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Advanced Problems in Finance                                                      Phone:  281-3523
Spring, 2008                                                                                   Hours:  WTh 3:30-6:00 hkierulf@spu.edu                                                                                         
                                                         
COURSE OBJECTIVES:  By the end of this course, you should be able to demonstrate competence in: 

· Determining corporate, divisional and project cost of capital and hurdle rates.

· Strategic analysis and decision making under conditions of rapid change and uncertainty.
· Applying the fundamental and practical methods of valuation to pricing and to real investment opportunities with emphasis on mergers and acquisitions. 
· Gathering information, separating relevant from irrelevant factors, selecting and evaluating relevant options with regard to their consequences, and selecting and defending a course of action.

· Conceptualizing complex issues and reducing them to coherent written and oral statements.
· Integrating valuation and investment analysis with the other functional areas of business administration including business processes and information technology.
· Working effectively in group settings; demonstrating friendship, civility, respect, servant leadership, and community.
· Integrating as appropriate the practical lessons of Christian spirituality, including ethics, faith, values, and personal integrity.  

The course builds upon and applies tools, concepts and methodologies learned in the prerequisites for this class, but we will stick to the fundamentals of theory.  The course is first and foremost a course in evaluation and application of theory rather than introduction and examination of theory.  And learning to critique and apply theory is very different from learning the theory itself.  Evaluation and application involves further development of your abilities to separate relevant information from irrelevant, and to use (not develop or learn) theoretical models and problem solving skills in decision making.  Recognition of these facts is a key to understanding the course and getting the most from it.

The emphasis on capital cost and evaluation of investments—as opposed to financial institutions, liability and equity management, derivatives or other finance areas—is an extension of BUS 6220.  It is designed to provide a basis for specialization in finance. 
Valuation involves determining fair prices for ideas or things, whether they are innovative ways of doing something, marketable products or services, or plants or pieces of equipment.  What is fair, of course, will depend upon who is buying and who is selling.  But objective criteria such as those covered in this class can help set the boundaries—high and low.  The more a price is perceived by all parties to be reasonably fair, the more it will be perceived as just.  Justice tends to peace; justice and peace together are integral parts of love.  And love is the heartbeat of Christianity.

Christians believe, along with the Apostle Paul, that:  “The kingdom of God is not a matter of eating or drinking, but of justice, peace and the joy that is given by the Holy Spirit.  Whoever serves Christ in this way pleases God and wins the esteem of men.”  Romans 14:17-18.

REQUIRED AND RECOMMENDED READINGS/RESOURCES:

Packet of Finance Cases:  Available at the Bookstore (Required)
In the course outline, I have recommended chapters to review in a basic text if you wish to test out your understanding of class discussion.  The text is Lawrence Gitman, Principles of Managerial Finance, and it is available at the bookstore. This text is not required, only suggested if you believe you need more review.  Answers to the end-of-chapter text problems are provided at the end of the text.  The final exam will cover only the tools, concepts, and cases discussed in class.  
Check out these recommended Web Sites for your term paper:
1. www.yahooo.com  and http://finance.yahoo.com  
2. www.sec.gov – Click on EDGAR for corporate and mutual fund SEC filings. 

3. www pages maintained by public companies.

4. www.investor.reuters.com
Other sources:

READERS’ GUIDE TO PERIODICAL LITERATURE

ABI/INFORM Trade & Industry index currently includes the following:  

· Manufacturing 

· Current Research and Development 

· New Technology 

· Industry News 

· Company Names 

· New Products 

· Acquisitions, Alliances, and Partnerships 

To access ABI/INFORM Trade & Industry, you will find a link on the SPU library database web page <http://www.spu.edu/depts/library/databases/>.  You can also access the index from this same link if you are off campus by configuring your off-campus browser as a proxy server.  To set up this configuration, follow the Web Access Management ("WAM") instructions (a link for the setup directions for using WAM is at the top of the SPU library database web page).  Once you have WAM operational you have off-campus access to the ABI/INFORM Trade & Industry index, as well as the other SPU online indexes, by going to the SPU library database web page, clicking the link for the database, and then entering your library proxy server authorization information.  
USE THE DOWNTOWN LIBRARY, BUSINESS SECTION.  THE LIBRARIANS THERE ARE MOST HELPFUL.  

Attachment 1 contains more sites.
PREREQUISITES:  It is assumed that you have had the appropriate prerequisites for this course, including BUS 6220, or their authorized equivalents, and retain an understanding of the fundamentals of finance.  However, we will review in some detail the theory underlying all of the applications in this course.
OUTLINE OF COURSE TOOLS, CONCEPTS AND METHODOLOGIES
We will review and discuss the following tools, concepts and methodologies helpful in the task of valuation and ask you to apply them to cases and research projects.  By the end of this course you should understand what they are (if you don’t already know), how and when they are applied, and their major strengths and weaknesses.  What I really want to improve is your ability to (1) apply them appropriately in practical valuation and investment situations given their strengths and weaknesses, and (2) critique their application by specialists working for you.  We will cover the following tools, concepts and methods:
1. Cost of capital and hurdle rates.

