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Course-Specific Information 
 
 
 
The Business School expects that you are familiar with the contents of this 
course outline. You must also be familiar with the School’s Course Outlines 
Policies webpage which contains key information on: 
• Program Learning Goals and Outcomes 
• Academic Integrity and Plagiarism 
• Student Responsibilities and Conduct 
• Special Consideration 
• Student Support and Resources  
 
This webpage can be found on the Business School website: 
https://www.business.unsw.edu.au/degrees-courses/course-outlines/policies  
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COURSE-SPECIFIC INFORMATION 
 
1 STAFF CONTACT DETAILS 
Lecturer-in-charge: Dr. David Colwell 
Room:  BUS 367 
Phone No:  9385 5851 
Email:  d.colwell@unsw.edu.au 
 
Consultation Times – Wednesdays from 12-2pm (or by appointment). 
To get to Dr. Colwell’s office, please use the East wing elevator (closer to the 
bookstore), find the phone pad next to the glass door, hit the # key (i.e., “on”) 
and dial my extension: 55851.  I’ll come open the door for you. 
 
2 COURSE DETAILS 

2.1 Teaching Times and Locations 
Lectures start in Week 1 (to Week 12): The Time and Location are: 
Mondays, 12-15:00, Colombo Theatre B. 
 
Because of the holiday on Monday October 2, we have a lecture in Week 13 at the 
usual time and in the usual location: 
Monday of Week 13, 12-15:00, Colombo Theatre B. 

 

2.2 Units of Credit 
The course is worth 6 units of credit. 

2.3 Summary of Course  
This subject looks at interest rate risk and techniques for managing risk.  Topics 
covered include term structure dynamics (including bond price lattices, spot and 
forward rate models), analytical and numerical techniques, duration measures, interest 
rate derivative securities (including options, futures and swaps), and the interaction 
between interest rate risk and credit risk. This course is both theoretical and practical; 
the emphasis will be on problem solving. 

2.4 Course Aims and Relationship to Other Courses 
The aims of this course are to expose the students to a variety of interest rate 
products and help them understand how to price them, and when to use them for 
hedging. There are several reasons why a course in fixed income securities and 
interest rate derivatives is so useful. First, in general, derivative securities, 
including interest rate derivatives, can be quite risky.  In some cases, firms have 
lost millions and even billions of dollars in interest rate derivatives.  It is important 
to understand their riskiness. Second, interest rate derivatives are mathematically 
sophisticated, even more so than equity derivatives. For example, there is not just 
one interest rate; there can be a different interest rate for each maturity, known as 
the term structure of interest rates. So, it is important to know how to price interest 
rate derivatives correctly.  Finally, interest rate products are very popular.  World-
wide, there are trillions of dollars invested in interest rate derivatives.   
 
This course has FINS5513 (Investments and Portfolio Selection) as a prerequisite.  
Some of the topics discussed in FINS5535 (Derivatives and Risk Management 



2 

business.unsw.edu.au  
 
CRICOS Code 00098G 

Techniques) may benefit students taking FINS5536, but FINS5535 is not a 
prerequisite.  We have attempted to keep overlap between the two courses to a 
minimum.  As a result, you can take either course independently of the other, in 
either order.  Students interested in quantitative topics may particularly appreciate 
FINS5535, FINS5536, FINS5517, FINS5541, and FINS5542.   
 
Students also need to be able to use a word processing package (such as WORD) and 
a spreadsheet (such as EXCEL). Some quantitative skill such as basic mathematical 
ability in dealing with algebraic manipulation is expected. 
 

2.5 Student Learning Outcomes  
Upon completion, students are expected to understand the mechanics of buying, 
selling, exercising, and settling the interest rate derivative instruments and other 
products discussed in the class, determine the value of these instruments, and 
use them to manage financial risk.  
 
By the end of this course, you should be able to:  
 

• Understand how measures of duration can be used in risk management, 
• Understand the uses of and pricing of a variety of interest rate products, 

including futures, swaps, options, caps, floors, etc., 
• Understand how Excel can be used to price many of these products, 
• Understand the fundamentals of mortgage-backed securities. 

The Course Learning Outcomes are what you should be able to DO by the end of this 
course if you participate fully in learning activities and successfully complete the 
assessment items.  

The Learning Outcomes in this course also help you to achieve some of the overall 
Program Learning Goals and Outcomes for all postgraduate coursework students in the 
Business School. Program Learning Goals are what we want you to BE or HAVE by the 
time you successfully complete your degree (e.g. ‘be an effective team player’). You 
demonstrate this by achieving specific Program Learning Outcomes - what you are able 
to DO by the end of your degree (e.g. ‘participate collaboratively and responsibly in 
teams’).  

