Mc
Graw
Hill

XEERT -FRHFHRAANIHERRFTHH (RXR)

 ERMEHIR
% 2 5189 1 {8 01 1& T & 2 (356 RR)

| Case Studies in Finance
Managing for Corporate Value Creation (Sixth Edition)

i i IR o R,
Robert F.Bruner
(= W eoannatls M Eardac ey
\ 32 \) Kenneth M.Eades 2=

Michael J.Schill



% Education

XEERY - REANHRLAITHRERENH (XTR)

& Al 3% Bl 0 3T
% 2 5189 41 {8 61 1& 71 2 ( S5 645

Case Studies in Finance
Managing for Corporate Value Creation (Sixth Edition)

(36) Robert F.Bruner Kenneth M.Eades Michael J.Schill %

AR AR

b5



Robert F. Bruner, Kenneth M. Eades, Michael J. Schill
Case Studies in Finance: Managing for Corporate Value Creation, 6™ Ed.
EISBN:. 978-0-07-338245-6

Copyright © 2010 by The McGraw- Hill Companies, Inc.

All Rights reserved. No part of this publication may be reproduced or transmitted in any form or by any means,
electronic or mechanical, including without limitation photocopymg, recording, taping, or any database,
information or retrieval system, without the prior written permission of the publisher.

This authorized English Abridgement is jointly published by McGraw-Hill Education (Asna) and Tsinghua
University Press. This edition is authorized for sale in the People’s Republic of China only, excluding Hong
Kong, Macao SAR and Taiwan.

Copyright © 2010 by McGraw-Hill Education ( Asia), a division of the Singapore Branch of The McGraw- Hill
Companies, Inc. and Tsinghua University Press.

MORURA o ARSI A SE 1 WA ], X4 R4 09 2 1) 38 4 48 DUE T AR g 2 R A5 48, 1E
EHARTEA 6 RE  RELETREE FERTREUERR,

FERI LRI AR h E BT - TR (L) BEH HIRA R ME R B SENIR. KR AZ R
BUOURAEF R ARLMBEZEAN(FEEFERNTHRE RITHNTHREANTES B X) 85,
WAL © 2010 AR5 - F /R (L) BMHF LR A RIS H R EREHFA,

RN EAREENARRICS B, 01-2010-7562
EHHAWE McGraw-Hill 2 SRS, THRSERBEYE,
R E , Bl R, BREHRBIE. 010-62782989 13701121933
EBEREKB(CIP) #iE

SSRGS A E AT E H = Case Studies in Finance: Managing for Corporate
Value Creation: 55 6 fR: 33/ (38) &% (Bruner, R.F. )&% _ Jv5l. EEAL% MR,
2011.1

ISBN 978-7-302-24660-2

1. D& 0. OfF- 0. OL® -6 - -FEx V. OF830
o B i A B B AR CIP B4 77 (2011) %8 001741 &

BEEHE: bEE

WM. [

HRE & 1T WK H R 3 e tEEEREEHRE A B
http: / www. tup. com. cn P 4§ : 100084
3t 8 #.. 010-62770175 BR . 010-62786544

HREEHMSE . 01062776969, c-service@tup, tsinghua. edu. cn
B R K % 010-62772015,zhiliang@ tup. tsinghua. edu. cn

R ERKED

s ZTH W R EARAR

2B HEBE

: 185230 EB 3. 38.5

: 2011 4E 1 A 1K Ep W 2011 4E 1 HEE ETRI

: 1~5000

: 58.00 .

=

s o=
OB SF M B bk

2 FHN NS

<+
Sn
s
40

: 040570-01



NI BUEFEREHLRES, REBAR KB T8, FINE
EENMCHATFTERERCNBEANNTER, BEAZERLSEINES
HARZA 8 McGraw- hill B HRERASIFZEDLMR T —RIBRNRIIRH
M. ETAEDIMBEERERK, BERPEIARTSHERARZEZA
., BNBEERZELCERNHEZHLRER, NWAGRERHTTLEN
WS, ROPMEENED, BEAEZ2EEIINRZIRL, FRZRKANIM
FEMNBRR, REFMRDRANEDPRENBM LR IE,

NEVZHENUBREAEWSTHMNE, APHETRBEN
CREYSE 12, 16 22, 23. 24, 25, 30. 36, 40, 49 7, NISEXER
B, ABXENREBOAEHA .

