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Case Objectives and Use

The three cases discuss the financial decisions to be made by B/E Aerospace, Inc. (BEAV) during a period of remarkable recovery.  The company’s primary business is the manufacture of airplane passenger seats and other airplane interior products. This is a volatile business whose customers often are in precarious financial condition. The cases raise issues of capital structure, approaches to achieving financial flexibility, and the market timing of a substantial common stock offering.  The A case date is early October 2004, the B case date is thirteen months later, and the C case is at the end of 2005.   The cases are intended to be used in an MBA level financial management course.
Case Synopsis

Seldom do students read cases which provide a basis for examining a company’s financing decisions over a number of years.  In these field study cases students can review emerging opportunities available to Amin Khoury, Chairman and CEO, and Tom McCaffrey, CFO, for reducing the company’s excessive indebtedness, 97%, to a more reasonable level.   Implicit in the decision is the question of what a reasonable level of indebtedness is for a capital goods company serving a volatile industry in which the major airline customers have been losing money.  With the stock price having recovered from close to $1.00 per share in 2003 to a high of about $12.00 per share in 2004 management had chosen in September 2004 to raise $156 million in a stock sale which allowed the company effectively to reduce indebtedness to about 80%.  At the time of the A case management believed that a further debt reduction of $50 million would be possible using available cash.  Students are asked whether the company should so do.  In order to give a complete answer to this question they should wrestle with the questions of what would be a good capital structure target for the company and what financial strategy to pursue to get there.  The B case is set 13 months after the A case and management is considering another stock issue, the price of the common shares having about doubled during the period to about $19 per share.  The company’s order backlog was at an all-time high and analysts were forecasting increasing earnings and stock market values.  The central issue is whether the company should proceed with a stock issue which had the potentiality of reducing the indebtedness to about 50%, a number in line with the debt ratios of competitors.  The C case is set at the end of 2005 with the company having raised $232 million through the sale of 14.95 million shares at $19.00 per share to net about $268 million.  The share price closed the 2005 year at more than $22. 
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