Managerial Finance – 6335 (sections 515 and 518)
515 - 6pm-9pm Monday
518 – 6pm-9pm Wednesday
Spring-2005
University of Houston

Christine Resler

Email:
cresler@uh.edu
website: using WebCt site
U of H Office:713 743 4756
Cell:
713 208 4285

Home:
713 796 2271

Office Hours 4pm to 6pm Monday and Wednesday

Kelly Tovar – Teachers Assistant
Email: 

Office: 713 743-4756
Contacting Me 

I will have office hours from 4pm to 6pm on Monday and Wednesday; however, please try to make an appointment to assure that I am there.  I have a very open door policy.  You can call me any time and I will help you then or set-up a time.  Please use my home number in the evenings.  You can call me at home until 10:00 pm and that includes weekends.  You can leave me a message at home as well; however, I am far better about checking my office and cell phone voice mail.  Please feel free to use email to contact me.  I will always respond to email promptly M-F, however, on the weekends I often do not check messages so please call me at home or on my cell phone.

Course Objectives and Structure

The course is designed to give you a basic overview of investments and corporate finance with the emphasis on corporate finance.  It will teach you the theoretical skills you need to understand the basics of financial markets, portfolio management, valuation and corporate finance issues.  You will be required to understand the theory but also be able to apply it in a practical environment.  There will be three practical cases assigned the second half of the semester covering projections, WACC and valuation.  These case write-ups will count for 30% of your grade (10% each). Excel skills are a must for this class as are financial accounting and some very basic statistics. 
Topics to be discussed

· Financial Markets and Securities
· Present Value and Opportunity Cost of Capital

· Project Finance, Project Valuation and Evaluation

· Efficient Market Principal (Risk vs. Return)
· The Capital Asset Pricing Model (“CAPM”)

· The Weighted Average Cost of Capital
· Projections and performance analysis

· Valuation Methodologies
· Ratio and market multiple valuation (relative or comparable valuation)

· Discounted Cash Flow Analysis (WACC and APV, Various Terminal Value Approaches)

· Optimal Capital Structure (Modigliani and Miller)

Required Text

The Principles of Corporate Finance, 7th edition, Brealey and Myers – If you have an older edition of this books it is fine; do not purchase the current edition.  They are not that different.  
A Small Reading Packet – In the Copy Center at U of H.  It may not be ready the first week of class, but that is fine because you will not need it until later in the semester.
Cases will be available through the Harvard Business School Press Website (link and instructions are on the WebCt site)  
Website/WebCt
This class has a WebCt site.  All class notes and certain reading assignments and Excel files will be posted there.  You will have access if you are registered for this class.  Please contact my TA if you have problems accessing the WebCt site.
Grading

Final Exam (take home): 



30%

Three Case Write-Ups (10% each):    


30%

Mid-Term Exam (in class):



30%

Class Participation




10%
I teach two sections of this class.  If you can not make a session you can attend the other night’s session.  I teach on Monday’s and Wednesday’s.  Just remember if a class is short on seats, the visitors will need to “bring their own seats”.  

If you cannot make the mid-term you can come to the other class IF YOU NOTIFY ME IN ADVANCE!  There will be no make-up exam unless there is an extenuating circumstance.

Final Exam
The final exam will be handed out prior to the last class.  You will have one week to independently prepare it utilizing the materials you have received throughout the semester.  The final exam will be due at the regularly scheduled final exam period.  You MUST work alone, do not let me identify two finals that are the same.
Class Participation
You must come to class and post your name badge so I can get to know everyone.  I am not going to lecture for three hours each class.  I am going to encourage discussion that will help you learn from each other as many of you have been in the workforce and have interesting insights. Class participation is mandatory and it will help you to master essential finance skills.
Case Write-ups:

In the second half of the semester there will be 3 case write-ups.  They will often require financial analysis.  The questions are attached to this syllabus.  You must hand them in before class and retain an additional copy for yourself to help you with the discussion.  Case write-ups should be no longer than three pages of text and should also include any additional financial analysis you would like to attach.
You can do the case write-ups in groups of 1 to 4.  No more than 4.  I strongly encourage you to form a group to discuss all cases before class to help you prepare.  However, I am not requiring it because I know many of you work and commute.  I encourage group conference calls as a work around, but again if you want to do case assignments and preparations individually it is your decision.  Once you have formed a group, I prefer you remain in that group.  If there are extenuating circumstances please inform me.  The final exam will be independent – do not let your group “carry” you through the class or the final will be a very difficult experience (again, finals are to be done individually, not in your group).   
Schedule
Note: additional reading will be assigned throughout the semester that will be just as important as the readings listed below.  They will be handed out or included in the reading packet that will be ready the third week of class.  I will tell you when it is ready.
	Date
	Readings 
	Topics and Events

	Jan.  19 – 518
Jan. 24 – 515
	· Chapter 1

· Chapter 14
Quiz ?s 14 -2,3,5,6, Practice ?s 14 - 4,5,8,10

Note some of the notes and material covered will NOT be in the text or readings it will be in the notes
	· Introduction

· Financial Markets and Securities 

	Jan. 26 – 518

Jan. 31 – 515
	· Chapter 2-3

Quiz ?s 2 -1,4,6,10 Practice ?s 2,3,4,6,7,9,10

Quiz ?s 3 – 4,5,6,7,9,13,14,15,16 Practice ?s 3 – 4,11,16,20,21,22 (24-33 are all good questions)
	· Present Value and Opportunity Cost of Capital

