532 Week 10 Objectives


FBE 532 - Class Objectives and Problem Assignments

J. K. Dietrich

Week 10 – March 30, 2006

Goals and Objectives
(1) Calculate the value of and interpret the sustainable growth rate for a firm 


(2) Trace the implications on financial policy of growth rates higher and lower than the sustainable growth rate for a firm


(3) Discuss the importance of financial flexibility and critically assess the trade-offs from use of various financial options in implementing a firm’s strategy

Suggested Review Reading for next Class (April 4, 2006)

RWJ, Chapter 18

Case Questions for Next Class on April 4, 2006 (Clarkson Lumber*)

* Note change in date in response to student preferences

This is an individual case write-up.  These questions are provided for guidance only.

(1) Why does Mr. Clarkson have to borrow so much to support this profitable business?

(2) Do you agree with his estimate of the company’s loan requirements?  How much will he need to borrow to finance his expected expansion in sales volume to $5.5 million in 1996?  

(3) Should he plan on taking all trade discounts in his calculations?

(4) As Mr. Clarkson’s financial advisor, would you urge him to go ahead with, or to reconsider, his anticipated expansion and his plans for additional debt financing?  As the banker, would you approve Mr. Clarkson’s loan request, and if so, what conditions would you put on the loan?

Notes:  You should use the figures given in the case to come up with a specific amount for the loan to answer part (4) above.

Questions for Following Case (April 6, 2006*) Avon Products)


* Note change in date in response to student preferences

(1) Evaluate Avon’s investment and financing decisions in the late 1980’s.  Why was Avon restructuring its business in 1988?  Did the changes make sense?

(2) Evaluate Avon’s financial condition in mid-1988.  Why was Avon reducing its dividend?

(3) What was the purpose of the exchange offer?

(4) What payoffs does an Avon PERCS provide as a function of the future stock price?  What specifically is motivating this design? I marketability an issue?

(5) As in institutional investor holding Avon stock, how would you evaluate the tradeoff between accepting the new preferred and keeping the common stock?  Should you just sell the common stock and ignore the offer altogether?

Notes:  the Avon case is an example of creative security design involving embedded options. Further, the case provides new insights into dividend policy and its role in a corporation’s overall business strategy.  The case description of PERCA is not completely clear and requires more explanation:  The exchange offer invites investors to tender up to 25% of common stock.  PERCs pay $2 dividends per year, paid in quarterly installments of $ .50, for 13 quarters beginning September 1, 1988, and ending September 1, 1991.  The common stock pays $1 dividends per year, also in 13 quarterly payments.  The redemption value of PERCs is the price of Avon’s common stock on September 1, 1991, if this price is below $31.50 and $31.50 otherwise.

Important Vocabulary List from Class 

SUSTAINABLE GROWTH

OPTIMAL GROWTH

ACTUAL GROWTH

DEBT POLICY, DIVIDEND POLICY

FINANCIAL FLEXIBILITY

Suggested Wall Street Journal (WSJ) or other Articles

March 20, 2006

“Driving Force: Newest Director Shakes Up GM With Calls for Radical Change” (A1) – Great story provides insights into board politics and corporate governance, as discussed in later classes

“Michaels May Put Itself Up for Sale” (A2) -- Valuation plays central role in firm’s decision to sell to private-equity firms and management rather than remain public

“Silicon Valley Start-Ups See Cash Everywhere” (C1) – Interesting changes in tactics of venture capitalists are changing normal patterns of new technology-firm financing

March 21, 2006

“Kerzner Agrees to Buyout Offer Topping $3 Billion” (A9) – Restructuring relying on private equity firms will raise founders’ stake

March 22, 2006

“As Market Shifts, Newspapers Try to Lure New, Young Readers” (A1) – Great article resulting from recent sale of Knight-Ridder discusses strategic shifts in venerable industry

“Jones May Put on ‘For Sale’ Tag Amid Difficult Apparel Climate” (A2) – Corporate valuations central in strategic decisions to downsize or exit an industry segment

“Morgan Stanley Plans Reduction In Research Jobs” (C1) – Changing market for equity analysis, as we discuss this semester, as sources of information and trading patterns change

March 23, 2006

“GM Makes Sweeping Buyout Offer” (A1) – Major story on effort of automaker to shed legacy costs and restructure, good discussion of effects of these costs on debt ratings (as we discuss later this semester) and ability to restructure

“GM-Delphi Deal Fails to Stir Bonds” (C6) – Discussion of effect on debt market of above story

March 24, 2006

“Lucent, Alcatel Are Far Along In Merger Talks” and “Amid Wave of Hostile Bids in EU, Bayer Emerges as Schering Savior” (both A1) and “Bayer Seeks to Buy Schering AG for $19.73 Billion” (A3)  – Stories illustrate mergers like those we have studied in restructuring of industries like telephone equipment and pharmaceuticals

“Delphi Creditors Set to Fight GM’s Potential Claim” (A3) – Great illustration of jostling among shareholders and creditors in bankruptcy cases

