      FINC 5310-01 Financial Management
                        Fall 2008
           TR 5:30-6:45PM, 122 GB
Instructor: Thomas H. Thompson, Ph.D., CFP







Office: Room GB 269










Office Hours: TTH 4:30-5:30 PM and by appointment



Phone: (409)-880-7981
Mailbox Department of Economics and Finance Room 240GB
Email: thompsonth@my.lamar.edu Text web page: http://www.mhhe.com/rwj
Course Prerequisite: Graduate standing and FINC 5200 (Foundations of Finance) or equivalent.
Coming into this course students are expected to:

(1) Use and understand algebra,

(2) Solve word problems,

(3) Understand the interaction between supply and demand in determining market prices, 

(4) Have basic knowledge of accounting relationships, financial statements, and spreadsheets, and
(5) Understand time value of money.
Required Textbook and Materials:
Text: Corporate Finance, 8th Edition, Ross, Westerfield, and Jaffe, 2008. ISBN 10-0073105902
Financial Calculator: (TI BAII+, HP 10-B, or equivalent) Must be able to calculate IRR of irregular cash flows.
Optional: Wall Street Journal, Barron’s, Business Week, and Fortune
Course Description: A study of the financial policy of business firms along with the theory supporting that policy. Topics include capital budgeting, capital structure, cost of capital, dividend policy, and management of working capital, as well as the unique international dimensions of the financial policy of multinational firms.
Course Objectives/Outcomes: After completing this course you should have:
(1) Developed a thorough understanding and application of the valuation of business assets. 
(2) Gained an understanding of investment portfolio theory and its application to the strategic management of a business firm’s assets.
(3) Developed a thorough understanding of capital budgeting and its importance to the value of a business firm.
(4) Gained an understanding of option theory and some of its applications to financial management.

(5) Gained an understanding of capital structure and its application to financing a firm’s assets.
(6) Recognized some of the special problems faced in multinational financial management.
(7) Gained an understanding of the factors involved in establishing dividend policy.

(8) Refined critical thinking skills through written financial analyses of corporate entities.

Grade Distribution: A: 90-100% B: 80-89% C: 70-79% D: 60-69% F: Below 60%
Classroom Policy: No food, drink, or tobacco (in any form) is allowed in the classroom. This conforms to University policy. Cell phones should turned off at all times during class.
	Relevant University Calendar Dates:

	Aug 25
	Classes Begin

	Sep  29
	Last Day to Drop with Guaranteed W

	Nov   3
	Last Day to Drop

	Dec   9
	Last Day of Classes


In the Classroom: Lectures are designed to clarify and supplement text material. Unless otherwise instructed, you will be held responsible for all reading assignments (even if they are not covered in lecture) plus all supplementary material presented in the lecture.
Grading: Grades will be based upon your performance on a company valuation, two computer exercises, an article review, one case, two unit exams and a comprehensive final exam as follows:
	Two computer exercises @ 2.5 points each
	    5 points

	Article Review
	    5 points

	Company Valuation
	  10 points

	One case @ 10 points
	  10 points

	Two exams @ 20 points each

	  40 points

	Final Exam
	  30points

	Total

	100 points


Spreadsheet Exercises: All spreadsheet exercises are to be completed in two parts. Part 1 is the spreadsheet emailed to the professor as an email attachment.  One must be able to read all algorithms in the spreadsheet cells. Once approved, the spreadsheet is submitted on the due date with all appropriate attachments as part two. Students shall use Excel spreadsheets to complete the following exercises:
1. Dividend Discount Model (DDM)/ Discounted Present Value (DPV):

a.  DDM: Obtain the Value Line Beta, the 10 year treasury yield, the NYSE Index one year return, the dividend growth rate and the cash flow and dividend concurrent with the Value Line report for your company. Estimate the value of your company based on the DDM approach.

b. DPV: Obtain the Value Line Beta, the 10 year treasury yield, the NYSE Index one year return, the cash flow growth rate and the cash flow per share estimates from Value Line concurrent with the Value Line report for your company. Estimate the value of your company based on the DPV approach.

