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FIN 394.1 Advanced Corporate Finance

Fall 2012
Alejandro Drexler
alejandro.drexler@mccombs.utexas.edu , phone 232-6826, office CBA 6.316 
Office Hours: T-TH  3:45pm to 5:15pm, and by appointment at other times
Course Overview

The objective of this course is to develop an understanding of the decisions financial managers face. In this course we will approach problems from the perspective of the Chief Financial Officer. We will focus on decisions concerning raising money (equity, debt, convertible bonds, etc.), and spending money (project valuation, acquisitions). The first part of the course will deal with real investment decisions, while the second part will address decisions about how to finance those investments. In the final part we will talk about M&A and the market for corporate control.

Understanding CFO-type decisions will be helpful long before you become a CFO. For example, if you are working at a treasury group of a corporation, the material is directly relevant. If you are an investment banker you need to understand the rationale for designing and issuing securities. If you are in marketing or production, evaluating projects and understanding how the CFO makes her decisions are important. Finally if you are in consulting, capital budgeting and capital structure decisions will be the main agenda in many of your contracts.

Much of the material will be presented using simple examples designed to demonstrate how financial decisions can create, destroy, or modify value. Homework assignments will expand on these examples. However, the main issues we cover are conceptual. This is not the sort of class where solving a lot of exercises is useful; rather, it is important to master the main concepts.   

Prerequisites:

Financial Management and Statistics are required; Valuation is strongly recommended.
Books and Materials:

(Required) Textbook: Mark Grinblatt and Sheridan Titman, Financial Markets and Corporate Strategy, 2nd Edition (Irwin/McGraw-Hill, 2002)

· The book is available in several different formats:

1. You can buy it as an e-book at http://create.mcgraw-hill.com/shop/. We made two versions available: A custom book that includes only the chapters we will cover (ISBN 9781121125766), or the whole book that includes the remaining chapters as well (ISBN: 9781121125759).

2. You may find a used copy of the hardcover version.
 (Required) Lecture Notes and Class Handouts
· These will be available on Blackboard as the course develops.

The following books are NOT required. I have listed them here in case you wish to get a different perspective on a topic. Alternatively, once you land the CFO job, you might want something for the bookshelf.

· Robert C. Higgins, Analysis for Financial Management (7th ed.) Irwin/McGraw-Hill, 2004.

· Richard A. Brealey, Stewart C. Myers, and Franklin Allen, Principles of Corporate Finance (8th ed.), Irwin/McGraw-Hill, 2006.

· Stephen A. Ross, Randolph W. Westerfield, and Jeffrey F. Jaffe, Corporate Finance (6th ed.), Irwin/McGraw-Hill, 2002.

· Joel M. Stern and Donald H. Chew, Jr. eds. The Revolution in Corporate Finance, (4th ed.), Blackwell Business, 1998.
Other Sources 
· The Wall Street Journal, Financial Times, the New York Times business section, the Economist, or Business Week are all recommended. We will cover the conceptual material to help you think through financial decisions. However, details of a particular issue a recruiter might ask your thoughts on may come from the press. 
Grading:

Homework Assignments and Case Write-ups
25% 

Exam 1





25%
Exam 2





25%

Exam 3 




25%

· Grades will be assigned according to the following criteria

A (4.0) 25%  

A- (3.67) 20% 

B+ (3.33) 15%

B (3.0) 35% 

B- or below (2.67) 5% 

· You may work in groups of up to five for homework assignments and cases. Please submit one write-up per group, and make sure to indicate all group members’ names on the first page. There is no need to work with the same group of people throughout the term. Assignments must be handed in at the start of the class in which it is due. Late assignments will not be accepted.

· Case write-ups should be memos of at most four double-spaced pages (excluding exhibits and appendices). For each case, I will assign some specific questions to be addressed. Grading of case reports will be based on how well you justify your arguments and support them with detailed and careful analysis. You should think of case reports as presentations you make to a board; to receive credit, your arguments must be convincing, and the memo should be well structured.
· The assignments will be graded with checks: 
· 0 point: assignment was not handed

· Check minus (1 point): Poor analyses.
· Check (2 points): Fair analyses and recommendations.
· Check plus (3 points): Excellent analyses and recommendations.
How to do well on the exams:
· Problem sets and in-class exercises provide the best preparation for the exams. Even if you work in groups make sure you are able to replicate the calculations of all the assignments you hand in. That is the best way to do well in the exam.
· The exams will be open book. Computers are not allowed during exams. Calculators are A MUST for the exams; please do not forget to bring one. 
· If you miss an exam due to a personal emergency, please inform me in advance. No make-up exam will be administered for exams 1 and 2. If you miss exam 1, your exams 2 and 3 will count 37.5% each, if you miss exam 2 your exams 3 will count 50% each. A make up exam will be administered for people who miss exam 3 for a medical reason.
Students with disabilities

