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Course Description

Required Material


Richard Brealey and Stewart Myers, Principles of Corporate Finance, 

Sixth Edition, Irwin/McGraw-Hill, 2000.

Prerequisites


Finance Theory I (15.401) is a prerequisite for this class.  

Course Overview

This course uses case studies, lectures and class discussion to study the important issues of corporate finance.  The first portion of the class is concerned with capital structure and financing.  We shall consider the need for financing as well as the various sources of funding – both internal (cash from ongoing operations) and external (debt, equity or hybrid issues).   We shall discuss the optimal mix of debt and equity financing, as well as policies regarding dividends and open market repurchases of equity.

The second portion of the class is devoted to project selection, project valuation and company valuation.  We shall develop the tools needed to find the value of projects.  This includes discussions on determining relevant cash flows, choosing a discount rate that reflects the project risk and determining a growth rate.  These basic tools are also used to value corporations.

In addition to these larger topics, several classes will be devoted to other aspects of corporate finance.  These lectures will include discussions of initial and seasoned public offerings of equity, real options, venture capital and risk management.

Grading and Class Requirements


The way to learn corporate finance is to do it.  For this reason, students are expected to come to classes prepared to discuss the cases.  Students are required to hand in a two-page memorandum on six of the case studies.  Students are encouraged to form teams of up to four students.  Students are discouraged from working on the cases alone.  Much of the learning in this class comes from team meetings.  There are three required cases:  Wilson (I and II), MCI Communications and Dixon.


Memoranda must be typed and should be double-spaced with a font size of 10-12.  They should be written as if they were to be sent to senior management.  In addition to the two pages of text, charts and tables may be included.  Memoranda are due on the first day that the case is discussed and will not be accepted after the class has met.  The grades on the memoranda will often help and occasionally hurt students on the margin between two grades.  Failure to hand in enough memoranda will definitely hurt final grades.


Students are expected to participate in class discussions.  Grading will be based on the quality, not the quantity, of comments.  


Grading will be based on class participation (15%), memoranda (15%), a midterm exam (30%) and a final examination (40%).  Review sessions will be held in class before the midterm and final.

Class Schedule

	W – Feb 6
	Introduction to the Course

	
	Identifying Funding Needs

Brealey & Myers – Chapter 28



	M – Feb 11
	Wilson Lumber 1 – evaluate need for financing (9-286-122)

	W – Feb 13
	Wilson Lumber 2

	M – Feb 18
	President’s Day – No Class – Monday Schedule held on Tuesday

	
	Optimal Capital Structure

Brealey & Myers – Chapter 14-18



	T – Feb 19
	Capital Structure Lecture

	W – Feb 20


	Dell’s Working Capital – Working capital management, growth (9-201-029)

	M – Feb 25
	Capital Structure Lecture

	W – Feb 26
	Debt Policy at UST – Capital Structure, Taxation, Financing (9-200-069)

	M – Mar 4
	Capital Structure Lecture

	W – Mar 6
	Massey-Ferguson Ltd. – Bankruptcy, Refinancing, Viability (9-794-043)

	
	Capital Structure – Agency Problems and Asymmetric Information

Handouts



	M – Mar 11
	Lecture

	W – Mar 13
	MCI Communications – Financing with convertible debt (9-284-057)

Brealey & Myers – Chapter 22

	M – Mar 18
	Lecture

	W – Mar 20
	Intel Corporation – Financial Policy, Dividends, Repurchases (9-292-106)

	M – Mar 25
	Spring Break – No Class

	W – Mar 27
	Spring Break – No Class

	M – April 1
	Capital Structure, Review

	W – April 3
	Midterm


Class Schedule

(Continued)

	
	Valuation – Cost of Capital

Brealey & Myers – Chapter 9 (skim), 19

	M – Apr 8
	Valuation Lecture

	W – Apr 10
	The Cost of Capital at Ameritrade – Cost of Capital, CAPM, Regression (9-201-046)

	
	Valuation – Cash Flows

Brealey & Myers – Chapter 5-6

	M – Apr 15
	Patriot’s Day – No Class

	W – Apr 17
	Valuation Lecture

	M – Apr 22
	Dixon Corporation: The Collinsville Plant – APV Valuation (9-298-165)

	
	Project and Company Valuation



	W – Apr 24
	Valuation Lecture

	M – Apr 29
	Airbus A3XX – Project valuation, Uncertainty, Forecasting (9-201-028)

	W – May 1
	BW/IP – M&A after LBO (9-293-058)

	
	Selected Topics



	M – May 6
	Hedging and Risk Management Lecture

Brealey & Myers – Chapter 26-27 (skim)

	W – May 8
	Real Options Lecture

Brealey & Myers – Chapter 21

	M – May 13
	IPOs, SEOs & Venture Capital Lecture

	W – May 15
	Final Review








