NORTHWESTERN UNIVERSITY

KELLOGG SCHOOL OF MANAGEMENT

WALL STREET, HEDGE FUNDS AND PRIVATE EQUITY
Spring Quarter 2010
FINC-931, Sect 81
Monday at 6:30 pm-Jacobs #276
Professor:  David Stowell

E-mail:  d-stowell@kellogg.northwestern.edu

Telephone:  847-467-0291 
Office:  # 447 Jacobs Center

Office Hours:  Monday 9 to 11 am and Tuesday 1 to 3 pm, by appointment
COURSE DESCRIPTION

This course focuses on private equity and hedge funds, their influence on corporate decision-making and measures taken to counter threats and exploit opportunities represented by these investors. Competition and cooperation between investment banks, private equity and hedge funds will also be analyzed. In addition, the course reviews hedge fund investment and hedging strategies and the changing investment activities of private equity. The course includes six case studies and six guest speakers. 
REQUIRED BOOKS 
Investment Banks, Hedge Funds and Private Equity: The New Paradigm, by David P. Stowell   
Hedgehogging, by Barton Biggs.
GRADING
1. Class Participation and Group Evaluation (15% weighting)

Classroom comments and questions should demonstrate knowledge of the topic being discussed and facilitate learning for the entire class.  Name plates must be brought to every class: participation points will be lost if name plates are not displayed.  Be prepared to be “cold called”, so make sure you have completed assigned readings prior to class.  Class participation recorded by the professor represents half of this grade.  The other half comes from the Class Participation and Group Evaluation survey completed by each student, which must be posted to Blackboard prior to our last class on June 1.
2.   Discussion Questions for Case Studies (20% weighting)

There are six cases and five of these cases have questions sets that are each weighted 4%. A one page response to each set of case questions should be posted on Blackboard prior to classes when the case is to be discussed.  Questions should be answered individually, without input from group members or any other students. 
3.   Group Class Presentation (17% weighting)

A maximum twelve minute powerpoint group presentation to class on an assigned topic.  Each week, one group will make a class presentation.

      4.  Group Report, including an LBO model, on the Toys “R” Us Case Study (18% 
weighting) which should be posted on Blackboard prior to class on May 17
5.  Take-home Final (30% weighting)

To be posted to Blackboard prior to midnight on June 6.
GRADING PHILOSOPHY

The following is necessary to achieve the highest grade:

· Participation in class discussions

· Teamwork
· High scores on assignments and final exam
· Meeting class deadlines

· Class attendance and punctuality

· Name plates at every class

· Insightful and efficient verbal and written communication

· Total adherence to the Honor Code

HONOR CODE

All group activities must adhere to the Honor Code in every respect, including each group member having a full understanding of any written material that includes a student’s name. For example, even though one student may do the principal work on a spreadsheet, all group members are expected to fully understand the spreadsheet and be able to answer questions regarding it or any other aspect of the group’s product.  The Honor Code will, of course, also apply to all individual work as well.

CLASSROOM POLICY

Students should demonstrate respect for the professor and fellow students during the class period. Students, therefore, should refrain from distracting behavior such as disruptive eating, side conversations or using laptops to surf the Web or check e-mail.
SUMMARY COURSE OUTLINE

Classes 1-5 focus on hedge funds and classes 6-10 focus on private equity.

Class #1
Overview of Hedge Funds
March 29


Topics: 
(A) Class Organization and Objectives 



(B) Hedge Fund Overview
Readings:
Stowell: Chapter 11
Class #2 
Hedge Fund Investment Strategies
April 5

Group Class Presentation on Fixed Income Arbitrage and Relative 



Value Arbitrage



Answers to Kmart, Sears and ESL Case Questions to be posted before 


class on Blackboard
Topics:

(A) Guest Lecturer: Alec Litowitz, Chief Executive Officer of 



       Magnetar Capital


(B) Hedge Fund Investment Strategies


(C)  “Kmart, Sears and ESL: How a Hedge Fund Became one of the 


       
World’s Largest Retailers” Case Study
Readings:
Stowell: Chapter 12


Kmart, Sears and ESL: How a Hedge Fund Became one of the 




World’s Largest Retailers


Hedgehogging: Chapters 1-5
Class #3
Shareholder Activism and Impact on Corporations 
April 12
Group Class Presentation on Shareholder Activism and Trian Fund 


Management

Answers to McDonald’s Wendy’s and Hedge Funds Case questions to   


be posted before class on Blackboard

Topics:

(A) Shareholder Activism and Impact on Corporations

 

(B) McDonald’s Wendy’s and Hedge Funds: Hamburger Hedging? Case 



Study

Readings:
Stowell: Chapter 13


McDonald’s Wendy’s and Hedge Funds: Hamburger Hedging?