· Valuing Securities

	Feb.  2 – 518

Feb. 7 - 515

(Distng. Lec. Series 1st hr.) 
	· Chapter 4 (skim 4.1-4.2 start with 4.3)

Quiz ?s 4 – 3,4, 6, 9 Practice ?s 1
· Chapter 24 and 25

Quiz ?s 24 – 1, 2,5,7,8 Practice ?s 24 – 1-3,11,14,15
Quiz ?s & Practice ?s 25 – All questions are good – use to be sure you understand material
	· Present Value and Opportunity Cost of Capital

· Valuing Securities

· Debt

	Feb. 9 – 518

Feb. 14 – 515 
	· Chapter 5, 6 (Chapter 10.1)

Chapter 5 (all questions are good reviews)

Chapter 6 (all questions are good reviews)

Read 6 on your own will not be discussed in class
	· Present Value and Opportunity Cost of Capital

· Valuing Projects

	Mon. (515) must attend Feb. 16
Feb. 16 (515&518)
	Guest Speaker
Ken Bryan

Dow Chemical Company 
	· Project Finance

	Feb. 21 – 515
Feb. 24 – 518
	· Chapters 7 (Very investment focused will touch on but not as in depth)
· Chapter  8.1-8.3

· Chapter 9.1-9.3 & 9.6
Quiz ?s 7 -1,4,6,7 Practice ?s 7 - 3,4,8,15

Quiz ?s 8 - 1ab,2,7  

Quiz ?s 9 – 1,4,5,6
	· Risk Versus Return

· Efficient Market Theory

· Portfolio Theory

	Feb. 28 – 515

Mar. 2 – 518
	· Chapter 19.1-19.3

· Chapter 15 

Quiz ?s 19 – 1,2 Practice ?s 19 – 1,4-5
· Chapter 15
Chapter  15 – All are good questions for review

	· WACC
· How Securities are Issued

	Mar. 7 – 515

Mar. 9 – 518
	· How to do a case study- on Harvard website
· Prepare for Marriott Case (after midterm)

· Review for Midterm


	· How to do a Case Study

· Review for Midterm



	Mar. 14 – 18
	SPRING BREAK
	SPRING BREAK

	Mar. 21 – 515
Mar. 23 – 518
	· Midterm
	· Midterm

	Mar. 28 – 515

Mar. 30 - 518

	· Marriot Case Due
· Discuss Marriott Case
	· WACC
· Projections

· Financial Planning 

· EVA and Other Return Measures

	Apr. 4 – 515

Apr. 6 - 518

	· Chapters 16, 17, 18 (Questions to be assigned later)
· The Dividend Cut Heard Around the World - in packet

· The Capital Structure Puzzle – in packet
	· Dividend Policy

· Optimal Capital Structure

	Apr. 11 – 515

Apr. 13 – 518
(Distng. Lec. Series 1st hour)
	· Chapter 29 29.1-29.3
· Chapter 12.4 -12.6 (Entire chapter is good to read even though we are only discussing the last three sections)
No problems assigned
	· Financial Projections

· Ratio and Multiple Analysis

· EVA

	Apr. 18 – 515

Apr. 20 – 518
	· Projections Case – Body Shop
	· Financial Projections Case Discussion

· Case Write-up Due

	Apr. 25 – 515

Apr. 27 – 518
	· Chapter 19.4 through the end of the chapter

Quiz ?s 19 3,5,12  Practice ?s 19 3,8,9,10,12-15
· A Note on Discounted Cash Flow Valuation Methods – in packet

· Using APV: A Better Tool for Valuation – on Harvard website
	· Discounted Cash Flow Analysis (WACC&APV)

	May 2 (515 and 518) Joint class
	Last Class –  Hand out Finals

· Cooper Case Due

· Discuss Cooper Industries Case

· Hand out Finals and answer questions
	· Valuation

· Cooper Case Discussion

· Case Write-up Due

	
	Finals will be due at the beginning of the regularly scheduled final exam period for each section
	


Problems  

Problems have been assigned from each chapter.  They will not be collected or graded, but they will help you with test preparation.  I will take questions at the beginning of each class relating to problems from the material previously covered.
Case Questions
Case #1 Marriot (WACC)
1. What is the WACC for Marriott Corp. (risk-free rate used and why; cost of debt; risk premium used to calculate the cost of equity)?

2. What is the cost of capital for the lodging and restaurant divisions of Marriott (discuss all the components and why as you did above)?


3. How did you measure the cost of debt for each division and should they be different? Also, how did you measure Beta for each division?


4. What is the cost of capital for Marriott’s contract services?  How can you estimate the cost of equity with without publicly traded comparable companies? 

Case #2 The Body Shop (Projections)
1. Prepare three years of projections for Body Shop (full income statement, balance sheet and statement of cash flows).

2. How much debt financing will The Body Shop need over the forecast period? What are the key drivers of this need and how much do debt assumptions vary as assumptions vary?


3. How sensitive are the assumptions to minor changes in say revenue growth and gross profit or operating income margins.  What issues does this raise for management?
Case #3 Cooper Industries, Inc. (Valuation)
1. What is the maximum price that Cooper can afford to pay for Nicholson and still keep an acquisition attractive from the standpoint of Cooper? (risk free rate is 5.6%) Consider the projected margin improvements and how important and how realistic they are. Do you think the projections are reasonable?  What is Nicholson really worth?  

2. What should Mr. Cizik recommend that the Cooper management’s next steps are?  What should they do?  Would you try to gain control of Nicholson File Company in May 1972?
