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                               Course Syllabus  (Spring Semester)

Course:  Company Valuation --- 3 Credits per semester

Instructor:  Patrick A. Terrion    Office:  Finance Dept.   Office Hours:  Tue, Thurs 4pm to 5pm

                                                                                                                        by appointment
Phone Numbers: Work:   (860) 731-0801    Cell:    (860) 558-4383
E-Mail: Patrick.Terrion@business.uconn.edu
Course Description:  Study and interpretation of business models, and the value drivers that create shareholder wealth.  Evaluation of the investment thought process that is useful in the analysis of the physical, intellectual, social, and emotional factors related to valuing a business and/or an investment.
Optional Text:                    

Koller, Goedhart, and Wessels (2010) Valuation:  Measuring and Managing the Value of Companies,   (Fifth Edition); John Wiley & Sons               

Required Cases:  

Stonewall Kitchen     805006-HCB-ENG
Cola Wars Continue: Coke and Pepsi in 2010     711462-HCB-ENG
Nantucket Nectars   9-898-171-HCB-ENG
McDonald's Corporation (Abridged)     603041-HCB-ENG
Acquisition of Consolidated Rail Corp. (A)     298006-PDF-ENG
Acquisition of Consolidated Rail Corp. (B)     298095-PDF-ENG
Microsoft in 2005     705505-HCB-ENG
Matching Dell      799158-HCB-ENG
Krispy Kreme Doughnuts     103018-PDF-ENG
Boston Beer Co., Inc.    196138-PDF-ENG 
Kohler Company (A)    205034-HCB-ENG
Finance Simulation: Blackstone/Celanese   3712-HTM-ENG
Course Objectives:

(1) To recognize the factors that influences the success and achievement of a business.  (The term “business” refers to the dynamic nature of Finance, Marketing, Operations, Human Resources and Technology; and how these interact to create a business model to maximize shareholder wealth.)

(2) To become aware of various business models and the approach to diagnosing the drivers that creates business value.

(3) To examine and critique various valuation tools that measures the value of a business and an investment.

(4) To develop proficiency in the analysis, administration, and interpretation of a business and an investment.

(5) To demonstrate the strong correlation between business and investing skills that are needed to succeed in the business and investment world---using case studies, team discussions, and group presentations.

Topical Outline: Business and Investing Strategy – Business Valuation
Course Introduction:  Second Semester            (week 1)

Business Valuation---Quantitative                     (week 2)

Evaluating key approaches to business valuation---Discounted Cashflow Valuation, Relative 
               Valuation, Contingent Claim Valuation, Liquidation Value)

              BUSINESS VALUATION LECTURE
Discussion on Valuing a Business---Qualtitative  (week 2)


Evaluating key qualtitative attributes that create value in a business---(Achieving competitive 

               advantage, Toll gate strategy, Segregation vs. Integration, Organic vs. Mechanistic) 

BUSINESS STRATEGY & MIND MAPPING LECTURE

Stonewall Kitchen Case                                              (week 3)

Jonathan King and Jim Stott, the founders of Stonewall Kitchen, started out in 1992 with a simple business selling jams and jellies at local farmers' markets. By 2004, they had grown the company into a $25 million organization with 250 employees. They expanded their range of services to include high-end specialty food manufacturing and wholesaling, as well as retailing through free-standing stores and catalogs. King, who serves as president and CEO, set an aggressive growth goal: to quadruple the business to $100 million within the next five years.        

Case questions:  
· If you were a private equity firm interested in Stonewall Kitchen, what is your value of the company?

· How did you arrive at this valuation?
· What would you look for from Jonathan King in order to meet his proposed value of Stonewall Kitchen? 

· How would you construct the deal with Jonathan King as a private capital investor? 

Cola Wars Continue: Coke and Pepsi in 2006          (weeks 4 & 5)
Complete Valuations of Coca-Cola and PepsiCo

This case examines the industry structure and competitive strategy of Coca-Cola and Pepsi over 100 years of rivalry. Coca-Cola and Pepsi-Cola had vied for the "throat share" of the world's beverage market. The most intense battles of the cola wars were fought over the $66 billion CSD industry in the United States, where the average American consumes 52 gallons of CSD per year. In a "carefully waged competitive struggle," from 1975 to 1995, both Coke and Pepsi had achieved average annual growth of around 10%, as both U.S. and worldwide CSD consumption consistently rose. Coke and Pepsi look to continue this growth into the next century.


Case questions:  
· When analyzing the beverage industry and its competitors, specifically Coca-Cola and PepsiCo during the past 100 years – why has Coke not achieved complete dominance of this industry when they had several opportunities over the past century? 

