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REQUIRED COURSE MATERIAL

Required readings, cases and case questions will be available to you either on the course website or in the
required textbook:

Required
Berk, Jonathan and Peter DeMarzo, 2020, Corporate Finance (Fifth Edition), Pearson, New York, NY.

Recommended but not Required
McKinsey & Co., Tim Koller, Marc Goedhart and David Wessels, 2020, Valuation: Measuring and Managing

the Value of Companies (Seventh Edition), Wiley, New York, NY.

In addition, the course will have a dedicated website for other timely information and relevant
downloadable material as it becomes available (including class notes). The course website can be
accessed through Canvas.

REQUIRED PREREQUISITES AND CONNECTION TO THE CORE

Advanced Corporate Finance should be considered a capstone course. This is an advanced course in
which students are expected to perform professional level work. The class is open to both 15t and 2™
year students who have completed or are concurrently taking B8306 Capital Markets and Investments,
as some of the material covered in B8306 is necessary for this course. In particular, students should be
familiar with notions of options pricing including valuation using the Black-Scholes formula. Students
are also expected to be familiar with the key concepts introduced in core Corporate Finance.
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COURSE DESCRIPTION

Advanced Corporate Finance builds directly upon the basic valuation tools developed in Corporate
Finance and extends in the following directions: (1) The course introduces more advanced concepts into
valuation (such as corporate securities beyond simple debt and equity) to equip students with the tools
necessary to analyze more complex (and therefore, more realistic) capital structures and corporate
transactions. (2) The course incorporates richer institutional detail into quantitative analysis, bringing
students closer to real-world situations while maintaining a fundamentally analytical approach to
financial decision-making. (3) The course explores new topics and recent developments in corporate
finance theory and practice (especially post-financial crisis) as a means of exposing students to the ever-
changing nature of the capital markets, both its terms and its practices. The more advanced tools

and deeper understanding of the valuation process in this course serve the same goal stated in
Corporate Finance: To improve corporate financial decision-making by executives and to provide value-
creating tools of analysis for investors.

COURSE OBJECTIVES

The classes are structured to maximize the synergy between theory and practice, providing students
portable, durable and marketable tools for their internships and careers.

This class is suitable for students looking to make executive strategic financial decisions, including
investment bankers, consultants, CFOs and corporate treasurers, portfolio and investment managers,
and students interested in private equity.

ASSIGNMENTS

All written assignments for each class (after the first class) will be discussed, completed and submitted
by study groups (typically comprised of three students) prior to each class.

METHOD OF EVALUATION:

Participation 50%
Problem Sets 25%
Final Project 25%

CLASSROOM NORMS AND EXPECTATIONS

Each session will be comprised of an introductory lecture with class discussion of the session’s reading
assignment followed by time dedicated to the analysis of a case study which covers the concepts for that
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session. The first (approx.) 90 minutes of each class will be dedicated to lecture and class discussion of
the session’s topics. The class discussion will be followed by an analysis of the session’s case study for the
remaining (approx.) 90 minutes. (A 15-minute intermission will divide the two segments.) This course
will rely heavily on class participation and requires substantial preparation for each session. It is

essential that students complete all required reading and prepare for substantive class discussion with

detailed notes on the assigned case study each session. To facilitate class discussion, please remember

to bring name cards to every session.
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Assignment for First Class

Given the amount of material to cover in the course and the three-hour session format, much of the first
day of class will be devoted to substantive class discussion on the readings and the session’s case,
Fleetwood Enterprises, Inc., 1990. Students should be prepared to discuss the readings and the case in
detail on the first day of class. Again, to facilitate class discussion, please remember to bring name

cards to every session. Please find questions which will be used to guide class discussion below:

1) Consider Fleetwood Enterprises’ current capital structure. In what sense, if any, is this capital
structure “optimal” or at least desirable?

2) What are some of the factors which should influence Mr. Bingham’s decision on whether to
undertake a share repurchase (i.e., recapitalize)? Consider:

a. corporate finance theory (e.g., Modigliani-Miller, the tradeoff theory of capital
structure, etc.)?

b. the Company’s business strategy and industry environment
c. the Company’s chosen operating/organizational structure
d. any other relevant matters.