A. Levered and unlevered betas and the capital asset pricing model.

B. Weighted Average Cost of Capital (WACC) and its components.

C. Adjusted Present Value (APV)

D. Other methods of determining capital cost as time permits.
2.  Methods of valuing 

A.  Asset:  what you can do it for (buy the components or build yourself). 

B.  Market (comparables):  what somebody else is selling / buying it or a similar asset for.
C.  Income (intrinsic value):  expected future net benefits discounted: 
1.  Using WACC as a discount rate
2.  Using  APV
COURSE ASSIGNMENTS:

1.  Case Analysis.  The analysis of cases is one of the best ways to apply theory to practice in the classroom.  The best way to prepare for the classroom discussion is to study the case and then discuss your ideas with a small group.  The first night of class, I will ask you to form study groups of 3-4 people.  You should meet with your group at least once per week—if not in person, then via a conference telephone call and by e-mail.  These should be helpful in guiding the course of your small group discussions and your group should answer these questions in writing.  Please turn your answers in by email no later than five hours before class time so I can review them in preparation for the discussion.  When doing the analyses, keep in mind the objectives of the course stated above.
2.   Term paper.  Term papers should be original—done for this class alone.  If you would like to expand upon research and papers done in another class, this is acceptable so long as you make clear what you have done in the other class(es).  I will grade what you have done in this class.  If you can do something for this class which is applicable to your company, by all means do so.  When selecting and doing the projects, keep in mind the objectives of the course stated above.  Here are four possible subjects, but I will consider others (check with me):

Research Paper on Valuation.  You may prepare a 12-15 page well researched paper on one of the valuation methods or cost of capital methods.  You might consider a method not discussed in class—Economic Value Added (EVA),  Capital Cash Flow (developed by Richard Ruback) or Richard Rolls’ Arbitrage Pricing Model.   Include a discussion of what factors to take into account in using the methods (those that will influence the value) and the strengths and weaknesses of the method.  Alternatively, you may wish to analyze ways to value specific long term assets like real estate or specific intangible assets including patents, trademarks, good will, licensing arrangements and so on.  Again, consider the factors bearing on valuation and the strengths and weaknesses of the methods you discuss.
Research Paper on Some Aspect of Valuation.  You may prepare a 12-15 page well researched paper on a current controversy in valuation.  Examples include how much to discount for lack of marketability; how much to add, if anything, for ownership of more than 50% of a company; whether adding debt actually reduces the cost of capital over some range. 
Research Paper on Risk.  You may prepare a 12-15 page well researched paper on the subject of risk, how it is defined and measured.  In finance, risk is defined as past variation.  However, not all academics and managers find this a satisfying definition.  What are other ways risk is defined and measured?  What are the strengths and weaknesses of these definitions and measurements?   
Business School Case.  You may wish to choose a decision situation faced by your company or another and do field and / or library research on it to prepare a case similar in form to the ones we use in this class.  Field cases, where you interview the principals, are preferred, but well researched library cases are also acceptable.  An instructor’s guide listing objectives of the case, questions for the class, and recommended answers to the questions should be prepared to accompany the case.  If you would like to consider this alternative, see me and I will provide you with some material on case writing. 
Guidelines for all term papers.  In preparing your term paper, you may work in teams if the project is especially challenging and you are willing to accept a group grade, or can clearly identify each person’s contribution.  Attach the original report handed in on the fifth class period to your final report so I can credit you with changes made on the final report.  A “well researched” paper will have, as a minimum, 10 references from professional and academic journals.  Wikipedia, newpapers and magazines such as The Wall Street Journal, Business Week, The Economist, Forbes, and the like are good starting points and can be used, but not counted as one or more of the 10.
In all cases, prepare a statement of work outlining the objectives of the research, the tasks to be performed, and the proposed dates of completion of each task.  The statement of work is due at the beginning of the third class period.  At the beginning of the sixth class period, a progress report is due.  It needs to cover the following points:  (1) tasks completed so far; (2) problems encountered in completing the tasks, and how they were dealt with; (3) tasks remaining to be completed; (4) problems expected to be encountered, how you plan to deal with them, and any assistance needed.
Term papers should be double-spaced using Times New Roman font size 12.  Papers should use the American Psychological Association (APA) guidelines and include a References section listing the sources referred to by name in the body of your paper.  APA guidelines are explained in The Everyday Writer and other sources in the library.  In the past, some students have inadvertently violated SPU standards of scholarship, particularly the rules on plagiarism.  You are encouraged to review the standards published in the SPU Undergraduate Catalog (pp. 48-49) and The Everyday Writer for guidance on this subject.

