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Summary

The objective of this course is to discuss the most important financial decisions of a firm, covering the recent developments in the field of corporate finance. The course starts with capital budgeting techniques concentrating on the discounted cash flow method and its refinements (most notably, real options). The second part of the course is devoted to the management of corporate capital structure, in particular, the choice between bank and capital market financing and dividend policy. Finally, we consider issues related to capital restructuring and corporate governance. The course on Investment Theory and basic courses on Microeconomics are prerequisites for Corporate Finance.

Course materials 

The required book for this course is Copeland and Weston. Alternatively, one can use Brigham and Gapenski (in Russian) for most of the topics. Megginson is a recommended reading stressing the economic intuition behind corporate finance theories and their link to the empirical evidence. De Matos is a theory-oriented supplementary reading, providing a rigorous description of the models of capital structure, dividend policy, IPOs, and M&As. Copeland and Antikarov is a supplementary reading on real options approach to capital budgeting. The additional materials will be handed out in the class or made available at the website of the course http://www.nes.ru/~agoriaev/CorpFin.htm
. 
1. Copeland, Thomas E., and J. Fred Weston, Addison Wesley, 1992, Financial Theory and Corporate Policy (third edition).

2. Бригхем Ю., Гапенски Л. Финансовый менеджмент: полный курс. В 2-х т. СПб.: Экономическая школа, 1997.
3. Megginson, William L., Addison & Wiley, 2001, Corporate Finance Theory.

4. De Matos, Joao A., Princeton University Press, 2001, Theoretical Foundations of Corporate Finance.
5. Copeland, Tom, and Vladimir Antikarov, Thomson, 2003, Real Options: A Practitioner’s Guide.
Course requirements and grading
The lectures will concentrate on theories and recent empirical evidence, while the seminars will be devoted to the discussion of the problems and cases, with particular attention to the specifics of the corporate management in Russia. It is anticipated that students prepare the cases in advance to be ready for the discussion. Active class participation will be rewarded by adjusting the grade upwards when it is on the margin (not to mention the indirect benefits from learning the material in time). The weighting of the course grade will be as follows: 30% for about 4-5 home assignments, which can be done in the groups of two people, and 70% for the closed-book final exam. To receive a satisfactory grade, one should score at least 20% of the final exam points (which amounts to 14% of the total points).
Course outline and readings
1. Introduction to corporate finance: specifics of the corporate form of business organization, financial statements, basics of bond and stock valuation

· [2], ch. 1, 4, 8; [3], ch. 1, 4

2. Capital budgeting: basic techniques (payback period, NPV, and IRR) and refinements (analysis of mutually exclusive projects, projects with unequal lives, capital rationing), real options
· [1], ch. 2-3, 12; [2], ch. 7-10; [3], ch. 6
3. Capital structure and the cost of capital: the Modigliani and Miller model, impact of taxes, bankruptcy and agency costs, the pecking order theory, empirical tests

· [1], ch. 13-14; [2], ch. 11-12; [3], ch. 7; [4], ch. 2-3

4. Dividend policy: irrelevance of dividends in perfect capital markets, impact of taxes, the agency and signaling models, empirical tests

· [1], ch. 15-16; [2], ch. 13; [3], ch. 8; [4], ch. 4

5. Debt structure: functions of financial intermediaries, bank vs capital market financing, financial contracting and security design

· [1], ch. 9; [2], ch. 15; [4], ch. 5

6. Capital restructuring: initial public offerings, mergers and acquisitions 

· [1], ch. 18-20; [2], ch. 14, 24; [3], ch. 9; [4], sec. 6C, ch. 7-8

7. Corporate governance: internal and external control mechanisms, market-oriented vs bank-oriented system 

· [2], ch. 2
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