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What is this course about?

This course is about corporations and making them more responsive and responsible to shareholders, other stakeholders, and society as a whole.  More dramatically, this course is about curbing the greed and egoism that can come from a person or group of people having too much power and too little accountability.  It is a course that I hope will explain some of the tragic financial events of the past decade – economic crises and corporate collapses – and the remedies being proposed to address those tragedies.
Corporations are amazing organizations.  They combine huge amounts of capital with hundreds, or hundreds of thousands, of employees to produce a myriad of products and services with enormous efficiency.  This efficiency arises from professional managers using funds raised in competitive, and thereby low cost, capital markets.  However, inherent in the design of corporations are potential conflicts.  The primary conflict arises because professional managers typically have a very small ownership stake in the company they manage.  Managers receive value from their compensation, job perks and ownership in the company, but shareholders are only owners.  This seemingly small difference can lead to managers preferring very different corporate decisions than shareholders.  These divergences can range from slight and subtle differences in corporate strategy to examples of enormous greed and serious ethical misconduct.  As we have seen over the past few years, if left unattended these conflicts can destroy corporate value and devastate economies.  

Over time mechanisms have evolved  to address these conflicts.  Nations have taken very different approaches to controlling corporate deficiencies.  Corporate structures vary across nations, reflecting different histories, legal and economic systems, and attitudes about businesses role in society.  Some of these approaches have succeeded and endured, others have worked for a while and been discarded or modified.  With a heightened concern about corporate activities, new governance structures are being developed and put into practice, and existing mechanisms to being improved or fine-tuned.  We have yet to see whether these new mechanisms will help corporations reach their enormous potential.

This semester we will examine and discuss the sources and extent of less than ideal corporate behavior and some of the existing and proposed remedies for these behaviors.  We will initially use the United States as our study area, and then expand our scope to include Europe and Asia.

I am looking forward to an exciting semester!

How will this course work? 

Read, discuss, and write.  Corporate governance is still evolving so most topics remain open to debate.  Therefore, the class is designed to have a great deal of discussion.  I hope that the discussions will help you gain a better understanding of the material and develop informed opinions about some of the key topics in corporate governance. 

The reading list includes articles from academic and practitioner journals and business magazines and newspapers.  Every semester I review the reading list and try to reduce the number of pages while maintaining the depth and quality of the content.  This semester there is no assigned textbook.  Instead we will use articles from the public domain.  

The class includes several case analyses based on real companies.  There will be a final project and a final exam.  The project may be done individually or with one other person. 

Class Activities
· Case reports – 2 long 3 short

· Short Report on Aaron Rents 

· Participation in case discussions.

· Project: A Powerpoint presentation on an approved topic (Due December 3rd).

· Final Exam (An essay exam due December 10th).

Grading

Final grades will be assigned by comparing the total points earned by each student to the total points possible.  The CU-Denver’s Business School suggests that the average grade in a graduate class be between 3.1 and 3.5 (B to B+/A-).  In most classes I tend to be at the high end of that range, and suspect I will be in this class.  The various graded activities are shown in the table:

	Activities
	Points

	Long Case Reports 2 @ 100
	200

	Discussion participation
	150

	Aaron Rents Assignment
	25

	Short Case Reports 3@25
	75

	Final Project Presentation
	150

	Final Exam
	100

	Total
	700


Participation grades:  Having a presence in about 80% of the discussions will earn 75% of the possible points.  Being active (several contributions in many of the discussions) earns 90% of the points.  The most active people will earn 100% of the points.

A description of the assignments is at the end of the syllabus after the reading list.

Course Objectives

There are some concepts that are fundamental to corporate governance.   The list of objectives reflects what I feel some of these are.  I hope by the end of the class you feel comfortable dealing with these topics.

1. Corporate structure and the concept of agent-principal relationships.

2. How does corporate structure vary between countries?  

3. How can owners, especially institutional owners, affect corporate performance?  Does shareholder activism work?

4. Is executive compensation too high?  What is a compensation plan trying to do? 

5. Executive stock options:  What are they? Should options be expensed or repriced? Do firms grant too many? How are they valued?

6. The duties of directors.  What is director independence and will it improve governance?

7. What are the key elements in most international codes of best governance practice?

8. What governance role do institutions outside of the firm play (e.g. capital markets)?  

9. Where can you find governance data?

10. What evidence is there that ‘better’ corporate governance matters?

11. What are some of the governance challenges facing emerging economies?

12. What are some trends in corporate governance?  Will they be effective?

Course Materials

Textbook: There is no textbook for this class. The readings are available from either the Doc Sharing section of the class website (for free download) or from a website at Harvard Business School Publishing (for purchase and download) at the following URL:

http://harvardbusinessonline.hbsp.harvard.edu/relay.jhtml?name=cp&c=c23838
The cases are delivered electronically.   The total cost for the eleven cases should be about $44.00.  Sometimes there is a discount for ordering more than ten items.

