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Preface

S trategic Corporate Finance provides a ‘‘real-world’’ application of the
principles of modern corporate finance, with a practical, investment

banking advisory perspective. Building on 15 years of corporate finance
advisory experience, this book serves to bridge the chronic gap between
corporate finance theory and practice. Topics range from weighted average
cost of capital, value-based management and M&A, to optimal capital
structure, risk management and dividend/buyback policy.

Chief Financial Officers, Treasurers, M&A and Business Development
executives, and their staffs will find this book to be a useful reference guide,
with an emphasis more on actionable strategic implications, than tactical
methodology per se. Board members and senior operating executives may
use this book to better understand issues as well as to prompt questions
to ask, and frameworks to employ, to get them to the answers they need.
Similarly, investors who read this book will benefit from an improved
practical understanding of the corporate finance issues, the degrees of
freedom in their management, and their impact on company performance
and value. Investment bankers and consultants will use this book for
training, and as a general reference guide. Finally, students who wish to
better understand how their corporate finance knowledge, skills, and tools
might be put to use in the real world should read, and re-read, this book.

Each chapter in this book represents a recurring theme or topic in
terms of actual client questions. The material is based on real-world advice
and includes much of the thought process and some of the analytics that
were undertaken to develop the recommendations. In getting to these views,
significant input is drawn from the literature—both the theory and the
empirical research—as well as our own empirical work. Early work in the
public domain is cited.

This book is organized into three parts. Part One addresses the ‘‘left-
hand side’’ of the balance sheet and related performance measurement and
valuation topics. Part Two deals with the ‘‘right-hand side’’ of the balance
sheet and topics in optimal capital structure. Part Three addresses enterprise
management in a holistic approach, as corporate finance issues increasingly
require. Each chapter begins with an executive summary to make reading
this book a realistic possibility for the reader.

xi



xii PREFACE

Part One outlines the principal topics in managing the left-hand side
of the balance sheet, following the prevalent ‘‘Fix, Sell, Grow’’ mantra
in use today, with an intrinsic value perspective. Chapter 1 provides a
comprehensive user’s guide to the weighted average cost of capital and all
the practical complications that arise in estimating and applying WACC in
practice. In Chapter 2 we put this benchmark for value creation to use. Our
solution is a deep dive on how to find the sources of value creation, by
overcoming the allocation and cost accounting issues that often plague the
economic profit framework, as well as traditional performance measures.
Chapter 3 makes the case for divestitures, outlining who, why, how, and
when. Chapter 4 tackles growth, a difficult step for many that remains
under-served by much of the existing literature today, and a topic that
demands thoughtful consideration by value-based management enthusiasts.
Chapter 5 rounds out Part One with today’s hot topic of excess cash: when
it matters and what to do about it.

Part Two moves to the right-hand side of the balance sheet to address
optimal capital structure. Chapter 6 provides an executive’s guide to credit
ratings, with trends and implications of today’s new ratings climate, dis-
cussion of the quantitative approaches to ratings and their limitations, an
understanding of the qualitative analysis, and specific discussion around
ratings challenges like pensions, excess cash, notching, and the investment
grade versus speculative grade worlds. Chapter 7 outlines a framework for
optimal capital structure, with special consideration to the key factors and
what is different today, and their implications for financial policy. Chapter 8
is a handbook for setting dividend and share repurchase policy, with special
attention given to today’s growing problem of too much cash. Chapter 9
addresses stock liquidity, an important problem for many smaller and mid-
dle market domestic companies, as well as American Depositary Receipts
(ADRs) and the vast majority of stocks listed on overseas exchanges.

Part Three elevates the discussion to an enterprise-wide perspective
of capital management. Chapter 10 introduces the strategic risk manage-
ment concept and frameworks, with examples of the interplay between
process control efforts, financial and operational hedging, and capital struc-
ture solutions. Chapter 11 outlines best practices in financial hedging.
Chapter 12 serves as an enterprise risk management (ERM) case study by
showing how corporate pensions can be re-engineered to create considerable
shareholder value.
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