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I.
Course Objective

The objective of the course is to provide the student with an understanding of and the ability to conduct scholarly research in the following corporate finance topics: mergers and takeovers, corporate governance, corporate restructuring, management compensation, capital structure, corporate financial strategy, corporate investment policy, and valuation.

II.
Course Materials


Course materials consist of scholarly journal articles and working papers. 


Lecture notes/overheads and class announcements can be accessed from my home-page:


http://bus.colorado.edu/faculty/bhagat   
III.
Course Outline and Readings
A. Background
1. C.W. Smith, Jr., "The Theory of Corporate Finance: A Historical Overview," Modern Theory of Corporate Finance, 1989, 3-26.

2. E.F. Fama, "Efficient Capital Markets: II," Journal of Finance 46, 1991, 1575-1618.

3. D. Burgstahler, "Inference from Empirical Research," Accounting Review 62, 1987, 203-214.

4. S.J. Brown and J.B. Warner, "Using Daily Stock Returns in Event Studies," Journal of Financial Economics 14, 1985, 3-31.

5. MacKinlay, Craig. 1997. "Event Studies in Economics and Finance," 35 Journal of Economic Literature 13-39.

6. Barber, Brad and John Lyon. 1997. "Detecting Long-Run Abnormal stock returns: The Empirical power and specification of Test Statistics," 43 Journal of Financial Economics, 341-372.

7. Kothari, S.P. and Jerold Warner. 1997. "Measuring Long-Horizon Security Price performance," 43 Journal of Financial Economics 301-340.

8. Lyon, John, Brad Barber and Chih Tsai. 1999. "Improved Methods for Tests of Long-Run Abnormal Stock returns," 54 Journal of Finance 165-201.

9. Barber, Brad and John Lyon, "Detecting Abnormal Operating Performance: The Empirical Power And Specification Of Test Statistics," Journal of Financial Economics, 1996, v41(3,Jul), 359-399.

10. E.F.Fama, “Market Efficiency, Long-term Returns, and Behavioral Finance,” Journal of Financial Economics 49, 1998, 283-306.

11. Sanjai Bhagat and Roberta Romano, “Event Studies and the Law: Part I: Technique and Corporate Litigation,” 2002, American Law and Economics Review V4 N1.

12. G.W. Schwert, “Anomalies and Market Efficiency,” University of Rochester working paper, 2002.
B. Corporate Governance and Corporate Control

Mergers and Takeovers
1. S. Bhagat, A. Shleifer, and R.W. Vishny, "Hostile Takeovers in the 1980s: The Return to Corporate Specialization," Brookings Papers on Economic Activity, 1990, 1-84. target-gain-goodfile.doc 
2. G. Andrade, M. Mitchell, and E. Stafford. "New Evidence and Perspectives on Mergers." Journal of Economic Perspectives (2001): 103-120. NewEvidenceMergers.ppt
3. M. Burkart and F. Panunzi, “Takeovers,” 2006, Stockholm School of Economics working paper.
4. O. Kini, W. Kracaw and S. Mian, “The Nature of Discipline in Corporate Takeovers,” Journal of Finance 59, 2004, 1511-1552.
5. E.H. Kim and V. Singal, "Mergers and Market Power: Evidence from the Airline Industry," American Economic Review 83, 1993, 549-569. 
6. S. Bhagat, M. Dong, D. Hirshleifer and R. Noah, "Do Tender Offers Create Value?" Journal of Financial Economics, 2005, V76 N1, 3-60. b-hirshleifer.ppt
7. S. B. Moeller, F. P. Schlingemann, R. M. Stulz, “Firm Size and the Gains From Acquisitions,” Journal of Financial Economics 73, 2004, 201-228. 
8. S.B. Moeller, F. P. Schlingemann, and R.M. Stulz, “Wealth Destruction on a Massive scale? A Study of Acquiring-Firm returns in the Recent Merger Wave, Journal of Finance 60, 2005, 757-782.
9. L. Bargeron, F. P. Schlingemann, R. M. Stulz and C. Zutter, “Why Do Private Acquirers Pay So Little Compared to Public Acquirers,” Journal of Financial Economics 89, 375-390, 2008. 

