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Summary

Corporate Finance is a prerequisite for Corporate Finance II.

The objective of the course is to discuss the most important financial decisions of a firm. The core of the course is the analysis of capital budgeting and capital structure decisions. The capital budgeting topics will cover various techniques of evaluating and comparing projects. The capital structure topics will examine the choice of sources of finance for a firm; in particular, the choice between debt and equity financing. Payout (dividend) policies and initial public offerings (IPO) will be discussed as well.

Prerequisites: Investment Theory
Course outline
1. Introduction to corporate finance (2 lectures)

1.1. Notion of corporation, managerial goals and shareholder value (BD, ch. 1; RWJ, ch. 1; Tirole, ch. 1.8 (reader has a slightly different version))
1.2. Financial statements and financial ratios (BD, ch. 2; RWJ, ch. 2).
1.3. Discounted cash flow (DCF) method and bond and stock valuation (BD, ch. 4, 8, 9; SB, ch. 5)
2. Fundamentals of capital budgeting (4 lectures)

2.1. Basic investment decision rules: NPV, IRR, payback period, profitability index; application for independent and mutually exclusive projects, capital rationing (BD, ch. 6; SB ch. 8)
2.2. Projects with unequal lives: matching cycle, Equivalent Annual Cost (Benefit) method, replacement problem (BD, ch. 22.6; RWJ, ch. 7.4)
2.3. Evaluating a project: forecasting earnings, determining cash flows, computing NPV (BD, ch. 7; RWJ, ch. 7)
2.4. Standard analysis of uncertainty and risk: CE, RADR, sensitivity analysis, scenario analysis, simulations, decision trees (BD, ch. 7.3; Megginson, ch. 6.6)
2.5. Real options: types and examples, binomial model, Black and Scholes, Monte-Carlo simulations (BD, ch. 20-22; RWJ, ch 22-23; CWS, ch. 9)

3. Capital structure (4 lectures)

3.1. Sources of long-term financing, types of equity and debt financing (BD, ch. 23-24; SB, ch. 12-13)

3.2. Capital structure in a perfect market (Modigliani-Miller propositions) (BD, ch. 14; SB, ch. 14.1-14.2)
3.3. Impact of taxes and costs of financial distress (BD, ch. 15-16.4; SB, ch. 14.2-14.3)
3.4. Impact of agency costs of equity and debt (BD, ch. 16.5-16.7; SB, ch. 14.4)
3.5. Impact of informational asymmetries (BD, ch. 16.8-16.9)
4. Capital budgeting and valuation with leverage (2 lectures)
4.1. Establishing required rates of return. WACC, APV and FTE (ER) methods (BD, ch. 18; SB, ch. 10)
4.2. Valuing a firm: using comparables, building the financial model, estimating the cost of capital, using DCF to value the firm (BD, ch. 19; SB, ch. 10)
5. Initial public offerings (1 lecture) (BD, ch. 23)
6. Payout policy (1 lecture) (BD, ch. 17; SB, ch. 15)
Course requirements and grading

There will be 3-4 problem sets with equal weights. The weight of all problem sets is 20%. There will be no midterm. The final exam will be closed-book and will weigh 80%. To receive a satisfactory grade it is necessary (but may be insufficient) to score at least 15% of the final exam points and to have an aggregate score of at least 30%.

Course Materials

The main textbook that covers almost all the topics well enough is Jonathan Berk and Peter DeMarzo (BD), Corporate Finance, Addison Wesley, 2006. The book is just out and should arrive at NES in mid January.
Additionally you can use the reader that I compiled last year (the library also has about 20-30 copies) or some of the following textbooks:

· Ross, Stephen A., Westerfield, Randolph W., and Jeffery F. Jaffe, 2002, Corporate Finance

· Shapiro, Alan C., and Sheldon D. Balbirer, Prentice-Hall, 2000, Modern Corporate Finance: A Multidisciplinary Approach to Value Creation.

· Copeland, Thomas E., and J. Fred Weston, Addison Wesley, 1992, Financial Theory and Corporate Policy (third edition).
· Megginson, William L., Addison & Wiley, 2001, Corporate Finance Theory.
· Бригхем Ю., Гапенски Л. Финансовый менеджмент: полный курс. В 2-х т. СПб.: Экономическая школа, 1997.
· Trigeorgis, Lenos, MIT Press, 1999, Real Options: Managerial Flexibility and Strategy in Resource Allocation.

Extra materials and lecture slides will be available at https://my.nes.ru
In addition there are:

· a useful website of Aswath Damodaran http://pages.stern.nyu.edu/~adamodar/ with plenty of materials and online copies of his books Investment Valuation http://pages.stern.nyu.edu/~adamodar/New_Home_Page/valn2ed/book.htm and The Dark Side of Valuation http://pages.stern.nyu.edu/~adamodar/New_Home_Page/darkside.html
· useful lecture notes on corporate finance provided freely by RAI foundation http://www.rcw.raifoundation.org/course-mgt-mba-notes-corfin.htm. I don’t know who is the author but it looks like the course borrows a lot from Damodaran’s Corporate Finance.
