Class 9 Objectives

GSBA 548 - Corporation Finance MBA.PM Spring 2007 Semester - J. K. Dietrich

Class Objectives and Problem Assignments

April 9, 2007 (LA) and March 29, 2007 (OCC)
Goals and Objectives

(1) Describe corporate data in Compustat files and relate to corporate financial reporting and disclosures and to output from Wharton database

(2) Define and interpret corporate performance measured by return on equity and relate to corporate taxation, gross return on assets (earning power) and leverage factors

(3) Relate earning power to gross margin and asset turnover and identify ratios from Wharton reports useful in analyzing these determinants of corporate performance

(4) Use common size income statements, profitability and activity ratios to make assumptions for cash flow projections required for Sheet 2 in PVFIRM05 and be able to complete Part 2 of the Group Project

Suggested End-of-Chapter Problems for this Week

I am not requiring you to do any questions in Chapter 3 but suggest you read the questions in those chapters to assure yourselves that you understand the basic vocabulary and concepts involved in the questions from your previous accounting classes and our class discussion.  

Important Vocabulary List from Class

ENTITY APPROACH TO FIRM VALUATION

FREE CASH FLOWS

PRO FORMAS

DUPONT ANALYSIS

RETURN ON EQUITY, RETURN ON ASSETS (GROSS AND NET)

PULLTHROUGH, AVERAGE CORPORATE TAX RATE

MARGIN, TURNOVER

INVENTORY TURNOVER, DAYS ACCOUNTS RECEIVABLE

NET PLANT TURNOVER

AVERAGE AGE OF NET PLANT

LEVERAGE

CONTINUING VALUE

Suggested Readings from Wall Street Journal (and other business periodicals)

March 19, 2007

“Blackstone Plan Could Reshape Private Equity” (A1) – Blackstone’s plan to go public is discussed in context of changes in the private-equity market we have discussed this semester

“Qantas Offer Gives Investors Pause” (A8) – Private-equity investment in airline raises questions about valuation of take-over offer, demonstrating changes in valuations we study

“Community Health Nears Triad Deal” (A8) – An operating firm competes with private-equity firms in acquisitions, illustrating differences in intrinsic values to different buyers, as discussed in class

“Daimler Unions Vow to Fight Bid” (A9) – Great example of problems for investors when workers represented on boards, an alternative corporate-governance model in European countries

“More Outside Directors Taking Lead in Crises” (B1) – Good story on distressed firm’s board politics and the role of outside directors in these situations, illustrating advantages of representation outside of management in crisis

“EGL Nears Buiyout Led By Its Chief” (B6) – Good example of a management buyout to avoid public ownership problems discussed as part of the story

“Borrowing Without Limits” (C12) – Story illustrates the importance of debt covenants in determining the costs of outside financing and their role in borrowers bargaining with lenders
March 20, 2007

“Driller Hercules Offshore to Buy Todco” (C3) and “Petrobas Leads Group in Purchase of Ipiranga” (C7)– Goods examples of corporate acquisitions with shares and cash as part of an industry restructuring (in oil services)
March 21, 2007

“Paper Chase:  How a Money Manager Battled New York Times” (A1) – Great story follows step-by-step attack by an institutional investor against corporate governance structure and famous family-dominated newspaper firm, illustrating many aspects of problems of corporate goal being met for minority shareholders

“Icahn Gets His Way at Blockbuster As Chief Antioco Calls It Quites” (A3) – Another major investor ousts management due to questions about performance and compensation, another demonstration of the importance of corporate governance
“Why Be Public?” by Holman W. Jenkins, Jr. and “CEOs and Their Millions” an editorial (A18) – Editorial page discussion of issues related to executive pay and costs and benefits of private versus public ownership of corporations, hot topics we have discussed in class

March 22, 2007

“Shelf Life: As Its Brands Lag at Home, Unilever Makes a Risky Bet” (A1) – Good story illustrating role of establishing asset values for sale and projecting future revenues as part of a required strategic shift, tasks confronting you this semester

“Motorola, Facing Handset Woes, Predicts Loss; Shakes Up Suite” (A4) – Poor share performance forces strategy and management changes

“Borders Business Plan Gets a Rewrite” (B1) – Another strategic shift requiring careful analysis of new investments, like we study in Chapter 7 discussion

“Kraft Sets Path for Overseas Expansion” (B4) – CEO establishes plan for multiple acquisitions and extends search for investments down the organization structure, showing how corporate-wide acquisition standards must be established to discipline investment growth 

“Hedge Funds Vote (Often)” (C1) – Interesting strategy by private-equity funds to influence shareholder votes illustrates a potential problem or issue in corporate governance on behalf of long-term investors
“Credit-Ratings Firms Get Caught Up in Subprime Meltdown” (C2) – Good insight into challenges facing debt rating firms, whose ratings you have relied on for Part 1 of project
March 23, 2007

“Blackstone Aims To Keep Control As Public Entity” (A1) and “At Blackstone, James Builds A Following” (C1) – Background pieces on how hedge fund contemplating initial public offering is structured and details of how the IPO will affect current owners and investors, important in following the widely-discussed developments in private equity in U.S.

“Motorola’s Call For Help” (A6) – Great story illustrating how not building shareholder value causes problems for management as board power increases to change tactics

“Cadbury-Hershey Alliance May Be Tasty for Investors, but Challenges Persist” (C12) – Analysis of corporate efforts to restructure business strategy, and discussions highlights use of P-E ratios we discussed with Chapter 5 discussions

March 24-25, 2007

“Tribune Seems to Favor Zell Offer” (A3) – Restructuring in newspaper business led to auction of company, illustrating asset sales and central role of valuation in business strategy

“Carrefour Holders Get Backing for Board Seats” (A3) – Good story on corporate governance challenge evolving over this semester

“Convertibles Flood the Market” (B5) – Story discusses current trend to issue convertible debt, illustrating concepts covered in Chapter 20 and relevant to some groups’ debt valuations

“Valuing Blackstone Group” (B14) – Good illustration of use of P-E multiples in valuation, applied here to IPO value of major private-equity firm
