BUSINESS SCHOOL

FINC2012 Corporate Finance II Semester 2 2011 Unit of study outline
Unit Coordinator: Associate Professor Peter Pham Phone: 9036 9103 Email: peter.pham@sydney.edu.au Office: Level 4, Room 442, Building H69 Consultation times: Friday 10 am to 11:30 am (I will post additional hours during assignment submission and exam periods on Blackboard) Class day/s: Tuesday Class time/s: 1 pm to 3 pm AND 4 pm to 6 pm Venue: Institute Lecture Theatre 1

1. Unit of study information
1.1. School handbook description
This unit builds on FINC2011 Corporate Finance I, by extending basic concepts in corporate financing, investing and risk management. The first half of the unit examines securities and securities markets with an emphasis on pricing, investment characteristics and, importantly, their use by corporations to manage risk. The second half of the unit is devoted to current theories of corporate financing and their practical application in corporate investment and capital budgeting. The securities examined include: bonds and related fixed income products; futures; options; and securities denominated in foreign currencies. The goal of the unit is to broaden students knowledge of corporate finance in preparation for further study in finance in third year.

1.2. 1.3.

Pre-requisite units Assumed knowledge and/or skills

The pre-requisite unit(s) of study for this unit FINC2011.

You are assumed to have mastered the content from

FINC2011. In particular, the financial mathematics component of FINC2011 is essential in all topics covered in this subject. You are advised to revise the material on financial mathematics so that you are appropriately prepared.

1.4.

Workload requirement

It is expected that you will spend an average of 9-12 hours of work per week per 13 week semester and produce approximately 4,500-6,000 words or equivalent of work. Equivalent workloads apply to units taught in flexible mode. This time should be made up of reading research, working on exercises and problems and participating in classes. In periods where you need to complete assignments or prepare for examinations, the required workload may be greater.
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2.
2.1.

Learning aims and outcomes
Aims of the unit
Reinforce and extend the key financial concepts introduced in FINC2011, primarily: risk, value and corporate policy The first half of this unit will cover various investment products and markets and how the financial manager can use them to create value and manage risk. The latter half will be devoted to a detailed discussion and analysis of Corporate Financing and Financial Policy. This unit will not only prepare the student for third year study in finance, but also develop the student’s critical appraisal skills through tutorials and assignments. This unit is a compulsory unit for the Finance major.

The key focus or purpose of this

unit How this unit of study relates to previously studied units

How this unit of study prepares students for subsequent units

How this unit of study relates to the degree program/s

2.2.

Learning outcomes

1. Identify, define and analyse corporate finance problems and recommend creative solutions within real-world constraints. 2. Apply corporate finance theories and concepts to problems and practice. 3. Critically evaluate underlying corporate finance theories, concepts, assumptions, limitations and arguments in the context of commercial practices and other inter-disciplinary fields of business study. 4. Develop coherent and convincing arguments when recommending financial and investment solutions. 5. Conduct research using archives, libraries, the web and other sources of information. 6. Be open to new ways of thinking and appreciate the importance of intellectual curiosity and reflection as the foundation for continuous learning. 7. Demonstrate a willingness to meet new challenges and deadlines. 8. Work with people from diverse backgrounds with inclusiveness, open-mindedness and integrity.

2.3.

Links between learning outcomes and learning and teaching methods

Class sessions involve a 2-hour lecture and 1-hour tutorials. The lectures introduce key topics in corporate finance, explain the material and highlight important ideas. Real world examples and events related to the material are also discussed in the lectures and