I encourage you to build and use as many spreadsheets as possible in this course.  There will be ample opportunity to do so.  I believe that the learning will be significant, and your skill in doing this will be rewarded in business.

EXAMINATION AND GRADING/EVALUATION CRITERIA:
Case Analysis Questions: I grade the case analysis questions very leniently.  I don’t expect you to have the “right” answers, if there are such answers.  I do expect a good effort which clearly indicates that you have (1) studied—not just read—the case; (2) discussed it with your team members; (3) recommended decisions where appropriate; (4) backed up your recommendations with reasoned arguments and (5) made a fair attempt to run the numbers if appropriate (i.e., applied the quantitative tools of financial analysis and valuation).  This latter point (5) is very important.  Again, please keep in mind the objectives of the course.  My reasons for assigning the questions at the end of this syllabus and grading them are to give you some guidance in approaching each case and to ensure that you are well prepared to discuss the case in class; it is not to determine how well you can do the case.
Term Paper:   Six factors in the following order of importance determine the final paper grade:  (1) challenge of the project, (2) accuracy and depth of analysis, (3) completeness (including extent of research), (4) professionalism in presentation (grammar, spelling, neatness, etc.), (5) complete interim reports, and (6) meeting the due date.   Please note that factors two and three are interrelated.  Attachment Two, the SBE Writing Rubric, provides more information regarding my expectations for the term paper.   I urge you to use the SPU Writing Center if editing is needed because a poorly edited paper can lower your grade significantly.  Businesspeople I interact with constantly remind me of the importance of well-developed writing skills.  The term paper may be handed in at any time, but it is due at the beginning of the last class meeting before the final exam.  Papers handed in any time during the following week will lose a partial grade point (an A becomes an A-).  After the final exam, another partial grade point per week will be deducted.  I review these papers carefully and my deadline for turning in grades makes it difficult to do a good job if papers are late.  Please email your final paper to me.  I will return it by email with comments.
Exam.  The final exam is comprehensive and will consist of relatively short answer essay questions and problems.  You may expect to perform some quantitative analysis in answering some questions, but long and involved spreadsheet problems will not be included.  You may bring to the exam a calculator, the cases, and one 8 ½ by 11 page with anything written on it both sides (a “cheat sheet”).  At least 75 percent of the exam will be based upon the cases, so be sure that you understand them after each class discussion and before the final.
Grades.  All assigned work will receive letter grades corresponding to grade points as follows:  A, 94-100; A-, 90-93; B+, 87-89; B, 83-86; B-, 80-82; and so on.  Specific assignments will be weighted as follows:


Case Questions (with lowest case dropped)                         10 percent


Term Paper                                                                           35

Final Exam                                                                            55
ALTERNATIVE
In place of the paper and exam described above, you may have an exam based upon a case.  I will make the case available to you approximately two weeks before the end of the quarter, but I will not give you questions.  Part of the challenge here is for you to ask and answer the relevant questions.  You will be able to discuss the case among yourselves if you like and do the analysis you deem appropriate before the exam.  You may come to the exam with all the material you developed in preparation for the exam.   You answer the questions I give you in the time available.  The exam will be graded in light of the objectives of the course.  If you elect this course of action, the exam will count for 90 percent of the grade; the case questions during the quarter will account for the other 10 percent.
Here are five tips for success in this course:  (1) be present and take excellent notes, (2) understand the cases thoroughly, (3) write a good term paper on a challenging topic, (4) use the textbook and its problem sets  if needed to enhance your understanding, and (5) read this syllabus carefully with particular emphasis on the objectives of the course.

Course Evaluation:  It is my expectation that you will participate in an online evaluation of this course in a thoughtful and constructive manner.  The evaluation data is used to make improvements in the course, and your feedback is considered when selecting textbooks, designing teaching methods and preparing assignments.  Courses are evaluated using the Banner Course Evaluation System.  All answers are completely confidential - your name is not stored with your answers in any way. In addition, your instructor(s) will not see any results of the evaluation until after final grades are submitted to the University. Thanks for your assistance in making this system work.
Disability Statement.  In accordance with Section 504 of the Rehabilitation Act of 1973 and the Americans with Disabilities Act of 1990, students with specific disabilities that qualifies for academic accommodations should contact Disabled Student Services (DSS) in the Center for Learning.  DSS in turn will send a Disability Verification Letter to the course instructor indicating what accommodations have been approved.

Academic Integrity.  The current edition of the SPU Undergraduate Catalog describes the University’s commitment to academic integrity, which is breached by academic dishonesty of various kinds.  Among these is turning in another’s work as your own and committing plagiarism, which is the copying of portions of another’s words from a published or electronic source without acknowledgement of that source.  The penalty for a breach of academic integrity is a failing grade for the work in question on the first offense and a failing grade for the course as a whole with repeated offenses.