BFEEMMERNBUE .. EFTNXCERSSREAD, WBPM
B, B8 ARBERIIEPEZNUDFFER .

BIIHEXEZONDTOERNY RELTEENZNREESH AL,
NREBNNEZ, LTHEBZANAHZEEHIeH,

WOl KBS RMNEEERHDSNAAEZW; BIHEREEXEIWA
ITARMNESEHZEMIINEIMIFED.

BHER 2R




DENSPESASERABTROES, —B8FW. BALA, i)
MZERECRESNENM, X FERERBRINRIIEREE FRERR
FIss . BEINNEEM, SLmHRE, FERRDENLHEIR,.
BARAEENNMSIAY, RESDESERAH CERIR. fIE. ThEs
5, BERASEEERKRE FTESHEMONTH, AR, PBHNE
EEF2BINREBT, EEFTSHTRENNSEBBESIMR, TR0
BN, MEES5H—WINMRNEM ., —U, BFRERIIEZHEOE
% “N, BEHTRIMREMOR2RESER; =N, ARMNNHLS
S EIE M OVIE

7O 2004 EANBISESOTIENRIN, RYBARR, BHOBN
ARYBEDEE ‘BA7. BSTF2ENEHAR, BEMILEWER
it FABRRERE, BIEUSHEER, TEENENERSRS
ZFEESRESHBROAR, HFSHBFOESRE, ERNRHY
BB, X—IIBENTEBHNNERSHIERBENAA

AL, BEABPUHRMSERERT HRASLERATRSE, 2
HHRINE SRR AT T SESEEY, HANX—ES, XEH
MRNEREFEZRE, RESTNNEPZE, HEDHHENESE
1, FEXNRASERDPE LESEH YK, RSP+ (ERAmEES
MEBFRFRIEANREZINENTNNE, HNESRETSRNE
RES N, A—HaEE AR YNNI,

HAZEERT HTHELRAT, RERANZATNPEHEA
RERESE, BEAMAMREESET, 1995 F, MARBSSHEBA
T RAFRD . MBIER, HEFBEZRED, ITHRRMNERLLEH
I TIBRE, XMRRRENESHR2ERBRINBTNE, NN




vi

IR HRERE, MPHNORMBEI#E. X, IERAR. ERRAR. X
W, ZBEEREBECELMNIABANATLIIE, BHEREBBEX—REZHFE
=, WESIRSMVHEDMRM.

ERZEEBLEENMESHEER T I EERHFYNRHNRN, BEALHE 55
HAEYM LRBFZZRNESEE, 80N "EFRRFEAZHAR" I THEIAR: —
SEF FHFEANARRSELNTH—F, BRIOASHEBB—5H. “22ERHK
FPRANEREHF RAMERTHFE, RIIZEENNHAMEITEL,

BEE, BEZEEROIRD, TEAMIMBRAR: CMS, FEERR
Zio BUXTHZHPAR, HDITUEHMBERAERRERNETHRILKGRE —TRK
FHMA L, SHEHFBERH PPT. ETIRE (Lecture Notes) | LR
B, UROEE. BERAEREAFUE, FTUREEHNTEEIRENER
Win BBS, FHEAEMG, BRAAELRFE, BUZRYEIHNRE, TRIA.
ELREREW, £LBR, SaHENANRE. X—UI2BUHEIEAPL, T2
RTFDTFESHZAS. UENZERFZIEONSLCHEFTHLEENTA,
HOZRXEA. B8R, XTEXZIRE (BlackBoard, WebCT, eCollege) 5
FEFERNSSRECHANUZEERAT IRE. RENTEHZIPILIR
MEBYES, HEEBRAZHZLGM: Bl “XIE” MNYREHZASHERLA,
AN HINRERENERBFHHIIT LS,