students are expected to follow these further with their own readings of the relevant financial press. The tutorials provide an opportunity for students to interact with the teaching staff to clarify their understandings of the unit’s materials. This is done through discussing the assigned problems (see section 7), which are vitally important to develop your understanding of the material and in preparing you for the final exam. You are expected to have made a serious attempt at all prescribed questions prior to tutorials and we encourage you to participate in class discussion. In addition, students are encouraged to raise questions, discuss issues, and present their own understandings of key topics that are covered in the lectures. Students are also expected to work independently and collaboratively outside of the class to get better understandings of lecture materials, textbook readings, and solutions to prescribed questions. This activity will also assist in the preparation for the final examination. Tutorial allocation No changes to tutorial allocations can be made by Finance Discipline staff. You may make changes to your timetable via MyUni, the Faculty SIO (Merewether Building) and the Student Centre (Carslaw Building) within the first two weeks of semester. Any student who has not been allocated to a tutorial
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should contact the Faculty SIO in the first instance. If there is still a problem

please contact the course co-ordinator to arrange an appointment. There is no grade for attending tutorials.

2.4.

Links between learning outcomes and assessment

See the table in section 3 below.

3.

Assessment
Relevant unit learning outcome/s
1,2,3,4,5,6, and 7 1,2,3,6 and 7 1,2,3,6 and 7

Assessment items
1. Assignment 2. Mid-Semester Exam 3. Final Exam Academic honesty module **

Word length
2000 N/A N/A N/A

Weight
20% 20% 60% 0%

Due Date
03/10/2011 06/09/2011 Exam period Wk 4

Closing Date*
23/10/2011 06/09/2011 Date of exam 19/11/2011

* The closing date is the date beyond which an assessment cannot be accepted for marking. ** Students must complete the academic honesty module in Blackboard with a mark above 80% by the final day of exams, or
an Absent Fail (AF) grade will be given for the entire unit. Students can complete the module multiple times until this grade is achieved. Students who completed the module with a score of 80% or above last semester do not need to do it again.

All assignments must be submitted electronically via Blackboard. Assignments submitted electronically via Turnitin do not require cover sheets. Ensure that your student ID number (SID) is in the top right hand corner of each page for individual assignments and the Group name or number plus SID of all members is in the top right hand corner for group assignments. Full information about how to prepare assignments for electronic

submission can be found in the Turnitin Student Guide: http://blackboard.econ.usyd.edu.au/webapps/portal/frameset.jsp?tab_tab_group_id=_20_1 Should submission problems occur, students should contact Business eLearning Support first on 903 66433 or business.elearning@sydney.edu.au or the Unit Coordinator as soon as possible.

3.1. Detailed assessment information
Criteria for the overall assessment and your final total grade for the unit: PASS – Demonstrate knowledge and understanding of facts and principles. Be able to articulate solutions to basic financial problems. Be able to apply concepts and principles in new situations. CREDIT –All criteria for a pass in course. Plus: Be able to articulate solutions to intermediate financial problems. Demonstrate analytical skills, that is, be able to distinguish, classify and relate the assumptions, hypotheses, evidence, or structure of statements and questions within the framework of the subject matter. DISTINCTION – All criteria for a credit. Plus: Be able to articulate solutions to advanced financial problems. Demonstrate the ability to originate, integrate and combine ideas into work that constructs a unique view of the subject matter. HIGH DISTINCTION – All criteria for a distinction. Plus: Students show the ability to appraise, assess or critique ideas and evidence in the subject area using reasoned judgment against articulated standards. Assignment: This must be completed individually.

Assignments must be submitted electronically via Blackboard. Should submission problems occur, students should contact the unit co-ordinator as soon as possible. Full details will be made available on Blackboard in week 2.
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Mid-term exam: Lectures 1-5 will be covered in the mid-term, and this material will be examined again in the final exam. The midterm will be a multiple choice exam. The exam will be held in your normal lecture times. You must attend the exam in the lecture time that you are enrolled in; otherwise your paper will not be marked. Final exam – 2 hours: The final will cover all the material covered in the course. It will contain short-answer-style questions. Further details of the structure of the exam will be provided in the last week (at the latest). The exam will be held in the university exam period and you should consult the University examination timetable when it becomes available.