3) Considering solely the facts provided in the case, create your own financial projections for
Fleetwood Enterprises and complete a discounted cash flow analysis of the Company. Provide
a specific price per share as part of your answer.

4) Assume Mr. Bingham has decided to repurchase shares. As Fleetwood’s investment banker,
consider and propose various alternative methods for returning capital to Fleetwood
shareholders. Discuss the pros and cons of each alternative.

5) What amount should Mr. Bingham repurchase and what strategy should the Company employ
to repurchase those shares? If you argue for no repurchase, discuss why you have concluded so.
What specific considerations, quantitative or qualitative, influenced your decision?

NOTE: For all of your work on this assignment and for the sake of simplicity, you can assume that the
commercial paper outstanding is supporting the finance company receivables in a bankruptcy remote
(completely standalone) subsidiary. Hence, such debt can be netted against the finance company
receivables and ignored for your analysis. Assume all other cash and investments NET OF INSURANCE
RESERVES is distributable to the parent.

* ¥ *  Written responses to bold italicized questions are due prior to each class. * * *
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Session 1. Review of Capital Markets and Valuation

A. Required Reading

1. Berk and DeMarzo - Ch. 18: “Capital Budgeting and Valuation with Leverage”
2. “An Introduction to Cash Flow Valuation Methods” Case #9-295-155

B. Topics

1. The cost of capital

Review of cash flow valuation methods

Review of Modigliani-Miller Propositions: Is capital structure irrelevant?
A tradeoff theory of capital structure

Leverage and implications on DCF analysis
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C. Case Study: “Fleetwood Enterprises, Inc., 1990” Case #9-293-013

D. Additional Reading

1. Berk and DeMarzo - Ch. 14: “Capital Structure in a Perfect Market”
2. Berk and DeMarzo - Ch. 15: “Debt and Taxes”
3. Miller (1977)

Session 2. Capital Budgeting and the Appropriate Cost of Capital

A. Required Reading

1. Berk and DeMarzo - Ch. 13: “Investor Behavior and Capital Market Efficiency”
2. “Note on Adjusted Present Value” Case #9-293-092

B. Topics
1. Perfect and imperfect capital markets
2. Efficient markets
3. Complete and Incomplete Markets
4. Earnings Multiples and the DCF Analysis

C. Case Study: “Globalizing the Cost of Capital and Capital Budgeting at AES” Case #9-204-109

D. Additional Reading
1. Bagwell (1991)
2. Black (1986)
3. Fama and French (1992)
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4. Fama and French (1996)

Session 3. Real Options

A. Required Reading

1. Berk and DeMarzo — Ch. 22 “Real Options”
2. “The Options Approach to Capital Investment” HBR Reprint #95303

B. Topics
1. Review of basic option pricing theory
Identifying real options
Implications of real options on the traditional valuation of enterprises
Potential approaches to valuation
In Practice: Practical considerations when valuing real options
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C. Case Study: “MW Petroleum Corporation (A)” Case #9-295-029

D. Additional Reading

1. Berk and DeMarzo — Ch. 20 “Financial Options”
2. Berk and DeMarzo — Ch. 21 “Option Valuation”
3. Amram and Kulatilaka (1998)
4. Black and Scholes (1973)
5. Dixit and Pinkdyck (1994)

Session 4. Information Problems in Capital Markets

A. Required Reading
1. Berk and DeMarzo — Ch. 17: “Payout Policy”
2. Asquith, Paul and David W. Mullins, 1986, "Signaling with Dividends, Stock Repurchases, and Equity Issues,"
Financial Management Autumn: 27-44.

B. Topics
1. Market for lemons and adverse selection
2. Signaling
3. Asymmetric information and implications for the capital markets
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C. Case Study: “Going to the Oracle: Goldman Sachs, September 2008” Case #9-309-069

D. Additional Reading

1. Akerlof (1970)

2. Asquith and Mullins (1986)
3. Smith (1986)

4. Spence (1973)

Session 5. Information Problems in Capital Markets - Continued

A. Required Reading

1. Berk and DeMarzo — Ch. 16 “Financial Distress, Managerial Incentives, and Information”
2. Smith, Jr., Clifford W., 1986, “Investment Banking and the Capital Acquisition Process,” Journal of Financial
Economics 15: 3-29.

