Innovation and Leadership in American Business Winter 2007

Integrative Project Assignment
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This quarter’s project (which may be done individually or as a team) is an integrative project intended to draw together economic forecasting, organizational change and leadership, and financial planning and performance.  If the project is done as a team, the team may consist of no more than 3 people, and all team members must be in the same seminar group.  

Each person/team will choose a publicly traded company (i.e., shares of company stock are bought/sold on public stock markets) in either the retail or manufacturing sector.  Using the firm and the industry in which it operates: a) prepare an economic forecast by researching relevant macroeconomic trends and projections; b) find a member of management within this firm that is willing to discuss current management initiatives and directions (this could be a manager of a local branch of the organization); and c) perform a financial analysis of the current performance of the firm, and project future performance (a 1-year projection and a 3-year projection).  

We would expect that the economic forecast will have some relation to management plans and initiatives.  We would also expect that management initiatives will have an understandable link to both current financial performance, and projected future financial performance.  Finally we would expect that the current financial performance and economic forecasts will lead to reasonable projections of future financial performance.

In preparing your presentation and final paper, you should take the perspective of a financial analyst making a buy/no buy recommendation on including this company in a balanced portfolio of pension fund investments.  An analyst in such a position is concerned with making investments that have positive long-term (3-5 years minimum) prospects for the pensioners that will be living off of the portfolio returns.  Your paper should make a clear buy/do not buy recommendation based on your research and analysis.

Timeline and milestones for the project:

Thursday, January 25 (end of 3rd  week): Proposed company coordinated with seminar faculty member.

Thursday, February 1 (end of 4th  week): Literature review completed, including annotated bibliography (see example below).  This literature review includes sources on business conditions (for the economic forecast), on your firm and on the industry that firm is in.  It must also include a 2 page summary of the Management Discussion and Analysis (MD&A) section of the Form 10-K for the chosen firm.

Monday, February 5 (beginning of 5th week): Email due to whole class (using the “global” distribution option in the simulation email) identifying firm name, interviewee name, interviewee title, and what company location has been chosen for management interview.

Thursday, February 8 (end of 5th week): Questions developed for management interview and interviewee name identified.

Project ‘deliverables’:
*Thursday, February 15 (end of 6th week): 5 page paper on economic forecast.

*Thursday, February 22 (end of 7th week): 5 page paper on management interview.

*Thursday, March 1 (end of 8th week): 5 page paper on financial analysis, plus pro forma supporting tables, schedules, Balance Sheet and Income Statement.

*During week 9: 10-15 minute presentation.

**Monday, March 5 (beginning of 9th week): 10-15 page integrative paper (APA form) due to seminar faculty.

* If the project is completed as a team, then submit one paper and make one presentation per team.

**This paper is done individually, even if the project was undertaken as a team.

The presentation and final paper should include a summary and synthesis of your research, demonstrating the integration of the economic, management and financial parts of the project.

Example of annotated bibliography entry for a book:
Battelle, J. (2005). The search: how Google and its rivals rewrote the rules of business and transformed our culture. New York: Portfolio.

This book gives a relatively even-handed consideration of the development of the search engine, GOOGLE, and the way-cool company that grew out of it.  Lots of interesting history that really opens up your view of what the “information revolution” might mean.

And here is one for an article in a periodical:

Bruner, W. (2005).  The republican conspiracy against business.  Journal of Political Whining, 46, 74-89.

This is a brilliant article by a brilliant man.  Credits the Republican Party with the decline in morality/ethics in the behavior of business executives.  Uses the Enron case as a primary example.

You are free to select any public company that fits the project criteria.  Here is a list of some companies that fit these criteria operating along the I-5 corridor between Vancouver and Seattle:

Costco


Weyerhaeuser


Pac Car


Intel (Du Pont plant)

Boeing


Target



Staples


Wal Mart

Office Depot

Home Depot


Nordstrom

Costco

Masco Corporation (Milgard Windows – Tacoma manufacturing facility)

Economic Forecast Section

As the new year begins, many private analysts are forecasting that the economy will perform at the slowest pace in five years, a full percentage-point lower than growth in 2006… While the slowdown will cause the unemployment rate to rise, economists remain hopeful that the economy will remain on track to achieve the Federal Reserve's hoped-for "soft landing." That is described as a scenario in which growth slows enough to dampen inflation but not trigger a recession.
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While not all economists would agree with the above view of economic conditions in 2007, it is clear that a slowing housing market will tend to dampen economic growth, compared to the pace of the past year or two.  This will have a greater impact on some types of business than on others.

