UNIVERSITY OF SOUTHERN CALIFORNIA
MARSHALL SCHOOL OF BUSINESS
Fall 2007

FBE 531 — Financial Policies and Corporate Control
Course Syllabus

1 Contact Information

Instructor: Ty Callahan

Office: ACC301D

Telephone: 213.740.6498

Email: Tyrone.Callahan@marshall.usc.edu
Office hours: Tuesday 5-6 pm or by appointment
Website: https://blackboard.usc.ed(Blackboard)

2 Course Objective

Most business decisions have a financial dimengierit, of primary or secondary importance. Thigrse will
teach you a structured system of financial analysisintroduces a degree of objectivity to corpofamancial
decisions. The course has a corporate focus, any mof the skills you develop are relevant in atmeggreneurial
or financial investment setting as well.

This course is best described as a secondary cioug@porate Finance. The focus is on developimigher set
of tools and an economic framework to analyze cafeanvestment and financing choices. Capitabetidg
topics include robustness checking, certainty eajaivt valuation, and real options. Understandirgusefulness
of these more advanced methods will develop inesitedan appreciation for the implicit assumptions a
potential shortcomings of the primary methods lednm introductory Corporate Finance.

Financing topics include issues arising from catdliof interest between bondholders and sharelsodat
between shareholders and managers, and problesitgydriom information asymmetries between firms tred
financial markets. We illustrate how financing w®s influence, for better or worse, capital budgetiecisions
and the interplay between financing and corporatgrol. Corporate control is discussed in the exnof
corporate governance mechanisms and security desigiderations.

Prerequisites: GSBA 521/548 is the formal prerequisite. The seualso relies on your knowledge of
introductory financial accounting. You should lmerfortable using a financial calculator and a sgsbaet
program.

Course goal: Students will be able to apply fundamental finahtwols to evaluate corporate investment and
financing opportunities. Students will understdmel relation between investments and financingaher
aspects of corporate strategy.

Learning objectives: The primary learning objectives of the course are:

1. To understand when and why standard NPV analysysfailzor be difficult to implement and what

valuation approaches might be useful alternatives.

To understand how financing interacts with valud ather corporate objectives.

To understand how asymmetric information betweendiand financial markets influences firms’

investment and financing choices.

4. To understand the primary mechanisms of corporatergance.

5. To apply the theoretical approaches discussedliaesd textbook examples/problems and simple real
world settings.
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Course materials: We will use two texts in the class. The firstiyghould already have:
Ross, Westerfield, and Jafféprporate Financel® ed., Pearson/Addison Wesley
The second text is available for free download:

I. Welch, A First Course in Corporate Financpreview edition. The entire book is availablerbgistering
at http://welch.econ.brown.edu/book/

You'll also need a calculator. Course notes, assants, etc. will be posted on Blackboard, whiah loa
accessed dtttp://blackboard.usc.edu In addition, students are encouraged to reaatiagical that covers
events in the financial worldThe Wall Street Journas one good candidate; more global in outlookés t
Financial Times.

Attendance and preparation: Announcements, lecture notes and all other aditioourse material will be
posted on Blackboard. You will need to downloaehttbefore each class. Please do the assignedggaitr
to each lecture.

Academic integrity: The use of unauthorized material, communicatioh vallow students during an exam,
attempting to benefit from the work of another stitdand similar behavior that defeats the interdr
examination or other class work is unacceptablthtoUniversity. It is often difficult to distingii between a
culpable act and inadvertent behavior resultingiirthe nervous tensions accompanying examinatidfisere a
clear violation occurs, however, the instructor ntggualify the student’s work as unacceptable asgign a
failing mark on the paper

Policy regarding returned graded work: Returned paperwork, unclaimed by a student, willlisearded after
4 weeks and hence, will not be available shouldaalg appeal be pursued by a student following peaz
his/her course grade.

Students with disabilities: Any student requesting academic accommodationgllasa disability is required
to register with Disability Services and ProgranS) each semester. A letter of verification fopr@ved
accommodations can be obtained from DSP. Pleasaiteethe letter is delivered to me (or my TA) adyen
the semester as possible. DSP is located in STWAABA is open8:30 a.m. — 5:00 p.m., Monday throkigtiay.
The phone number for DSP is (213) 740-0776.

Grading: Your grade will be based on homework and thres teldbmework will count for 15% of your grade.
Tests will count for 85% of your grade. Individuasts will have weights of 20/30/35. Your “betstst will
receive the highest weight and your “worst” tedt veceive the lowest(“Best” and “worst” are based on the
class rank of your score.)

No letter grades will be assigned to individuatgdes homework. The mean and standard deviati@aoli score
will be available on Blackboard. Your overall cearscore will be calculated using the scheme shaoist
favorable to you. Grades will be awarded on airedascale, based on the overall course scoregdardance
with the Marshall School grading guidelines. Sfiegiregarding tests and homework follow.

- Homework: All work is to be submitted in groups of 4 tote@dents. Assignments will be graded on a
pass/fail basis. Assignments are dtithe beginning of clas®n the due dateLate homework will not be
accepted. To pass you do not need to get all the answersao The presentation and clarity of your work
may also affect your homework grade.

— Tests: There will be three tests during the semestéie t€sts are not cumulative. The test dates are:
September 25, November 6, and December 13 or 18 &s designated by the University Finals
Schedule) Attendance at all tests is mandatory. Testglased book. A formula sheet will be provided
with the test. You will need a calculator. Laptapnputers and programmable calculators with word



processing features are not permitted. By engilinthe course you are committing to take thestentthe
scheduled dates.

Regrades: Regrades must be requested within one week afahehe item was returned to the class. The
student must submit a written and precise explanaif why he/she thinks the grade should be matlifie
The entire assignment will be regraded and thé firveak may go up or down.

SCHEDULE and TOPICS
(tentative and subject to change)

Week | Date Topic
1 28-Aug | Introduction
30-Aug | Foundations review: Capital budgeting
2 Refinement and Robustness methods: Sensitivity, Scenario,
and Simulation analyses
6-Sep Certainty Equivalent valuation

3 11-Sep | Introduction to options

13-Sep | Options valuation

4 18-Sep | Real options

20-Sep | Review
5 25-Sep | Midterm exam 1
27-Sep | Midterm recap

6 2-Oct Efficient vs Inefficient vs Perfect vs Imperfect markets
4-0ct | Foundations review: Capital structure and payout policy
under M&M

7 9-Oct Credit rationing
11-Oct | Debt overhang and asset substitution

8 16-Oct | Some determinants of borrowing capacity

18-Oct | Asymmetric information and the lemons problem

9 23-Oct | Dissipative signals to eliminate asymmetric information

25-Oct | Corporate finance and product market interactions

10 30-Oct | Speculative information and passive monitoring

1-Nov Review
11 6-Nov Midterm exam 2
8-Nov Midterm recap

12 13-Nov | Investor activism — the role of active monitors

15-Nov | Internal capital markets

13 20-Nov | Corporate control rights

22-Nov | -------------- Thanksgiving Holiday -------------------

14 27-Nov | Corporate governance and managerial compensation

29-Nov | Corporate takeovers — theoretical pros and cons

15 4-Dec Corporate takeovers — strategies and defenses

6-Dec Wrap-up and review

13-Dec | Final Exam for daytime section
18-Dec | Final Exam for evening section




