Plan of the lectures for the course
Corporate Finance

January-February 2005
Lecture 1. Introduction
· The key CFO's responsibilities in terms of allocation and financing

· Specifics of the corporate form of business organization

· Why managers should focus on creating shareholder value
Lecture 2. Analysis of financial statements
· Main financial statements of the firm
· Computing financial cash flows
· Financial ratio analysis
· The discounted cash flow method 
· Application: bond and stock valuation
Lectures 3-6. Capital budgeting
· Basic techniques: (discounted) payback period vs IRR vs NPV
· Mutually exclusive projects
· Incremental IRR / NPV
· Projects with unequal lives
· Matching cycle
· Equivalent annual cost method
· Capital rationing
· Profitability index
· Risk adjustment: RADR vs CE approaches
· Standard analysis of uncertainty
· Sensitivity analysis
· Scenario analysis
· Basics on real options

· Types of ROs: expansion, abandonment, delay, etc.

· Use of ROs in practice: oil and pharmaceutical industries

· Similarities and differences with financial options
· Valuation of real options
· Black-Scholes approach
· Monte-Carlo analysis
· Capital budgeting with leverage

· APV vs FTE vs WACC approaches

· Estimating the cost of capital
Lectures 7-9. Capital structure 
· Review of the sources of long-term financing

· Internal financing: retained earnings
· External financing: equity and debt
· The Modigliani and Miller model
· Irrelevance of the capital structure in the perfect capital markets

· Advantage of a levered firm in presence of corporate taxes

· The effect of leverage on the cost of equity and WACC

· The Miller model 
· Impact of personal taxes on the value of a firm and WACC
· The trade-off theory: optimal capital structure as a function of different costs

· Costs of financial distress 
· Agency costs
· Manager versus shareholders
· The free cash flow hypothesis
· Shareholders versus bondholders
· The bondholder wealth expropriation hypothesis
· The ‘pecking order’ theory: firms use a hierarchy of the sources of capital when attracting finance
· Costs of asymmetric information: signaling models
· Signaling with debt

· Signaling with own stake in the project

· The choice of debt
· Bank vs capital market financing
· Financial contracting and security design
· Empirical evidence
Lecture 10. Payout (dividend) policy
· Dividends vs share repurchases
· Reviewing the previous models:

· Irrelevance of dividends in perfect capital markets
· Impact of taxes
· Agency costs
· Costs of asymmetric information: signaling with dividends
· Empirical evidence
Lecture 11. IPOs
· Public issue methods
· Cash offer 
· Firm commitment

· Best efforts
· Rights offer
· IPO: benefits and costs
· Underpricing of IPOs
· Empirical evidence
Lecture 12. Mergers and acquisitions
· Basic forms of acquisitions
· Merger vs acquisition of stock
· Good and bad reasons for acquisitions
· Synergy
· Earnings growth and diversification
· Calculating NPV of a Merger
· Financing M&A: cash vs common stock
· Anti-takeover mechanisms
· Models of takeovers
· The free-rider problem
· Empirical evidence
Lecture 13. Corporate governance
· Basic problem: conflict of interests between different stakeholders
· Internal control mechanisms
· Board of directors 
· Optimal executive compensation
· Internal labor market
· External control mechanisms 
· Competition in product and factor markets

· Stock market

· Market for corporate control (takeovers)
· Systems of corporate governance 
· Market-oriented (US, UK): legal protection
· Network-oriented (continental Europe, Japan): large investors
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