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MF 641: Corporate Financial Theory
Course Description
This course explores theories, empirical evidence, and applications of corporate financial policy. Basic topics covered include consumption, investment, and investment decision. The emphasis will be on topics of capital budgeting, capital structure, cost of capital, dividend policy, moral hazard, designs of contracts and securities, signaling, and asymmetric information. 
Objectives 
1. To develop a theoretical foundation in the area of corporate finance.

2. To build a framework for empirical research in the area of corporate finance.
Instructor

Pornsit Jiraporn, Ph.D. 
Pennsylvania State University

& Thammasat University

Email: 
pjiraporn@gmail.com
Tel:
(085) 331-4001

Textbooks
Corporate Finance Theory, William Megginson
Principles of Corporate Finance, Brealey, Myers, and Allen (BMA), McGraw Hill 
Financial Management, Brigham and Ehrhardt (BE)
Grading
Group Presentation

10%
Individual Presentation

10%

Mid-term Exam


40%

Final Exam


40%

Group Presentation: Each group will be assigned one chapter from Megginson’s book. Each group is responsible for answering the questions at the end of the assigned chapter.
Individual Presentation: Each student will be assigned one article. The student is responsible for presenting the article to the class, making a concise summary of the article, and distributing the summary to your classmates. There is no limit on the length of the presentation, please exercise your judgment. 

Exams: The mid-term and final exam will consist of quantitative problems. In addition, there will be conceptual questions from Megginson’s book and from the research articles we cover in the class.

Tentative Schedule

	Date
	Lecture

(BMA and BE)
	Presentation

	Tuesday, May 15
	Introduction
	-

	Thursday, May 17
	Bond valuation
	-

	Tuesday, May 22
	Bond valuation
	-

	Thursday, May 24
	Stock valuation
	1-6

	Sunday , May 27
	Stock valuation/Capital budgeting
	7-15

	Tuesday, May 29
	Capital budgeting
	Dr.Vesarach (Guest Lecturer) 

	Thursday, May 31
	Risk and Return (Intro)
	16-24

	Saturday, June 2
	Mid-term

	Tuesday, June 5
	Risk and Return
	25-30

	Thursday, June 7
	Portfolio theory
	31-36

	Saturday, June 9
	Portfolio theory/ CAPM
	37-39

	Sunday, June 10
	Market efficiency/ Cost of capital
	Groups 1 and 2

	Thursday, June 12
	Capital structure
	Groups 3 and 4

	Saturday, June 14
	Dividend theory
	Groups 5 and 6


	
	
	


Research Articles

I. Ownership Structure
1. Claessens, S., Djankov, S., Lang, L. H. P., 2000. The separation of ownership and control in East Asian corporations, Journal of Financial Economics 58, 81-112. 

2. Lemmon, M. L., Lins, K. V., 2003, Ownership structure, corporate governance, and firm value: Evidence from the East Asian financial crisis, Journal of Finance 58, 1445-1468.

3. Bertrand, M., S. Johnson, K. Samphantharak, and A. Schoar, 2008, Mixing family with business: A study of Thai business groups and the families behind them, Journal of Financial Economics.
4. Hartzell, J.C. and L.T. Starks, 2003, Institutional investors and executive compensation, Journal of Finance 58, 2351-2374.

5. Kim, K.A., P. Kitsabunnarat, and J.R. Nofsingher, 2004, Ownership and operating performance in an emerging market: Evidence from Thai IPO firms, Journal of Corporate Finance 10, 355-381.

6. Ferreira, M.A., and P. Matos, 2008, The colors of investors’ money: The role of institutional investors around the world, Journal of Financial Economics 88, 499.
7. Hartzell, J.C., and L.T. Starks, 2003, Institutional investors and executive compensation, Journal of Finance 58, 2351-2374.

8. Claessens, S., S. Djankov, J.P.H. Fan, and L.H.P. Lang, 2003, Disentagling the incentive and entrenchment effects of large shareholderings, Journal of Finance 57, 2741-2771.

9. Grullon, G., 2004, Advertising, breadth of ownership, and liquidity, Review of Financial Studies 17 (2), 439.

II. Executive Compensation

10. Datta, S., M. Iskandar-Dattar, and K. Raman, 2001, Executive compensation and corporate acquisition decisions, Journal of Finance 56, 2299-2336.

11. Core, J.E., W. Guay, and D.F. Larcker, 2008, The power of the pen and executive compensation, Journal of Financial Economics 88 (1), 1.

12. Becker, B., 2006, Wealth and executive compensation, Journal of Finance 61, 379.

13. Jiraporn, P., Y.S. Kim, and W.N. Davidson III, 2005, CEO compensation, shareholder rights, and corporate governance: An empirical investigation, Journal of Economics and Finance 29, 242-259.
III. Corporate Governance

14. Gompers, P., J. Ishii, and A. Metrick, 2003, Corporate governance and equity prices, Quarterly Journal of Economics 118 (1), 107.
15. Faleye, O., 2007, Classified boards, firm value, and managerial entrenchment, Journal of Financial Economics 83 (2), 501.

