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Corporate Finance 1 
 

Session 3, 2016 
Corporate Finance 
 

Week no Week begins Unit Assessment due  
(% weighting) 

1 5 September 1  

2 12 September 2  

3 19 September 3  

4 26 September 4  

5 3 October* 5  

6 10 October 6 Assignment information to be 
advised 

7 17 October 7  

8 24 October 8  

9 31 October 9  

10 7 November 10  

11 14 November 11  

12 21 November 12  

13 28 November 
Independent 

reflective learning 
and review 

 

Final Exam (Off campus: Thursday 1 December; On campus: Saturday 3 December)  

 
* 3 October is a public holiday in NSW 

 

 Course schedule 
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2 Course Overview 
 

Course-level aims and learning goals 
This course, which has an overarching theme of Value Creation, 
introduces a number of key ideas in Corporate Finance:  

• the time value of money and discounted cash flow analysis 

• the risk-return trade-off, diversification, and the cost of capital  

• the role of arbitrage. 

Special focus is placed on the firm’s primary financial functions, 
including investment policy and financing policy and the ways in which 
they can affect the ability of a firm to enhance its economic value.  

Many students in the AGSM MBA programs are practising managers, 
and so while they will be helped to conceptualise key ideas in 
corporate finance, they will be required to apply, reflect and relate the 
materials to the management settings around them. The course 
content will incorporate thought leadership from across the academic 
and practitioner worlds. 

Since this course has a focus on how Corporate Finance can 
contribute to a firm’s value, central questions include:  

• what is value?  

• how is it measured?  

• how does a well-run organisation create value?  

Course learning outcomes 
After you have completed this course you should be able to: 

1. explain key concepts and terms of corporate finance and 
investment 

2. analyse and value quantitatively investment opportunities 
demonstrating application to areas of financial decision-making and 
management 

3. apply value-creation frameworks to the development 
implementation of strategic initiative  

4. concisely present ideas using appropriate finance arguments and 
frameworks 

5. optimise a firm’s capital structure by using appropriate sources of 
capital.  

 Course information 
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Course structure 
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4 Course Overview 
 

Unit 1, Introduction and overview, introduces the topic of Corporate 
Finance and then considers value and the three basic ideas of finance: 
the time value of money; diversification; arbitrage. We will then 
examine corporate activities of a firm to ask: how does a well-run firm 
create or add value? 

Unit 2, From statements to value, starts by briefly reviewing financial 
statements as these are important sources of information. We then 
explore the role of simplifying models and assumptions, and discuss 
how in this course we start with the simplest setting, and progressively 
consider real-world complexity in later Units. We will then look at the 
core of this Unit: the mathematics of finance and the important concept 
of the time value of money. 

Unit 3, Valuing debt and equity, introduces two sources of funds 
available to firms: equity (such as stocks or shares) which provides an 
ownership interest in the firm, and debt (such as loans, bonds or fixed-
interest securities) which provides a creditor relationship with the firm. 
After a brief overview of some of the institutional details of bonds and 
stocks, this Unit focuses on valuing these securities. 

Unit 4, Risk and return I, starts by discussing the measurement of 
returns and the risk of these returns. We then look at the practice of 
diversification. We will see how an individual can reduce the risk of 
their portfolio of investments without sacrificing any expected return, 
simply by spreading their wealth over a number of assets in an 
appropriate way. We will consider this technique of diversification in 
some detail, in terms of a simple two-asset example in order to develop 
your understanding. We will then extend the analysis to the N-asset 
case, and discuss approaches that can be employed in practice to 
achieve a diversified portfolio. 

Unit 5, Risk and return II, we will use the material we developed in Unit 
4 to derive a model of the required return on a single risky investment. 
This model, which is known as the capital asset pricing model (CAPM), 
is widely used in capital budgeting and valuation exercises and is one 
of the cornerstones of modern finance. 

Unit 6, Financial risk management, looks at two key topics: the 
governance of financial risks from the perspective of the board and 
senior managers; and derivative instruments that firms can buy to 
manage these risks. Forwards, futures and options belong to a class of 
securities known as derivatives since their value is derived from the 
value of some other security. The value of a stock option, for example, 
depends on the price of the underlying stock, and the value of a 
foreign currency option depends on the price of the underlying 
currency. 

  

Dr
af

t
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In Unit 7, Investment decisions and capital budgeting I, we consider 
how firms determine which investments to undertake given their 
economic potential. We will develop and illustrate the Net Present 
Value (NPV) rule that uses the Discounted Present Value (DCF) 
technique. We have seen a present value approach to value financial 
assets such as bonds and shares in Unit 3, and we now apply a similar 
approach to value real assets. 