10. U. Malmendier and G. Tate, “Who Makes Acquisitions? CEO Overconfidence and the Market’s Reaction,” Journal of Financial Economics 89, 20-43, 2008. 
11. M. Zhao and K. Lehn, “CEO Turnover After Acquisitions: Do Bad Bidders Get Fired?” 2006, Journal of Finance 61, 1759-1812. 
12. Micah S. Officer, The price of corporate liquidity: Acquisition discounts for unlisted targets, Journal of Financial Economics, Volume 83, Issue 3, March 2007, Pages 571-598

13. Thomas J. Chemmanura, Imants Paeglisb,  and Karen Simonyan, The medium of exchange in acquisitions: Does the private information of both acquirer and target matter?, Journal of Corporate Finance, Volume 15, Issue 5, December 2009, Pages 523-542

14. Missaka Warusawitharana, Corporate asset purchases and sales: Theory and evidence, Journal of Financial Economics 87, Issue 2, February 2008, Pages 471-497

15. S. Bhagat, S. Malhotra and P.C. Zhu, “Emerging Country Cross-Border Acquisitions,” 2010, University of Colorado working paper.

16. I. Erel, R.C. Liao and M.S. Weisbach, “World Markets for Mergers and Acquisitions,” 2009, Ohio State University working paper.

Spinoffs and Corporate Refocusing

1. P. G. Berger and E. Ofek, “Causes and Effects of Corporate Refocusing Programs,” Review of Financial Studies 12, 1999, 311-346. 
2. L Daley, V. Mehrotra, and R. Sivakumar, “Corporate Focus and Value Creation: Evidence fron Spinoffs,” 1997, Journal of Financial Economics 45, 257-281. 

3. S. Krishnaswami and V. Subramaniam, “Information asymmetry, Valuation, and the Corporate Spin-off Decision,” 1999, Journal of Financial Economics 53, 1999, 73-112.
4. S. Ahn and D.J. Denis, “Internal Capital Markets and Investment Policy: Evidence From Corporate Spinoffs,” Journal of Financial Economics 71, 2004, 489-516.
5. T.R. Burch and V. Nanda, “Divisional Diversity and the Conglomerate Discount: Evidence From Spinoffs,” Journal of Financial Economics 70, 2003, 69-98. 
Corporate Governance
1. R. LaPorta, F. Lopez-de-Silanes, A. Shleifer, and R. Vishny, “Investor Protection and Corporate Governance,” Journal of Financial Economics 58, 2000, 3-28. 
2. B. Holmstrom and S. N. Kaplan, “The State of U.S. Corporate Governance: What’s Right and What’s Wrong,” 2003, MIT working paper. 
3. J.A. Brickley, R.C. Lease and C.W. Smith, Jr., "Ownership Structure and Voting on Antitakeover Amendments," Journal of Financial Economics 20, 1988, 267-292. Antitakeover.ppt
4. S. Bhagat and R.H. Jefferis, "Voting Power in the Proxy Process: The Case of Antitakeover Charter Amendments," Journal of Financial Economics 30, 1991, 193-226. 
5. D. DelGuercio and J. Hawkins, “The Motivation and Impact of Pension Fund Activism,” Journal of Financial Economics 52, 1999, 293-340. 
6. S. Bhagat and B. Black, “The Non-Correlation Between Board Independence and Long-Term Firm Performance” Journal of Corporation Law, 2002, Volume 27, Number 2. 
7. S. Bhagat and R.H. Jefferis, The Econometrics of Corporate Governance Studies, 2002, MIT Press.

8. A. Borsch-Supan and J. Koke, “An Applied Econometricians’ View of Empirical Corporate Governance Studies,” NBER working paper, 2000.
9. S. Bhagat and B. Bolton, “Corporate Governance and Firm Performance,” Journal of Corporate Finance 14, 257-273, 2008. Corporate Governance – Performance.ppt  

Sox-GovernancePerformance
10. S. Bhagat , B. Bolton, and R. Romano, “The Promise and Pitfalls of Corporate Governance Indices,” Columbia Law Review, v108 n8, pp 1803-1882, 2008
11. R. Aggarwal, I. Erel, R. Stulz, and R. Williamson, “Do U.S. Firms Have the Best Corporate Governance? A Cross-Country Examination of the relation between Corporate Governance and Shareholder wealth,” 2006, Ohio state University working paper.
12. V. Chhaochharia and Y. Grinstein, “The Transformation of US Corporate Boards: 1997-2003,” 2004, Cornell University working paper. 
13. C.F. Foley and R. Greenwood, “Giving Up Control to Pursue Growth: The Evolution of Corporate Ownership After IPO,” 2008, Harvard University working paper.