Hedgehogging: Chapters 6-10
Class #4
Risk, Regulation and Organizational Structure
April 19
Group Class Presentation on Short Selling, Naked Shorting and 


Prime Brokerage


Answers to Porsche, Volkswagen and CSX: Cars, Trains and



Derivatives Case Questions to be posted before class on 




Blackboard
Topics:
(A) Guest Lecturer: Jim Rickards, former general counsel at LTCM
(B) Risk, Regulation and Organizational Structure

(C) Porsche, Volkswagen and CSX: Cars, Trains and


Derivatives Case Study

Readings:
Stowell: Chapter 14

Porsche, Volkswagen and CSX: Cars, Trains and Derivatives

Hedgehogging: Chapters 11-15
Class #5
Hedge Fund Issues and Performance
April 26
Group Class Presentation on Och-Ziff: History, IPO, Organizational 



Structure and Future

Answers to A Tale of Two Hedge Funds: Magnetar and Peloton Case 


Questions to be posted before class on Blackboard
Topics:

(A) Guest Lecturer: Catherine Vaughn, Managing Director, Highbridge 



Capital

(B) Hedge Fund Issues and Performance

(C) Hedgehogging

(D) A Tale of Two Hedge Funds: Magnetar and Peloton Case Study
 
Readings:
Stowell: Chapter 15


Hedgehogging: Chapters 16-20



A Tale of Two Hedge Funds: Magnetar and Peloton

Class #6
Overview of Private Equity  
May 3 
Group Class Presentation on Albertsons’ LBO
Topics:
(A) Overview of Private Equity
Readings:
Stowell: Chapter 16 
Class #7
LBO Financial Model
May 10
Group Class Presentation on LBO Financial Model
Topics:

(A)  LBO Financial Model
(B)  Guest Lecturer: Matt Raino, Vice President, Madison Dearborn
(C)  The Toys R Us LBO Case Study 
Readings:  
Stowell: Chapter 17


The Toys “R” Us LBO
Class #8
Private Equity Impact on Corporations

May 12
Group Class Presentation on Hilton Hotel’s LBO


Answers to Cerberus and the U.S. Auto Industry Case Questions to 



be posted before class on Blackboard
Topics:

(A) Guest Lecturer: Craig A. Bondy, Principal, GTCR Golder 




Rauner


(B) Private Equity Impact on Corporations
(C) Cerberus and the U.S. Auto Industry Case Study
Readings:
Stowell: Chapter 18


Cerberus and the U.S. Auto Industry
Class #9
Organization, Compensation, Regulation and Limited Partners
May 17
Group Class Presentation on Kinder Morgan and Clear Channel



LBOs: Conflicts of Interest
Group Report on Toys “R” Us LBO Case to be posted before class on 


Blackboard
Topics:
(A) Guest Lecturer: Matt Raino, Vice President, Madison Dearborn
(B) Organization, Compensation, Regulation and Limited Partners 
Readings:
Stowell: Chapter 19
Class #10
Private Equity Issues and Opportunities
May 24
Group Class Presentation on Blackstone, Fortress, Apollo and KKR:  



IPOs, Organizational Structure and Future Investment 




Strategies

Topics:

(A)  Guest Lecturer:  Jim Neary, Managing Director, Warburg Pincus


(B)  Private Equity Issues and Opoortunities


(C)  Review for Final Exam

Readings:
Stowell: Chapter 20
RECOMMENDED BOOKS TO FURTHER DEVELOP UNDERSTANDING OF TOPICS COVERED IN THIS COURSE (optional reading)
Barbarians At the Gate --  Burrough and Heyler

When Genius Failed --  Roger Lowenstein

A Demon of Our Own Design – Roger Bookstaber
Too Big to Fail – Andrew Ross Sorkin
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