BSAD 295
Investment Banking
Fall 2020
Kevin C.H. Chiang, Ph.D.

Office: 346 Ifshin, (802) 656-0515 (office)

E-mail: Kevin.C.Chiang@uvm.edu 

Office Hours: by appointment
COURSE WARNING:
This course may cover material considered politically sensitive by Chinese CCP government.  Note that China's new national security law imposed on Hong Kong could prosecute any individual for dissenting certain opinions even if those opinions are expressed in a U.S. classroom setting.
Required Reading:

1. Investment Banking: A Guide to Underwriting and Advisory Services, by Iannotta, Springer, ISBN 978-3-540-93765-4.
2. Investment Banking: Valuation, Leveraged Buyouts and Mergers and Acquisitions, 2nd edition, by Rosenbaum and Pearl, Wiley, ISBN 978-1-118-656211.

3. Damodaran on Valuation: Security Analysis for Investment and Corporate Finance, 2nd edition, by Aswath Damodaran, Wiley, ISBN 978-0-471-75121-2.
4. Assigned Harvard Business Publishing (HBP) cases.

Course Description: 
Historically, investment banking had been the business of underwriting securities.  Today, investment banking comprises a diverse set of businesses: security underwriting, advisory services, trading and sales, traditional and alternative asset management, etc.  The purpose of this course is to provide financial intermediation theories, institutional knowledge, and analytical skills, and introduce students to a career in investment banking. 
COURSE PREREQUISITES: 
BSAD 180
COMPUTING REQUIREMENTS:
Students are expected to be proficient with Excel spread sheet.  

Expected Student Outcomes: 

At the end of this course, students should be able to:

1. Understand the financial economics of investment banking.  

2. Be familiar with equity issuance process.

3. Perform financial modeling, DCF valuation, precedent transactions valuation, and comparable companies valuation for public and private targets.

4. Be familiar with debt issuance and underwriting.

5. Understand the deal mechanics of private equity buyouts.

6. Conduct adjusted present value (APV) analysis and leveraged buyout (LBO) analysis.

7. Be familiar with buy-out process and deal structure.

8. Prepare deal pitch books.
9. Conduct a fairness opinion analysis.

10. Understand the deal structure of debt and corporate restructuring.
Grading:

                                                                                                      Final Grade

90.00% - 93.33%; 93.34% - 96.66%; 96.67% - 100.00%              A-; A; A+

80.00% - 83.33%; 83.34% - 86.66%; 86.67% - 89.99%                B-; B; B+

70.00% - 73.33%; 73.34% - 76.66%; 76.67% - 79.99%                C-; C; C+

60.00% - 63.33%; 63.34% - 66.66%; 66.67% - 69.99%                D-; D; D+

Less than 60.00%                                                                                  F

There will be an in-class exam that accounts for 35% of your grade.  There will be a take-home final project that accounts for 30% of your grade.  There will be two deal analysis and valuation reports, each worth 10% of your grade.  10-12% of your grade is based on participation and assignments.  3-5% of your grade is based on quizzes/attendance.  For the in-class exam, the students can bring in one sheet A4 paper of equations (only equations and nothing else); double sided is fine.  

If students fail to participate in a quiz/attendance for a university allowable reason, students must provide legitimate documents within a week.  This is the only way that they can participate in a make-up quiz/attendance.

Three HBP cases will be used throughout the semester, and they are an essential part of deal learning.  Students need to study the following cases before the discussion, and prepare your answers for the following Questions for advance preparation.  The due dates for your submissions will be announced in the class.
Case 1: Baidu.com, Inc.: Valuation at IPO
Questions for advance preparation:

