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Material also available on Blackboard:  bb.rhsmith.umd.edu
Finance WEB Site at University of Maryland:   http://www.mbs.umd.edu/Finance/
Note: the exhibits for the case assignments and solutions to the problem sets will be found on the Web page & on Blackboard.

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.  Students pursuing a concentration in finance should view BMGT 640 as a first course in corporate finance and an introduction to investments, financial markets and institutions.  Elective courses in the finance curriculum use the ideas introduced in this course as the starting point for more detailed discussions of particular areas in finance.

Readings:  The required text for this course is:



Ross, Westerfield, and Jaffe, Corporate Finance, Sixth Edition, Chicago: Irwin, . (RW&J).  The bookstore is selling a package that includes the textbook shrinkwrapped together with the Solutions Manual – this can be useful for students who want additional problems to try from the back of the chapters.

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

Grading:  Course grades are based on:

	Cases:  Two case write-ups (10% each)
	20%

	Class Participation (includes case participation on non-turned in cases)
	15%

	Quiz (First test)
	10%

	Midterm examination
	20%

	Cumulative final examination
	35% 


I do not use a rigid curve or distribution.  My expectation is that the distribution of grades will be 30%-40% A, 60% B, 0-10% C (last year 3% C), and the remaining % distributed to A/B as warranted. (Plus and Minus gradations will be given, though these do not have an impact on your GPA.)
Homework:  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 of the problems you will see on an exam.  Thus, failure to understand the homework assignment could jeopardize your performance at exam time.  In addition, selected problems will be assigned from the textbook.  These problems are optional – you can buy the textbook with solutions to these problems if you so choose.

Case Studies:  2 specific case write-ups are required of the 4 cases that we have in the course - the DuPont TiO2 Case and the Sealed Air case.  Note you will be expected to analyze the other 2 cases on your own or with your team and be ready to discuss them in class – I will use these other cases to form a large part of your participation grade.  

Every group is required to bring to class one overhead/exhibit with some key numbers to class for all cases.  I will use some of these to guide the case analysis & to increase participation.   Do not worry about the numbers being exactly right – just be ready to explain your choices.   Participation means being ready to explain choices.

Thus all cases will be read and analyzed prior to class 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 come prepared to "open the case" and 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 
3. Quote Com Stock Quotes, http://www.quote.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.

Tests:  You are allowed 1 4x6 index card for a crib card for the tests, back and front.  However only 1 card for each test.  Given the final covers more material, you will have to know a larger amount of material as the card is not able to fit everything on it.  Any makeup test has to be scheduled within 1 week of the original test date.  Makeup tests are only allowed for emergencies.  Plan your other events in your schedule accordingly.

Academic Integrity:  The University's Code of Academic Integrity is designed to ensure that the principles of academic honesty and integrity are upheld.  All students are expected to adhere to this Code.  The Smith School does not tolerate academic dishonesty.  All acts of academic dishonesty will be dealt with in accordance with the provisions of this code.  Please visit the following website for more information on the University's Code of Academic Integrity:

http://www.inform.umd.edu/CampusInfo/Departments/JPO/AcInteg/code_acinteg2a.html

On each exam or assignment you will be asked to write out and sign the following pledge.  "I pledge on my honor that I have not given or received any unauthorized assistance on this exam/assignment."


Students with special needs:   Any student with special needs should bring this to my attention as soon as possible, and no later than the second week of class.

	Class Date
	Topics Covered
	Textbook Chapters

	August 26
	Introduction and Time Value of Money

Course Overview

Key Issues and Concepts in Finance

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

	August 28
	Time Value of Money (cont.) and Bond Valuation

Perpetuities and Annuities

Compounding and Effective Annual Interest Rates

Overview of Bond Markets

Valuing Discount and Coupon Bonds
Finish Problem Set #1
	5

	September 2
	Bond Valuation and Yields (cont.) and Stock Valuation
Yield to Maturity 

Term Structure of Interest Rates

Overview of Stock Markets
	5

	September 4
	Stock Valuation (cont.)

Techniques for Valuing Stocks

Discounted Cash Flow Valuation Example

Finish Problem Set #2 – Prior to Quiz on 9/18
	5

	September 9
	Quiz and Stock Valuation (cont.)
	