B. Topics

1. Myers and Majluf (1984)
2. The pecking order theory of capital structure
3. In Practice: Due diligence

C. Case Study: “Cash is King: Microsoft’s 2004 Cash Disbursement” Columbia CaseWorks ID#070302

D. Additional Reading

1. Fazzari, Hubbard and Peterson (1988)
2. Lamont (1997)

Session 6. Agency Problems and Corporate Finance

A. Required Reading
1. “Eclipse of the Public Corporation” HBR Reprint #89504

B. Topics
1. Agency costs of equity and debt
2. An agency theory of capital structure
3. Large shareholders and monitoring
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4. Debt as a bonding mechanism
5. The LBO considered
6. In Practice: Governance and incentives

C. Case Study: “United Parcel Service’s IPO” Case #9-103-015

D. Additional Reading
1. Demsetz (1983)
2. Jensen and Meckling (1976)
3. Jensen (1993)
4. Morck, Shleifer and Vishny (1988)

Session 7. Agency Problems and Corporate Finance - Continued

A. Required Reading
1. Jensen, Michael C., and William H. Meckling, 1992, “Specific and General Knowledge, and Organizational
Structure,” in Contract Economics edited by Lars Werin and Hans Wijkander, Blackwell Publishers,
Cambridge, MA. (Sections 1-5 required and Sections 6-8 optional)

B. Topics
1. Boundaries of the firm and optimal firm size: markets vs. hierarchies
2. Therise of the modern corporation
3. The entrepreneur’s role in the growth and development of an industry

C. Case Study: “The Management of Berkshire Hathaway” Case #CG16-PDF-ENG

D. Additional Reading
1. The Visible Hand, Chandler (1977)
Morgan Stanley Roundtable, Jensen et al. (2006)
Fama and Jensen (1983)
Klein, Crawford and Alchian (1978)
Markets and Hierarchies, Williamson (1975)
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Session 8. Debt Markets and Highly Leveraged Transactions

A. Required Reading
1. Berk and DeMarzo — Ch. 24 “Debt Financing”
2. “Valuing Late-Stage Companies and Leveraged Buyouts” Case #UVA7578
3. Sample bank term sheet
4. Overview of public vs. private high yield terms

B. Topics

1. Banks vs. bonds
2. Trends in syndication
3. InPractice: Overview of provisions in a credit term sheet

C. Case Study: “DuPont Corporation: Sale of Performance Coatings” Case #UV6790

D. Additional Reading
1. Kaplan (1989)

2. Smith (1990)
3. Shleifer and Vishny (1992)
4. Smith and Warner (1979)
5. Warner (1977)
Session 9. The Market for Corporate Control

A. Required Reading

1. Berk and DeMarzo — Ch. 28 “Mergers and Acquisitions”
2. Andrade, Gregor, Mark Mitchell and Erik Stafford, 2001, “New Evidence and Perspectives on Mergers,”
Journal of Economic Perspectives, 15:103-120.

B. Topics

1. Control premia in takeovers
2. Value creation in M&A
3. Division of gains
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C. Case Study: “Canadian Pacific’s Bid for Norfolk Southern” Case #9-216-057

D. Additional Reading

1. Jensen and Ruback (1983)
2. Bradley, Desai and Kim (1988)

2.
Session 10. Initial Public Offerings

A. Required Reading

1. Berk and DeMarzo Ch. 23 “Raising Capital”
2.  “A Note on the Initial Public Offering Process” Case #9-200-018

B. Topics

1. Whenis a company ready for an IPO?
2. InPractice: The IPO process
3. [IPO-related anomalies

C. Case Study: “Square, Inc. IPO” Case #9-817-054

D. Additional Reading

1. Ritter (1991)
2. Loughran and Ritter (1995)

Session 11. The Board of Directors and the Fairness Opinion

A. Required Reading
1. Berk and DeMarzo - Ch. 29 “Corporate Governance”

B. Topics

1. Duties of a board of directors
2. The fairness opinion and related analysis
3. Recap of practical considerations in corporate finance