The downloaded course materials are encrypted using SealedMedia. You can download the plug-in from http://download.sealedmedia.com/unsealer/index.asp
If you need technical assistance, please contact Harvard Business School Publishing at 800-810-8858 or 617-783-7700. They are open 8am-6pm Eastern Standard Time. 

Models of Corporate Governance: Who's the Fairest of Them All?, David Larcker and Brian Tayan, Product#: CG11

Al Dunlap at Sunbeam, Brian Hall, Rakesh Khurana and Carleen Madigan 

Product #: 899-218

Circon (A) (Abridged), Brian Hall ,Christopher Rose and Guhan Subramanian 
Product#: 904-023 
Attention Shoppers: Executive Compensation at Kroger, Safeway, Costco, and Whole Foods, David Larcker and Brian Tayan, Product#: CG13 
Akamai's Underwater Options, Brian Hall, Jonathan Lim and Houston Lane, Product#: 902-069 

Norway Sells Wal-Mart, Robert Pozen and Aldo Sesia Jr., Product#: 308-019
The Grounding: Did Corporate Governance Fail at Swissair? Ulrich Steger and Helga Krapf, Product#: IMD214

Governance at Metallgesellschaft, Jay Lorsch and Samantha Graff, Product #495055

PetroChina: International Corporate Governance with Chinese Characteristics John Child, Sang Xu and Mary Ho, Product#: HKU183 

Spotting Institutional Voids in Emerging Markets, Tarun Khanna and Krishna Palepu, Product#: 106-014

The Hermitage Fund: Media and Corporate Governance in Russia, Alexander Dyck 
Product#: 703-010 

Manfold Toy Company: Corporate Governance and Ethics for Directors and Professionals, Jeroen Van Den Berg, Say Goo, Product#: HKU737
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	Week
	Date
	Topic
	Class Activity/Assignment

	1
	11-Aug
	Introductions
	Introductions; Review reading;

Aaron Rents 2006 Proxy

	2
	18-Aug
	Role of the Corporation: Shareholders vs. Stakeholders
	Al Dunlap Case

	3
	25-Aug
	DNC – No class
	

	4
	1-Sep
	Directors
	

	5
	8-Sep
	Directors
	Circon (A) case

	6
	15-Sep
	Option Pricing
	Option Pricing Exercise

	7
	22-Sep
	Compensation
	Akamai Case

	8
	29-Sep
	Managers & Compensation
	Attention Shoppers or Apache Case (either one, not both)

	9
	6-Oct
	External Forces
	Norway sells Walmart case

	10
	13-Oct
	European Governance
	 

	11
	20-Oct
	European Governance
	Metallgesellschaft or Swissair case (either one, not both)

	12
	27-Oct
	China
	Project topics due November 1

PetroChina Case

	13
	3-Nov
	Russia/Emerging Markets
	Hermitage Fund Case

	14
	10-Nov
	Sarbanes Oxley & Future of CG
	

	15
	17-Nov
	Work on projects
	

	16
	24-Nov
	Thanksgiving Break
	

	17
	1-Dec
	Project presentations
	Projects due by December 3rd

	18
	8-Dec
	Final Exam
	Due December 10th


Assignment Details

Assignment 1.  Aaron Rents Proxy review - Due August 18th
Review the 2006 proxy statement (Def 14A) and in an email of about 200 words (a couple of paragraphs) list some governance concerns that you found by reading the proxy.  Send you comments to me in an email (DO NOT send an attached file, just write an email).  Send the email to me at: John Byrd@ucdenver.edu

Assignment 2. Long Case Reports:  The first week of class you will list three or four of your preferred cases for long reports.  I will assign the cases so every case has eight or ten people writing long reports on each case.  Long reports are two or three pages and answer a set of questions posted on the class website for that week. They are submitted as an attached MS Word file (.doc extension only).

Assignment 3. Short Case Reports: You must submit short reports for 3 cases (other than the cases you are writing long reports for).  The short reports answer one or two questions posted for short case reports.  They are submitted via email.