2003 F 12 A, MZERBTEWSHA BlackBoard AR EZH, BENMLSENR
EEATEM, RRREETPEARKZBZRSIHAZVEXFTHT, 2004 TNF
TR, RESR 247 10, FTE 364 NIRRT E LR, 2000 22 LM
23, SIRTAABZR—ZEERY EH “HREEH". FINSZELIW T REH
BESOR), FE2ENETREMFIRLCHRM. BRI, RBAZRNEN, 2
ZHNBREEZHEARRI S LR ENHE, MY BlackBoard /£ HABRZE
MG o

ﬁéﬁ?@@%ﬁé%%ZE,R%ﬂ%%%?%%%ﬁ,@%ﬂﬁmﬂﬁ%
EIRE(IBR T HAVE. DEBANZRT-HRABLEATRRB X PPER,
EERREEHMNDR LMY SESMEERE. BISHENABM &, LhR—ALH
ey, BEMSHEM . BNk, fRE. BEHRINZIABTREN L, B)SRE
MIARBREMNLE; EIRROBEMMIERBFEZETAETEE, EMHEIE. 23
AT, ROEEERSMERSI ST, RUZINBLAT. BN, BIIRENEE
NHEFARBEE 27, KEINABLEBEBRFEMNG, BTSN
ABRAZIE; ANAONHEFELERATEERDE, RHEVYSHAERADY
RNE “F8". L% BlackBoard 3 WebCT FX G, HUDMEILMBRELIR



BIMENEFERRE, VESXANHEMENERRENLD, KUMEPNELEH.

B, FRADo, HZHNFROESZD. BNBEI IAERHFEERL
NEPEL, ENREWANERRENK, SRMNNB2ERERSERKEDNHE,
Ny, BROMBE X LB NEIMEE), E2EIMNABNHF IR, ISR
PROKEBHRRRNG]; QINRHERINLRARNALN], REMEMINE .
M HiABKERNER, FETHBEFRMETHENNKE; RILFRIXHEN FTHHEE
TENERR BN ERENESI X, BRBNETIABEIBETEELR.
SREEHFELZE MBA, EMBA #IZ2BIAE,

F8: “ZMiYI2, ARRE". EXZEFEHP, BIIEEXNESBIDH
HEZHRK, BRPENLIEERHEEHECER —RAED

Hw_H
PEARKS

vii



About the Authors

Robert F. Bruner is Dean of the Darden Graduate School of Business Administration,
Distinguished Professor of Business Administration and Charles C. Abbott Professor
of Business Administration at the University of Virginia. He has taught and written in var-
ious areas, including corporate finance, mergers and acquisitions, investing in emerging
markets, innovation, and technology transfer. In addition to Case Studies in Finance,
his books include Finance Interactive, multimedia tutorial software in Finance
(Irwin/McGraw-Hill 1997), The Portable MBA (Wiley 2003), Applied Mergers and
Acquisitions, (Wiley, 2004), Deals from Hell: M&A Lessons that Rise Above the Ashes
(Wiley, 2005), and The Panic of 1907 (Wiley, 2007). He has been recognized in the
United States and Europe for his teaching and casewriting. BusinessWeek magazine
cited him as one of the “masters of the MBA classroom.” He is the author or coauthor
of over 400 case studies and notes. His research has been published in journals such
as Financial Management, Journal of Accounting and Economics, Journal of Applied
Corporate Finance, Journal of Financial Economics, Journal of Financial and Quan-
titative Analysis, and Journal of Money, Credit, and Banking. Industrial corporations,
financial institutions, and government agencies have retained him for counsel and
training. He has been on the faculty of the Darden School since 1982, and has been
a visiting professor at various schools including Columbia, INSEAD, and IESE.
Formerly he was a loan officer and investment analyst for First Chicago Corpora-
tion. He holds a the B.A. degree from Yale University and MBA and DBA degrees
from Harvard University. Copies of his papers and essays may be obtained from
his Web site, http://faculty.darden.edu/brunerb/. He may be reached via e-mail at
brunerr@virginia.edu.

e ,neth M Eades xs Professor of Busmess Adtaitinh

‘ __at the Umv&mty of Vnrglma He has taught a vamety of corpa* ate
- ’mciudmg capital structure, dividend policy, risk management capltai.:' :
~firm valuation. His research interests are in the area of corporate finance where _‘
‘ ;_'_Epui’)il_shed amclas m the .Iournal of Fmance Joumal af ;Fmancml Ecan ics, |







_Preface

xiv

The inexplicable is all around us. So is the incomprehensible. So is the unintelligible. Interviewing
Babe Ruth* in 1928, I put it to him “People come and ask what's your system for hitting home
runs—that so?” “Yes,” said the Babe, “and all I can tell 'em is I pick a good one and sock it.
I get back to the dugout and they ask me what it was I hit and I tell 'em I don't know except
it looked good.”