	September 11
	Capital Budgeting: Basic Techniques

Using the NPV Rule to Evaluate Investments

Alternative Evaluation Criteria
Problem Set #3 – Questions 1-3
	6, 7

	September 16
	Applying Capital Budgeting in Practice 

Incremental Cash Flow Analysis

Sunk and Opportunity Costs
A Project Evaluation Example
	7

	September 18
	Case on Capital Budgeting (HAND IN)

“Du Pont TiO2” Case
	

	September 23
	Corporate Strategy and Value Creation

Scenario Analysis and Break-Even Analysis

Sensitivity Analysis and Key Value Drivers

Decision Tree Analysis 
	8

	September 25
	Cash Flow Forecasting and Financing Needs

Determining External Financing Needs

Staged Funding and IPOs
	26

	September 30
	Capital Market Theory
Security risk and return measures

Portfolio risk and return measures
	9, 10.1-10.5

	October 2
	Modern Portfolio Theory

Portfolio Optimization and the Efficient Frontier

The Market Portfolio

The Capital Asset Pricing Model (CAPM)
	10.6-10.10

	October 7
	Risk, Cost of Capital, and Capital Budgeting

Estimating Betas for All-Equity Firms

Financial Leverage and Equity Beta

Weighted Average Cost of Capital (WACC)
	12

	October 9
	WACC (cont.) and Market Efficiency

Firm vs. Project Cost of Capital

Begin Market Efficiency

Complete Problem Set #3 (Questions 4-6)
	12 continued,

begin 13

	October 14
	Market Efficiency 

Definition and Relevance of Market Efficiency

Empirical Evidence Regarding Efficiency
	13 continued.

	October 16
	CASE ANALYSIS

“Warren E. Buffet:  1995” Case
	

	October 21
	Review Session
	

	October 23
	MIDTERM EXAM
	

	October 28
	Capital Structure: Basic Concepts

Capital Structure Irrelevance – MM Propositions

Introducing Taxes into the Capital Structure Decision
	

	October 30


	Capital Structure: Limits to the Use of Debt
	15

	November 4
	Dividends and Recapitalizations

Free Cash Flow and Dividend Policy

Stock repurchases

The Pecking Order Theory

Complete Problem Set #4
	16, 17.1,17.4,.17.6

	November 6
	Case on Capital Structure

“Sealed Air Recapitalization” Hand in write-up 
	18

	November 11
	Introduction to Derivatives

Terminology

Payoff Diagrams for Options and Futures Strategies

Common Uses for Derivatives
	

	November 13
	Option Pricing Continued

Put- Call Parity
	22.1-22.5

	November 18
	Black-Scholes Model / Begin International Finance

Assumptions and Limitations of Use in Practice

Black-Scholes Formula
	22.6-22.7

	November 20
	Foreign Exchange Markets

Exchange Rates

Foreign Exchange Markets

Parity Relationships

Foreign Exchange Forwards and Options
	22.8/ 32.1-32.4

	November 25
	Risk Management and Financial Engineering
Rationale for Managing Risk 

Managing Risk With and Without Derivatives

Complete Problem Set #5
	32.1-32.4

	December 2
	Case on Foreign Exchange Risk Management

“Dell, Inc.” Case
	25.1-25.3



	December 4
	Course Summary and Final Exam Review
	

	TBD
	FINAL EXAM (Will be during finals week, scheduled by the school.)

Cumulative Exam Based on the Entire Course
	


------------------------------------------------------------------------------------------------------------------

Detailed Daily Class Schedule

With Case Questions

----------------------------------------------------------------------------------------------------------------
I.
Overview of Course - Time Value of Money/ Simple Valuation Models
Tuesday, August 26

Topic:
Introduction and Goals of the Corporation

Begin Time Value of Money 

Read:
Chapters 1, 3, 4 (RW&J)

Goal:
To understand how firm performance and decisions are reflected in the firm’s market value and valuing future cash flows of non-recurring payments

Thursday, August 28

Topic:
Finish Time Value of Money (continued) / Valuation of Bonds

Read:
Chapter 4 finish (RW&J), Begin Chapter 5

Goal:
Valuing future cash flows of annuities and perpetuities

Do by 9/9 Problem Set 1 - Valuing cash flows
Tuesday, September 2

Topic:
Valuation of Bonds, Valuation of Stocks 

Read:
Finish Chapter 5 (RW&J)

Goal:
To understand how to value simple stocks and bonds.  To understand yield til maturity and term structure of interest rates.

Thursday, September 4

Topic:
Stock Valuation continued. 

Discounted Cash Flow Valuation Example

Do by 9/16 Problem Set 2 – in prep for test on 9/18
Tuesday, September 9, Mini-Test #1 and Introduce Capital budgeting.

II.
Capital Budgeting
Thursday, September 11

Topic:
Capital Budgeting Basic Techniques

Read:
Chapter 6 & 7 (RW&J)

Using the NPV Rule to evaluate investments

Alternative investment criteria

Goal:  To understand the pluses and minus of various techniques.