Assignment 4.  Final Project Presentations (due December 3rd)

During the class every student will present a pre-approved topic that hasn't been covered in the class or that elaborates on a topic we touched on in the class.  Please send in your topic idea for approval by November 1st. The presentations should use PowerPoint or Keynote (the Apple Macintosh presentation software).  If you really want to use some other type of media (Flash or Quicktime movie) let me know so we can assess whether students will be able to view the presentation conveniently.

Some presentation guidelines

You may work with one other person on this project.  Projects completed by two students will be held to a higher standard of quality and completeness than those done by individuals.  The presentations are due December 3rd and will be posted to the class website during the last week of class.  People working individually should try to limit PowerPoint (Keynote) slideshows to 20-25 slides.  People working together should submit final projects about 150% to 175% longer (i.e., 35 to 45 slides).  Please err on the side of brevity.  Your classmates will be reviewing your presentations. With 30+ projects to look at you do no one a favor by exceeding these limits.  To ease uploading the presentations to the eCollege website try and keep things simple (e.g., little or no animation, no sound, fairly simple background designs, etc.) so the uploading and viewing go quickly.  Be sure to include a list of references so people who like to learn more can pursue the topic.

A wonderful resources on PowerPoint presentations is Edward Tufte's monograph, The Cognitive Style of PowerPoint ($7 at www.edwardtufte.com).  A very short version is "Powerpoint is evil"at: http://www.wired.com/wired/archive/11.09/ppt2.html

Some possible topics

Reviews of current governance related books (There are many.) 

Corporate governance in a country other than those we discussed in class


Especially approaches that are different than we have discussed

Descriptions of country codes of best practice. 

Discussions of whether governance can ever be legislated. 

Elaboration of a topic on boards, managers or shareholders. 


Board diversity


Board interlocks


Director compensation


Discuss loans to executives


Discuss CEO succession issues

Discuss or evaluate current governance policies (i.e., Sarbanes-Oxley). 

Creating a case study of a company, industry or regulatory body. 


Past projects have looked at employee-owner companies, companies in the news (the Disney proxy battle, HP’s takeover of Compaq, Tyco, etc.) 

Examining how the media looks at governance issues

Examining governance rating schemes (S&P, Morningstar, etc.) 

Special governance issues of family-run or very small companies
Reading List

Week 1  – Syllabus, Background Reading and the Shareholder versus Stakeholder debate 

John Byrd, FNCE/INTB6411 Week 1 Review Notes, May 2005 (ByrdWeek1ReviewNote.pdf)

John Byrd, Essay on Agent Principal Conflicts in Corporations, March 2005 (EssayAgentPrincipalConflicts.pdf)

David Larcker and Brian Tayan, Models of Corporate Governance: Who’s the Fairest of them All, (Purchase from Harvard)
Ernst & Young, Australia, What is Corporate Governance? (ErnstYoungWhatisCorpGov.pdf)
Alan Greenspan, Remarks on Corporate Governance at NYU (GreenspanCorpGov.pdf)

Aaron Rents 2006 Proxy (see assignment below) at SEC EDGAR website at the following URL:

http://www.sec.gov/Archives/edgar/data/706688/000095014406003317/g00473ddef14a.htm
Week 2 – Shareholders versus stakeholders
Brian Hall, Rakesh Khurana and Carleen Madigan, “Al Dunlap at Sunbeam,” Harvard Business School Publishing case #: 9-899-218 (Purchase from Harvard)

Michael C. Jensen, "Value Maximization, Stakeholder Theory, and the Corporate Objective Function" (October 2001). Journal of Applied Corporate Finance, Vol. 3, Fall 2001, 8-21.   (JensenStakeholder.pdf)
H. Jeff Smith, “The Shareholders Vs Stakeholders Debate,” MIT Sloan Management Review, Summer 2003, Vol. 44 Issue 4, p85 (SmithShareholderStakeholderDebate.pdf)
Weeks 3 and 4 – The Board of Directors: Oversight inside the firm

Sidney Weinberg, Two speeches on Directors (1933 and 1949) (WeinbergDirectorArticles.pdf)
Ernst & Young (Australia) Directors' Duties (April 2000) (ErnstYoungDirectorsDuties.pdf)

Hymowitz, Carol, Building an Effective Board of Directors, Wall Street Journal Online, November 20, 2002 (HymowitzBuildBoard.pdf)

http://www.careerjournal.com/columnists/inthelead/20021120-inthelead.html
Business Week, The Best & Worst Boards, October 7, 2002 

http://www.businessweek.com/magazine/content/02_40/b3802001.htm

Jeffrey Sonnenfeld, What makes great boards great, Harvard Business Review, September 2002 (SonnenfeldGreatBoardsHBR.pdf)

