University of Notre Dame

Mendoza College of Business 

FIN 70430 – Financing the Corporation

Module 4, Spring, 2008

	Instructor:
	Jerry G. Langley
	Phone:
	Office – (574) 631-6078

	 Office:
	262 MCOB
	
	Home – (574) 234-1191 

                (before 10 PM)

	E-mail:
	Jerry.Langley.3@nd.edu
	
	

	   Office hours:  I’m in my office most of the week, so stop by or call and set up a time to see me.


COURSE OBJECTIVE

The major objective of this course is to learn how corporations raise the funds, using various short-term and long-term methods, to meet their business objectives not met by funds generated internally.  Although we will look at financing techniques used by small/medium-sized firms, our primary focus will be on financing done by large, US-based multinational corporations, with access to various global financial markets.  We will look at debt financing from various perspectives, including public vs. private, secured vs. unsecured, short term vs. long term and dollars vs. foreign currencies.

Although not covered as a separate topic, we will also keep in mind the ethical issues involved in financial decision-making, such as Sarbanes-Oxley; transparency and Fair Disclosure (FD); the Foreign Corrupt Practices Act for international financing arrangements, as well as other regulations pertaining to specific transactions.

RESOURCE MATERIALS

There is no textbook for this course.  There is a course packet of supporting materials that we will be using throughout the course, which is available for purchase in the Bookstore.  I have also put several books on reserve in the BIC (see list attached), which you may use for additional background.  These are not required, nor will I cover them in class.   Feel free to use them only if you’d like additional information.

As you will see in the course packet, the topic areas we will cover in this course are:

	• Overview of strategic financial objectives including consideration of key issues such as which currency to borrow; maturity; fixed or floating; the two major risks of debt; and counterparty exposure.
	pp. 7 – 15

	
	

	• Various methods for short-term financing including trade financing; letters of credit; secured financing including accounts receivable, inventory, and factoring; unsecured alternatives, including commercial paper and syndicated loans.  This section includes a sample short-term facilities agreement with a bank.
	pp. 16 – 39




	• International financing topics including forms of organizational structure; which currency to borrow; regulatory impacts in local countries; examples of credit support and the terms of typical loan agreements.
	pp. 40 – 54

	
	

	• A review of derivatives and how corporations use them to raise funds and hedge exposures.  This includes interest rate and cross currency swaps; marking swaps to market and unwinding them; the management of counterparty risk; and the role of ISDA and its standard documents.
	pp. 55 – 113

	
	

	• Long-term financing topics including yield curve analysis; the implied forward rate; asset-backed financing, including securitizations; unsecured alternatives including public debt issues and off-balance sheet structures; the firm’s maturity ladder; and a general overview of the preference of claims in liquidation.
	pp. 114 – 125


FINANCIAL CALCULATOR

A basic financial calculator is also required, capable of discounting cash flows and calculating internal rates of return (IRR).

CLASS ATTENDANCE/PARTICIPATION

Attendance will not be monitored.  However, given that the bulk of the information in this course will come from class discussion/lectures, class attendance is strongly encouraged if you are to benefit from this course.  There is very little pre-class preparation required.  All that is required to be successful in this course is that you attend class, listen, take notes, ask questions and participate in discussion.  7.5% of your final grade will be determined on the quality of your participation in class.

CASES (included at back of course packet)

The class will be divided into small teams and 2 case write-ups will be required to be turned in prior to our class discussion.  These write-ups will represent 30% of your grade and I will be reading them as I would in the outside business world, with logic, consistency of thought and professionalism being my guides in grading.  This will also include how well you represent and support the points of view you take for each case. (Note – the Academic Code of Honor is assumed to cover all work in this course.  This means that all teams are expected to work on cases separate from other teams and you should not use material from previous classes.) In addition, we will also discuss two other cases in class, although nothing is to be handed in for them.
EXAMS

There will be one mid-term quiz and a final exam (non-cumulative) and they will cover all assigned material, as well as anything presented in class. The exams will consist of objective and short problems/essay questions. You may bring an 8-1/2”x11” “cheat sheet” to each exam. Cram anything onto both sides of this sheet you think might be helpful to you – definitions, formulas, problems, etc.