16. Yermack, D., 2006, Flights of fancy: Corporate jets, CEO perquisites, and inferior shareholder returns, Journal of Financial Economics 80 (1), 211.

17. Jiraporn, P., M. Singh, and C.I. Lee, 2009, Ineffective corporate governance: Director busyness and board committee memberships, Journal of Banking and Finance 33, 819.

18. Jiraporn, Y.S. Kim, and W.N. Davidson III, 2008, Multiple directorships and corporate diversification, Journal of Empirical Finance 15 (3), 418-435. 

19. Jiraporn, P., W.N. Davidson, P. DaDalt, and Y. Ning, 2008, Too busy to show up? An analysis of directors’ absences, Quarterly Review of Economics and Finance

20. Morey, M., A. Gottesman, E. Baker, and B. Godridge, 2009, Does better corporate governance result in higher valuations in emerging markets? Another examination using a new data set, Journal of Banking and Finance 33, 254.
21. Jiraporn, P., Y.S. Kim, M. Singh, W.N. Davidson, 2006, Corporate governance, shareholder rights, and firm diversification: An empirical analysis, Journal of Banking and Finance 30 (3), 947. 

IV. Primer on the Capital Structure Theory
22. Booth, L., V. Aivazian, A. Demirguc-Kunt, and V. Maksimovic, 2001. Capital Structure in Developing Countries, Journal of Finance 56, 87-130. 

V. Evidence of Corporate Finance from the Field
23. Graham, John R. and Campbell R. Harvey, 2001. The theory and practice of corporate finance: Evidence from the field, Journal of Financial Economics 60, 187-245. 

24. Brav, A., J. R. Graham, C. R. Harvey, and R. Michaely, 2005. Payout policy in the 21st century: The data, Journal of Financial Economics 77, 483-527. 

VI. Capital Structure: Trade-Off Hypothesis
25. Byoun, S., 2008. How and when do firms adjust their capital structures toward targets?, Journal of Finance 63, forthcoming.

26. Lemmon, M.L., M.R. Roberts, and J.F. Zender, 2008. Back to the beginning: Persistent and the cross-section of corporate capital structure, Journal of Finance 63, forthcoming.

27. Flannery, M.J. and K.P. Rangan, 2006. Partial adjustment toward target capital structures, Journal of Financial Economics 79, 469-506.  
VII. Capital Structure: Agency Theory
28. Harvey, Campbell R., Karl V. Lins, and Andrew H. Roper, 2004. The effect of capital structure when expected agency costs are extreme, Journal of Financial Economics 74, 3-30.

29. Anderson, Ronald C., Sattar A. Mansi, and David M. Reeb, 2003. Founding family ownership and the agency cost of debt, Journal of Financial Economics 68, 263-285.

30. Billett, M.T., T.D. King, and D.C. Mauer, 2007. Growth Opportunities and the Choice of Leverage, Debt Maturity, and Covenants, Journal of Finance 62, 697-730. 

31. Jiraporn, P. and Y. Liu, Capital structure, staggered boards, and firm value, Financial Analysts Journal 64 (1), 49-61.
32. Bunkanwanicha, P., J. Gupta, and R. Rokhim, 2008, Debt and entrenchment: Evidence from Thailand and Indonesia, European Journal of Operational Research 185 (3), 1578. 

VIII. Capital Structure: Informational Asymmetry

33. Alti, A, 2006. How persistent is the impact of market timing on capital structure?, Journal of Finance 61, 1681-1710.

34. Frank, M.Z. and V.K. Goyal, 2003. Testing the pecking order theory of capital structure, Journal of Financial Economics 67, 217-248. 

35. Dittmar, A. and A. Thakor, 2007. Why do firms issue equity?, Journal of Finance 62, 1-54. 

36. Kayhan, A. and S. Titman, 2008. Firms’ histories and their capital structures, Journal of Finance 63, forthcoming. 

IX. Dividend Policy Part I

37. Ferris, S.P., N. Jayaraman, and S. Sabherwal, 2009, Catering effects in corporate dividend policy: The international evidence, Journal of Banking and Finance, forthcoming.
38. Fama, E.F., and K. R. French, 2002. Testing tradeoff and pecking order predictions about dividend and debt, Review of Financial Studies, page xx.

39. Grullon, G., R. Michaely, S. Benartzi, and R. Thaler, 2005. Dividend changes do not signal changes in future profitability, Journal of Business 78(5), 1659-1682.

X. Dividend Policy Part II

40. Baker, Malcolm and Jeffrey Wurgler, 2004. A catering theory of dividends, Journal of Finance 59, 1125-1165.

41. Hu, A. and P. Kumar, Managerial entrenchment and payout policy, Journal of Financial and Quantitative Analysis 39 (4), 759.

42. DeAngelo, H., L. DeAngelo, and R. Stulz, 2006. Dividend policy and the earned/contributed capital mix: A test of the life-cycle theory, Journal of Financial Economics 81, 227-254.

43. Jiraporn, P. and Y. Ning, 2006, Dividend policy, shareholder rights, and corporate governance, Journal of Applied Finance 16 (2), 24-36. 
	


� The schedule is subject to change at the instructor’s discretion. 
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