Management Compensation

1. M.C. Jensen and K.J. Murphy, "Performance Pay and Top-Management Incentives," Journal of Political Economy 98, 1990, 225-264. 
2. B. J. Hall and J. B. Liebman, “Are CEOs Really Paid Like Bureaucrats?” 1998, Quarterly Journal of Economics 108, 653-691. Hall-Liebman.ppt
3. J. Core and W. Guay, "Stock Option Plans for Non-executive Employees," Journal of Financial Economics 61, 2001, 253-288.

4. D.A. Cohen, A. Dey and T.Z. Lys, “The Sarbanes Oxley Act of 2002: Implications for Compensation Structure and Risk-Taking Incentives of CEOs,” 2004, Northwestern University working paper. 
5. N. Burns and S. Kedia, “The Impact of Performance-based Compensation on Misreporting,” 2006, Journal of Financial Economics 79, 35-68. 

6. D. Bergstresser and T. Philippon, “CEO Incentives and Earnings Management,” 2006, Journal of Financial Economics 80, 511-530.

7. Armstrong, Christopher S., Alan Jagolinzer and David Larcker, “Chief Executive Officer Equity Incentives and Accounting Irregularities”, Journal of Accounting Research 48, 225-271, 2010.

8. S. Bhagat and R. Romano, “Reforming Executive Compensation,” European Company and Financial Law Review, vol 7, no. 2, pp. 273-29, 2010. ReformingExecComp
9. S. Bhagat and B. Bolton, “Investment Bankers’ Culture of Ownership?” University of Colorado working paper, 2010. IBCompensation
10. Anat R. Admati, Peter M. DeMarzo, Martin F. Hellwig, Paul C. Pfleiderer, “Fallacies, Irrelevant Facts, and Myths in the Discussion of Capital Regulation: Why Bank Equity is Not Expensive,” Stanford University working paper, September 2010.
11. Finance and Law

1. S. Bhagat and R. Romano, “Empirical Studies of Corporate Law,” in Handbook of Law & Economics, forthcoming 2007. CorporateLaw.ppt
2. J.M. Karpoff, D.S. Lee and G.S. Martin, “The Cost of Cooking the Books,” Journal of Financial and Quantitative Analysis, 43 (September 2008), 581-612.

3. J.M. Karpoff, D.S. Lee and G.S. Martin , The consequences to managers for financial misrepresentation, Journal of Financial Economics,Volume 88, Issue 2, May 2008, Pages 193-215

C. Capital Structure
1. J.R. Graham and C.R. Harvey, "The Theory and Practice of Corporate Finance," Journal of Financial Economics 60, 2001, 187-244.

2. S. Bhagat, J.A. Brickley and J.L. Coles, "The Costs of Inefficient Bargaining and Financial Distress: Evidence from Corporate Lawsuits," Journal of Financial Economics 35, 1994, 221-248. 
3. R.Rajan and L. Zingales, “What Do We Know About Capital Structure? Some Evidence From International Data,” Journal of Finance 50, 1995, 1421-1460. 
4. M. Baker, R. Taliaferro, and J. Wurgler, “Predicting Returns with Managerial Decision Variables: Is There a Small-Sample Bias?” 2006, Journal of Finance 61, 1711-1730.
5. I. Welch, “Common Flaws in Empirical Capital Structure Research,” 2006, Brown University working paper.
6. A. Kayhan and S. Titman, “Firms Histories and Their Capital Structures,” 2007, Journal of Financial Economics 83, 1-32. 

7. C. Parsons and S.Titman, “Capital Structure and Corporate Strategy,” University of Texas working paper, 2007.  

8. Thomas Bates, Kathleen Kahle and Rene Stulz, “Why Do U.S. Firms Hold So Much More Cash Than They Used To?” Journal of Finance 64, October 2009, 1985-2022.

9. Joshua Rauh and Amir Sufi, “Capital Structure and Debt Structure,” Review of Financial Studies 12, December 2010, 4242-4280.