GRADES






Points


   Exams –




 




Midterm quiz – 25%


     50






Final exam     – 37.5%

     75





 


  Case write-ups – 30%

(2 at 30 points each)



     60 

Class participation – 7.5%



     15 






Total Possible     200 
The following conversion from numerical to letter grades will be used, based on total points earned during the semester:

	Percentage
	Points
	Letter Grade

	93 – 100
	186 – 200
	A

	90 – 92
	180 – 185
	 A-

	87 – 89
	174 – 179
	  B+

	83 – 86
	166 – 173
	B

	80 – 82
	160 – 165
	 B-

	77 – 79
	154 – 159
	  C+

	73 – 76
	146 – 153
	C

	70 – 72
	140 – 145
	 C-

	67 – 69
	134 – 139
	  D+

	63 – 66
	126 – 133
	D

	60 – 62
	120 – 125
	  D-

	0 – 59
	0 – 119
	F
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Course Outline

I. Overview – strategic issues

A. balance sheet implications – what to finance; how to finance it

B. management of risks in business

C. how much debt? which currency? how long? fixed or floating? debt/equity mix; impact on cost of capital 

D. liquidity and repricing risks of debt


II. Short-term financing

A. “internal” financing – asset management; priorities for cash flow generated

B. asset-based financing

C. trade finance

D. unsecured financing – bank lines; commercial paper; revolving credits; syndicated loans; new forms (ECNs)

III. International financing
A. impact of organizational structure on financing plans

B. country issues that impact financing – legal, tax, etc.

C. currency - $ or local?

D. management of cross-border risks

E. political risk insurance

F. forms of credit support

G. loan agreements –typical covenants        

CASE #1 – Negotiating a Loan Agreement (to be handed in)
IV. Use of derivatives to create cost efficient financing
A. swaps – interest-rate; cross-currency

B. hedging/accounting issues – FAS 52 and FAS 133

C. managing portfolio credit risk – developing credit policies

D. Master ISDA, Credit Support Annex and related documents

CASE #2 – Emerson Electric (class discussion) 

CASE #3 – McDonald’s Corporation (to be handed in)

V. Long-term financing
A. strategic issues – fixed/float; currency; maturity (yield curve analysis)

B. asset-based – leasing; mortgages; securitizations

C. unsecured – banks; private placements; US and global bond markets;MTNs

D. off-balance sheet

E. other – mezzanine debt; venture capital; convertible debt


      CASE #4 – The Refinancing of Shanghai General Motors (class discussion)
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Additional Background Reading Sources in the BIC

(see attached list of books for full titles)

Financing Philosophy and Policies


Berk – chapters 14-17


BMM – chapter 14


Click – chapters 4 and 6


Damodaran – chapters 16 and 18-20

Overview of debt and equity instruments


Berk – chapters 23-27


BMA – chapters 13-15, 23-26


BMM – chapter 12


Hawawini – chapter 9


Johnson – chapters 3, 4 and 9


Levich – chapter 10


McInish – chapters 1 and 7-8


Smart – chapter 11

Risk management policies, instruments – incl. swaps and other derivatives


Berk – chapter 30


BMA – chapters 27 and 28


BMM – chapter 24


Click – chapter 9


Eaker – chapter 15


Johnson – chapter 7


Levich – chapters 11-13


McInish – chapters 12-15

Securities issuance – markets and process


BMM – chapter 13


Damodaran – chapter 17


Eaker – chapters 12-13


Hawawini – chapter 9


Johnson – chapters 1,5 and 6


Smart – chapters 16 and 17

Short-term financing/working capital management


BMM – chapters 19-20


Damodaran – chapters 13-14


Eaker – chapter 14


Smart – chapters 21-23

References (shorthand name underlined)
      1.   Berk and Demarzo, “Corporate Finance”

      2.   Brealey, Myers and Allen (BMA), “Principles of Corporate Finance”
3.   Brealey, Myers and Marcus (BMM), “Fundamentals of Corporate Finance”
4.   Click and Coval, “The Theory and Practice of International Financial Management”

5.   Damodaran, “Corporate Finance: Theory and Practice”
6.   Eaker, Fabozzi and Grant, “International Corporate Finance”

7.   Hawawini and Viallet, “Finance for Executives”
8.   Johnson, “Global Financial Institutions and Markets”

9.   Levich, “International Financial Markets: Prices and Policies”

10.  McInish, “Capital Markets: A Global Perspective”

      11.  Smart, Megginson and Gitman, “Corporate Finance”
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