West| Nutshell Series
JEFFREY J. HAAS

Corporate

Finance

e

2nd Edition

WEST.



CORPORATE
FINANCE

IN A NUTSHELL

R RO
”&Bx :]L:I :;%rt

Jeffrey J. Haas

Professor of Law

New York Law School

WEST:

A Thomson Reuters business

Mat #40828827



Thomson Reuters created this publication to provide you with accurate
and authoritative information concerning the subject matter covered.
However, this publication was not necessarily prepared by persons li-
censed to practice law in a particular jurisdiction. Thomson Reuters does
not render legal or other professional advice, and this publication is not a
substitute for the advice of an attorney. If you require legal or other
expert advice, you should seek the services of a competent attorney or
other professional.

Nutshell Series, In a Nutshell and the Nutshell Logo are
trademarks registered in the U.S. Patent and Trademark Office.

© 2004 West, a Thomson business
© 2011 Thomson Reuters

610 Opperman Drive
St. Paul, MN 55123
1-800-313-9378

Printed in the United States of America
ISBN: 978-0-314-90878-0



WEST’S LAW SCHOOL
ADVISORY BOARD

JESSE H. CHOPER
Professor of Law and Dean Emeritus,
University of California, Berkeley

JOSHUA DRESSLER
Professor of Law, Michael E. Moritz College of Law,
The Ohio State University

YALE KAMISAR
Professor of Law, University of San Diego
Professor of Law Emeritus, University of Michigan

MARY KAY KANE
Professor of Law, Chancellor and Dean Emeritus,
University of California,
Hastings College of the Law

LARRY D. KRAMER

Dean and Professor of Law, Stanford Law School

JONATHAN R. MACEY
Professor of Law, Yale Law School

ARTHUR R. MILLER
University Professor, New York University
Formerly Bruce Bromley Professor of Law, Harvard University

GRANT S. NELSON
Professor of Law, Pepperdine University
Professor of Law Emeritus, University of California, Los Angeles

A. BENJAMIN SPENCER
Professor of Law,
Washington & Lee University School of Law

JAMES J. WHITE

Professor of Law, University of Michigan



To Samantha and Peter, my amazing
children whom I love dearly!

III



PREFACE

This book is designed for those interested in
learning the fundamentals of corporate finance
from both a business and legal point of view. In
particular, it is targeted towards lawyers without a
finance background who find themselves engaged in
transactional work. It is also designed to assist law
students who are taking a corporate finance, corpo-
rations, mergers and acquisitions or related course.

Corporate finance is unique in that it is an
amalgam of substantive disciplines. Those with
even a tangential familiarity with it are likely aware
of the crucial role that mathematics and accounting
play. Indeed, it is the math and accounting aspects
of a corporate finance course that frequently fright-
en law students away from taking it. Accordingly,
Part I makes a serious attempt to explain these
concepts in a straight-forward, plain English man-
ner.

Corporate finance, however, is much more than
math and accounting, as Parts II through IV make
clear. Under the umbrella of corporate finance falls
a whole host of other disciplines. Especially impor-
tant is economics, particularly macroeconomics.
Changes in fiscal and monetary policy at the nation-
al level directly impact economic growth and the
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PREFACE

interest rate environment, while indirectly affecting
corporate growth and earnings. Corporations at-
tempt to navigate the economic landscape and the
concomitant risk it carries by engaging in various
risk reduction strategies, especially the use of deriv-
ative instruments.

The law also plays a large role in corporate
finance. Securities laws, both Federal and state,
regulate, influence and guide companies raising cap-
ital through the sale of their common stock, pre-
ferred stock and debt securities. Corporate law,
particularly Delaware corporate law, also affects the
ability of companies to raise capital due to its strong
influence on internal corporate governance and con-
trol. Finally, the law of mergers and acquisitions
plays a significant role as companies increase or
decrease their size through mergers, acquisitions
and divestitures.

While this book is entitled Corporate Finance,
much of what it contains applies to business entities
other than corporations. All businesses, regardless
of their form, need capital to survive and grow.
While the capital structure of these other entities
may differ from that of the corporation, the ways in
which they pursue and, ultimately, raise capital are
similar.

I endeavor to put the most current and accu-
rate information available in this book. Accordingly,
I welcome any suggestions or comments that could
improve on its contents. Please feel free to contact
me with those suggestions or comments.

JEFFREY J. HaAS

New York, New York
E-mail: jeffrey.haas@nyls.edu
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