Emergency procedure: Note the emergency procedures posted in the classroom and note the emergency exits.  In case of an emergency (fire, earthquake, hazardous material spillage, bomb threat, etc.), the class will evacuate the building and gather in the Nickerson parking lot.  If conditions make it impossible to meet there, meet at the Ross parking lot at the corner of 3rd Avenue W. and W. Cremona Street just north of First Free Methodist Church.    Please try to stay together so that we can check that everyone has made it safely out of the building.  Set up a “buddy” system in this class in case we have a campus emergency.  Your “buddies” will be the members of your case study team.  

Inclement Weather:  The University maintains an Emergency Closure Hotline (206-281-2800).  In the event of inclement weather or an emergency that might close the university, please call the Hotline for the most up-to-date closure information or check the SPU website.  Both will be updated before 6:00 a.m.  Information on evening classes, events, and athletic games will also be updated.

PRELIMINARY COURSE OUTLINE

	                  
	Topic
	Assignments

	
	
	

	Mar 26
	Introduction 
Methods of Valuation
Risk and the Cost of Capital
	Handout

	
	
	

	Apr 2
	Methods of Valuation (Cont.)
	Cost of Capital at Ameritrade

Gitman Chs. 6, 11

	
	
	

	Apr 9
Apr 16                    
	Case Analysis
WACC, APV, EVA, and
Capital Cash Flows
	Marriott Corporation:  The Cost of Capital (Abridged) 

Gitman Ch. 12

STATEMENT OF WORK DUE

T.A. Luehrman, “Using APV: A Better Tool for Valuing Operations”  HBR, May-June 1997.  
R.S. Ruback, “Capital Cash Flows:  A Simple Approach to Valuing Risky Cash Flows,” Financial Management, Summer 2002.

	
	
	

	Apr 23
	Case Analysis
Mergers and Acquisitions
	Globalizing the Cost of Capital and Capital Budgeting at AES 
Gitman:  Ch. 19

	
	
	

	Apr 30
	Case Analysis
	Sampa Video, Inc 

	
	
	

	May 7
	Case Analysis 

	Radio One  
PRELIMINARY REPORTS DUE

	
	
	

	May 14
	Case Analysis
	Adecco SA’s Acquisition of Olsten Corporation 



	
	
	

	May 21
	Case Analysis 
	Pinkerton (A)

	
	
	 

	May 28
	Case Analysis

Course Review


	John M. Case Company
TERM PAPERS DUE


	                  
	
	

	June 4
	FINAL EXAM
	


BUS 622O: FINANCIAL ANALYSIS CASE QUESTIONS
COST OF CAPITAL AT AMERITRADE
1. What factors should Ameritrade management consider when evaluating the proposed advertising program and technology upgrades?  Why?

2. How can you use the Capital Asset Pricing Model to estimate the cost of capital for a real (not financial) investment decision?

3. What is the estimate of the risk-free rate that you should employ in calculating the cost of capital for Ameritrade?  Note Exhibit 3.
4. What is the estimate of the market risk premium that should be employed in calculating the cost of capital for Ameritrade?

5. In principle, what are the steps for computing the asset beta in the CAPM for purposes of calculating the cost of capital for a project?

6. Ameritrade does not have a beta estimate as the firm has been publicly traded for only a short time period.  Exhibit 4 provides various choices of comparable firms.  What comparable firm or firms do you recommend as the appropriate benchmarks for evaluating the risk of Ameritrade’s planned advertising and technology investments?  Consider those with comparable betas, i.e. risks.
7. Using the stock price and returns data in Exhibits 5 and 6, and the capital structure information in Exhibit 4, calculate the asset betas for the comparable firms.  Assume a debt beta of 0; then assume a debt beta of .25.  You may do all of them, but only Schwab is really required.
8. Estimate the cost of capital for Ameritrade.
9. How should Joe Ricketts, the CEO of Ameritrade, view the cost of capital estimate you have calculated?
Hint:  You should calculate the equity beta of Charles Schwab and the Stock Index for VW NYSE, AMEX, & Nasdaq (Exh. 6) using data from January, 1992 through December 1996.  The other relevant equity betas are:

      AG Edwards, 1.45; Bear Stearns, 1.69; Merrill Lynch, 1.82; Morgan Stanley Dean Witter, 2.09; Paine Webber, 1.76; Quick & Reilly, 2.20; Raymond James Financial, 1.45; Waterhouse, 3.19.  Schwab, Quick & Reilly, and Waterhouse are discount brokers; the others are investment service firms.  Note how the betas differ.  What does that tell you?
Hint:  Ameritrade in 1997 has no interest bearing debt.  Schwab’s average debt in the 
capital structure is .08.  
MARRIOTT CORPORATION:  THE COST OF CAPITAL (ABRIDGED)
1.   Are the four components of Marriott’s financial strategy consistent with its growth objective? 