C. Case Study: “American Cyanamid (A): Boardroom Response to a Hostile Takeover Offer” Case #9-897-048
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Session 12. Special Advanced Topic: Venture Capital and Private Equity

A. Required Reading
1. Kaplan, Steven N., and Antoinette Schoar, 2005, “Private Equity Performance: Returns, Persistence, and
Capital Flows,” Journal of Finance 60: 1791-1823.
2. Hsu, David H., 2004, “What Do Entrepreneurs Pay for Venture Capital Affiliation?” Journal of Finance 59:
1805-1844

B. Topics

1. Persistence in PE/VC returns
2. Application of advanced corporate finance topics to PE/VC

C. Case Study: “Weston-Presidio Offshore Capital: Confronting the Fundraising Challenge” Case #9-296-055

D. Additional Reading

1. Gompers and Lerner (1999)
2. Grossman and Stiglitz (1980)
3. Moon (2006)

4. Stafford (2021)



PRELIMINARY AND SUBJECT TO CHANGE

References

Akerlof, George A., 1970, “The Market for ‘Lemons’: Quality and the Market Mechanism”, Quarterly Journal of
Economics 84: 488-500.

Amram, Martha, and Nalin Kulatilaka, 1998, Real Options: Managing Strategic Investment in an Uncertain World, Harvard
Business School Press, Boston, MA.

Andrade, Gregor, Mark Mitchell and Erik Stafford, 2001, “New Evidence and Perspectives on Mergers,” Journal of
Economic Perspectives, 15:103-120.

Arrow, Kenneth J., 1964, “The Role of Securities in the Optimal Allocation of Risk-bearing,” Review of Economic Studies,
31:91-96.

Arrow, Kenneth J., and Gerard Debreu, 1954, “Existence of an Equilibrium for a Competitive Economy,” Econometrica,
22:265-290.

Asquith, Paul, and David Mullins, 1986, “Equity Issues and Offering Dilution,” Journal of Financial Economics 15: 61-89.

Asquith, Paul, and David W. Mullins, 1986, "Signaling with Dividends, Stock Repurchases, and Equity Issues," Financial
Management Autumn: 27-44.,

Bagwell, Laurie Simon, 1992, “Dutch Auction Repurchases: An Analysis of Shareholder Heterogeneity,” Journal of
Finance 47:71-105.

Bagwell, Laurie Simon, 1991, “Shareholder Heterogeneity: Evidence and Implications,” American Economic Review 81:
218-221.

Baker, George P., Ill, and Karen H. Wruck, 1990, “Organizational Changes and Value Creation in Leveraged Buyouts: The
Case of O.M. Scott and Sons Co. Inc.,” Journal of Financial Economics 25: 163-190.

Baker, George P., lll, and Karen H. Wruck, 1991, "Lessons from a Middle Market LBO: The Case of O. M. Scott," Journal of
Applied Corporate Finance 4(1): 46-58.

Berk, Jonathan and Peter DeMarzo, 2020, Corporate Finance (Fifth Edition), Pearson, New York, NY.

Black, Fischer, 1986, “Noise,” Journal of Finance 41: 529-543

Black, Fischer, and Myron Scholes, 1973, “The Pricing of Options and Corporate Liabilities,” Journal of Political Economy
81:637-659.

Carter, John R., and Michael D. Irons, 1991, “Are Economists Different, And If So, Why?”, Journal of Economic
Perspectives, 5(2): 171-177

Copeland, Tom, Tim Koller and Jack Murrin, 2000, Valuation: Measuring and Managing the Value of Companies (Third
Edition), John Wiley & Sons, Inc., New York, NY.

Cutler, David and Lawrence H. Summers, 1988, “The Costs of Conflict Resolution and Financial Distress: Evidence from the
Texaco-Pennzoil Litigation, “Rand Journal of Economics 19(2): 157-172.



PRELIMINARY AND SUBJECT TO CHANGE

Demsetz, Harold, 1983, “The Structure of Ownership and the Theory of the Firm,” Journal of Law and Economics 16:375-
390.

Devos, Erik, Palani-Rajan Kadapakkam, and Srinivasan Krishnamurthy, “How Do Mergers Create Value? A Comparison of
Taxes, Market Power and Efficiency Improvements as Explanations for Synergies,” The Review of Financial Studies,
22:1179-1211.