· What are the key factors for Coca-Cola’s and PepsiCo’s success that led to their industry dominance? 
· What is the value of Coca-Cola?  PepsiCo?

Nantucket Nectars                                             (week 5)
The founders of Nantucket Nectars are trying to decide whether to sell their company. This case describes how the founders started the company and grew the Nantucket Nectars brand name. We examine guerilla marketing in a difficult industry, and the development of a brand. We also discuss the analysis when thinking about selling a brand.

Case questions:  
· What are the key relationships that have helped Tom and Tom build Nantucket Nectars to date?
· What relationships do they need to develop in order to continue to thrive in this business?

· What are the pros and cons of remaining independent? Going public? Selling the company?
· What do you think management should do? 

· As an advisor to Tom and Tom, what do you propose as the minimum bid they should accept for Nantucket Nectars? 

McDonald's Corp. (Abridged)                            (week 6)
Complete Valuation of McDonald’s
McDonald's has over many years built a strategy based on consistency and quality through a limited product range. Competitive forces have drawn the company into a much wider variety of foods and services to maintain growth. Now, new competitors threaten to beat McDonald's at its own, original game. We evaluate the approaches and dangers arising from business dominance and the identification of capabilities that create a long-term competitive advantage. 
Case question:   
· During the 1950's and 1960's there were many fast food hamburger restaurants competing in America - McDonald's, Burger King, Carrolls, Wendy's, Jack-in-the-Box, White Castle, Hardees, Sandy's, etc. However, McDonald's emerged as the absolute dominant force in the fast food business.  What areas can you cite throughout this case that led to McDonald's gaining such a tremendous competitive advantage in their industry, and permanently neutralizing their competitors?   
· What is the value of McDonald’s?                                    
Acquisition of Consolidated Rail Corp. (A)       (week 7)
On October 15, 1996, Virginia-based CSX and Pennsylvania-based Consolidated Rail (Conrail), the first and third largest railroads in the eastern United States, announced their intent to merge in a friendly deal worth $8.3 billion. This deal was part of an industry-wide trend toward consolidation and promised to change the competitive dynamics of the Eastern rail market. Shareholders must decide whether to tender shares into the front-end of a two-tiered acquisition offer. To make this decision, they must value Conrail as an acquisition target and understand the structure of CSX's offer.
Case questions:  
· What do you think as a shareholder you should do – accept or reject the CSX offer?

· What is your value of Conrail?

· What qualitative and quantitative evidence can you use to support your valuation of Conrail?   
Acquisition of Consolidated Rail Corp. (B)       (week 7)
Eight days after CSX announced it was going to buy Consolidated Rail (Conrail) for $88.65 per share, Norfolk Southern made a hostile bid for Conrail. Over the next several months, the potential acquirers upped their bids while exchanging criticism in the popular press, prompting analysts to call this one of the nastiest takeover battles of the 1990s.      

Case question:  
· What do you think Norfolk Southern see’s that supports their value for Conrail? 
Supplement reading/discussion: Berkshire Hathaway purchase of Burlington Northern Santa Fe 
Microsoft in 2005                            (week 8)


Complete Valuation of Microsoft
This case focuses on Bill Gates strategy for sustaining competitive advantage in the global software industry.  We also explore Microsoft's history and its current position, as the company attempts to diversify its product and service revenue streams. We learn the strategic aspects of company positioning and achieving long-term sustainability.
Case questions:  
· Microsoft Windows’s was copied from Apple, who took the Graphic User Interface code from the Xerox. What led to Microsoft’s dominance in the software industry? What is Bill Gates business genius?
· What past businesses have achieved similar results using this strategy?

· Why is Microsoft’s dominance being threatened today?

· What do you think Microsoft can do to regain its dominance in the software industry?
· What is the value of Microsoft?
Matching Dell                                    (week 9)



Complete Valuation of Dell
We evaluate Dell’s true strategy that initially led to their dominance of the personal computer industry. After years of success with its vaunted so-called "Direct Model" for computer manufacturing, marketing, and distribution, Dell Computer Corp. faces efforts by competitors to match its strategy. This case describes the evolution of the personal computer industry, Dell's strategy, and efforts by Compaq, IBM, Hewlett-Packard, and Gateway 2000 to capture the benefits of Dell's approach. 
Case questions:  
· There were many companies competing in the personal computer industry – What led to Dell’s initial dominance in the PC industry?  
· What other businesses have achieved similar results using this strategy?

· Why has Dell been neutralized in today’s PC industry?

