 

C.  The Medical Technology Industry:  

Your Analysis should include (again not merely comprise) the following issues:

1. A discussion and analysis of annual financial statements for the company and its competitors.  Discuss industry and competitor's ratios, identifying financial strengths and weaknesses.  What made the company decide to go public?  

2. Has the company done "well" following the IPO?  Investment/market share relative to its competitors?

3. Cost of Capital:  Estimate the required rate of return for stock, bonds for at least one company in the industry using stock market data from the Daily Stock Price Record or from the Wall Street Journal.
4. Given information in the prospectus and other competitors what should be the offering price?

5. Discuss the price set by the investment banker vs. the closing price after the first day of trading.  Is there any difference?  If so, should management be “upset”?  Was the company priced incorrectly?  If so, why?

6. Your Suggestions:  Do you recommend the company for an investment - What are the risks, potential rewards?
Case Guidance Questions

Airbus Case Guidance Questions:

Case Guidence Questions:

1. As Airbus are you going to build the A3XX?  (Make sure you do a break-even analysis).

2. What are the key assumptions in your analysis? Make sure your cash flows and assumptions are very clear.

3. How should Boeing respond?  What is the likely response?  Is this built into your cash flows?

Dynatronics Case Guidance Questions:

Case Guidence Questions:

1. What is an appropriate set of base case (i.e. no new product or inventory policies) pro forma financial statements for Dynatronics for the next 3 years? 

2. Using these pro forma statements, estimate the company’s external financing requirements for the 3 years 1989, 1990, and 1991. What financing would you use? 

3. What is the company’s weighted average cost of capital (WACC)? 

4. Is the new product line worth introducing? What about increasing the stocks of finished goods? 

5. If you do either or both of the alternatives in #4, what are the new companies external financing requirements? 

6. As Ms. Kraft, what financing plan would you recommend to your fellow officer-stockholders to meet the funds requirements in #2 and #5? In your answer, make sure your plan details both the source (debt vs. equity), maturity (short term vs. long term debt) and source (firm’s commercial bank vs. public debt).

Thermo Electron Case Guidance Questions:

Case Guidance Questions:

1. Describe Thermo Electron's products and its expertise.

2. What are the benefits and costs of Thermo Electron's past policy of spinning off past subsidiaries.  What differentiates Thermo Electron Technologies from past equity carve-outs.

3. Why does the company place equity privately before taking a subsidiary public?

4. Come up with a value for Thermo Electron Technologies products described on pages 11-12 of the case.  You will have to make some large assumptions.  From this value come up with an offer price per share for the company.

5. Should Thermo Electron Technologies go public?  

Case Analysis:  Easel Corp.
NOTE:  Easel (B) (C) will be handed out in class



This is a very long case - but I encourage everyone to examine it closely.  It is perhaps one of the most interesting and realistic cases in the package.  

Take one of the following two perspectives in your presentation or write-up to be turned in.

Perspective 1:  Evaluate Hambrecht & Quist and Alex Brown

Perspective 2:  Donaldson, Lufkin & Jenrette & Robertson, Stephens, & Co.: 

Content:  Clearly present your firm's case responding to the Request For Quotation in Exhibit 6.  Evaluate the following from exhibit 6.  Where relevant use data specific to your firm.  Feel free however to change details such as pricing from that in exhibits 9-11 that your firm is "thinking" about presenting.  Be prepared to defend and explain why you choose specific features and assumptions.

· The pricing and the procedure you used to come up with this price.

· IPO process, the last three parts describing mix of buyers, road shows, where marketed.

· Research section, the last three parts describing EASEL and research reports.

· The offering and why these details are important

· Aftermarket support

· Past performance on issues - and why you consider these factors to be important.

Case Analysis:  USG Corp.

Case Questions:

1. What is the situation facing Robert Day?  What are his alternatives?

2. Value the proposed recapitalization using both discounted cash flow techniques and multiples of cash flow?  Explain any differences.  

3. Give advice to shareholders whether or not to tender their shares to Desert Partners or wait for USG's proposed recapitalization.

Case Analysis:  Marvel Entertainment

1. Why did Marvel file for Chapter 11?  Were the problems caused by bad luck, bad strategy, or bad execution?

2. Evaluate the proposed restructuring plan.  Will it solve the problems that caused Marvel to file Chapter 11?  As Carl Icahn, the largest unsecured debtholder, would you vote for the proposed restructuring plan?  Why or why not?

3. How much is Marvel's equity worth per share under the proposed restructuring plan assuming it acquires Toy Biz as planned?  Carefully consider the proforma financial projections and other assumptions.

4. Will it be difficult for Marvel or other companies in the holding company to issue debt in the future?

5. Why did the price of Marvel's zero-coupon bonds drop on Tuesday, November 12, 1996?  Why did the portfolio managers at Fidelity and Putnam sell their bonds on November 8?
Case Analysis:  Flowers Industries
Case Questions:

1. How does the company's option to call the convertible affect the decision to issue and the convertible's value.

2. Determine both the value of the convertible bond and the effect its issuance will have on the company's cost of capital.  Assume the Flowers' asset risk is the same as the average of the market.

3. How should the company's basic business risk and acquisition strategy should affect its long-term capital structure policy.
Case:  Genzyme/Geltex Pharmaceuticals Joint Venture
Case Questions:  

1. What is the strategic importance of this project?  How should we evaluate the attractiveness of this opportunity?

2. Does anything worry you about this project?  What could happen?

3. What is the meaning of “probability”?  What are the relevant probabilities in this case?  How might we incorporate them into our analysis?

4. What does the output of the monte-carlo simulation show?

5. How does this opportunity look to you now? (pre monto-carlo vs. post monte-carlo)

6. How can we make it better?  How can we improve the deal?

Case:  Cephalon
The Case describes a financing alternative proposed to Cephalon, a biotechnology firm. SBC Warburg proposed that Cephalon buy call options on its own stock, paying the premium for these options by delivering shares to SBC Warburg.

Case Questions:  

1. What are Cephalon’s cash needs in the future conditional upon FDA approval?

2. Does the project have a positive NPV?

3. What is Cephalon’s hedging strategy?   Evaluate the risk management rationale for the proposed transaction.
4. Evaluate the terms proposed by SBC Warburg to Cephalon, whereby Cephalon would give up 490,000 shares in exchange for the option package. Does this appear to be a fairly-priced exchange to the company?  Are there any alternatives to this transaction.

5. What would you recommend that Bucchi do? Why?

6. How could SBC hedge its exposure under the proposed transaction?
Case: Dell Computer  (CP)


Goal:  To examine the role of derivative securities in hedging.



Case questions:  

1. Why is Dell Hedging?

2. How should Dell determine how much of its foreign sales to hedge?

3. Did Dell properly hedge?  

4. What should Dell Do?  (both now and as part of a longer-term hedging and disclosure strategy)
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