2.
How does Marriott use its estimate of its cost of capital?  Does this make sense?  Note that equity beta unlevered = levered equity beta multiplied by the percent of equity in the capital structure = levered equity beta X %equity).   The current debt percent is 41%, but the company wants to move to 60%.  Use 60%.  Assume no debt risk, so there is no debt beta.
3.    What is the weighted average cost of capital for Marriott, and how did you calculate it?

4.
If management used Marriott’s weighted average cost of capital to evaluate investment opportunities in each of its lines of business, what would happen to the company over time? 

(Hint:  Think in terms of how the investment policies in each division would change.)

5.  What is the cost of capital for the lodging and restaurant divisions of Marriott, and how did

you arrive at your numbers?  (Hint:  You have the levered betas of the lodging and restaurant 

companies that compete with these divisions.  If you unlevered them and got a weighted 

average, you’d have an industry unlevered beta.  You could weight each beta by its 

company’s sales as a percent of total industry sales.) 

6.
What is the cost of capital for Marriott’s contract services division?  How can you estimate its equity costs without publicly traded comparable companies?  (Hint:  this is purely an algebra problem.)
GLOBALIZING THE COST OF CAPITAL AND CAPITAL BUDGETING AT AES

1.  How would you evaluate the capital budgeting method used historically by AES?

2.  If you implemented the methodology suggested by Venerus, what would be the range of discount rates one would use around the world?

3.  Does this make sense as a way to do capital budgeting?

4.  How big a value difference does this new approach make to the Pakistan project?

5.  How do these cost of capital modifications translate into changed probabilities in terms of real events?
SAMPA VIDEO, INC

1.
What is the value of the project assuming the firm was entirely equity financed?  What are the annual projected free cash flows?  What discount rate is appropriate?

2.
Value the project using the Adjusted Present Value (APV) approach assuming the firm raises $750,000 of debt to fund the project and keeps the level of debt constant in perpetuity.

3.
Value the project using WACC approach assuming the firm maintains a constant 25% debt-to-market value ratio in perpetuity.

4.
What are the end-of-year debt balances implied by the 25 % target debt-to-value ratio?

5.
How do the values from the APV and WACC approaches compare?

6.
How do the assumptions about financial policy differ between the two approaches?

7.
Given the assumptions behind APV and WACC, when is one method more appropriate or easier to implement than the others?

RADIO ONE

1.
Why does Radio One want to acquire the 21 stations?  What are the benefits and risks?

2.
What price should Radio One offer for the 21 stations based upon a discounted cash flow analysis?  Assume the date of valuation to be December 31, 2000.

3.
What price should Radio One offer for the 21 stations based upon a transaction and trading multiples analysis?

4.
Assuming that Radio One’s stock price is 30 times BCF, can it offer as much as 30 times BCF for the 21 new stations?

5.
What should Radio One offer for the 21 new stations?

You can make the following assumptions:

a.
Corporate expenses will be 2% of BCF for the new acquisitions.

b.
The tax rate is 34%.

c.
Use Exh. 7 to come up with working capital.  Assume that the required cash is 3 % of Net Broadcast Revenue outlined in Exh. 6 for 1999.  Apply your working capital ratio to Net Revenue—Potential New Markets in Exh. 9 to obtain working capital for future years.   
d.
Depreciate capital expenditures on a straight line basis over five years.

e.
Assume that Net Revenue and EBITDA both grow at a 10 percent rate after 2004, but slow to 4% after 2015.  Note that the $90,000 in acquisition depreciation runs out in 2015.
f.
Assume that the local marketing arrangement fees part of BCF are negligible.

Besides these assumptions, here are some hints:

1.
Be very sure you know how BCF is calculated.

2.
Be very careful what you include in working capital.  Remember our definition.

3.
Ask yourself why we would want to go out to 2015 in our calculation.

4.
Income taxes payable in the balance sheet are very high in 1999 probably because of the rapid growth in 1999.  I would replace the $1.532 million with, say, $300,000 to get a better long term working capital ratio.  The deferred income taxes may have had to do with the acquisitions, so they may disappear in the future. 
5.  Note the asset betas.  Use them to estimate the discount rate.

6.  Look at Exhibit 8 for trading multiples.
ADECCO SA’S ACQUISITION OF OLSTEN CORPORATION

1. How has Adecco been able to outperform its rivals in the staffing industry?  What is the strategic and economic rationale for its acquisition of Olsten?