Upon request, the University of Texas at Austin provides appropriate academic accommodations for qualified students with disabilities. Services for Students with Disabilities (SSD) is housed in the Office of the Dean of Students, located on the fourth floor of the Student Services Building. Information on how to register, downloadable forms, including guidelines for documentation, accommodation request letters, and releases of information are available online at http://deanofstudents.utexas.edu/ssd/index.php. Please do not hesitate to contact SSD at (512) 471-6259, Video Phone: (866) 329-3986 or via e-mail ssd@austin.utexas.edu if you have any questions.

Cases

1. Arundel Partners (HBS 9-292-140)  http://hbr.org/product/arundel-partners-the-sequel-project/an/292140-PDF-ENG?Ntt=arundell
2. Massey Ferguson, 1980 (HBS 9-282-043)  http://hbr.org/product/massey-ferguson-ltd-1980/an/282043-PDF-ENG?Ntt=Massey%2520Ferguson 
3. MCI Communications Corp., 1983 (HBS 9-284-057)    http://hbr.org/product/mci-communications-corp-1983/an/284057-PDF-ENG?Ntt=MCI%2520Communications%2520Corp 
	FIN 374C – FINANCIAL PLANNING AND POLICY FOR LARGE CORPORATIONS

	day
	date
	class
	Topic (numbers represent sections in Grinblatt & Titman’s textbook)

	TH
	30-Aug
	1
	Valuation of Corporate Assets: Basic Concepts and Methods (Ch. 10, 11)

	TU
	4-Sep

	2
	Valuation of Corporate Assets - continued

	TH
	6-Sep
	3
	Option Pricing (Ch. 8)



	TU
	11-Sep
	4
	Real Options and Corporate Strategy (12.1, 12.2)

	TH
	13-Sep
	5
	Real Options and Corporate Strategy – continued

	TU
	18-Sep
	6
	Real Options and Corporate Strategy – continued– Homework 1 due in class

	TH
	20-Sep
	7
	Capital Structure I: The MM Benchmark (14.1, 14.2, 14.3, 15.2)

	TU
	25-Sep
	8
	CS I continued, Capital Structure II: Trade-off, Tax Considerations (14.4, 14.5, 15.3, 15.5, 15.6) – Homework 2 due in class

	TH 
	27-Sep
	9
	EXAM 1

	TU
	2-Oct
	10
	CS II continued (14.4, 14.5, 15.3, 15.5, 15.6)

	TH
	4-Oct
	11
	Case 1: Arundel Partners

	
	
	
	

	TU
	9-Oct
	12
	Capital Structure III: Bankruptcy and Financial Distress (16.1, 17)

	TH
	11-Oct


	13
	Capital Structure III - continued

	TU
	16-Oct
	14
	Capital Structure Recap; Bankruptcy Costs and Debt Holder – Equity Holder Conflicts (16.2, 16.3, 16.4)


	
	
	
	

	
	
	
	

	day
	date
	class
	Topic (numbers represent sections in Grinblatt & Titman’s textbook)

	TH
	18-Oct
	15
	Bankruptcy Costs and Debt Holder – Equity Holder Conflicts – continued

	TU
	23-Oct
	16
	Bankruptcy Costs and Debt Holder – Equity Holder Conflicts – continued

	TH
	25-Oct
	17
	EXAM 2

	TU
	30-Oct
	18
	Corporate Risk Management (Ch. 21)

	TH
	1-Nov
	19
	Corporate Risk Management – continued

	TU
	6-Nov
	20
	Case 2: Massey-Ferguson (not due)

	TH
	8-Nov
	21
	Information Conveyed by Financial Decisions (Ch. 19) 

	TU
	13-Nov
	22
	Information Conveyed by Financial Decisions – continued– Homework 3 due in class

	TH
	15-Nov


	23
	Corporate Governance and Managerial Compensation (Ch. 18, 10.3)

	TU
	20-Nov
	24
	Case 3: MCI

	TU
	27-Nov
	25
	 M&A and the Market for Corporate Control (Chapter 20) 


	TH
	29-Nov
	26
	M&A and the Market for Corporate Control - continued– Homework 4 due in class

	TU
	4-Dec
	27
	Venture Capital

	TH
	6-Dec
	28
	EXAM 3
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