Unit 8, Investment decisions and capital budgeting II, extend the 
analysis of investment decisions introduced in Unit 7. Our analysis 
starts by examining in greater detail which cash flows are relevant to 
our assessment of an investment project. We then introduce the ‘cost 
of capital’ and how to estimate this cost for both firms and projects. We 
next explore approaches that allow us to evaluate the impact of 
uncertainty regarding our environment and expected outcomes for our 
decision. We then briefly examine techniques that allow us to reflect 
situations where a manager can make follow-on decisions. Finally, we 
discuss the capital-budgeting process. 

Unit 9, Capital structure, addresses our understanding of what 
determines capital structure in firms. These concepts build on what we 
discussed in Unit 3 in relation to bonds and equity. We examine the 
issue of financial engineering or financial restructuring. These terms 
refer to the ability of firms to alter the composition of their sources of 
funds. We consider situations without, and then with, taxes, corporate 
and personal, to see how these make differences in the selection of 
capital structures by firms. We also examine the impacts of having the 
option of insolvency (bankruptcy) and the existence of financial 
distress. 

Unit 10, Case analysis, comprises a case study that addresses several 
key concepts and their application as covered in previous Units. The 
case involves a fictional firm – a diversified industrial firm with a public 
listing. 

Unit 11, Financial strategy, examines financial strategy, which is the 
complement to corporate strategy for the firm: the former deals with the 
sourcing of capital in ways that by themselves add value to the firm, 
while the focus of the latter is on how those funds may be best 
invested to grow corporate value. In imperfect capital markets, it may 
be possible to add value to the firm by finding capital by means of 
positive net present value investments, so seeking these opportunities 
is the central interest for financial strategy. It turns out that there are 
numerous forms of capital-raising investments that can add value to 
firms, and this Unit considers many of them. 

In Unit 12, Capstone case analysis, we use a rich case study to bring 
together and reinforce many of the key concepts previously introduced. 
The case involves a fictional firm – a diversified food-processing and 
manufacturing firm listed on the ASX. 
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6 Course Overview 
 

A number of international standards are embedded in the program to 
ensure the courses you study are high quality. At present this includes 
specific design to meet AACSB accreditation standards (through 
measurement of students’ program-level learning outcomes), and the 
United Nations Principles for Responsible Management Education 
(UNPRME). EQUIS accreditation is also held by UNSW Business 
School. 

Program-level learning goals and outcomes 
assessed for AACSB accreditation 
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 Course Learning Outcomes will also help you to achieve at least 
some of the overall Program Learning Goals that are set for all 
postgraduate coursework students in AGSM programs. 

However, course-level learning outcomes are not sufficient to fully 
describe a student's skills as they complete the qualification, and so 
we add an additional set of Program Learning Goals. These specify 
what we want you to have achieved by the time you successfully 
complete your degree. As an example, for the Teamwork learning goal 
we specify: 'Our graduates will be effective team participants'.  

You demonstrate that you have met these Program Learning Goals by 
achieving specific Program Learning Outcomes that are directly related 
to each goal. These indicate what you are able to do by the end of 
your degree. In the case of the Teamwork goal, the related outcome 
includes: 'participate collaboratively and responsibly in teams'. Note 
that the ability to meet these program-level learning goals and 
outcomes will be measured in each capstone course for your degree 
program. 

The Program Learning Goals (and related outcomes) used across the 
three MBAX streams of Change, Social Impact and Technology are as 
follows. 

1. Knowledge: 

Our graduates will have current disciplinary or interdisciplinary 
knowledge applicable in local and global contexts. 

Learning outcome: Students should be able to identify and apply 
current knowledge of disciplinary or interdisciplinary theory and 
professional practice to business in local and global environments. 

 

 Program quality assurance 
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2. Critical thinking and problem-solving: 

Our graduates will have critical thinking and problem-solving skills 
applicable to business and management practice or issues. 

Learning outcome: Students should be able to identify, research 
and analyse complex issues and problems in business and/or 
management, and propose appropriate and well-justified solutions.  

3. Communication: 

Our graduates will be effective communicators in professional 
contexts. 

Learning outcome for 3a – Written Communication: Students 
should be able to produce written documents that communicate 
complex disciplinary ideas and information effectively for the 
intended audience and purpose. 

Learning outcome for 3b – Oral Communication: Students should 
be able to produce oral presentations that communicate complex 
disciplinary ideas and information effectively for the intended 
audience and purpose. 