For the assignment, review at least three different economic forecasts of economic conditions.  From them, develop your own forecast of Gross Domestic Product and its major components (Personal Consumption Expenditures, Gross Private Domestic Investment, Government Consumption Expenditures and Net Exports of Goods and Services), consumer prices, unemployment and other relevant economic measures for 2007 and for 2009.  By “other relevant economic measures” we mean those that are important to understanding and forecasting the performance of the firm that you have chosen for your analysis.  If your firm serves a regional market you will also have to consider the differences in economic conditions between that region and the overall US economy.  Be sure to draw conclusions about your company from your economic forecast:  What are the implications of the economic outlook for your firm?  Be specific.

In reviewing forecasts be sure to question the motives of the organizations that have prepared the forecasts.  A forecast released by the White House might be intended to serve a different purpose than one released by the House Democratic Caucus.  Both might be useful, but you should use them with caution.

Management Interview Section

Identify one manager in your chosen company to interview (in person, by phone, or email).  Develop a set of questions to elicit the information you need to analyze the management/leadership effectiveness of the company.  Following are questions and suggestions that will help you to prepare for the interview.  These are not the questions for the interview.

1. Be sure to consider what the MD&A section of the Form 10-K tells you about what management sees as important threats and opportunities for the company. This may inform the kinds of questions you will ask.

2. Identify who the opinion leaders are (those who influence others in the company)

3. Define the organizational culture (“The set of values, ideas, attitudes, and other symbols created to shape human behavior.” (G&M p. 382)

4. How does the organization’s culture contribute to (or detract from) the company’s success?

5. What are the strategic change aspirations managers are pursuing, and how do they focus attention on those valued aspirations?

6. How do leaders mobilize energy toward the above aspirations?

7. What kind of support is given to leaders for taking risks?

Accounting section:
 

As part of your integrative project you will focus on the financial performance of the firm.  Financial performance is the result of the interactions of a complex set of factors, not all of which we clearly understand except in hindsight.  Looking at past performance of a firm as an indication of future trends is one source of information.  Another source of information on what to expect in future performance is broad industry-wide and economy-wide projections.  Yet another source of information of future expectations is management of the firm itself - what plans, projects, policies, etc. they intend to put their energy into in the coming year of few years.

 

Using Chapter 6 of Fraser & Ormiston as a valuable resource, perform a 5-year financial analysis of your firm.  Problems 6.1 and 6.2 require you to do this, and you may want to look at them for ideas on how to format your analysis.  Notice that these problems ask you to look for, and explain, problems of the firm; and in the analysis of your company you may also consider commenting on particular areas of strength.  

 

In addition to the above 5-year analysis of past performance, prepare a 1-year and 3-year pro forma Balance Sheet and Income Statement for your firm.  Pro forma statements are: "Projections of future financial statements based on a set of assumptions regarding future revenues, expenses, level of investment in assets, financing methods and costs, and working capital management".  In your paper, make it explicitly clear what assumptions you used.  These assumptions may be developed from a combination of past historical trends (remember, you just did a 5-year analysis and there may be clear trends in some of the data points), the economic forecast for the industry that you completed, and information on management initiatives, directions, and plans that you learned of through your management interviews.

 

The form of your paper will be a combination of financial statements, as well as schedules and tables supporting those statements.  In addition, a critically important part of the paper is the explanation and interpretation that you provide - the words of text of your paper outside of the schedules and tables.  When learning financial statement analysis it is vitally important that you recognize the difference between calculating financial ratios and interpreting ratios.  Calculating ratios requires you to perform simple arithmetic computations, while interpreting them requires you to think about the meaning and implications of the calculations.  By far the greater value is in the interpretation, and you should spend adequate time understanding the implications of your calculations for the past and future performance of the firm.  Likewise, you should devote adequate space in your paper explaining what you feel those implications are.

Suggested Outline for Final Analysis Paper
The following outline is provided for guidance, but the analysis should be adjusted, as appropriate, to conform to the individual characteristics of the firm you are studying.

I. Introduction

a. Objective of paper

b. Summary of findings and recommendation

II. External Environment: Economic and Industry Outlook

a. Discussion of competitive environment

b. Economic climate and outlook

c. Other factors, e.g., governmental regulation, labor relations, litigation

III. The Firm: Management Strengths and Weaknesses, Opportunities and Threats

a. Description of firm and its management

b. Strengths and weaknesses

c. Opportunities and threats for managing change

IV. Evaluation of financial statements

a. Overview

b. Short-term liquidity

c. Capital structure and long-term solvency

d. Operating performance and efficiency

e. Market measures

V. Outlook, summary, and conclusions

a. Outlook for performance, earnings projections

b. Investment potential

c. Credit assessment

d. Summary and conclusions