—Carl Sandburgt
Managers are not confronted with problems that are independent of each other, but with dynamic
situations that consist of complex systems of changing problems that interact with each other. I call

such situations messes . . . managers do not solve problems: they manage messes.
—Russell Ackofft

Orientation of the Book

Practitioners tell us that much in finance is inexplicable, incomprehensible, and unin-
telligible. Like Babe Ruth, their explanations for their actions often amount to “I pick
a good one and sock it.” Fortunately for a rising generation of practitioners, tools and
concepts of modem finance provide a language and approach for excellent. perform-
ance. The aim of this book is to illustrate and exercise the application of these tools
and concepts in a messy world.

Focus on Value

The subtitle of this book is Managing for Corporate Value Creation. Economics
teaches us that value creation should be an enduring focus of concern because value
is the foundation of survival and prosperity of the enterprise. The focus on value also
helps managers understand the impact of the firm on the world around it. These cases
harness and exercise this economic view of the firm. It is the special province of
finance to highlight value as a legitimate concern for managers. The cases in this book
exercise valuation analysis over a wide range of assets, debt, equities, and options,
and a wide range of perspectives, such as investor, creditor, and manager.

Linkage to Capital Markets

An important premise of these cases is that managers should take cues from the cap-
ital markets. The cases in this volume help the student learn to look at the capital
markets in four ways. First, they illustrate important players in the capital markets

*George Herman “Babe” Ruth (1895-1948) was one of the most famous players in the history of American
baseball, leading the league in home runs for 10 straight seasons, setting a record of 60 home runs in one
season, and hitting 714 home ruas in his career. Ruth was also known as the “Sultan of Swat.”

1Carl Sandburg, “Notes for Preface,” in Harvest Poems (New York: Harcourt Brace Jovanovich, 1960), p. 11. -

FRussell Ackoff, “The Future of Operational Research is Past,” Journal of Operational Research Society, 30, 1
(Pergamon Press, Ltd., 1979): 93-104.
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such as individual exemplars like Warren Buffett and Bill Miller, and institutions like
investment banks, commercial banks, rating agencies, hedge funds, merger arbi-
trageurs, private equity firms, lessors of industrial equipment, and so on. Second, they
exercise the students’ abilities to interpret capital market conditions across the eco-
nomic cycle. Third, they explore the design of financial securities, and illuminate the
use of exotic instruments in support of corporate policy. Finally, they help students
understand the implications of transparency of the firm to investors, and the impact
of news about the firm in an efficient market.

Respect for the Administrative Point of View

The real world is messy. Information is incomplete, arrives late, or is reported with
error. The motivations of counterparties are ambiguous. Resources often fall short.
These cases illustrate the immense practicality of finance theory in sorting out the
issues facing managers, assessing alternatives, and illuminating the effects of any par-
ticular choice. A number of the cases in this book present practical ethical dilemmas
or moral hazards facing managers—indeed, this edition features a chapter, “Ethics in
Finance” right at the beginning, where ethics belongs. Most of the cases (and teach-
ing plans in the associated instructor’s manual) call for action plans rather than mere
analyses or descriptions of a problem.

Contemporaneity

All of the cases in this book are set in the year 2000 or after and 35% of these cases
and technical notes are new, or significantly updated. The mix of cases reflects the global
business environment: 37% of the cases in this book are set outside the United States,
or have strong cross-border elements. Finally, the blend of cases continues to reflect
the growing role of women in managerial ranks: 33% of the cases present women as
key protagonists and decision-makers. Generally, these cases reflect the increasingly
diverse world of business participants.

Plan of the Book

The cases may be taught in many different combinations. The sequence indicated by
the table of contents corresponds to course designs used at Darden. Each cluster of cases
in the Table of Contents suggests a concept module, with a particular orientation.