3.2. Referencing style and style guide
For this unit the referencing style is the Harvard style.

3.3 Feedback on assessment
Timely feedback (which may be written, oral, class discussion, peer review, online feedback etc) is intended to help you to improve your learning during the unit

3.4. Academic honesty, plagiarism, legitimate cooperation and groupwork
Commencing students should complete the academic honesty module available via Blackboard before their first assessment submission.

Students should refer to Business School and University policies on academic dishonesty and plagiarism (sydney.edu.au/business/currentstudents/student_information/student_administration_manual), copyright (sydney.edu.au/senate/policies/Intellectual_Property_Rule.pdf) and the ‘All your own work website’ (sydney.edu.au/student_affairs/plagiarism_index.shtml) for information about legitimate cooperation, group work, how to reference correctly and how to avoid plagiarism. Academic honesty is important to protect students' right to receive due credit for work submitted for assessment. It is clearly unfair for students to submit work for assessment that dishonestly represents the work of others as their own and gain marks and degrees, which are not based on their own efforts and abilities. Deliberate breaches of academic honesty constitute academic misconduct. These breaches include: plagiarism, fabrication of data, recycling previously submitted material, engaging someone else to complete an assessment on one’s behalf and misconduct during supervised assessments. The penalties for academic misconduct may include: a mark of zero on the assessment; a fail grade in the unit of study, additional assessment (including an unseen exam), and reference of the matter to the University Registrar. All assessments will be checked for plagiarism. Where plagiarism is suspected, the assessment will be fully checked and monitored using manual process, Google checks

and also electronic plagiarism detectors. In order to do this, the Business School may reproduce the assessment, provide a copy to another member of the Business School, and/or communicate a copy of this assignment to a plagiarism checking service (which may then retain a copy of the assignment on its database for the purpose of future plagiarism checking). Academic dishonesty involves more than just copying material. Cooperation and helping other students may at times trigger academic dishonesty proceedings if it appears you have worked too closely with another student. In this unit, the assignment is an individual assessment. Individual assignments must be written and prepared alone. You may consult with other students about ideas and possible research sources but the analysis and writing of the assignment must be done alone.
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4. Texts and other resources
Prescribed textbook: It is highly recommended that all students purchase a copy of Brealey R, S Myers, and F Allen, Principles of Corporate Finance, 10th Edition, McGraw Hill, 2008. This text will serve as a useful general reference for all of your future finance studies. NOTE: Copies of the recommended text are freely available in closed reserve. Not required but may be useful: Brealey, Myers and Allen study guide. Supporting Texts: • Bishop S. R., H. R. Crapp, R. W. Faff & G. J. Twite, Corporate Finance, 4th Edition, Prentice Hall, 2000.

• Ross, Westerfield, Jaffe, Corporate Finance, 6th Edition, McGraw Hill, 2002. • Hull, Options, Futures and Other Derivatives, 7th Edition, Pearson Prentice Hall, 2009. You will not need to purchase any of these, but if you want a different presentation of a certain issue they are a reasonable place to start. Blackboard Lecture notes for each week will be made available on the blackboard web-site (http://blackboard.econ.usyd.edu.au) and additional reading material is available via the University Library. Tutorial solutions will also be made available on the Blackboard web site. Discussion Forum The forum is hosted on Blackboard and students can post questions according to topics. The teaching staff will endeavour to reply to as many questions as their time permits but there is no guarantee that each individual question will be answered. For urgent matters, please contact your tutor or lecturer via email or directly during their consultation hours.

5. University and Business School policies and support
5.1. Business School policies
Business School policies are contained in the Administration Manual for Students: sydney.edu.au/business/currentstudents/student_information/student_administration_manual. It is crucial that you take the time to consult this manual early in your studies in order to familiarise yourself with policies and procedures relating to critical issues such as the Business School’s policy on special consideration (including

requirements and timelines. e.g. lodging applications five working days after a missed assessment), appeals (lodge within 15 working days of the decision) and other policies such as enrolment, credit etc. Assistance is available from the Business School’s Student Information Office (sydney.edu.au/business/student_information_office).

