432 Week 12 Objectives


FBE 432 - Class Objectives and Problem Assignments

J. K. Dietrich

Week 12 – November 11 and 13, 2002 

Goals and Objectives

(1) Relate dividend strategy (payment of dividends, income retention rate, stock repurchases, etc.) to other key financial decisions of the firm (financing and investments)

(2) Using the simple Gordon growth model, describe and illustrate the role of dividends in stock valuation

(3) Describe and analyze critically the Modigliani-Miller dividend irrelevance theorem

(4) Describe the details of how the decision to pay dividends is made, different kinds of dividends and other methods of paying cash to equity investors, the announcement of dividend payments, and the actual payment of dividends, and the tax treatment of dividend income to individual and institutional investors

(5) Describe the debate concerning the role of dividends in corporate valuation and the basic conclusion on the evidence concerning the influence of dividends on corporate valuation

(6) Review interest-rate risk measurement and management and illustrate discussion with details on calculations and implementation of risk-management positions in futures, options, and swaps

Suggested Review Reading for next Week (November 18 and 20, 2002) 

RWJ, Chapter 22 and an additional reading to be announced. 

Case Questions for Next Week’s Class (April 5, 2001, Huaneng Power International)
(Repeated from last week’s objectives for convenience.)

(1) What are Huaneng Power’s strengths and weaknesses?

(2) Is this the right time for Huaneng Power International (HPI) to raise capital overseas?  What are the benefits to HPI of listing on a U.S. exchange?  Are there other financing alternatives the HPI should have considered?

(3) Was the chosen issue price for HPI reasonable? What is a reasonable value for 25% of HPI?


(4) Will foreign investors be interested in buying stock in this company?  Should HPI proceed with this issue?

(5) Given the economic, political, and social environment in the PRC, would you recommend that U.S. institutional investors buy stock in HPI?

Note: HPI will issue 1,250,000,000 new B shares to bring the total number of shares outstanding to 5 billion.  Each ADR represents 40 B class shares.  To get cash flows, you need to estimate the firm’s capital expenditures.  This can be done using the data in Exhibit 10, noting that capital expenditures in year t equals net assets in year t+1 minus net assets in year t + depreciation in year t.  Regarding the data in Exhibit 14, keep in mind that the projected EPS of $1.45 is for an ADR, not an ordinary share.

Important Vocabulary List from Class 

CASH DIVIDENDS, LIQUIDATING DIVIDENDS, STOCK DIVIDENDS

DIVIDEND POLICY

SHARE REPURCHASES, GREENMAIL

DIVIDEND DECLARATION, RECORD, EX DIVIDEND, AND PAYMENT DATES

GORDON DIVIDEND GROWTH MODEL

MODIGLIANI-MILLER DIVIDEND IRRELEVANCE THEOREM

DIVIDEND TAXATION, CLIENTELE EFFECTS

[Note: Review interest-rate risk vocabulary from Weeks 7 and 8 Objectives]

Suggested Wall Street Journal (WSJ) or other Articles

November 4, 2002

“Group of Enron Creditors Say Court Costs Grow Unwieldy” (B3) – Good concrete example of costs of distress in terms of court costs

November 5, 2002

“China Telecom Cuts by 55% Size Of Delayed IPO” (C1) – Chinese financing can be compared to Huaneng International discussed in two weeks

November 6, 2002

“Glutted Market, Lack of Funding Halt Building of Power Plants” (B5C) – Discussion of supply and demand of electricity that was central to PPL case discussed two weeks ago

“Credit Derivative Wins Acceptance As Hedge Play” (B5D) – Discussion of derivates used to manage default risk that we discuss this week in special lecture

“Why 2 Tyco Directors May Keep Their Jobs” (C1) – Corporate governance issues we will discuss later this semester and currently a very hot topic

“Short-Term Debt For Energy Industry is Long-Term Problem” (C1) – Further discussion of financing problems with depressed energy industry that includes PPL from our case discussion

“Traders Make Adjustments Before Elections and Fed Meeting” (C11) – Use of options to hedge risks from portfolios of interest-rate sensitive instruments by dealers

November 8, 2002

“GE Makes Changes in Board Policy” (A5) – Response to demands for better corporate governance, a topic we discuss in context of a case at the end of the semester

