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The George Washington UniversityPRIVATE 

School of Business
Course Number:
MBAD 234

              Semester:  Spring 2009

Course Title:
Financial Management
Course Description:  This course is the second finance module of two required for MBA students; it may not be used to satisfy a second-level requirement.  Theory, policy and practice in financial management are emphasized. Financial analysis, sources of funds, investing, capital planning and budgeting, dividend policy and working capital management are also covered.

Course Objectives: 
To understand key financial concepts, including investment, financing and dividend decisions; and recognize important financial constraints, including liquidity, profitability and solvency, that affects the value of a firm.

Finance is a business function that manages a firm's cash flow from a risk/return perspective.  Financial decisions draw upon a number of disciplines, to include: economics, statistics and accounting.  Financial management affects the marketing, production and strategic direction established by a firm.  The decisions are influenced by the financial markets; especially the level of interest rates, the structure of interest rates and the pricing of foreign exchange.  Periodically, financial decisions are effected by dishonest participants; the class assesses the implications of finance from an ethical perspective.  


Prerequisites:  Economics, Financial Accounting, Financial Markets and Statistics or equivalents.

Professor:

Dr. William C. Handorf



Office: Funger Hall 501F (2201 G Street, NW) 




202-994-1414 (office phone)




202-994-5014 (office fax)




wchandorf@aol.com




whandorf@gwu.edu 




Office Hours: 
Class:
The lecture develops the concepts and theory of finance.  Lectures include limited problem-solving and question/answer periods.  The class meets the full two and one-half hour period with one short break; there is no reason to leave class during lecture.   If the University is closed due to snow or other problems, class assignments will be backed up by one week.  Finance is an analytical function of business and requires significant practice and problem-solving.  Most sessions will include worksheets and/or problem sets from the book to be completed and discussed in class.  The homework is not to be submitted.

Meeting:  Students are encouraged to meet with Professor Handorf during office hours.  If the scheduled hours are not convenient, other appointments can be made.  Alternately, students may leave a voice-mail (state name and phone number slowly and at beginning of the message), or leave a message by e-mail (whandorf@gwu.edu or wchandorf@aol.com).  Please note that Professor Handorf does not use a teaching assistant; all assignments are evaluated by the professor.

Text:
Financial Management, by Eugene F. Brigham, and Michael C. Ehrhardt, Thompson South-western (Twelfth Edition, 2008).  Students are REQUIRED to own and know how to use a hand-held present value calculator (e.g., HP 12-C) for class, apply Excel, and encouraged to read The Wall Street Journal on a daily basis.

Grading:
50% for two papers (@25%) submitted in a group or individually and

50% for two quizzes (@ 25%).

Student grades are not curved.   The following distribution identifies the average required for letter grades (no rounding of numerical scores): 93.5 (A), 90.0 (A-), 87.5 (B+), 80.0 (B), 78.0 (B-), 75.0 (C+), 70.0 (C), 65.0 (C-), and < 65 (F).  

Professor Handorf is committed to high standards of academic honesty and expects to promote academic integrity.   


Class Session


Topic




Chapter
One



Business Finance and Valuation
1, 3, 4

Two



Financial Analysis and Projections
14



Three



Cost of Capital



10
Four



(Quiz #1) Capital Budgeting

11, 12



Five



Capital Structure


16
Six



Dividend Management and Policy
18



Seven



Working Capital (Quiz #2)

22 

Paper One -- Select a for-profit and traded company you and/or your group are interested (e.g., employment, investment, etc.) and obtain recent financial statements, comparative industry data, and market data.  Briefly discuss the firm and its industry, and assess the financial condition and operations of the firm from a trend and peer perspective. Indicate if and why the financial statements appear reliable. Determine the cost of equity of the firm, assess value creation/destruction by management, and estimate the fair value of a share of stock.  Evaluate the dividend policy, if any, and the capital structure of the organization.  Assume the firm’s sales will increase by a sufficient margin (document the growth rate) to require external funds to support asset growth and recommend and justify one source of funds.  Offer recommendations to enhance share value. The paper should not exceed five pages (excluding relevant tables and charts).  Paper is due Month/day (late penalty of one point per business day).