2. Evaluate Olsten’s strategic and financial conditions as of mid-1999, in particular its funding needs and resources.

3. Based on Adecco’s pro forma estimates of the staffing business of Olsten in 
Exhibit 13, what is your estimate of total enterprise value?  For this calculation make the following assumptions:

a. Evaluate the valuation from the perspective of Adecco U.S.

b. Assume the acquisition was completed as of January 1, 2000

c. Evaluate enterprise value at the long-term capital structure for Olsten, i.e., 20 percent debt and 80 percent equity.

d. The estimated EBIAT was arrived at without deducting amortization of goodwill.

e. Assume that the Olsten’s U.S. rivals (Kelly and Manpower) had a debt beta of 0.2.

f. For this calculation of total enterprise value, do not consider (1) any Olsten debt that might be assumed by Adecco, (2) any payments that Adecco might need to make to minority shareholders of some of its subsidiaries nor, (3) any special tax benefits enjoyed by Adecco SA through its ability to charge Adecco U.S. royalties.

4. Value the Olsten acquisition by understanding three important nuances in the valuation:

a. If Adecco were to assume $750 million of Olsten debt, how would this affect how much they would pay for the equity of Olsten’s staffing business?
b. Some of the enterprise value we calculated is actually “owned by” minority shareholders in some of Olsten’s subsidiaries.  How would this affect how much Adecco would pay for the equity of Olsten’s staffing business?

c. The case describes a method whereby Adecco U.S. could make royalty payments to Adecco SA.  What is the valuation impact of this “imperfection”?  To simplify your analysis, assume that the royalties are 1.5% of revenues and value the net tax savings from the perspective of the U.S. firm.

5. As Adecco, how much would you bid for Olsten?  Why?  How would you convince the Olsten board to accept your offer?

6. As the Olsten board, how would you evaluate the competing offers?  How might the Olsten family’s perspective differ from that of the other board members?

PINKERTON (A)

1. Why is Wathen acquiring Pinkerton’s Inc.?  How specifically will he create value?  What should his bid strategy be?  

2. What is the proper cost of capital for evaluating this acquisition?  Consider this from the standpoint of WACC and APV.

3. Develop and find the present values of the free cash flows from Pinkerton’s Inc., and also from the CPP margin improvements.  Calculate this only on the assumption of a 25-75 equity-debt split.

4. How will we make our decision on financing choice / capital structure?  Consider the issue of meeting debt service requirements.

5. What is the value of the equity Wathen must give up if he chooses the 25 percent equity alternative?

6. What are the costs and benefits of the all-debt choice?  The debt-equity choice?  Which would you recommend and why?

7. How should Wathen respond to Morgan Stanley?  

For consistency, assume a growth rate after 1994 of 5 percent in free cash flow.  Note that depreciation is not given, but that net plant and equipment (net of depreciation) is used.  Free cash flow then becomes EBIAT minus change in working capital minus change in net plant and equipment.
JOHN M. CASE COMPANY

1.
What are the most important operating and financial characteristics of the Case Company?

2.
Is the company worth Mr. Cases’ $20 million asking price?

3.
Can the $20 million purchase be financed so that management can retain at least 51 percent ownership?  What sources should management tap?  In what amount?  Is the return being sought by the venture capital firm reasonable?

4.
How compelling a buyout opportunity is this proposition for the four managers?

5.
Would you, as a commercial banking lender, provide the loan needed to finance the seasonal buildup in accounts receivable and inventory?  

6.
Would you, as the venture capital firm, provide the balance of the funds needed?  If so, on what terms?

ATTACHMENT ONE:  MORE WEB SITES

I try to keep current on WEB sites, but I can't guarantee that all of these sites still exist.

www.companiesonline.com  D&B and Lycos catalog of 60K public & private cos. 7-27-97

www.companies.whowhere.com/org.html

www.forbes.com

www.asaenet.org/gateway/onlineassoclist.html    Associations directory

www.thomasregister.com/index.html  155K manufacturing companies

newsgroups:   www.dejanews.com

Dun & Bradstreet:   www.dnb.com

info sources:  ftp.clark.net/pub/busintel/premium-private.html 7-27-97

www.altosnet.com  entirely Web-based teaching facility

www.uschamber.org/programs/sbi   Small Business Institute program

www.morningstar.net  Source of mutual fund information

www.troweprice.com
www.asiaonlinefinance.com
www.feer.com  Far Eastern Economic Review

www.ft.com   Financial Times

www.businessfinance.com   sources of funding.  Capital sources

www.peerscape.com  comparative financial analyses

www.ms.com/gef.html   Morgan Stanley Global Economic Forum

www.tradershaven.com   Megasite with links to sites from 76 countries

www.washingtonpost.com  Stock quotes

www.DLJdirect.com  

www.stockscreener.com – Hoover’s stockscreener

netscreen.marketguide.com – Links to company reports

http://networth.galt.com//www/home/insider/publicco.html

www.marketplayer.com   past and projected profits

networth.quicken.com -  insider holdings, other variables

Some international sites:

CNNfn (www.cnnfn.com)
CNBC (www.cnbc.com) 

New York Times (www.nytimes.com). 