Dixit, Avinash, and Robert S. Pindyck, 1994, Investment Under Uncertainty, Princeton University Press, Princeton, NJ.

Fama, Eugene F., and Kenneth R. French, 1992, “The Cross-Section of Expected Stock Returns,” Journal of Finance 48:
427-465.

Fama, Eugene F., and Kenneth R. French, 1996, “Multifactor Explanations of Asset Pricing Anomalies,” Journal of Finance
51:55-84.

Fama, Eugene F., and Michael C. Jensen, 1983, “Separation of Ownership and Control,” Journal of Law and Economics
26:301-325.

Fang, Lily Hua, 2005, “Investment Bank Reputation and the Price and Quality of Underwriting Services,” Journal of
Finance 60: 2729-2761.

Fazzari, S.M., R. Glenn Hubbard and Bruce C. Petersen, 1988, “Financing Constraints and Corporate Investment,”
Brookings Papers on Economic Activity, 141-195.

Gompers, Paul, and Josh Lerner, 1999, The Venture Capital Cycle, The MIT Press, Cambridge, MA.

Grossman, Sanford J. and Joseph E. Stiglitz, 1980. “On the Impossibility of Informationally Efficient Markets,” American
Economic Review 70: 393-408.

Harford, Jarrad and Robert J. Schonlau, “Does the Director Labor Market Offer Ex Post Settling-Up for CEOs? The Case of
Acquisitions,” Journal of Financial Economics, 106: 18-36.

Harris, Robert S., Tim Jenkinson, Steven N. Kaplan and Ruediger Stucke, 2023, “Has Persistence Persisted in Private
Equity,” Journal of Corporate Finance 81.

Hsu, David H., 2004, “What Do Entrepreneurs Pay for Venture Capital Affiliation?” Journal of Finance 59: 1805-1844.

Huang, Yasheng, 2023, The Rise and Fall of the EAST: How Exams, Autocracy, Stability, and Technology Brought China
Success, and Why They Might Lead to Is Decline, Yale University Press, New Haven, CT.

Ibbotson, Roger G., Jody L. Sindelar and Jay R. Ritter, 1994, “The Market’s Problem with the Pricing of Initial Public
Offerings,” Journal of Applied Corporate Finance 7, Spring: 66-74.

Jaffe, Jeffrey F., David Pedersen, and Torben Voetmann, “Skill Differences in Corporate Acquisitions,” Journal of
Corporate Finance, 23: 166-181.

Jarrell, Gregg A., James A. Brickley, and Jeffrey M. Netter, 1988, “The Market for Corporate Control: The Empirical
Evidence Since 1980,” Journal of Economic Perspectives, 2: 49-69.

Jarrell, Gregg A. and Annette B. Poulsen, 1987, “Bidder Returns,” working paper.



PRELIMINARY AND SUBJECT TO CHANGE

Jensen, Michael C. and Richard S. Ruback, 1983, “The Market for Corporate Control: The Scientific Evidence,” Journal of
Financial Economics 11:5-50.

Jensen, Michael C., and William H. Meckling, 1992, “Specific and General Knowledge, and Organizational Structure,” in
Contract Economics edited by Lars Werin and Hans Wijkander, Blackwell Publishers, Cambridge, MA.

Jensen, Michael C., and William H. Meckling, 1976, “Theory of the Firm: Managerial Behavior, Agency Costs and
Ownership Structure,” Journal of Financial Economics 3: 305-360.

Jensen, Michael C., 1986, “Agency Costs of Free Cash Flow, Corporate Finance, and Takeovers,” American Economic
Review 76: 323-329.

Jensen, Michael C., 1989, “Eclipse of the Public Corporation,” Harvard Business Review, 67: 61-74.

Jensen, Michael C., 1993, “The Modern Industrial Revolution, Exit, and the Failure of Internal Control Systems,” Journal
of Finance 48: 831-880.