1. Setting Some Themes. These cases introduce basic concepts of value creation,
assessment of performance against a capital market benchmark, and capital
market efficiency, which reappear throughout a case course. The numerical analysis
required of the student is relatively light. The synthesis of case facts into an
important framework or perspective is the main challenge. The case, “Warren E.
Buffett, 2003,” sets the nearly universal theme of this volume: the need to think
like an investor. “Bill Miller and Value Trust” explores a basic question about per-
formance measurement: What is the right benchmark against which to evaluate
success? “Ben & Jerry’s Homemade, Inc.” invites a consideration of “value” and
the ways to measure it. The case entitled, “The Battle for Value, 2004: FedEx
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Corp. vs. United Parcel Service, Inc.” uses “economic profit” (or EVA®) to
explore the origins of value creation and destruction, and its competitive
implications for the future.

Financial Analysis and Forecasting. In this section, students are introduced to
the crucial skills of financial-statement analysis, break-even analysis, ratio analy-
sis, and financial-statement forecasting. A new note, “The Thoughtful Forecaster,”
provides a helpful introduction to financial statement analysis and student guid-
ance on generating thoughtful financial forecasting. “Horniman Horticulture™ uses
a financial model to build intuition for the relevancy of corporate cash flow and the
financial effects of firm growth. The case, “Krispy Kreme Doughnuts, Inc.,” confr-
onts issues regarding the quality of reported financial results. Other cases address
issues in the analysis of working-capital management, and credit analysis.

Estimating the Cost of Capital. This module begins with a discussion of “best
practices” among leading firms. The cases exercise skills in estimating the cost of
capital for firms and their business segments. The cases aim to exercise and solidify
students’ mastery of the capital asset pricing model, the dividend-growth model,
and the weighted average cost of capital formula. “Nike, Inc.: Cost of Capital”
presents an introductory exercise in the estimation of the weighted average cost of
capital. “Teletech Corporation, 2005 explores the implications of mean-variance
analysis 10 business segments ‘within a firm, and gives a useful foundation for
discussing value-additivity,

Capital Budgeting and Resource Allocation. The focus of these cases is the
evaluation of investment opportunities and entire capital budgets. The analytical
challenges range from simple time value of money problems to setting the entire
capital budget for a resource-constrained firm. Key issues in this module include
the estimation of free cash flows, the comparison of various investment criteria
(NPYV, IRR, payback, and equivalent annuities), the treatment of issues in mutu-
ally exclusive investments, and capital budgeting under rationing. This module
features several new cases. The first is “Worldwide Paper Company,” a straight-
forward problem in assessing cash flows, cost of capital, and net present value of
a capital-investment decision. The second new case is “Target Corporation,”
which presents the multidimensionality of a capital-investment decision for a large
corporation—i.e., the factors influencing the investment decision beyond NPV and
IRR. And finally, “Aurora Textile Company” asks the student to conduct a com-
plex replacement decision within the context of investing in a troubled industry.
This challenging case emphasizes the importance of conducting a thorough sensi-
tivity analysis when using a DCF analysis for resource allocation decisions.

Management of the Firm’s Equity: Dividends, Repurchases, Initial Offerings.

" This module seeks to develop practical principles about dividend policy and share

issues by drawing on concepts about dividend irrelevance, signaling, investor

clienteles, bonding. and agency costs. The new case, “EMI Group. PLC.’ examines
the April 2007 decision of British music company EMI to suspend its annual divi-

dend as the company struggled to respond to the effect of digital audio distribu-
tion on its core business. The case is intended to serve as an engaging introduction
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to corporate financial policy and themes in managing the right side of the balance
sheet. Another new case, ““TRX, Inc.: Initial Public Offering,” provides a compre-
hensive depiction of a firm’s decision to undertake an initial public offering (IPO)
and the process of going public.

Management of the Corporate Capital Structure. The problem of setting
capital structure targets is introduced in this module. Prominent issues are the use
and creation of debt tax shields, the role of industry economics and technology,
the influence of corporate competitive strategy, the trade-offs among debt policy,
dividend policy, and investment goals, and the avoidance of costs of distress.
The new case, “California Pizza Kitchen,” addresses the classic dilemma entailed
in optimizing the use of debt tax shields and providing financial flexibility—this
theme is extended in another case, “Deluxe Corporation,” which asks how much
flexibility a firm needs.