Financial Times (www.ft.com), 

Barron’s (www.barrons.com),  

Wall Street Journal (interactive.wsj.com) 

Economist (www.economist.com). 

But the Journal and Barron’s are pay sites, and the Economist allows only 10 free logons before you have to pay.

The Trade Information Center is available for counseling on Asia, Western Europe, Western Hemisphere, Africa, and the Near East. Through the latest in electronic information distribution systems, individual consultations, and cooperation with private trade groups, the Trade Information Center's trade specialists will provide information and assistance in the following areas: economic and commercial assessments; trade regulations; best prospects for U.S. manufacturers and service providers; trade promotion events; and organizations and other contacts for additional information and assistance.  Contact: Trade Information Center staff, (800) 872-8723, fax (202) 482-4473, fax retrieval system, 1-800-USA-TRAD(E) (800-872-8723); Internet home page: http://www.ita.doc.gov">http://www.ita.doc.gov
Business Information Service for the Newly Independent States (BISNIS) - ITA/U.S. Department of Commerce:

BISNIS is the U.S. Government clearinghouse for business information on the Newly Independent States (NIS) of the former Soviet Union.  BISNIS taps the extensive information resources of the U.S. Government, private sector, and other sources, to keep U.S. companies up-to-date on NIS commercial developments.  BISNIS provides trade leads, market data, information on commercial law and regulation, finance, transportation, promotional events, and other practical information.  BISNIS trade specialists are also available by phone and appointment to assist U.S. companies.  BISNIS publishes the monthly BISNIS Bulletin, which informs readers about finance, transportation, legal issues, and major product markets.  Search for Partners, which appears both in print and electronic form, publicizes NIS companies interested in long-term cooperation with U.S. companies, and Trades and Tenders, a biweekly electronic publication, lists sales and procurement opportunities.

BISNIS makes thousands of documents available via BISNIS Online, an Internet home page, while e-mail subscription service from BISNIS trade specialists provides the most time-sensitive trade leads in specific industries and countries.  The BISNIS Fax Retrieval System, an automated fax information delivery system, provides hundreds of documents available to U.S.-based businesses 24-hours a day.

Contact:  BISNIS staff, (202) 482-4655, fax (202) 482-2293; e-mail: bisnis@usita.gov    fax retrieval: 1-800-USA-TRAD(E) (1-800-872-8723);  "http://www.mac.doc.gov/bisnis/bisnis.html" 

The International Herald Tribune’s site (www.iht.com) a joint project of the Washington Post and the New York Times, contains updates on global indices, with market data provided by Data Broadcasting Corp. The site offers free stock quotes of companies and funds listed on exchanges worldwide.

ATTACHMENT  TWO:  SBE WRITING RUBRIC
	
	Poor 

(1)
	Developing 

(2)
	Marginal 

(3)
	Good 

(4)
	Excellent 

(5)

	Responsive to assignment/ coherently express complex situation
	The paper did not address the assignment.
	The paper suggests that the author may have misunderstood aspects of the assignment.
	The paper is generally responsive to the assignment but did not adequately treat some important aspects of the topic.
	The paper reflects an adequate understanding of the assignment and evidences a good job of coherently expressing a complex situation.
	The paper demonstrates a clear understanding of the assignment and evidences a good, thorough job of a nuanced and coherent expression of a complex situation.

	Purpose/

Thesis 
	The writing lacks a central idea or purpose.  The writing is characterized by ideas that are extremely limited or simply unclear.  The paper lacks focus. 
	Main ideas and purpose are somewhat unclear.  The writing is characterized by a purpose and main idea(s) that may require extensive inferences by the reader.    

   
	The reader can understand the main ideas and purpose, although they may be overly broad, simplistic, overly- or simply seem to echo observations heard elsewhere.
	The writing is clear, focused and interesting.  It is characterized by a clarity of purpose and by main ideas that stand out.
	The writing is exceptionally clear, focused and interesting.   It is characterized by a very clear understanding of purpose and by main ideas that stand out.

	Completeness/

Well developed
	The writing is characterized by attempts at development that are minimal or non-existent; the paper may be too short to demonstrate the development of an idea. 


	The writing is characterized by an inadequate attempt at  development of the main idea; the paper relies on insufficient details, irrelevant details that clutter the text, extensive repetition of detail, or details lacking credible sources 
	Attempts to develop the main idea are not entirely successful. The paper is characterized by the use of supporting details that are generally relevant, but may be overly general or limited in places.  Occasionally the supporting details may be out of balance with the main idea(s) or not adequately supported by credible resources
	Main ideas are developed by supporting details suitable to audience and purpose. The writing is characterized by clarity and focus, the use of supporting, relevant, and carefully selected details, the use of resources that provide credible support, and a thorough, balanced exploration of the topic.  The writing makes appropriate connections and insights.
	Main ideas are developed well with rich details suitable to audience and purpose. The paper is characterized by clarity and focus, the use of supporting, relevant, and carefully selected details; the use of resources that provide strong, accurate, support, a thorough, balanced in-depth exploration of the topic and interesting and non-obvious connections and insights.