Wharton, Corporate Governance by the Numbers: It doesn't work, Knowledge @ Wharton, September 22, 2004 (CorpGovByNumbers.pdf)

http://knowledge.wharton.upenn.edu/index.cfm?fa=viewArticle&id=1041

Supplementary Reading (not required)

Gerald F. Davis, Mina Yoo and Wayne E. Baker, The Small World of the American Corporate Elite, 1991-2001, Strategic Organization, Volume 1, Issue 3 (August 2003).  (SmallWorldCorpDirectors.pdf)

Joris Hogan, Shareholder Access to Director Nomination Process, New York Law Journal, November 19,2007.
www.torys.com/Publications/Documents/Publication%20PDFs/AR2007-14N.pdf
Week 6 – Option Pricing

John Byrd, Option Valuation Slides, PowerPoint, January 2004.

Cassano, Mark (2003) Executive Stock Options: Back to Basics. The Australian Economic Review 36  (3), 306-315.  (ExecOptionsBasics.pdf)

Brian Hall and Kevin Murphy, Option Value Does Not Equal Option Cost, World At Work Journal (2001) 23-27.  This is a summary of a more technical paper listed in ‘Supplemental Readings’ below. (OptionCostValue.pdf)

Stanley, Ryan, Repricing Options in Tough Markets (StanleyRepricingOptions.pdf)
http://www.beysterinstitute.org/onlinemag/nov98/tips.html
Supplemental Readings (not required)

Sweeney, Paul, Stock Option Pitfalls and Strategies Du Jour, Journal of Accountancy (SweeneyOptionPitfalls.pdf) Online Issues, October 2001

http://www.aicpa.org/pubs/jofa/oct2001/sweeney.htm
Blair Jones and Seymour Burchman, How To Salvage Stock Options, Forbes, July 30, 2002 (Advocates using indexed options)  (ForbesIndexedOptions.doc)

Merton, Robert, Zvi Bodie, and Robert Kaplan, For the Last Time: Stock Options Are an Expense, Harvard Business Review, March 2003, Vol. 81 Issue 3,  pp. 62-71.


(LastTimeStockOptionsExpense.pdf)
Sahlman, William, Expensing Options Solves Nothing, Harvard Business Review , December 2002, Vol. 80 Issue 12, pp. 90-96.

(ExpensingOptionsSolvesNothing.pdf)

Weeks 7 and 8 Executive compensation

John Byrd, Note on Remuneration by Jensen and Murphy.(ByrdNotesForJensenMurphy.pdf)

Michael Jensen and Kevin Murphy, Remuneration: Where we've been, how we got to here, what are the problems, and how to fix them, European Corporate Governance Institute, July 2004.   (JensenMurphyExecRemuneration.pdf)

Michael Jensen, The Agency Costs of Overvalued Equity, Powerpoint slides (JensenOvervaluedEquity.ppt)

WatsonWyatt, Executive Compensation & Reward (PowerPoint slideshow on comparative compensation) Geneva, April 11, 2002.  (ComparativeExecComp.ppt)

Cassidy, John, The Greed Cycle, The New Yorker, September 23, 2002.(CassidyGreedCycle.pdf)

Week 9 – External Governance Mechanisms: 

Chris Mallin, Institutional investor activism, Economist Intelligence Unit, February 2, 2005 (MallinInstitutionalActivism.pdf)
Nesbitt, Stephen, The “CalPERS Effect” on Targeted Company Share Prices, Wilshire Associates, January 2001. (CalPERS_Effect.pdf)

Judith H. Dobrzynski, Relationship Investing, Business Week, March 15, 1993. (BWRelationshipInvesting.pdf)

TIAA-CREF Policy Statement on Corporate Governance,2004 At 


http://www.tiaa-cref.org/siteline/siteline_1_118_16441.html

(TIAA-CREF_GovernancePolicy.pdf)

Ben Stein, “On Buyouts, There Ought to Be a Law” New York Times, September 3, 2006 (SteinMBOsOughtToBeALaw.pdf)
http://select.nytimes.com/search/restricted/article?res=F00E10FE345A0C708CDDA00894DE404482

Cheryl Gray, “Creditors Crucial Role in Corporate Governance,”  Finance & Development, June 1997, Volume 34, Number 2 pp. 29-32.(GrayCreditorsRoleInCorpGov.pdf)

Weeks 10 and 11 – European Corporate Governance

Carriere et al, European Corporate Governance: A Changing Landscape? October 2002.


(corpgoveuropepaper.pdf)

Heidrick & Struggles, Corporate Governance in Europe: What’s the outlook?