4. Teamwork: 

Our graduates will be effective team participants. 

Learning outcome: Students should be able to participate 
collaboratively and responsibly in teams, and to reflect on their own 
teamwork, and on the team's processes and ability to achieve 
outcomes. 

5. Ethical, social and environmental responsibility: 

Our graduates will be aware of ethical, social, cultural and 
environmental implications of business issues and practice. 

Learning outcome for 5a – Ethical, social and environmental 
responsibility: Students should be able to identify and assess 
ethical, environmental and/or sustainability considerations in 
business decision-making and practice.   

Learning outcome for 5b – Social and cultural awareness: Students 
should be able to consider social and cultural implications of 
business. 

6. Leadership: 

Our graduates will have an understanding of effective leadership. 

Learning outcome: Students should be able to reflect upon their 
own personal leadership style and on the leadership needs of 
business and of teams. 
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8 Course Overview 
 

Associated standards committees and 
accreditation agencies 
AACSB: http://www.aacsb.edu 

Association to Advance Collegiate Schools of Business  

EQUIS: https://www.efmd.org/accreditation-main/equis 
European Quality Improvement System 

UNPRME: http://www.unprme.org 
UN Principles of Responsible Management Education 
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Learning resources 
You have four major resources to help you learn: 

1. The course materials, comprising the 12 study Units with readings, 
references, insights and commentary. You will do much of your 
learning outside the classroom by working through the course 
materials, and by completing the exercises as they arise. 

2. Your classes with your Class Facilitator, who will guide your 
learning by conducting class discussion, answering questions that 
might arise in relation to the course materials, providing insights 
from his or her practical experience and understanding of theory, 
providing you with feedback on your assignments, and directing 
discussions and debates that will occur between you and your co-
participants in the classroom. 

3. Your co-participants. Your colleagues in the classroom are an 
invaluable potential source of learning for you. Their work and life, 
and their willingness to question and argue with the course 
materials, the facilitator and your views, represent a great learning 
opportunity. They bring much valuable insight to the learning 
experience. 

4. In addition to course-based resources, please also refer to the 
AGSM Learning Guide (available in Moodle) for tutorials and 
guides that will help you learn more about effective study practices 
and techniques. 

Equipment you will need 
A scientific calculator is required for this course. The standard blue 
scientific Casio calculators that are available in most newsagents and 
bookshops are more than adequate for this course. They have model 
numbers such as ‘Casio fx-82AU Plus’ and ‘Casio fx-100AU’ although 
you don’t need to purchase those exact models. Please consider 
purchasing a new calculator for this course rather than relying on your 
old calculator from high school since these new calculators have larger 
screens and other features that are beneficial for this course. 

A financial calculator is not necessary for this course. 

Excel revision 
It is advisable for you to have some skills in using Microsoft Excel. If 
you are unfamiliar with operating Excel, you should familiarise yourself 
with how it works. There are many videos on YouTube that can help 
you with this. 

 Resources 
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10 Course Overview 
 

Algebra revision 
This course assumes familiarity with high-school level algebra. If you 
have rarely used algebra since high school, then you may need to 
review some mathematical concepts.  

The main skills that you will need are to simplify an equation and to 
solve it. In particular to: 

• create an equation: expressing a finance situation;  
• re-arrange an equation: adding to both sides of the equation;  
• re-arrange an equation: multiplying both sides of the equation; and 
• re-arrange an equation: raising both sides of an equation to a 

power.  

The AGSM Learning Guide (available in Moodle) includes maths skills 
tutorials from Harvard that you will find useful in relation to the above. 

Course materials 
The course materials comprise this Course Overview, the Assessment 
Details and 12 Units. Each Unit has a number of associated readings 
and you may also access the other additional resources shown below 
to enhance your learning experience. 

Readings 
Specific readings are prescribed throughout the Units and are 
available via active hyperlinks or URLs. Please note that you may be 
required to enter your UNSW zID and zPass in order to access these 
hyperlinked readings. 

If you experience any problems in accessing the readings, please try 
the following: 

• Search directly for the article on the UNSW Library home page 
(https://library.unsw.edu.au/) by placing the name of the article in 
the Search box. 

• Search directly for the book excerpt on the UNSW Library home 
page (https://library.unsw.edu.au/) by placing your course code into 
the Search box. When you do this all the course readings that are 
excerpts from books will appear.  
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Additional reading 
The course materials are the only required academic reading for this 
course. However, it is important to supplement the course notes with 
your own regular reading of The Australian Financial Review or the 
Financial Times. 