· What do you think Dell can do to regain its footing in the PC industry?
· What is the value of Dell?
Krispy Kreme Doughnuts               (week 10)                               
Krispy Kreme was a rapidly growing firm with a business model that has excited Wall Street. As a money manager working for Silver Oak Capital, you need to evaluate Krispy Kreme’s market opportunity and management team.  You will also need to value the company by examining the company's business model to understand how to estimate near-term performance through examination of a financial analyst report on the company.

Case questions:  

· What factors led to Krispy Kreme’s rapid growth and initial success?
· What is Krispy Kreme’s business model, and how has it changed from the earlier years?

· If you were an analyst covering Krispy Kreme, how would you rate the company? Why?

· What do you think is the value of Krispy Kreme?   How would you support this value?
Boston Beer Co., Inc.                       (week 10/11)
The capital markets may have overcapitalized the craft brewing industry during a flurry of new IPOs. In the context of a "hot" IPO market each individual company's valuation may seem reasonable. However, after careful analysis of each company's financial statement and upon consideration of analysts' forecasts of the industry's growth prospects, it is unclear whether the craft brewing industry is overcapitalized. 
Case questions:  

· What are your thoughts about the valuations of the public craft brewing companies?
· How does Boston Beer’s market position compare to other craft brewing companies?

· If you were hired as an investment banker by Boston Beer, what would you advise? Why?

· What do you think is the value of Boston Beer as they consider their IPO?  
· Looking back, how did the craft brewing IPO’s work out for investors?
Kohler Co. (A)                                   (week 11)
Kohler Co., best known for its plumbing fixtures, is a large, private family firm. As part of a recapitalization aimed at preserving family ownership of Kohler Co., nonfamily shareholders, who held 4% of common stock, were required to sell their shares to the company. A group of dissenting shareholders filed a lawsuit claiming that the buyout price undervalued their shares by a factor of five. In April 2000, Herbert V. Kohler, Jr., chairman and CEO, has to decide whether to settle with the dissenters and, if so, at what share price. 
Case questions:  
· Why is there such a disparity between the Kohler family valuation of the company vs. the dissenting shareholders?

· What do you think is the value of Kohler Company?

· If you were Mr. Kohler, what would you do?   

Finance Simulation: Blackstone/Celanese          (week 12)
Blackstone/Celanese is based on the landmark acquisition of Celanese AG by the Blackstone Group in 2003. You will play the role of either Celanese or Blackstone and conduct due diligence, establish deal terms, respond to bids and counter-bids, and consider interests of other stakeholders.
Fill-in weeks with speakers and preparation for Final Exam     (week 13)
Chapter coverage-- Valuation:  Measuring and Managing the Value of Companies

Topic:   Value metrics:                                                                          chapters 2-5
              Frameworks for valuation & free cash flow:                        chapters 6 & 7

              Analyzing and Forecasting performance:                             chapter 8 & 9
              Estimating continuing value:                                                  chapter 10
              Estimating the cost of capital:                                                 chapter 11
              Calculating and interpreting results:                                     chapter 12 & 13
GRADING:

Class Participation/Case Preparation:       60%

Course Final Exam:                                      50%

Class Participation & Case Summaries 

Class Participation & Case Summaries will involve your ability to isolate and interpret key case factors, and reach conclusions regarding the case to be reviewed in class.  Prior to the class discussion on each case, you will be asked to hand in your “two-page” summary/conclusions, along with the assigned case.  Each written summary will count toward 2.5% of the final grade, along with class participation in each case of 2.5%, for a total 60% possibility of the class grade generated between written summaries and participation. 

Final Exam 

The final exam will involves your ability to use the principles of “valuing a business” to reach a conclusion regarding the purchase of a security.  You are asked to choose one company (the company chosen cannot be duplicated by any individuals throughout the class, and cannot be a company that we have covered in class), and value the company as a business using a model that requires the discounting of future free cash flows.  

Also, you will need to support your valuation (just one page), and answer these questions.  Why do you think that the company will produce the projected free cash flow over the next 10+ years? What are their competitive advantages, and what factors provide them the opportunity to grow in the future like they have in the past? Lastly, what would be the factors that could make your projection "not come true" and what is the likelihood of these factors occurring?  Each person should provide me the name of the company that they would like to evaluate by April 1st.

The second part of the exam will require you to answer the following questions in one paragraph (no more or no less):

What have you learned in this course that compliments your education at the University of Connecticut, and how could this course be made better for future students?  

I wish you all the luck in the world, and my hope is what you are learning in this class is as relevant to you as it is to me.  Thank you so much for your participation in our course.

Pat
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