2. Multiple Regression:
a. Obtain 61 months of data for the industry factors from the “How to Analyze a Company in the …Industry” from the S&P Industry Survey and your company’s stock prices. Use SAS to regress your percentage change in stock returns against the percentage change in industry factors over a minimum of 60 monthly periods. 

b. Given the coefficients from your regression and current estimates for the factors (as cited in the financial press), estimate the price of your company.

Company Valuation: Each individual will perform a security valuation for a company that pays a dividend and is covered by The Value Line Investment Survey. No company may be reported on by more than one individual. 

1. Provide a brief (one-half page) introduction.

2. Assess the market outlook as it impacts your company’s industry. Review macroeconomic factors to include inflation (CPI and/or PPI), interest rates (Fed funds or T-bill rates), and consumer spending. From the S&P Industry Survey, contrast the S&P key industry ratios for your industry and your company. Address each S&P industry ratio. What is the outlook for your industry in the near term? In the long term (five-years)? Attach a copy of the “How to Analyze….” from the industry section for your company. Compare trends for each factor.

3. Show that your company has an attractive stock-market valuation.

a. Consider P/E, P/B. P/Sales

b. Assess the company against Porter’s competition factors.


c. What are the valuations based on the dividend discount model (DDM) and the discounted present value (DPV) approaches?

4. Assess the earnings growth rate, Beta, yield, and other pertinent factors. Include a copy of the Value Line report and another online report. Compare and contrast the investment analyses from Value Line, Yahoo Finance, and S&P. Include a one-year chart from Yahoo.

a. What is the company’s eps growth rate compared to other companies in the industry, and the S&P 500?

b. What is the company’s financial leverage? Is it growing? Compare with the industry.

c. What percentage of the company does the management own?

d. What is the company’s pension liability versus pension assets?
e. Assess the company’s cash flows (operating, investing, and financing). Attach statement of cash flows
5. The report should be approximately five pages double-spaced (12 point font, black ink) plus attachments, bibliography and cover sheet. The analysis will be graded based on content, spelling and grammar  and on the following criteria:

a. Completeness (30%). How do financial and accounting ratios compare with the industry and index averages? Is this a good company? Can management deliver results? What is the stock worth? What stock return can you reasonably expect for the next three to five years? For whom is this stock appropriate? Should you buy, sell or hold the stock today?

b. Clarity (30%). Was an appropriate valuation method used? Why is this stock under-priced (overpriced)? What supporting charts and data are used?

c. Originality (20%). Did the report offer new insight? What do others miss in their analysis of this stock? Why is the market consensus wrong?

d. Professionalism (20%). Does the report meet high professional standards? Are information sources cited? Could you take this paper to a challenging job interview and get the job? Use tabs such as

i. TAB A Value Line and Yahoo Chart

ii. TAB B Calculations (typed) (Include DDM/DPV, cash flow statement,, and regression analysis
iii. TAB C “How to Analyze…..”

iv. TAB D Online report ( e.g.,- Yahoo Finance )

e. Include a bibliography and cover page. No three-ring binders.

6. The report is due October 14, 2008. 

Group Case Analysis and Presentations: due per course outline.
There will be one group assigned for each case. The group will assume the role of an outside financial consulting firm. All consultant group members will present. The rest of the class will assume the role of directors who are aware of the key issues of the case. All are encouraged and expected to ask pertinent questions. The demeanor should be professional and the presentation polished.

Once assigned to present a case, the consulting group should prepare a thirty-minute presentation. This presentation as well as the written analysis should identify the key issues, analyze financials of the firm, formulate alternatives, and make recommendations. The group analysis should be analytical. Use the information in the case to illustrate your statements, to defend your arguments, or to make salient points. I will grade on form (neatness, spelling, grammar, syntax, and organization) and substance. I have example case analyses available for check out. 
Provide a handout to the class on the day of your presentation. Make sure that the sections and subsections flow logically and smoothly from one to the next. The management team should perform the same written analysis independently and challenge the consulting group during presentations. 

