532 Weeks 11 & 12 Objectives


FBE 532 - Class Objectives and Reading Assignments

J. K. Dietrich

Weeks 11 and 12 – April 4 and 6, 2006

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

(3) 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, and simple-dividend growth valuation models (e.g. Gordon growth model)

(4) 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

(5) Describe range and types of global equity markets and characterize generally the size and other characteristics of different classes of equity markets


(6) Describe ways non-U.S. firms can raise equity capital from U.S. stock markets and the advantages and disadvantages of different methods of raising equity funds in different forms


(7) Discuss the advantages and disadvantages to an foreign firm of raising capital in the U.S. equity markets


(8) Discuss the attractions and risks to investors from investing in foreign equity

Suggested Review Reading for Week 12 class (April 6, 2006) 

RWJ, Chapter 31

Suggested Review Reading for Week 13 (April 13, 2006) 

RWJ, Chapters 1, 14, and 20

Case Questions for Next Week’s Class (April 13, 2006, Genset Initial Public Offering)

(1) What are the difference between the business and research environment for start-up firms like Genset in biotechnology between the United States and France?

(2) In terms of the views of foreign investors (like U.S. investors in this case), how will executives like Brandys be viewed and what will he bring to the Genset startup?  What about the same issues for Vasseur?

(3) Should Genset go for the full amount now?  What financing strategies are available and what are the pros and cons of each of them?  What concerns of domestic and foreign investors should executives be concerned about in preparing their disclosures?

(4) What is the potential value of the Genset offering under difference financing options?  
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

EQUITY MARKETS, EMERGING MARKETS

INTEGRATION OF CAPITAL MARKETS

CURRENCY RISK, POLITICAL RISK

LIQUIDITY, TRANSACTIONS AND TRADING COSTS

LISTING, LISTING REQUIREMENTS

AMERICAN DEPOSITORY RECEIPTS (ADRs)

STATE-OWNED ENTERPRISES (SOEs)

Suggested Wall Street Journal (WSJ) or other Articles

March 27, 2006
“Bankruptcy-Law Overhaul Has Wriggle Room” (C1) – Discussion on what happens when firms can’t make their obligations and the potential costs of financial distress, we discussed earlier in the semester

March 28, 2006
“Do Mutual Funds Back CEO Pay?” (C1) – Role of institutional investors in setting pay of executives and illustrating aspects of corporate governance discussion later on in this semester

“Does Merger of Equals Designation Ring True?” (C3) – Story illustrates the question of whether a merger represents an acquisition and applies notions of value discussed earlier this semester

March 29, 2006
“Pfizer’s Consumer Line Awaits Offers” (A3) – Sale of company’s assets (a spin-off) requires valuation

“Southwest Pays for Its Stability” (C3) – Relation of stable earnings growth and financial soundness to stock-price volatility is related to discussion of financial risk and debt capacity discussed earlier this semester

March 30, 2006
“GM Closer to Selling 51% Stake in GMAC” (C3) – An asset sale to save holding company illustrates importance of valuations in firm restructuring

“Japan Steel Firms Plan Defenses Against Takeovers” (A10) – Defensive strategies against hostile takeovers illustrated by foreign firm tactics

“Extra! Are Tribune’s Parts Extra?” (C1) – Restructuring of newspaper industry requires hard look at values of diversified firms’ many assets

‘A Company’s Road to Restructuring May Teem With Hedge-Fund Potholes” (C1) – Role of private-equity firms in financing restructuring is an innovative way to avoid bankruptcy

March 31, 2006
“Collision Course: Showdown on Auto-Labor Costs Looms As Delphi Goes to Court” (A1) – A great feature story details the source of auto-industry difficulties, the complex of relationships and interdependencies between firms in the industry, and the role of bankruptcy courts in cases of financial distress, all relevant topics to our discussions this semester

“Azstar Receives Rival $1.5 Billion Bid” (A9) and “Alcatel Board Weighs Terms of Lucent Deal” (A9) – Central role of valuation of firms’ assets illustrated in two stories involving corporate restructuring

April 1-2, 2006
“Delphi’s Deep Cuts Heighten Detroit’s Crisis” (A1) and other related stories – Feature coverage of historic firm restructuring is good background in what happens to firms that don’t adjust to changing competitive environment

“Novartis Offer for Chiron Draws Negative View from Proxy Advisor” (B3) – Story illustrates role of professional advisors to institutional investors in voting on a merger and illustrate how large acquisitions have to be approved by shareholders

“A Debt Antidote for Flabby Pharma” (B14) – Discussion on use of cash anticipates our discussion of dividend policy and other cash-management issues