1. What is the environment and trend of China’s advertising and online advertising markets?

2. What are the implications of the political and legal environment of China for the operation of a search engine?

3. What are the key determinants of value, or value drivers, for Baidu?
4. Given the decision to pursue an IPO, on what stock market/exchange should Baidu list?  What factors contribute to that decision?  What are the advantages and disadvantages of listing on the NASDAQ?
5. What are the key business risks and challenges for Baidu going forward?
First deal valuation report (individual report for graduate students; group report for undergraduate students, but no more than 3 students in each group): Given that the total number of shares outstanding after the Baidu IPO is 32.3 million (Exhibit 25) and that the exchange rate is RMB/USD = 8.106, what is a fair share price for the IPO?  Use growing perpetuity method for the calculation of terminal value, assuming that sustainable growth rate is 5%.  Suppose that Baidu has RMB 900 million cash before the IPO.  Please provide your DCF valuation, show your work, and make sure that all the numbers used in your valuation are trackable and defensible with rationales and reasons outlined briefly.
Case 2: Sealed Air Corporation’s leveraged recapitalization (A)
Questions for advance preparation:

1. Why did Sealed Air undertake a leveraged recap?  Do you think it was a good idea?  For whom?
2. Where did the value of the deal come from?  Can you quantify it to some degree?
3. Why did the CEO feel it was necessary to change the company’s priorities and incentive structure following the recap?
4. Would such an increase in leverage be good for all companies?  Why or why not?
5. Can you think of an actual company today that can be benefited from a leveraged recap?  What are the reasons for your recommendation?
Case 3: The buyout of AMC Entertainment
Questions for advance preparation:

1. Conduct research and describe how the environment for LBOs has changed from the late 1980s to the present?  Which of these changes has had or will have the most influence on LBO sponsors going forward?

2. In what ways does AMC Entertainment conform or not conform to an “ideal LBO target”?
3. Why does JPMP want to own AMC?  What are the value-creating opportunities for this deal?
4. What are the main risks and challenges of the deal?
5. What is the role of Apollo in this deal?  What are the implications of this role?
Second deal analysis and valuation report (individual report): Use the APV model and the LBO model and perform valuation analysis on the buyout of AMC Entertainment.  These analyses should be done at the fully-diluted-share basis.  JPMP’s targeted (gross) return is about 20-25% per annum.  The market risk premium is 7.7%.  The long term growth rate is 3%.  The pre-offer cost of debt is 8.93%.  Assume that the deal can be done at a 30% premium above the current share price of $16; that is, an offer price of $20.8 per share.  What if the offer price is $19.5 per share?  Assume that the exit trailing EV/Adjusted EBITDA multiple is 8.0.  The interests on the $169.9 million notes contributed by Marquee Holdings accrue on a non-cash basis at 12% semiannually so that their face value/balance increases to $304.2 million at exit.  From Exhibit 11, you will note that new debt is not expected to be paid down during the projection period; instead, the cash available for debt repayment (CADR) will be paid out to sponsors.  Please provide your estimate of share value and gross IRR, show your work, and make sure that all the numbers used in your valuation are trackable and defensible with rationales and reasons outlined briefly.

The student link for accessing case materials: https://hbsp.harvard.edu/import/752846
The mechanism for forming student case groups will be announced at the beginning of the semester.  Group members should make it very clear to other group members at the onset about how would one plan to contribute to the group.  A group cannot be subsequently subdivided into two or more groups.  If free-rider problems occur, with evidence provided by other group members and my verification, the free-rider can be expelled from the group and earns an F for the group task.  
In general, the grading policy for your reports and presentations is that if you thoroughly investigate the deal/transaction situation and prepare a complete report or presentation without making obvious and deadly errors, you earn a B.  To earn an A, your group needs to do an excellent job. I am available throughout the semester to provide guidance on these reports and presentations.  The reports are expected to be submitted via e-mail by the due dates.  I do not accept late reports.  

Reports and exam will be graded and returned to students as soon as possible.  It is students’ responsibility to attend all classes and receive their graded reports and exam when their reports and exam are handed back in the class.  Students must keep all the graded, returned reports and exam.  If there is any inconsistency and dispute between my record book and students’ statements about report submissions and the scores earned, I will revise my student record book only if students are able to provide concrete evidence, i.e., graded, returned reports and exam.