-Analysis of Financing Tactics: Leases, Options, and Foreign Currency. While

the preceding module is concerned with setting debt targets, this module
addresses a range of tactics a firm might use to pursue those targets, hedge risk,
and exploit market opportunities. Included are domestic and international debt
offerings, leases, currency hedges, warrants, and convertibles. With these cases,
students will exercise techniques in securities valuation, including the use of
option-pricing theory. This module includes two new cases. “Baker Adhesives”
explores the concept of exchange-rate risk and the management of that risk with a
forward-contract hedge and a money-market hedge.

Valuing the Enterprise: Acquisitions and Buyouts. This module begins with

an extensive introduction to firm valuation in the note “Methods of Valuation:

Mergers and Acquisitions.” The focus of the note includes valuation using DCF

and multiples. The module features a newly adapted merger negotiation exercise
(“Flinder Valves and Controls Inc.”) which provides an engaging venue for inves-
tigating the distribution of joint value in a merger negotiation. There are two new

cases in the module. The first new case, “Hershey Foods Corporation,” presents

the high-profile story of when the Hershey Trust Company put Hershey Foods up

for sale. The case raises a number of challenging valuation and governance issues.

The second new addition to the module is “The Timken Company,” which deals

with Timken’s acquisition of the Torrington company from Ingersoll-Rand. This

case requires the student to conduct a challenging valuation analysis of Torrington

as well as to develop a financing strategy for the deal.

This edition offers a number of cases that give insights about investing or financing
decisions in emerging markets. These include “Deutsche Brauerei,” “Kota Fibres
Ltd.,” “Star River Electronics Ltd.,” and “Baker Adhesives.”

Summary of Changes from the Fifth Edition

The sixth edition represents a substantial change from the fifth edition.
This edition offers 17 new or significantly updated cases in this edition, or 35%
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of the total. In the interest of presenting a fresh and contemporary collection, older
cases have been updated and/or replaced with new case situations such that all of the
cases are set in 2000 or later for this edition. Several of the favorite “classic” cases
from the first five editions are available online from McGraw-Hill/Irwin; instructors
who adopt this edition may copy them from there for classroom use. All cases and
teaching notes have been edited to sharpen the opportunities for student analysis.

The book continues with a strong international aspect (18 of the cases, 37%, are
set outside the United States or feature significant cross-border issues). Also, the
collection continues to feature female decision-makers and protagonists prominently
(16, or 33%, of the cases).

Supplements

The case studies in this volume are supported by various resources that help make
student engagement a success:

*  Spreadsheet files support student and instructor preparation of the cases. They are
located on the book’s Web site at www.mhhe.com/bruner6e.

» A guide for the novice on case preparation, “Note to the Student: How to Study
and Discuss Cases,” in this volume.

e The instructor’s resource manual provides counterparty roles for two negotiation
exercises and also presents detailed discussions of case outcomes, one of which is
designed to be used as second class period for the case. These supplemental mate-

rials can significantly extend student learning and expand the opportunities for
classroom discussion. :

*  Aninstructor’s resource manual of about 800 pages on the Web site containing
teaching notes for each case. Each teaching note includes suggested assignment
questions, a hypothetical teaching plan, and a prototypical finished case analysis.

*  Web site addresses in many of the teaching notes. These provide a convenient avenue
for updates on the performance of undisguised companies appearing in the book.

* Notes in the instructor’s manual on how to design a case-method course, on using
computers with cases, and on preparing to teach a case.

* A companion book by Robert F. Bruner titled, Socrates’ Muse: Reflections on Ex-
cellence in Case Discussion Leadership (McGraw-Hill/Irwin, 2002), is available to

instructors who adopt the book for classrcom use. This book offers useful tips on
case-method teaching.

* Several “classic” cases and their associated teaching notes were among the
most popular and durable cases in previous editions of Case Studies in Finance.
Instructors adopting this volume for classroom use may request permission to
reproduce them for their courses. The cases are on the book’s Web site.
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