	Organization/ Structure
	The writing lacks coherence; organization seems haphazard and disjointed. Even after rereading, the reader remains confused. The writing is characterized by a lack of effective sequencing, a failure to provide an identifiable beginning, body, and/or ending, a lack of transitions, a lack of organization, which ultimately obscures or distorts the main point.
	The writing lacks a clear organizational structure. An occasional organizational device is discernible; however, the writing is either difficult to follow and the reader has to reread substantial portions, or the piece is simply too short to demonstrate organizational skills. The writing may be characterized by sequencing where the order of the relationship among ideas is frequently unclear, a missing or extremely undeveloped beginning, body, and/or ending, inadequate transitions, or details that seem to be randomly placed.
	An attempt has been made to organize the writing; however, the overall structure is inconsistent or skeletal. The writing may be characterized by

sequencing where the order or relationship among ideas is occasionally unclear, 

a beginning and an ending, which, although present, are either undeveloped or too obvious, transitional devices that are overused or occasionally inadequate, and a structure that is skeletal or too rigid. 


	The organization enhances the central idea(s) and its development. The order and structure are strong and move the reader through the text. The writing is generally characterized by effective sequencing, an organizational structure that fits the topic, an inviting beginning that draws the reader in and a satisfying sense of resolution or closure, 

in most cases, a smooth, effective transition among all elements (sentences, paragraphs, ideas) and details that fit where placed.
	The organization enhances the central idea(s) and its development. The order and structure are compelling and move the reader through the text easily. The writing is characterized by

effective, perhaps creative, sequencing, 

a strong, inviting beginning that draws the reader in and a strong, satisfying sense of resolution or closure, a consistently smooth, effective transitions among all elements (sentences, paragraphs, ideas) and details that fit well where placed.

	Economy
	The writing is excessively wordy, rambles and evidences no efforts to tighten the text through editing.  The reader cannot glean the principal ideas and recommendations from a quick read.
	
	The writing evidences some attention to brevity although could be edited further to substantially enhance communication efficiency.  The paper is not excessively wordy or repetitive but still requires a careful read to discern key concepts.
	
	The writing is tightly drafted and to the point.  Word choice and organizational structure have been carefully selected to maximize efficient communication.  Key ideas and suggestions can be easily discerned by a quick read.

	Mechanics
	Numerous errors in usage, spelling, capitalization, and punctuation repeatedly distract the reader and make the text difficult to read. The severity and frequency of errors are so overwhelming that the reader finds it difficult to focus on the message and must reread for meaning. The writing may be characterized by very limited skill in using conventions, repeated, severe and frequent errors in basic punctuation and spelling, paragraph breaks that are highly irregular or so frequent that they bear no relation to the organization of the text, and capitalization that appears to be random.  In general, the paper evidences

a need for extensive editing.
	The writing demonstrates limited control of standard writing conventions. Errors impede readability. The writing may be characterized by less than full control over basic conventions, end-of-sentence punctuation that is usually correct but internal punctuation that contains frequent errors, spelling errors that distract the reader, paragraphs that sometimes run together or begin at ineffective places, capitalization errors, and other errors in grammar and usage that do not block meaning but that do distract the reader.  In general, the paper evidences a significant need for editing.
	The writing demonstrates control of standard writing conventions. Minor errors, while perhaps noticeable, are not enough to distort meaning or confuse the reader.  The writing is characterized by control over conventions used, (although a wide range is not demonstrated), correct end-of-sentence punctuation (although occasionally internal punctuation may be incorrect), spelling that is usually correct, basically sound paragraph breaks that reinforce the organizational structure, correct capitalization, but with occasional lapses in correct grammar and usage.  The paper evidences a moderate need for editing.


	The writing demonstrates strong control of standard writing conventions (e.g., punctuation, spelling, capitalization, paragraph breaks, grammar and usage) and uses them effectively to enhance communication. Errors are so few and so minor that they do not impede readability. The writing is characterized by strong control of conventions, effective use of punctuation, correct spelling, even of more difficult words, paragraph breaks that reinforce the organizational structure, and correct capitalization. The paper evidences

correct grammar and usage that contribute to clarity and style with 

little need for editing.
	The writing demonstrates exceptionally strong control of standard writing conventions (e.g., punctuation, spelling, capitalization, paragraph breaks, grammar and usage) and uses them effectively to enhance communication. The paper is virtually error-free. The writing is characterized by strong/effective use of punctuation, correct spelling (even of more difficult words) paragraph breaks that reinforce the organizational structure, and correct capitalization. The paper evidences skill in using a wide range of conventions in a sufficiently long and complex piece.  There is virtually no need for further editing.