10. S. Bhagat, B. Bolton, and A. Subramanian, “Manager Characteristics and Capital Structure: Theory and Evidence,” 2011, Journal of Financial and Quantitative Analysis, forthcoming. 

11.  A. Gomes and G. Phillips, “Why Do Public Firms Issue Private and Public Securities?” 2007, NBER working paper.
12. A. Korteweg, “The Costs of Financial Distress Across Industries,” University of Chicago working paper, 2007.
13. M.R. Roberts and A. Sufi, “Financial Contracting: A Survey of Empirical Research and Future Directions,” University of Chicago working paper, 2009.

14. V.A.Dang, “An Empirical Analysis of Zero-Leverage and Ultra-Low Leverage Firms: Some U.K. Evidence,” Manchester Business School working paper, 2009.

15. Harry DeAngelo, Linda DeAngelo, René M. Stulz, Seasoned equity offerings, market timing, and the corporate lifecycle,  Journal of Financial Economics 95,  275-295, 2010

D. Corporate Financial Strategy
1. C.W. Smith, Jr., "Investment Banking and the Capital Acquisition Process," Journal of Financial Economics 15, 1986, 3-30.  RaisingCapital.ppt
2. N. Jegadeesh, M. Weinstein, and I. Welch, “An Empirical Investigation of IPO Returns and Subsequent Equity Offerings,” Journal of Financial Economics 34, 1993, 153-176. 
3. A.P Ljungqvist and W. J. Wilhelm, “IPO Pricing in the Dot-Com Bubble,” Journal of Finance 58, 2003, 723-752. 

4. R.Beatty, S. Riffe, and R. Thompson, "IPO Pricing with Accounting Information," University of Southern California working paper, 2000. 
5. Hand, J.R.M., 2003, “Profits, losses and the non-linear pricing of internet stocks,” Intangible Assets: Values, Measures and Risks, Oxford University Press.

6. R. Aggarwal, S. Bhagat and S. Rangan,  “The Impact of Fundamentals on IPO Valuation ,” Financial Management, 2009, v 38, 253-284,. IPO Valuation.ppt
7. H.J.Seppanen, “Financial Statement Information and Evaluation of Newly Listed High-

Technology “Nano Caps”
” Aalto University (Finland) working paper, 2010.

8. A. Poulsen and M. Stegemoller, “Moving from Private to Public Ownership: Selling Out to Public Firms vs. Initial Public Offerings,” 2005, University of Georgia working paper. 

9. F. Degeorge, F. Derrien and K. Womack, “Auctioned IPOs: The U.S. Evidence,”  Journal of Financial Economics 98, November 2010, 177-194.

10. Hsu, Hung, Adam Reed and Jorg Rocholl, “The New Game in Town: Competitive Effects of IPOs,” Journal of Finance 65, April 2010, 495-528.

11. Ugur Celikyurta, , Merih Sevilirb, 1,  and Anil Shivdasani , “Going public to acquire? The acquisition motive in IPOs ,”  Journal of Financial Economics 96, Issue 3, June 2010, Pages 345-363

E. Venture Financing

1. S. N. Kaplan and P. Stromberg, "Venture Capitalists as Principals: Contracting, Screening, and Monitoring," 2001, American Economic Review, v91(2,May), 426-430. 
2. S.N. Kaplan and Per Stromberg. "Financial Contracting Theory Meets The Real World: An Empirical Analysis Of Venture Capital Contracts," Review of Economic Studies, 2003, v70(2,Apr), 281-315.

3. D. Cumming, D. Schmidt and U. Walz, “Legality and Venture Governance Around the World,” 2004, University of Alberta working paper. 
4. J. Lerner and A. Schoar, “Transaction Structures in the Developing World: Evidence From Private Equity,” Quarterly Journal of Economics 2005. 
5. T. Hellman, L. Lindsey, M. Puri, “Building Relationships Early: Banks in Venture Capital,” Review of Financial Studies 21, 513-542, 2008.. 
6. O. Bengtsson and B. A. Sensoy, “Changing the Nexus: The Evolution and Renegotiation of Venture Capital Contracts,” Ohio State University working paper, 2009.