For more information on Program Learning Goals and Outcomes, see the School’s 
Course Outlines Policies webpage available at 
https://www.business.unsw.edu.au/degrees-courses/course-outlines/policies 
The following table shows how your Course Learning Outcomes relate to the overall 
Program Learning Goals and Outcomes, and indicates where these are assessed (they 
may also be developed in tutorials and other activities): 
 
 
 
 
 
 
 
 
 
 

https://www.business.unsw.edu.au/degrees-courses/course-outlines/policies
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Program Learning Goals 
and Outcomes 

Course Learning Outcomes Course Assessment 
Item 

This course helps you to 
achieve the following 
learning goals for all 
Business postgraduate 
coursework students: 

On successful completion of the 
course, you should be able to: 

This learning 
outcome will be 
assessed in the 
following items: 

1 Knowledge Understand a variety of interest rate 
products, including how they are 
priced, and how they can be used to 
hedge a portfolio of liabilities. 

• Exams and 
assignment 

2 Critical thinking and 
problem solving 

Use the methods discussed in this 
course to solve a variety of problems 
related to the pricing and hedging of 
fixed income securities. 

• Exams and 
assignment 
 

3a Written 
communication 

Construct written work which is 
logically and professionally presented. 

Clear writing is 
important for the 
assignment, although 
the writing is not 
specifically assessed. 

3b Oral communication Communicate ideas in a succinct and 
clear manner. 

Not specifically 
assessed, although 
class participation is 
appreciated. 

4 Teamwork  Work collaboratively to complete the 
computer spreadsheet assignment. 

• Not specifically 
assessed. 

5a. Ethical, social and 
environmental 
responsibility 

Gain some understanding of how 
derivatives played a role in a number of 
fiascos in finance, as well in the GFC. 

• Not specifically 
assessed.  

5b. Social and cultural 
awareness 

Not specifically addressed in this 
course. 

 

 

 
3 LEARNING AND TEACHING ACTIVITIES 

3.1 Approach to Learning and Teaching in the Course 
This course provides the basis to analyse and solve a variety of problems related 
to interest rate products. The course consists of weekly three-hour lectures.  The 
lecture notes will be available before class, so that students can have an overview 
of the topics in advance.  During the lecture, we discuss the details of the lecture 
notes, and answer various questions that are left unanswered in the notes. We 
discuss the intuition behind results and regularly refer to the “big picture” issues, 
of how each topic relates to other topics.  Questions and discussion in class are 



4 

business.unsw.edu.au  
 
CRICOS Code 00098G 

welcome.  Practice problems will be available for each chapter, and doing these 
should help students prepare for the exams as well as the spreadsheet 
assignment.  The assessments will be based on the lecture notes and practice 
problems. 

3.2 Learning Activities and Teaching Strategies 
In order to obtain the full benefit from the course, students are expected to follow the 
following points below: 

1. Read the relevant lecture notes before the lectures.  This will make it easier for 
students to follow the lectures and to ask questions. 

2. Attend class lectures. 
3. Participate in the lectures, asking questions and answering the occasional 

questions posed by the lecturer. 
4. Review the lectures after class. 
5. Do the practice problems or take-home assignment when available.   

If any issues are still not clear, ask me, send me an e-mail, or come to my office during 
my consultation hours. 
 
 
4 ASSESSMENT 

4.1 Formal Requirements 
 
In order to pass this course, you must: 

• achieve a composite mark of at least 50; 
• make a satisfactory attempt at all assessment tasks (see below). 

 

4.2 Assessment Details 
 

Assessment Task Weighting Length Due Date 

Assignment #1 5%  Week 4 

Assignment #2 15%  Last three 
weeks of 
session  

Week 13  

Mid-session Exam  40%  2 hours  Week 6  

Final Exam  40%  2 hours  University exam period 

Total 100%   
 
The exams will be closed book, with formula sheets provided. The formula sheets will 
be on the course website with the practice problems. The exams will be multiple choice 
with a few short answer questions. The exams are based on material from the lecture 
notes and practice problems.  The final exam does not directly cover the chapters 
covered by the mid-session exam. 
 
If applicable, students should notify their employers of the requirement to attend 
exams. Failure to show up at the exams does not automatically lead to reassessment. 
The exams are not learning tools and will not be returned to students. If you have 



5 

business.unsw.edu.au  
 
CRICOS Code 00098G 

questions about your performance on the mid-session, see the lecturer during 
consultation hours.  
 
The assignments will be based on a number of spreadsheets that will be provided to 
the students. The details will be described on Moodle under the assignment segments.  
 
The first assignment should be relatively quick, and only involves one spreadsheet.  
For the first assignment, each student will hand in their own assignment. 
 
The second assignment is mostly based on material from the second half of the course, 
and so will only be made available during the last three weeks of session. It is a 
group assignment (groups of size < 4). Students will choose their groups themselves. 
 

4.3 Assessment Format 
The exams will be multiple choice with a few short answer questions.  Formula sheets 
will be provided.   
 
For exams, you are allowed to bring with you scientific or financial calculators, writing 
and drawing instruments.  NO PROGRAMMABLE CALCULATORS WILL BE 
ALLOWED.   