Jensen, Michael, Steven Kaplan, Carl Ferenbach, Meyer Feldberg, John Moon, Bryan Hoesterey, Cary Davis, Moderated
by Alan Jones, 2006, “Morgan Stanley Roundtable and Its Import for Public Companies,” Journal of Applied
Corporate Finance 18: 8-37

Kaplan, Steven N., 1989, “The Effects of Management Buyouts on Operations and Value,” Journal of Financial Economics
24:217-254.,

Kaplan, Steven N., and Antoinette Schoar, 2005, “Private Equity Performance: Returns, Persistence, and Capital Flows,”
Journal of Finance 60: 1791-1823.

Lamont, Owen, 1997, “Cash Flow and Investment: Evidence from Internal Capital Markets,” Journal of Finance 52: 83-
109.

Loughran, Tim, and Jay R. Ritter, 1995, “The New Issues Puzzle,” Journal of Finance 50: 23-51.

Markowitz, Harry, 1952, “Portfolio Selection,” Journal of Finance 7: 77-91.

Miles, James A. and John R. Ezzell, 1985, “Reformulating Tax Shield Valuation: A Note,” Journal of Finance 40: 1485-1492.
Miller, Merton H., 1977, “Debt and Taxes,” Journal of Finance 32: 261-275.

Modigliani, Franco, and Merton H. Miller, 1958, “The Cost of Capital, Corporation Finance, and the Theory of
Investment,” American Economic Review 48: 261-297.

Modigliani, Franco, and Merton H. Miller,1963, "Corporate income taxes and the cost of capital: a correction" American
Economic Review 53: 433-443.

Moon, John J., 2006, “Public vs. Private Equity” Journal of Applied Corporate Finance 18: 76-82.

Morck, Randall, Andrei Shleifer and Robert Vishny, 1988, “Management Ownership and Market Valuation,” Journal of
Financial Economics 20: 293-315.

Mulherin, J. Harold, Jeffy M. Netter and Annette B. Poulsen, 2017, “The Evidence on Mergers and Acquisitions: A Historical
and Modern Report” in The Handbook of the Economics of Corporate Governance, Volume 1, Elsevier B.V., Chapter
5:235-290.



PRELIMINARY AND SUBJECT TO CHANGE

Myers, Stewart C., and N. Majluf, 1984, “Corporate Financing and Investment Decisions when Firms Have Information
that Investors Do Not Have,” Journal of Financial Economics 13: 187-222.

Myers, Stewart C., 1977, “Determinants of Corporate Borrowing,” Journal of Financial Economics 5: 147-175.
Ritter, Jay R., 1991, “The Long-Run Performance of Initial Public Offerings,” Journal of Finance 46: 3-28.
Roll, Richard, 1986, “The Hubris Hypothesis of Corporate Takeovers,” Journal of Business 59: 197-216.

Ross, Stephen A., 1977, “The Determination of Financial Structure: The Incentive Signaling Approach,” Bell Journal of
Economics 8: 23-40.

Shleifer, Andrei, and Robert Vishny, 1992, “Liquidation Values and Debt Capacity: A Market Equilibrium Approach,”
Journal of Finance 47: 1343-1366.

Smith, Abbie, 1990, “Corporate Ownership Structure and Performance: the Case of Management Buyouts,” Journal of
Financial Economics 27: 143-164.

Smith, Jr., Clifford W., 1986, “Investment Banking and the Capital Acquisition Process,” Journal of Financial Economics 15:
3-29,

Smith Clifford W., and Jerold B. Warner, 1979, “On Financial Contracting: An Analysis of Bond Covenants,” Journal of
Financial Economics 7: 117-161.

Spence, A. Michael, 1973, “Job Market Signalling,” Quarterly Journal of Economics 87, 355-374.

Stafford, Erik, 2021, “Replicating Private Equity with Value Investing, Homemade Leverage, and Hold-to-Maturity
Accounting,” Review of Financial Studies 00, 1-44.

Straska, Miroslava and H. Gregory Waller, 2014, “Antitakeover Provisions and Shareholder Wealth: A Survey of the
Literature,” Journal of Financial and Quantitative Analysis, 49: 933-956.

Titman, Sheridan, and Walter Wessels, 1988, “The Determinants of Capital Structure Choice,” Journal of Finance 43: 1-
19.

Warner, Jerold B., 1977, “Bankruptcy Costs: Some Evidence,” Journal of Finance 32: 337-348.