7.  O. Bengtsson and B. A. Sensoy, “Investor Abilities and Financial Contracting: Evidence from Venture Capital,” Ohio State University working paper, 2009.
8. Brian Broughmana and Jesse Fried, “Renegotiation of cash flow rights in the sale of VC-backed firms,”  Journal of Financial Economics 95, Issue 3, March 2010, Pages 384-399.

9. D. Hsu, “Why Do Entrepreneurs Pay For Venture Capital Affiliation,” Journal of Finance 59, 2004, 1805-1841. 

10. 9.. Hochberg, Yael V., Alexander Ljungqvist and Yang Lu, “Networking as a Barrier to Entry and the Competitive Supply of Venture Capital,” Journal of Finance, 2010, v65 (June), 829-859.

11. M. Wright and R. Chopra, “Returns to Venture Capital,” forthcoming, 2010.

12. R. Smith, R. Pedace, and V. Sathe, “Venture Capital: Performance, Persistence, and Reputation,” University of California – Riverside working paper, 2009.

13. N. Dai and V. Ivanov, “Entrepreneurial Optimism, Credit Availability, and Cost of Financing: Evidence from U.S. Small Business,” SEC working paper, 2009.

14. A.Balcarel, M. Hertzel, and L. Lindsey, “Contracting Frictions and Cross-Border Capital Flows: Evidence from Venture Capital,” Arizona State University working paper, 2010.

F. Corporate Investment Policy, and Valuation

1. L. Lang, E. Ofek, and R. M. Stulz, “Leverage, Investment, and Firm Growth,” Journal of Financial Economics 40, 1996, 3-30. 

2. S. Bhagat and I. Welch, "Corporate R&D Investment: International Comparisons," Journal of Accounting & Economics 19, 1995, 443-470.

3. S. Bhagat, N. Moyen and I. Suh, “Investment and Internal Funds of Distressed Firms,” 2005, Journal of Corporate Finance, v11, 449-472.

4. P. Joos and G.A. Plesko, “Valuing Loss Firms,” 2004, MIT working paper. 
5. A. Dunev, R. Morck, and B. Yeung, “Value-Enhancing Capital Budgeting and Firm-specific Stock return Variation,” 2004, Journal of Finance 59, 65-106. 

6. M. Amram and N. Kulatilaka, 1999, Real Options, Harvard Business School Press.
7. S. Bhagat, “Real Options in the Telecommunications Industry,” in Real Options: The New Investment Theory and its Implications for Telecommunications Economics (1999), Kluwer Academic Publishers, Boston, MA. 

G. Subprime Mortgage

H1. S. Bhagat, “Causes of Subprime Credit Crisis,” 2008, University of Colorado working paper. Subprime Crisis
H2. Yale University Symposium, “Future of Financial Regulation,” 2009.

H3. K. French et al, The Squam Lake Report, 2010, Princeton University Press.

H4. K. Kahle and R.M. Stulz, “Financial Policies and the Financial Crisis: How Important Was the Systemic

Credit Contraction for Industrial Corporations?
” 2010, Ohio State University working paper.

H5. Ran Duchin, Oguzhan Ozbas, Berk A. Sensoy, Costly external finance, corporate investment, and the subprime mortgage credit crisis, Journal of Financial Economics 97,  418-435, 2010.

H6. Murillo Campello, John R. Graham, Campbell R. Harvey, The real effects of financial constraints: Evidence from a financial crisis,  Journal of Financial Economics 97,  470-487, 2010.

IV.
Course Schedule
January 10: 
Organization and Background

January 24:   Background


January 31:
 Mergers & Takeovers

February 7: Mergers & Takeovers

February 14:
Corporate Restructuring

February 21:
Corporate Governance

February 28:

Corporate Governance

March 7:

Management Compensation

March 14:

Capital Structure



March 21:

Spring Break

March 28:

Corporate Financial Strategy

April 4:

Corporate Financial Strategy

April 11:

Corporate Investment Policy

April 18:

Valuation
April 25:

Subprime Mortgage
V.
Course Policies

The grade breakdown is as follows:


Item

Weight


A.
Class Presentations of Papers in Syllabus
45%

B.
Peer Evaluation

10%

C.
Final Exam

45%

A.
Each student will be assigned a set of papers to present in class. Each student will make three hour-long presentations during the semester.  

C.
The exam will consist of essay-type questions, and will be closed-book, closed-notes, and in-class. The exam will be based on study questions that will be handed out during the semester. The exam will be graded anonymously in the sense that students will not write their names on the exam and at the time I grade the exam I will not know whose exam it is.