At-home final Project (individual report): Deal case study project, deal pitch, deal valuation, fairness analysis, or deal design.
Distribution of the project: E-mail, on Thursday, December 3rd.  Each student will be assigned a case study, deal pitch, deal valuation, fairness analysis, or deal design project.
Task: Preparing a well-structured and well-organized PowerPoint presentation file and quite possibly also an Excel file.
Time limit: 48 hours.

Report delivery: E-mail the electronic copy to me.
Expectation: A set of well-structured and well-designed PowerPoint presentation deck.  All the data inputs and model assumptions need to be trackable and defensible.  To demonstrate your computation, an Excel electronic file is also expected so that I can track your work.
ACADEMIC HONESTY:

All students are expected to understand what constitutes a violation of the academic honesty codes at UVM, especially cheating and plagiarism.  Honesty codes are available at UVM’s website.

For all reports, assignments, and exam that are specified as individual reports, assignments, or exam, the work must be performed individually.  No communication or coordination among students are allowed.
Some of the material in this course may have been used before.  When preparing assignments and project reports, you should not consult with my previous students.  Any such consultation obviously constitutes plagiarism.

Suggestions AND POLICIES:

1.  Students are responsible for attending all classes and participating in quizzes.  You are responsible for information provided in class, including any handouts, (changes in) assignments and their due dates, changes in grading scheme and class policies, test dates, and test coverage.

2.  Students are responsible for making sure that homework and project reports are actually delivered and received.

3.  The exam must be solely an individual effort.  The university policy on academic dishonesty is strictly enforced.  Academic dishonesty will not be tolerated and will result in the grade of “F” for the course.  Students who help classmates cheat, e.g., sharing individual assignment report, will be given the grade of “F” for the course as well.

4.  There is a grace period of only 1 week for you to effectively contest about the grades that you receive on your exam, reports, or presentations.  Keep all the returned exam, homework, and reports until you receive your final grade.

5.  There will be no individual bonus assignments or projects.

6.  For the in-class exam, no graphing calculator is allowed.  Students are allowed to use financial calculators and scientific calculators made by Texas Instruments, HP, Sharp, Casio, Staples, and Victor.
	Week 1
	Sep. 01, 03
	Introduction: The theory of intermediation

Pitch books
	Chapter 1 (Iannotta); Notes

	Week 2
	Sep. 08, 10
	Equity offerings: Structure and process
	Chapter 3 (Iannotta); Notes

	Week 3
	Sep. 15, 17
	Equity offerings: Syndicate and price setting
	Chapter 4, 5 (Iannotta); Notes

	Week 4
	Sep. 22, 24
	Private target valuation
	Notes

	Week 5
	Sep. 29; Oct., 01
	Private target valuation
	Notes

	Week 6
	Oct. 06, 08
	Debt offerings
	Chapter 6 (Iannotta); Notes

	Week 7
	Oct. 13, 15
	Recapitalization
	Notes

	Week 8
	Oct.  20, 22
	Private equity
	Chapter 2 (Iannotta)

Case 1: Baidu.com, Inc.: Valuation at IPO


	Week 9
	Oct. 27
	In-Class Exam
	

	
	
	
	

	
	Oct. 29
	Private equity
	

	Week 10
	Nov. 03, 05
	Buy-out analysis
	Notes

	Week 11
	Nov. 10, 12
	Buy-out analysis
	Notes

Case 2: Sealed Air Corporation’s leveraged recapitalization

	Week 12
	Nov. 17, 19
	Buy-out deals and transactions
	Chapter 7 (Iannotta); Notes

	Week 13
	Nov. 24
	Buy-out deals and transactions
	Chapter 7 (Iannotta); Notes; Case 3: The buyout of AMC Entertainment

	Week 14
	Dec. 01, 03
	Buy-out deals and transactions
	Chapter 7 (Iannotta); Notes

	
	
	
	

	
	
	At-Home Final Project
	


Note:  The due dates are approximate.  Class policies, course topics, assignments/projects and their due dates, exam days/times, and grade weighting scheme are subject to change.
