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Dual Class Trading Strategy
There are situations where a firm has multiple classes of stock outstanding. Often these classes have identical cash flow rights but different voting rights.  Sometimes the multiple class structure is used to let a founding family diversify their financial risk without having to give up control of the corporation.  At other times the multiple class structure is used to facilitate tax exempt corporate divestitures and distributions.  
In most cases the different classes of stock trade at significantly different prices.  When the objective of the firm in creating the multiple class structure is to facilitate a tax exempt divestiture/distribution at some time in the future, the firm will collapse the multiple classes into a single share class and the prices of the different classes will converge.  This provides an investment opportunity for hedge funds engaged in equity risk arbitrage strategies.  By short selling the relatively expensive class of stock and buying the inexpensive class, market neutral returns can be generated.
In this project you will start by picking two situations, one in which the corporate motivation is control and another in which the corporate motivation is divestiture/tax exempt distribution.  For each of these situations you will write a mini case study that describes the relevant motivations, the institutional set up and the tax considerations involved.  Then using a larger sample, you will examine the risks and returns experienced by an arbitrageur who engages in share class arbitrage to exploit mispricing among the different classes of shares.