5.2. University policies
• • • University policies: sydney.edu.au/policy Assistance is available from the University’s Student Centre: sydney.edu.au/current_students/student_administration The code of conduct is an important policy which outlines the University’s expectations about treating all staff employees and students with respect, dignity, impartiality, courtesy and sensitivity and refrain from acts of discrimination, harassment or bullying: sydney.edu.au/ab/policies/Student_code_conduct.pdf

5.3. Student resources and services
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Links to other student services and resources are included on Blackboard and on the learning and teaching section of the Business School website: sydney.edu.au/business/learning

5.4. PASS Program: Peer Assisted Study Sessions
FINC2012 is supported by the PASS program. Below is information related to the program: The School of Business funds an additional program for students called PASS. PASS stands for Peer Assisted Study Sessions. Research from the UK, USA and Australia has consistently demonstrated that students who 

regularly attend PASS are likely to improve their academic performance and are less likely to fail or drop out. In 2010, 99% of respondents to end of semester, anonymous surveys reported they learnt during PASS and 97% reported that they enjoyed the program. One student commented “I loved everything about PASS – it was GREAT for clarifying ideas from class [and] helped my studies. I also had the opportunity to make many friends through PASS”. What’s in it for you? - Weekly, hour-long sessions lead by senior, high achieving students. A focus on mastery of course content through discussion and peer learning. - Extra learning opportunities, including problem solving practice where relevant, in areas directly related to understanding the concepts more thoroughly. - Great opportunities to meet other students and study effectively together in relaxed, interactive, small groups. Registering for the PASS program Attendance in PASS is voluntary but highly recommended. Registrations open the first week of semester. PASS starts in week 2 of semester. Spaces in the PASS program are limited. Students register for PASS online at: http://sydney.edu.au/business/learning/students/pass Email all enquiries about the PASS program to: business.pass@sydney.edu.au What’s students said last year - PASS gave me more opportunities to revise the materials covered in class. - I liked doing practice questions that were more complex and ‘real world’ than the textbook ones.

This made the tutorial work easier. - I liked the relaxed atmosphere, the support, and never being judged for not understanding the topic. PASS gave me a lot of confidence! - In PASS I could collaborate with other students over things I struggled with and learn other approaches to learning.

6. Continual improvement of the Unit
6.1 Past Feedback
Positive comments and suggestions for improvement from previous students and teachers of the unit include the use of current financial market occurrences and experiences in all aspects of the course content.

6.2 Improvements made
Actions taken to further improve student learning include the implementation of real world financial market examples during lectures. The assignment questions have also been changed so that they are based on more relevant and current happenings in financial markets.

6.3. How feedback will be collected
Your feedback during the semester will be much appreciated. This will help shape your experience with the UoS. Your end of semester feedback will sought for this unit of study through the Unit of Study Evaluation (USE) instrument. This will help me prepare a better course for the benefits of your fellow students next year.
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7

Topic schedule

All readings and questions refer to the Brealey, Myers and Allen text unless specified. EQ refers to Extra Questions which are included on the next page. Week/ Topic 1 2 3 4

5 6
29/8 Real Options Ch. 22

Date
25/7 1/8 8/8 15/8 22/8

Materials (e.g. readings)
Portfolio Theory CAPM Basic derivatives and risk management Contingent Claims I: Payoffs Contingent Claims II: Valuation

Lecture content
Ch. 7 Ch. 8 Ch. 20 & Ch. 26 Ch. 20 Ch. 21

Tutorial/workshop content
Ch7 – 13, 14 Ch8 – 9, 10, 12 Ch8 – 15, 24 EQ 3.1, 3.2, 3.3 Ch20 – 13, 14, 26 Ch26 – 17, 20, 24, 31 Ch20 – 22, 24, 28, 31 Ch21 – 9, 12, 13, 20, 21 EQ 6.1