(HS_EuropeCorpGovOutlook.pdf)

The Economist, Parma Splat, January 15, 2004  ParmaSplatEuropeCG.pdf 
Olivier Pastré Corporate Governance: The End of "L'exception Francaise"? Columbia Business Law Review Volume 79 Number 1 (1998). (L'EXCEPTION FRANCAISE.pdf)

KPMG, Corporate Governance in Europe, KPMG Survey 2001/2002 (KPMGEuropeCorpGov.pdf)

Week 12 Corporate Governance in China

Nandini Rajagopalan and Yan Zhang, Corporate governance reforms in China and India:

Challenges and opportunities, Business Horizons (2008) (CorpGovChinaIndia.pdf)
Coombes, Paul; and Mark Watson, Corporate reform in the developing world, McKinsey Quarterly, 2001 Issue 4, 89-92. (McKinseyCorpReformEmergingMarkets.pdf)
Huchet, Jean-Francois and Xavier Richet, China in Search of an Efficient Corporate Governance System. International Comparisons and Lessons, Center for Economic Reform and Transformation Discussion Paper 99/01, February 1999


(ChinaSearchEfficientCorpGov.pdf)
Tarun Khanna and Krishna Palepu, Spotting Institutional Voids in Emerging Markets (Harvard Note #106014) August 2005 (Available from Harvard Business school Publishing)

Supplementary Readings

Lin, Cyril, Private Vices in Public Places: Challenges in Corporate Governance Development in China, OECD, April 2001, (ChallengeChinaCorpGov.pdf)

Week 13 Corporate Governance in Russia

McGee, Robert, and Galina Preobragenskaya, Recent Developments in Corporate Governance in Russia, January 2004.(RecentDevelopmentsRussianCorpGov.pdf)
Simon Johnson, et al, Tunnelling, Harvard Institute of Economic Research Paper No. 1887, January 2000 (Tunneling.pdf)
Supplementary Readings

Karapetyan, Davit, Gregory Maassen and Rilka Dragneva, Chapter 1 of A Guide for Russian Open Joint Stock Companies on Implementing Good Governance, International Finance Corporation and the U.S. Department of Commerce (2003).  The entire report is available at: (IntroCorpGovIFC-Russia.pdf)
Other readings on governance in developing and emerging economies

Okeahalam, Charles & Oludele Akinboade, A Review of Corporate Governance in Africa: Literature, Issues and Challenges, Global Corporate Governance Forum, June 2003.  (AfricaCorpGov.pdf)

Licht, Amir N., Goldschmidt, Chanan and Schwartz, Shalom H., Culture, Law, and Finance: Cultural Dimensions of Corporate Governance Laws. http://ssrn.com/abstract=277613  (CultureCorpGovLaws.pdf)
World Bank Discussion: How is corporate governance relevant to low-income countries?

http://rru.worldbank.org/Discussions/Discussion.aspx?id=44

Week 13 – Sarbanes-Oxley and the Future of Corporate Governance 

Elizabeth Keating, Sarbanes Oxley Act: What has it wrought? (SOXWhatHasItWrought.pdf)
Wagner and Dittmar, The Unexpected Benefits of Sarbanes-Oxley, Harvard Business Review, April 2006. (UnexpectedBenefitsofSOX.doc)
Nestor, Stilpon, International Corporate Governance Convergence, in Sullivan, Rogers, Kuchta-Helbling and Shkolnikov (eds) “In Search of Good Directors: A Guide to Building Corporate Governance in the 21st Century”, The Center for International Private Enterprise, Washington DC (2003) 45-62.  (NestorConvergence.pdf)
David Henry, et al, Death, Taxes & Sarbanes-Oxley? Business Week, January 17, 2005, 28-31. (BWSOXJan17-2005.pdf)
Rich Miller, Sarbanes-Oxley: A Sense of Siege, Business Week, January 6, 2005 (BWSOXSenseOfSiege.pdf)
Wharton, A Global View of Corporate Governance: One Size Doesn’t Fit All, Knowledge @ Wharton, November 20, 2002 (WhartonOneSizeDoesntFitAll.pdf)

http://knowledge.wharton.upenn.edu/articles.cfm?catid=2&articleid=674

_____, Sarbanes-Oxley: A price worth paying? The Economist, May 19th 2005 (EconomistSOXWorthIt.pdf)
Supplemental readings (Not required)

Romano, Roberta, The Sarbanes-Oxley Act and the Making of Quack Corporate Governance, Yale Law School, 2004. (RomanoSOXCritique.pdf)