On the Tuesday following the presentation, the group will submit a formal report on their case analysis. By the same date, each group member must complete an evaluation form. The written analysis will be approximately five double-spaced typewritten pages, excluding exhibits, prepared individually and outside of class. All work should be referenced with bibliography, footnotes, and appendices. Your formal report should include the following:

(1) Case Summary in the following format:

(a) Statement of the problem (short paragraph) 

(b) Facts and assumptions (approximately ½ page)

(c) Analysis (approximately one page)

(d) Recommendations (approximately ½ page)

(2) Answers to the questions (approximately three pages)

(3) Bibliography

(4) Spreadsheets 

NOTE: students must complete all out of class assignments to receive a passing grade. Late projects will be accepted at a penalty of one course point per class period late.
Exams: Exams will consist of problems, short answer, or any combination. Cheating, or other misconduct may result in an automatic F for the course. Students must be present the day the exam is handed back (usually the next class period after the exam) to obtain any extra points offered.
Make-up Policy: Make-up exams will not be administered under any circumstances. In the event of absence from an exam due to dire circumstances, greater weight will be assigned to the final exam, upon documentation of the reason for absence by a medical doctor or LU official. Students may be take an exam early. No make-up provision is available for assignments relating to class participation.

Students with Disabilities: Please make an appointment with the Office of Services for Students with Disabilities (SFSWD) if you need a disability-related accommodation. SFSWD is located in Wimberly 101A, (409) 880-8026 (voice/TTY), or write to PO Box 10010, Beaumont, Texas 77710. 

Attendance Policy: Students are expected to attend each class and students are expected to come to each class with their assignments completed.  Any student who must miss a class is responsible for securing any and all assignments for coursework missed.       

Financial Management Reading List
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27. Jones, C.P., R.J. Rendleman, and H.A. Latane (1985), “Earnings Announcements Pre- and Post- Responses,” Journal of Portfolio Management, 11:3, 28-32.
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29. Leland, H. E. and D. H. Pyle (1977), “Informational Asymmetries, Financial Structure, and Financial Intermediation,” Journal of Finance, 32, 371-387.

30. Loughran, T. and J. R. Ritter (1995), “The New Issues Puzzle,” Journal of Finance, 50, 23-51.

31. Markowitz, H. (1952), “Portfolio Selection,” The Journal of Finance, 7:1, 77-91.
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Course Outline: The course outline is subject to change. It is the student’s responsibility to attend class and keep up with any changes.
	Week of:
	Topic

	Chap
	Problems

	 Aug    25      
	Introduction to Corporate Finance

Financial Statements and Cash Flow

Financial Statement Analysis & Long-Term Planning
	1

2

3
	16,19,25

1,6,11,14,21

	Sep      1
	Discounted Cash Flow Valuation

How to Value Stocks and Bonds
	4

5, 20
	9,11,40,52,65

5-3,6,17

	            8
	Net Present Value  & Other Investment Rules

Making Capital Investment Decisions

DDM/DPV due September 8, 2008.
	6

7


	2,10,13,15

5,9,10,25



	            15
	EXAM I – TUESDAY, September 16, 2008
	1-7,20
	

	            22
	Risk and Return R 3,12,13,22,23,27,28
Return and Risk R 2,5,6,15,16,1,29,40
Arbitrage Pricing Theory R 31,37,38,39
Risk, Cost of Capital, & Capital Budgeting R24,25,30.35
	9

10

11

12
	13,22

11,13,28

4,MC

2,5,11

	           29
	Multiple Regression due  September 30, 2008
Capital Structure & Dividend Policy R1,4,26
Long-term Financing R8,36
Capital Structure R 4,19,34
	13,18
14

15,16
	Example


	Oct       6
	 Valuation and Capital Budgeting R20,21
(No Class Thursday, October 9) Company Valuation Prep
	17
	4, 17

	            13        
	Company Valuation due October 14, 2008

Options and Corporate Finance R 7,10,11,18,41
	22
	4,6,10

	            20
	Risk Analysis, Real Options, & Capital Budgeting

Extensions & Applications R9
	8 

23
	1,7, 14, 17

7

	            27
	International Corporate Finance 
	31
	3,6,9,11,16

	Nov       3     
	EXAM II - TUESDAY, November 4, 2008
	8-18,22,23,31

	            10
	Case Presentations
	
	

	            17
	Case Presentations (No Class Nov 20) Case Prep
	
	

	            24
	Case Presentations (Thanksgiving Holiday November 27)
	
	

	Dec       9
	Review
	
	

	THURSDAY, DECEMBER 11, 2008, 5:30-8:00 PM, COMPREHENSIVE FINAL EXAM 


1
1