4.4 Assignment Submission Procedure 
For the assignments, we will use the Assignment link in Moodle. 
 

4.5 Late Submission and Penalties 
Assignments submitted late will have marks deducted (10% of the total marks per day).  
 
 
Quality Assurance 
The Business School is actively monitoring student learning and quality of the student 
experience in all its programs. A random selection of completed assessment tasks 
may be used for quality assurance, such as to determine the extent to which program 
learning goals are being achieved. The information is required for accreditation 
purposes, and aggregated findings will be used to inform changes aimed at improving 
the quality of Business School programs. All material used for such processes will be 
treated as confidential. 

 
5 COURSE RESOURCES 
The website for this course is on Moodle at: 
http://moodle.telt.unsw.edu.au 
 
Lecture Notes 
The only required text is the lecture notes.  The lecture notes and important 
announcements will be available on UNSW Moodle.  Practice problems with solutions 
will also be made available on the course website.  The assessments for this course 
are primarily based on the lecture notes and practice problems. 
 
Reference Books 

Sundaresan, S. (2009), Fixed Income Markets and Their Derivatives, 3rd 
Edition, Southwestern. 

http://moodle.telt.unsw.edu.au/
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 NOTE:  the lecture notes were originally based on Sundaresan’s book, but 
the textbook is not required reading.  Copies are available in the library if 
needed.   

 
 Hull, J.C. (2012), Options, Futures, and Other Derivatives, 8th Edition, 

Prentice Hall. 
 
 Hull, J.C., with S. Treepongkaruna, R. Heaney, D. Pitt, D. Colwell, 

Fundamentals of Futures and Options Markets, (Australian edition) 
Prentice-Hall, 2014. 

 

6 COURSE EVALUATION AND DEVELOPMENT 
 

Each year feedback is sought from students and other stakeholders about the courses 
offered in the School and continual improvements are made based on this feedback. 
UNSW's myExperience survey is one of the ways in which student evaluative feedback 
is gathered. In this course, we will seek your feedback through, e.g. end of semester 
myExperience responses. For example, feedback from previous students indicated that 
the lecturer sometimes speaks too quickly. As a result of this feedback, the lecturer is 
careful about speaking slowly and clearly. 

7 COURSE SCHEDULE 
 
Week 13: due to the Monday holiday, we will have a lecture in Week 13.   
 
NOTE:  The timing of these lectures is only approximate.  If I do not finish a topic one 
week, I will continue with that chapter the following week.  Also, if I finish a topic early, I 
will go right to the next topic.  Usually, you will need to bring two sets of lecture notes to 
a given lecture.  Each week I’ll try to let you know what you’ll need to bring the 
following week. 
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COURSE SCHEDULE 

Week Topic References Other activities / 
assessment 

Week 1 
24 July 

Vocabulary List 
An Overview of Fixed-Income 

Securities 
Organization and Conduct of 

Debt Markets 
Bond Mathematics 

(market conventions, bond 
pricing, duration, convexity) 

Ch. 1 
Ch. 2 & 7 

 

Week 2 
31 July 

Yield-Curve and Term-
Structure Analysis (stripping 

the yield curve, smoothed term 
structures) 

Ch. 8 
 

 

Week 3 
7 August 

Treasury Futures Contracts 
(replication, arbitrage, 

hedging, bid-ask spreads) 
 

Ch. 17 
(Hull Ch. 6) 

 

Week 4 
14 August 

Interest Rate Swaps 
(comparative advantage, 

pricing and duration of floating-
rate debt) 

 

Ch. 16 
(Hull Ch. 7) 

First assignment due 

Week 5 
21 August 

Models of Yield Curve and the 
Term Structure 

(intro to binomial models for 
interest rates) 

Ch. 9  

Week 6 
28 August 

Mid-Session Exam  
2 hours, during the usual 
lecture time, in the usual 

lecture venue. 

 (Exam covers all topics 
discussed in lectures so 

far) 

Week 7 
4 September 

Options Markets I 
(binomial pricing, Amer. 
options, Black’s formula, 

options on coupon bonds) 

Ch. 9 
(Hull Ch. 28) 

 

Week 8 
11 September  

Options Markets II 
(caps, floors, FRAs, inverse 

floaters, etc.) 

(Hull Ch. 28)  

Week 9 
18 September 

Options Markets III 
(Hull & White model) 

 

(Hull Ch. 30)  

Mid-semester break: 23 September – 2 October inclusive (2 Oct = Labour Day Public Holiday) 

Week 10 
3 October 
 

(Monday 2 Oct Labour Day 
Public Holiday)  

 

Week 11 
9 October 

Securitization and Mortgage-
Backed Securities 

Ch. 12  



8 

business.unsw.edu.au  
 
CRICOS Code 00098G 

(timing risk, interest only and 
principal only strips) 

 

Week 12 
16 October 

Agency and Corporate Debt 
Securities 

(Merton model, callable debt, 
convertible debt, debt with 
warrants, CDSs, CDOs) 

Ch. 10  

Week 13 
23 October 

Value at Risk 
(VaR for derivatives) 

12-15:00 
Colombo Theatre B 

(Hull Ch. 21) Second assignment due 
at end of week. 
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