Do by 9/16 Problem Set 3, Questions 1-3
Tuesday, September 16

Topic:
Applying Capital Budgeting in Practice

Goal:  To understand Incremental Cash Flow Analysis

Read:
Finish Chapter 7 (RW&J)

Thursday, September 18

Topic:
Capital Budgeting Case – To Hand In.

Goal:
To allocate understand the assumptions in the capital budgeting process

Case 1:    DuPont TiO2
Case Guidance Questions:  NOTE do NOT write up your memo in #1-#4 format.  Use a executive memo style as described earlier in the syllabus.

1. What are the opportunities and Du Pont's competitive market position in the TiO2 market?

2. Given the forecasts provided in the case, estimate the expected cash flows associated with each of the growth and maintain strategies.  How much risk and uncertainty surround these future cash flows?  Which strategy looks more attractive?

3. What other factors should Du Pont consider in making a decision? Use scenario / sensitivity analysis to identify what are the important factors.  

4. Which strategy should Du Pont pursue?

Tuesday, September 23

Topic:
Corporate Strategy and Value Creation

Goal:  To understand how to use and apply the following tools:  Scenario Analysis and Break-Even Analysis, Sensitivity Analysis and Key Value Drivers, Decision Tree Analysis
Thursday, September 25

Topic:
Financial Forecasting & Financing Needs

Read:
Chapter 26  RW&J

Goal:
How to forecast external funds needed, begin thinking about IPOs and staged financing.  Understand what creates a need for cash.

IV.
Capital Markets:  Risk, Return and Market Efficiency 

Tuesday, September 30 

Topic:
Capital Market Theory & Risk and Return

Read:
Chapter 9 (RW&J), begin Chapter 10 (10.1-10.5)

Goal:
To understand individual security risk and return

Thursday, October 2

Topic:
Forming Portfolios

Read:
Finish Chapter 10 (RW&J)

Goal:
To understand portfolio optimization and the value of diversification

To introduce the Capital Asset Pricing Model (CAPM).

In Class Portfolio Exercise.  
V.
Risk and Capital Budgeting
Tuesday, October 7

Topic:
Risk, Cost of Capital, and Capital Budgeting.

Read:
Chapter 12 (RW&J)

Goal:  To understand Betas for all equity firms and to understand how financial leverage affects equity betas.

Thursday, October 9

Topic:
The Weighted Average Cost of Capital

Firm versus project cost of capital.

Read:
Finish Chapter 12 and also read chapter 17, but only section 17.7 

Goal to understand how leverage affects equity betas.

Finish Problem set 3, Questions 4-6

Tuesday, October 14

Topic:
Capital Market Efficiency - Implications for Risk and Return

Read:
Chapter 13 (RW&J)

Goal:
To understand what is an efficient capital market and how does it work


Thursday, October 16

Topic:  Case Analysis:  Warren Buffet

Case 2: Warren E. Buffet:  1995

Case Questions:  

1. What is the possible meaning of the changes in stock price for GEICO and Berkshire Hathaway on the day of the acquisition announcement? What does the gain in Berkshire’s market value of equity imply about the intrinsic value of GEICO?

2. Based on Value Line forecasted information, what is the range of possible intrinsic values for GEICO?

3. How well has Berkshire performed in its investment in Scott & Fetzer? In its investment in earlier purchases of GEICO stock?

4. What is “intrinsic value” in Buffet’s perspective and how is it estimated? What are the alternatives to intrinsic value and why does Buffet reject them? Assess critically Buffet’s investment philosophy.

5. Should Berkshire shareholders endorse the acquisition of GEICO? 

Tuesday,  October 21:  Review Session for Midterm Exam 



MIDTERM – October 23



VI.
Corporate Capital Structure  

Tuesday, October 28

Topic:
Corporate Capital Structure Theory & the MM Theory

Read:
Chapter 15  (RW&J)

Goal:
To gain an understanding of how financing policy affects the value of the firm.

Thursday, October 30

Topic:
Corporate Capital Structure Theory (continued)

Limits to the use of Debt Finance, Understanding valuation using the APV method

Read:
Chapter 16  (RW&J) & Chapter 17, just sections 17.1, 17.4, 17.6


Tuesday, November 4

Topic:
Dividend Policy

Read:
Chapter 18 (RW&J)



Goal:
The objective of dividends and how dividend policy is set.  To understand stock repurchases and recapitalizations.

Finish Problem Set 4 

Thursday, November 6 - Case Analysis - Sealed Air Leveraged Recapitalization.



Goal:    To apply capital structure theory to a particular situation.