Assessments Due

7
5/9 Mid-Semester Exam – No Lecture Capital Structure I Capital Structure II Debt Valuation: Riskless and Risky Cases Dividend Policy Valuation and the Cost of Capital Cost of Capital (cont.) Review and Exam preparation Ch. 17 & Ch. 18 Ch. 18 & Ch. 24 Ch. 3 & Ch. 23 Ch. 16 Ch. 19 Ch. 19 Ch22 – PQ 9, 13, 14 Ch17 – 19, 20, 22 Ch18 – 12, 15 Ch18 – 19, 21 Ch24 – 18, 19, 26 Ch3 – 18, 27, 29 Ch23 – 9, 14 Ch16 – 9, 10, 14, 17, 21, 22 Ch19 – 14, 15, 17, 18, 21

Exam held on 06/09/11 in your lecture times and venue

8 9 10

12/9 19/9

AVCC non-teaching week (26-30 September 2011)
3/10 Assignment Due – 03/10/11 Midday

11
10/10

12 13

17/10 24/10

14

StuVac
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FINC2012 UNIT OF STUDY OUTLINE Extra Tutorial Questions Week 3 EQ3.1. Gavin’s friend is planning to invest $1million in a rock concert to be held 1 year from now. The friend figures he will obtain $3million revenue from his $1million investment – unless it rains. If it rains, he will lose

his entire investment. There is a 50% chance that it will rain the day of the concert. Gavin suggests that he buy rain insurance. He can buy one unit rain insurance for $.50, and this unit pays $1 if it rains and nothing if it does not. He may purchase as many units as he wishes, up to $3million. a. What is the expected rate of return on his investment if he buys u units of rain insurance? (the cost of the insurance is in addition to his $1million investment) b. What number of units will minimise the variance of his return? What is this minimum value? And what is the corresponding expected rate of return? [Hint: before calculating a general expression for variance, think about a simple answer] EQ3.2. Assume that the expected rate of return on the market portfolio is 23% and the rate of return on T-bills (the risk-free rate) is 7%. The standard deviation of the market is 32%. Assume the market portfolio is efficient. a. What is the equation of the of the capital market line? b. i. If an expected return of 39% is desired, what is the standard deviation of this position. ii. If you have $1,000 to invest, how should you allocate it to achieve the above position? c. If you invest $300 in the risk-free asset and $700 in the market portfolio, how much should you expect to have at the end of the year? EQ3.3. The expected return of the S&P 500, which you can assume is the tangency (Market) portfolio, is 16% and has a standard deviation of 25% per year.

The expected return on Microsoft is unknown, but it has standard deviation of 20% per year and a covariance with S&P 500 of 0.10. If the risk-free rate is 6% per year, a. Compute Microsoft’s beta b. What is Microsoft’s expected return given the beta computed in part a.? c. If Intel has half the expected return of Microsoft, then what is Intel’s beta? d. What is the beta of the following portfolio: 0.25 in Microsoft, 0.10 in Intel, 0.75 in the S&P500, -0.20 in GM (where βGM = 0.80), 0.10 in the risk-free asset. e. What is the expected return of the portfolio in part d.?
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FINC2012 UNIT OF STUDY OUTLINE Extra Tutorial Questions Week 6 EQ6.1. A company must decide which of two machines to buy. The first has fixed capacity of 100 units. The other has a standard capacity of 100 units but can be upgraded to 300 units capacity by installing bigger motors at a cost of $210,000. Machine capacity will be worth either $1,000 (bad economy) or $1,600 (good economy) per unit in one year, depending on market conditions. The probability of a good economy is 0.8, and of a bad economy 0.2. Shares in a company (“twin security”) involved in the same manufacturing activity, and employing only non-upgradeable machines, will be worth either $280 (good economy) or $200 (bad economy) in one year, and are trading today at $220. The risk-free rate is 10%. How much extra should the company be prepared to pay today for the upgradeable machine?
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