Corporate Finance & Strategy

1) Various schools of strategy, ie. Planning school, Bureaucracy school, Conglomerate school (Krishna Palepu), Behavioural school, Intrapreneurial school, Economic school (Buffet strategy).

Make the point that these schools are constantly evolving, and no single school is the perfect one. Finally, these are cafeterias of alternate managerial strategies, which one has to choose from.

The formal schools are from Mintzberg, Ahlstrand & Lampel, as follows:

i. Design school

ii. Positioning school

iii. Planning school

iv. Entrepreneurial school

v. Cognitive school

vi. Learning school

vii. Power school

viii. Cultural school

ix. Environment school

x. Configuration school (a combination of all schools)

2 session

2) Practical examples of each school of strategy. Debate on whether “strategy follows structure”, or “structure follows strategy”. Discussion to cover all aspects of business, ie. Business dynamics, strategy and then business structure again. Take practical examples from evolving industries, eg. Steel, Polyester Films, sugar, etc. 

a. The Tata Motors story ………….intt rate sensitive stock, at a cyclical peak, with lots of ABS income that telescopes earnings. Could it be a structural upturn.  The stock is now exponentially exposed to the CV cycle. 

Conversely, explain the structural change in freight movement, the composition of CVs on the road and the impact on specific industries (eg, tyres and radialisation, logistics industry and the Indian Greyhound, containerization and the impact on Container Corpn, and the impact on Railways). 

b. The Sugar story…………….incredibly mismanaged sector, difficult to find another like this. Value migration across the horizontally integrated chain (as opposed to vertically integrated chain). How Balrampur has used this to create an “investment famine” in the ethanol and co-gen part of the chain. 

Kyoto Protocol and CDM Funding, and why it is a funding opportunity that reduces the ‘Cost of Capital’. How the co has systematically brought down the cost of debt, made counter-cyclical investments at low capital cost, and built brand with farmers. 

How Industry Structure is changing, with the private sector (and UP mills) gaining control because of a combination of branding (of sugar), better distribution networks, ethanol distribution in IMFL and gasohol, and profit generators from co-gen and bagasse usage. 

BCML has grown @ 30% or so in an industry that grows @ 5%. Its RONW is 40% in an industry with <5%.  The stock is a 5- bagger, will become a 10- bagger. 

Use the BCML case to make the point that DCF would never have thrown up this co as a Value pick, because of many reasons: cash is indistinguishable from commodity (sugar), linearity in projections, the ‘cost of capital’ changes, etc.  

1 session

3) Role of Corporate Finance in Strategy. Refer to environmental school, and role in Commodity industries, in particular. Give practical examples like Commodity and Intt Rate Hedges in Aluminium, and other similar structures in non- tradeable commodities (gas and fertilizers).

a. The Network Model of Li & Fung (also SRF’s FNT business). Asset – intensive strategy vs. market – intensive strategy. 

b. The Low Cost Mfg Model. Vertical integration vs. fragmented value chains (the PC industry example). Horizontal integration (eg. Integrated sugar model). 

c. The role of GE Capital (Treasury) in the evolution of GE the Conglomerate, the role of the Treasury in evolution of Reliance. 

4 session

4) Role of Treasury in corporate disasters. Give the details of the SRF story, its insolvency and subsequent recovery. Discuss the role of Hindalco and Balrampur in Treasury outperformance.

Working capital management, fund management, interest rate hedges, etc. The importance of view- taking, and the role of accurate views, eg. Indo Rama’s turnaround as a Treasury story (view on Dollar). 

Mention disasters like the famous P & G losses, SRF itself………..!

2 session

5) Do a class exercise on scanning one industry, and its evolving strategy. Take any commodity industry (sugar, packaging, BOP films, Ref gases, steel, etc.) Bring out the role of Treasury in strategy on the ground. 

Evaluate the impact of strategy with a financial analysis. Ask relevant questions on behalf of each player, his options and his constraints. Make out a “field map”, both current and projected (after, say, 5 years). 

Bring out the role of a “Strategy Map” in understanding an industry thoroughly. Explain how this is important in planning investments and equity trends.

Explain “market maps”, Value Chains and how profitability migrates along them. The role of Investment Famines in part of the value chain, and how to track them. How profitability moves in relation to Investment Famines. Role of a Corporate Strategist in creating and maintaining Investment Famines. Role of Market Irrationality in creating Investment Famines.  

2 Questions: why is big not better in FS, but just so in the real economy. 

a). Real vs. monetary economy. Real services Vs. systematic irrationality

b). Asset economy Vs. Product economy, differences in impact on consumption and savings. Wealth effect. 

c). Threshold of market share at which incremental profitability is negative, eg. Junk tyre makers

Govt Accounts: please give me all your Questions.
1 session + offline discussions in groups

6) How companies differentiate themselves in competitive markets (Arun Bajoria, BCML-sugar). How to set off a virtuous cycle of peer outperformance, followed by industry consolidation. The threshold of market share, when market share turns unprofitable. (Lecture 2)

7) The role of Treasury and International Finance in globalising Indian corporates. The Dubai mistake and why it could have been anticipated. Global shift in production patterns and how companies can be built around such trends, at least for a while.  (Lecture 1)

8) Strategy in Financial Services: some cases of Product Development, like Junk Bonds (SMEs), securitisation, the calculation of spreads, the Operating Cycle in a business, some Funding strategies, including off- Balance Sheet funding like BRD, financial guarantees, repo transactions, etc (Lecture 3) 

6) The structure of a good Strategy function. How it is done, the various skills needed, the activities involved, and why Treasury & Strategy are increasingly fused together. The role of Investor Relations, and description of the function, its importance and its impact on Strategy. The relationship of Strategy with the CEO. 

2 sessions

7) Risk Management & Strategy. Why Treasury is important to Risk Management, with practical examples. Various kinds of risk. A thorough delineation of the history of risk.

3 sessions 
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