Case: Sealed Air Leveraged Recapitalization (CP)
Case questions: 

1. Why did Sealed Air undertake a leveraged recapitalization?

2. How much value was created?  Where did it come from?

3. Is pursuing a program of manufacturing excellence inconsistent with levering up?

4. Why did Dermot Dunphy, the CEO, feel it was necessary to change the company’s priorities and incentive structure following the recap?

5. Was the constraint imposed on capital expenditures under the bank lending agreement good or bad for the company?  Do you think managers will be able to successfully renegotiate this covenant if needed?

6. Do you think leveraged recapitalizations are a good idea?  For whom? (type of investor, type of firm)

VIII.
Options and International Finance
November 11:  Introduction to Derivatives
Topic:
Options: Markets and Contracts

Read:
Chapter 22, Sections 22.1-22.5 

Goal:  To understand how option contracts work and to be able to draw option payoff diagrams.

Thursday, November 13th
Topic:  Options (continued)

Read:   Chapter 22.6 & 22.7

Goal:   To understand Put-Call Parity 

Tuesday, November 18
Topic:
Finish Options  (Section 22.8) & Begin Int. Corp. Finance 

Read: 
Section 22.8 & begin Chapter 32


Goal:
To understand the determinants of exchange rates
Thursday, November 20 

Topic:
International Corporate Finance – Exchange Rate Risk and forward and future contracts.

Read:   Chapter 32 – finish through section 32.4, Begin Chapter 25


Tuesday, November 25


Topic:   International Capital Markets and Exchange Risk Rate Management

Read:
Finish Chapter 25 (RW&J) 

Do Problem Set 5 by Dec. 4th
Read for discussion in class: 

"Identifying, Measuring, and Hedging Currency Risk at Merck" (CP)

"Managing Currency Exposure: The Case of Western Mining" (CP)

For your interest:  Examine the annual reports of an international company such as Motorola, 3M, Procter and Gamble, Microsoft, or Compaq Computer to see what their international sales are and what actions they currently take to hedge.  How do sales fluctuate with exchange rates?

Goal:  To understand the ways of dealing with exchange rate risk.


Thanksgiving Break

Tuesday, December 2 



Case:  Dell Computer Corp.

Case: Dell Computer Corp. (CP)


Goal:  To examine the role of risk management in foreign exchange rate exposure.



Thought questions:  

2 perspectives:  Teams will take one of two perspectives below (assigned in previous class):

All Groups:  
1.  Why is Dell Hedging?

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

Group 1:  Take the position of David Korus, Dell Analyst:

1. Did Dell properly hedge?

2. What are the potential problems?

Group 2:  Take the company’s perspective:

1. Describe Dell’s position.  Did Dell properly hedge?

2. What should Dell Do?

Thursday, December 4:  Course Overview and Review for Final

TEXTBOOK    Ross, Westerfield, and Jaffe, Corporate Finance, Sixth Edition, Chicago: Irwin.

CASE PACKAGE

All of these are available on-line from “xanedu.com”.  Please see instructions below.

1. Du Pont Titanium DiOxide, Harvard Business School Case #:9-284-066

2. Warren E. Buffet, 1995, Darden Case #: UVA-F-1160

3. Sealed Air Leveraged Recapitalization, Harvard Business School Case #:9-294-122

4. Dell Computer Corp.., Harvard Business School Case # 9-294-051 

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)
**** INSTRUCTIONS FOR ACCESSING YOUR COURSE PACKAGE *****

To access the CoursePack, please follow the following instructions:

1. Open the XanEdu "Login/Register" http://www.xanedu.com/login?PackId=198893

2. If you have previously registered at XanEdu, log in.

If you are new to XanEdu, click the "Student Registration" button under "New Users Register Here". Complete and submit the registration form.

3. Confirm your CoursePack Selection, and complete the purchase form. 

Choose one of these options for your CoursePack delivery:

Option 1:  Digital access plus packaged print copy

-Price: $ 31.25 (includes all printing, shipping and handling costs)

-You will have immediate access to your Digital CoursePack

-Your personal print copy will be shipped to you within five business 

days from purchase of your CoursePack. If you are outside the U.S., choose Option 2 below.

Option 2:  Digital access with desktop printing

-Price:  $ 16.45

-You will have immediate access to your Digital CoursePack

-You will not receive a printed copy of the CoursePack

-You can print your CoursePack yourself, if your system hardware and connectivity supports downloading and printing very large files from the Internet.  If you are not sure if your system supports this, we recommend that you select option #1 above.

After completing the purchase, you will be taken directly to "My XanEdu" where you can access your digital CoursePack. 

Questions? Please contact XanEdu Customer Service at 1-800-218-5971, option 3. 
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