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Financial Markets and Instruments 

Professor M. Demers 2015 Winter 
Office: B-855 Loeb 
Phone: 613-520-2600 ext. 3772 
E-mail: michel.demers@carleton.ca 
Office Hours: Wednesday 12:30 pm – 2:30 pm and by appointment  
 
Time: Friday 11:35 a.m. – 2:25 p.m. 
Place: SA 506. 
 
Course Objectives: 
 
1. To survey the literature on some of the most important issues in the theory of corporate finance. 

 
2. To initiate students to work with models in corporate finance. 

 
Reference Texts: 
 
Jean Tirole (2006), The Theory of Corporate Finance, Princeton University Press. 
 
Thomas E. Copeland, J. Fred Weston, and Kuldeep Shastri (2005), Financial Theory and Corporate 
 Policy, Pearson Addison-Wesley. 
 
Jonathan Berk, Peter DeMarzo and David Stangeland (2012) Corporate Finance (Second Canadian 
 Edition), Pearson Addison-Wesley. 
 
Simon Beninga (2008) Financial Modeling Third Edition, MIT Press. 
 
 
 
Readings: 
 
Required readings are marked by an asterisk. Additional readings and topics that are not on this course 
outline may also be assigned.  
 
Topics: 
 
1. Goals of the firm and corporate governance, separation of ownership from control, 

performance measures, and incentive design 
 
*   Lecture Notes 
*   Copeland et.al. Chapter 13 
*   Tirole Chapter 1 
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2. Agency problems and asymmetric information problems between shareholders and managers: 
optimal compensation contracts 
 
* Lecture Notes. 
* Copeland et.al. Chapter 12 
 
* Jensen, M. C. and W. H. Meckling (1976) “Theory of The Firm: Managerial Behavior, Agency 

 Costs and Ownership Structure,” Journal of Financial Economics 3,  pp. 305-360. 
 
 Holmström, B. (1979) “Moral Hazard and Observability,” Bell Journal of Economics (Spring), pp. 
 74-91.   
 

3. Optimal capital structure and the Modigliani-Miller Theorem; Financing mix; Different debt 
and equity instruments and their characteristics 
 
* Lecture Notes.  
* Tirole, Chapter 2 
 Jensen and Meckling (1976) 
  

4. Agency problems and asymmetric information problems between creditors and managers 
 
* Lecture Notes. 
* Tirole Chapter 3 
 

5. Dilution and overborrowing 
 
* Lecture Notes 
* Tirole Chapter 3 
 

6. Cost of capital: cost of equity and cost of debt, the weighted average cost of capital (WACC) 
and the role of taxes 
 
* Lecture Notes. 
* Copeland et.al., Chapter 15 
 

7. Capital structure under asymmetric information: adverse selection problems and signaling 
with applications 
 
* Lecture Notes. 
* Tirole Chapter 6 
 Myers, S. and N. Majluf (1984) “Corporate financing and investment decisions when firms  
  have information that investors do not have,” Journal of Financial Economics, 13,  
  pp. 187-221.  
 
 

8. Analysis of financial statements and firm valuation (time permitting) 
 
 Benninga, Chapters 3 and 4 
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Evaluation: 
 
The basis for determining your final grade in this course is as follows: 
 
Midterm examination 40% Date:  February 27, 2015 
Final examination 60% Date:  Formally scheduled during the examination period 
 
Academic Accommodation Requests: 
 
Student may need special arrangements to meet their academic obligations during the term because of 
disability, pregnancy, or religious obligations. Please review the course outline promptly and write to the 
instructor with any requests for academic accommodation during the first two weeks of class, or as soon 
as possible after the need for accommodation is known to exist. 
 
For an accommodation request the processes are as follows: 
 
Pregnancy obligation: write to me with any requests for academic accommodation during the first two 
weeks of class, or as soon as possible after the need for accommodation is known to exist. For more 
details see the Student Guide. 
 
Religious obligation: write to me with any requests for academic accommodation during the first two 
weeks of class, or as soon as possible after the need for accommodation is known to exist. For more 
details see the Student Guide. 
 
Academic Accommodations for Students with Disabilities: The Paul Menton Centre for Students with 
Disabilities (PMC) provides services to students with Learning Disabilities (LD), psychiatric/mental 
health disabilities, Attention Deficit Hyperactivity Disorder (ADHD), Autism Spectrum Disorders (ASD), 
chronic medical conditions, and impairments in mobility, hearing, and vision. If you have a disability 
requiring academic accommodations in this course, please contact PMC at 613-520-6608 or 
pmc@carleton.ca for a formal evaluation. If you are already registered with the PMC, contact your PMC 
coordinator to send me your Letter of Accommodation at the beginning of the term, and no later than two 
weeks before the first in-class scheduled test or exam requiring accommodation (if applicable). After 
requesting accommodation from PMC, meet with me to ensure accommodation arrangements are made. 
Please consult the PMC website for the deadline to request accommodations for the formally-scheduled 
exam.  
 
 
See the Equity Services Web site at www.carleton.ca/equity/accommodation to obtain more detailed 
information on academic accommodation to view the associated policies. 
 
 
Plagiarism: 
 
Please be aware that plagiarism is a serious offence at Carleton and should be recognized and avoided. 
For further information on how to do so, please see “Pammett on Plagiarism and Paraphrasing” 
at www.carleton.ca/economics/courses/writing-preliminaries. 
 
The University Senate defines plagiarism as “presenting, whether intentionally or not, the ideas, 
expression of ideas or work of others as one’s own.” This can include: 

http://www.carleton.ca/equity/accommodation/
http://www.carleton.ca/economics/courses/writing-preliminaries/
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· reproducing or paraphrasing portions of someone else’s published or unpublished material, regardless of 
the source, and presenting these as one’s own without proper citation or reference to the original source; 
· submitting a take-home examination, essay, laboratory report or other assignment written, in whole or in 
part, by someone else; 
· using ideas or direct, verbatim quotations, or paraphrased material, concepts, or ideas without 
appropriate 
acknowledgment in any academic assignment; 
· using another’s data or research findings; 
· failing to acknowledge sources through the use of proper citations when using another’s works and/or 
failing to use quotation marks; 
· handing in "substantially the same piece of work for academic credit more than once without prior 
written permission of the course instructor in which the submission occurs." 
 
Plagiarism is a serious offence that cannot be resolved directly by the course’s instructor. The Associate 
Dean of the Faculty conducts a rigorous investigation, including an interview with the student, when an 
instructor suspects a piece of work has been plagiarized. Penalties are not trivial. They can include a final 
grade of "F" for the course. 
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