Paper Two – Evaluate the prospective investment in ten condominiums available in a new residential or commercial real estate project in the Washington, DC region. The project may be undertaken individually or in groups.  Develop annual after-tax and after-leverage cash flows applicable to the investment, ownership, financing and sale of the project.  Assume a three-year holding period. Support all assumptions including purchase price, amount and structure of debt financing, required return on equity, rental rates, operating expenses and taxation.  Apply sensitivity analysis to highlight key factors that affect the investment’s internal rate of return and/or net present value. Provide a recommendation for the investment. Justify the recommendation.  The paper should not exceed five pages (excluding relevant tables, maps, floor plans and charts).  Paper is due Month/day (late penalty of one point per business day).
Professor William C. Handorf
Professor Handorf earned his A.B. in Economics and an M.B.A. in Finance at the University of Michigan.  He earned his Ph.D. in Financial Administration from Michigan State University.

Professor Handorf has written over 400 articles, papers, abstracts, monographs and books related to finance, economics, real estate, and general business.  His academic abstracts and articles have appeared in the Journal of Finance, Financial Management, Real Estate Review, Journal of Real Estate Research, Journal of Investing, Applied Economics, Commercial Lending Review, Journal of Bank Accounting and Finance, Journal of Applied Finance, and Journal of Financial Education, among other publications. His professional articles have appeared in the Appraiser, Examiner, Federal Credit Union Journal, Banking Journal, Community Banker and Business Credit among other publications.  He has also published historical articles in Michigan History, Academia and Purple Heart. 
Professor Handorf brings a wide public/private perspective to the University. He currently serves as a director with the Federal Home Loan Bank of Atlanta, which is a US $180 billion wholesale bank.  He periodically serves as an expert witness in domestic and international legal cases related to finance, real estate and banking.  He has served as a director with the Reserve Bank of Richmond and chair of the board at the Baltimore Branch, and a director with the Federal Home Loan Bank System’s Office of Finance. In addition to being a professor for over 35 years, Dr. Handorf has worked as a commercial banker, bank regulator, and consultant to accounting firms and central banks (e.g., Brazil, Hong Kong, India, Poland, Russia, Taiwan, Ukraine, and USA).  Professor Handorf served as a lieutenant with the U.S. Army and was awarded the Purple Heart and Army Commendation Medal among other campaign ribbons from service in Vietnam. 
Learning Objectives

Week One

· To determine valuation factors affecting share value to include return on equity and cost of equity.
· To review the implications of interest rates on the cost of equity and the economy on return on equity.

· To assess the scope of work provided by an accountant regarding financial statement reliability.

· To review information provided by financial statements to include the balance sheet, the income statement and the statement of cash flow.

Week Two

· To highlight and apply key ratios that affects the liquidity, solvency, capital structure and profitability of a firm.

· To project financial requirements of a firm given sales growth by application of the additional funds needed model.

· To derive the projected balance sheet of a firm given sales growth.

· To evaluate a firm’s financial strengths and weaknesses from a trend and peer perspective.

Week Three

· To determine and apply the cost of debt of a firm and adjust by marginal income tax rates.

· To determine and apply the cost of equity of a firm by the capital asset pricing model, the bond premium model and the dividend growth model.

· To derive the weighted average cost of capital of a firm.

· To determine the fair value of a firm given derivation of the cost of equity.

Week Four

· To apply depreciation schedules to a fixed asset.

· To derive after-tax initial, operating and residual cash flows of a prospective investment.

· To apply capital budgeting techniques to include payback, discounted payback, net present value, internal rate of return and modified internal rate of return. 

· To know when to apply the cost of equity, the before-tax or after-tax cost of capital for capital budgeting decisions.

Week Five

· To note how the leverage multiplier and return on assets change as a firm’s debt ratio increases.  

· To determine how the cost of debt changes with a higher debt ratio.

· To determine how the cost of equity changes with a higher debt ratio.

· To assess how firm value is maximized when an optimal capital structure is achieved.

· To determine how best to fund growth.

Week Six

· To derive key dividend ratios including dividend yield and dividend payout.

· To assess how higher dividend payments affect sustainable growth.

· To note the importance of dividend policy of a firm to include not violating constraints and providing stable dividends or stable growth.

· To determine when a dividend policy is not sustainable or rational.

Week Seven

· To determine the working capital cash cycle of a firm.

· To derive the principles of effective cash management.

· To understand the financial implications of changes in inventory levels.
· To understand the financial implications changes in accounts receivable. 
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