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Course description 

and learning objec-

tives 

The lecture clarifies the objective functions of corporations, discusses 
agency problems in corporate finance, and analyzes in details one 
specific corporate policy: hedging.  

Course outline 1 Objective functions for corporations 
1.1 Description of the decision problem 
1.1.1 Verbal description of the decision problem 
1.1.2 Formal description of the decision problem 
1.2 Conflicts of interests 
1.3 Condition for a unanimously supported corporate policy 
1.3.1 1st case of unanimity: corporate policy does not matter be-

cause no-arbitrage is violated 
1.3.2 2nd case of unanimity: general conditions that lead to unani-

mously supported corporate policy 
1.3.3 3rd case of unanimity: subjective indifference in connection 

with Pareto improvement 
1.3.4 Connection to Corporate Governance:  German Corporate 

Governance Code 
2 Agency theory 
2.1 The nature of agency problems 
2.2 Asymmetric information 
2.2.1 Basic types of asymmetric information in financial relation-

ships 
2.2.2 Moral hazard problems in detail 
2.3 Agency cost as a consequence to rational expectation in the con-

text of moral hazard problems 
2.3.1 Basic idea behind agency costs 
2.3.2 Computation of agency costs for selected moral hazard prob-

lems with the help of examples 
2.3.3 Summary on agency costs 
3 Hedging 
3.1 General definition of risk 
3.2 Types of risk to which companies are exposed 
3.3 Basics on the implementation of static hedging 
3.3.1 Perfect hedge 
3.3.2 Cross hedge 
3.3.3 Hedging under consideration of the natural hedge 
3.4 Dynamic hedging 
3.4.1 Cash flow hedge or hedging the value of a spot position at a 

specific date 
3.4.2 Hedging of value fluctuations 
3.5 Production and hedging 



3.6 Hedging and financial accounting 
3.6.1 IFRS 9 
3.6.2 German Accounting Law Modernization Act (BilMoG) 
4 Corporate finance 
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