List of study questions:
1. a) What does it mean to say that a certain market is efficient? Schwert (2002)
b) Why is the joint-hypothesis issue so problematic in testing the Efficient Market Hypothesis? Hint: How is risk measured, and what is the relationship between risk and return. 

c) Why are event studies, in general, not affected by the above concerns regarding the Efficient Market Hypothesis? Fama (1991, 1998)

2. a) What is the relationship between power of a test, significance level, and Type I and II errors? How might you increase the power of an event study? Burgstahler (1987), MacKinlay (1997)

b) How would you measure the performance of a company over a long-horizon of , say, three years? Barber-Lyon 1997), Kothari-Warner (1997), Lyon-Barber-Tsai (1999), Barber-Lyon (1996)
3. (a) What is the empirical evidence on returns to bidders in takeovers? (Moeller, Schlingemann, Stulz (2004, 2005), Bargeron, Schlingemann, Stulz and Zutter (2008), Malmendier-Tate (2008, Zhao-Lehn (2006)) 

(b) Discuss potential problems in the traditional ways of measuring returns to bidders in takeovers as pointed out by Bhagat, Dong, Hirshleifer and Noah (2005)? How might you measure these bidder returns?

4.  What is the role played by investment bankers in merger transactions? Do they create value for acquiring shareholders? Do they create value for target shareholders? Kisgen, Qian, and Song (2009), Makhija and Narayanan (2007), Calomiris and Hitscherich (2005).

5. a) In the 1990s, corporations are said to be refocusing. What is meant by “corporate refocusing”?  Discuss why corporations might be refocusing; please consider the evidence in Krishnaswami and Subramaniam (1999), Daley, et al (1997), Ahn and Denis (2004) and Burch and Nanda (2003). 

b)  What might be the role of market disciplinary forces, and internal governance mechanisms in spurring corporate refocusing as discussed in Berger and Ofek (1999)?

6. Discuss the relationship between corporate governance and corporate performance. How might endogeneity concerns, and the measurement of these variables impact the interpretation of these results? Bhagat-Bolton (2008), Bhagat, Bolton and Romano (2008).

7. Discuss the relationship between corporate governance and corporate investment policy. How might endogeneity concerns, and the measurement of these variables impact the interpretation of these results? John, Litov andYeung (2008), Panousi and Papanikolaou (2011).
8. Jensen and Murphy'(1990) and Hall and Liebman (1998) suggest that stock price based incentive compensation would be appropriate for senior management. Bhagat and Bolton (2011) argue that manager incentives might have led to excessive risk-taking by banks during 2000-2008 - leading to the financial crisis of 2008. Explain and critique their study including their suggestions for improving executive compensation structure and bank capital requirements.
9.  Discuss the evidence on the relation between management compensation policy and corporate investment policy, accounting misreporting, and accounting fraud. Cohen, Dey and Lys (2004), Burns and Kedia (2006), Bergstresser and Philippon (2006), Hennes Lleone, and Miller (2007), Erickson, Hanlon and Maydew (2004, Armstrong, Jagolinzer, Larcker (2010).

10.  What are the determinants of a firm’s capital structure? What is the empirical evidence on this? Rajan-Zingales (1995), Kayhan-Titman (2005), Welch (2006), DeAngelo and Roll (2011).
11. (a) Describe the capital markets' reaction to announcements of new security offerings. Discuss the theories (optimal capital structure, implied changes in net operating cashflow, information asymmetry, unanticipated announcement) that have been suggested to understand this set of empirical facts.  Smith (1986). 

(b) Why do public firms issue private and public securities? Gomes and Phillips (2007).
12.Explain and critique the following arguments typically made why banks should not significantly increase their equity capital ratio (Admati, DeMarzo, Hellwig, Pfleiderer (2011)):
a) Increasing equity requirements will increase banks’ funding costs because equity is risky.

b)  Increasing equity requirements will lower the ROE that banks earn, hence a loss in value.
c) Increasing equity requirements will increase bank’s funding costs because its tax liabilities will increase.

d) Increasing equity requirements would be costly since debt provides market discipline.

e) Increasing equity requirements would force banks to cut back on lending.
_____________________________
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