If you have already studied some finance before, then you might like to 
supplement the course notes with the following: 

• Graham, J, Smart, S B, Adam, C & Gunasingham, B 2014, 
Introduction to corporate finance, Asia-Pacific edn, Cengage 
Learning Australia.  

• Brealey, R, Myers, S & Allen, F 2013, Principles of corporate 
finance, 11th edn, McGraw-Hill Irwin. 

If this course inspires you to further your knowledge in corporate 
finance, then you may like to consider reading the following: 

• Bernstein, P 2007, Capital ideas evolving, John Wiley.  
• Baker, G P & Smith, G D 1999, The new financial capitalists: 

Kohlberg Kravis Roberts and the creation of corporate value, 
Cambridge University Press. 

• Partnoy, F 2003, Greed: How deceit and risk corrupted the 
financial markets, Profile Books. 

• Reinhart, C & Rogoff, K S 2009, This time is different: Eight 
centuries of financial folly, Princeton University Press. 

• Darman, E 2004, My Life as a quant: Reflections on physics and 
finance, John Wiley & Sons. 

• Fox, J 2009, The myth of the rational market:  A history of risk, 
reward, and delusion on Wall Street, Harper Business. 

• Cassidy, J 2009, How markets fail: The logic of economic 
calamities, Allen Lane. 

If you are looking for some entertainment that picks up on some of the 
concepts from this course, then you may wish to see some of the following 
films (although please note that Hollywood seems to have a very dim view of 
Wall Street in most of these movies!): 

• The Big Short (2015) – The men who made millions from a global 
economic meltdown 

• The Wolf of Wall Street (2013) – Largesse and fraud 
• Too Big to Fail (2011) – Relationship between Wall Street and 

Washington 
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12 Course Overview 
 

• Margin Call (2011) – A fun but simplistic look at the 2008 crisis 
• Wall Street: Money Never Sleeps (2010) – asset bubbles 
• Inside Job (2010) – Documentary on the 2008 crisis 
• Capitalism: A Love Story (2009) – Michael Moore explores 

corporate greed 
• Enron: The Smartest Guys in the Room (2005) – the Enron 

collapse 
• The Corporation (2004) – documentary on history of corporations 
• Startup.Com (2001) – documentary following the financing a start-

up 
• Boiler Room (2000) – a broker makes money from a scam (true 

story) 
• Rogue Trader (1999) – the collapse of Barings investment bank 
• Barbarians at the Gate (1993) – a leveraged buyout of RJR 

Nabisco 
• Wall Street (1987) – hostile takeovers and asset stripping 

• The Ascent of Money (2013) – multi-part documentary by Niall 
Ferguson. 

Other resources 
BusinessThink is UNSW’s free, online business publication. It is a 
platform for business research, analysis and opinion. If you would like 
to subscribe to BusinessThink, and receive the free monthly e-
newsletter with the latest in research, opinion and business then go to 
http://www.businessthink.unsw.edu.au. 

Adaptive online learning 
In addition to the written and video materials available in the course, 
enrolled students have the opportunity to access adaptive learning 
modules available on a website of the company Smart Sparrow. These 
modules echo the basic content of Units 1 to 7 and Unit 9, allowing you 
to practise many examples of Corporate Finance techniques as a 
supplement to your learning in the Units of the course. Details on how 
to access the adaptive learning modules will be available on the 
course Moodle site. 
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eLearning 
To access Moodle, go to: 
https://moodle.telt.unsw.edu.au/login/index.php 
Login with your student zID (username) and zPass (password). 

Moodle eLearning support 
Should you have any difficulties accessing your course online, please 
contact the eLearning support below. 

For login issues: 

UNSW IT Service Centre 

Hours: Monday to Friday: 8am – 8pm  

  Saturday and Sunday: 11am – 2pm 

Email: ITServiceCentre@unsw.edu.au  

Phone: Internal: x51333 

  External: 02 9385 1333 

International: +61 2 9385 1333 

 
For help with technical issues and problems: 

External TELT Support 

Hours: Monday to Friday: 7.30am – 9.30pm  

  Saturdays and Sundays: 8.30am – 4.30pm 

Email: externalteltsuppport@unsw.edu.au  

Phone: Internal: x53331 

  External: 02 9385 3331 

International: +61 2 9385 3331 
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Administrative and eLearning support 
Student Experience 
If you have administrative queries, they should be addressed to 
Student Experience. 
Student Experience 
AGSM MBA Programs 
UNSW Business School 
SYDNEY NSW 2052 
Phone: +61 2 9931 9400 
Email: studentexperience@agsm.edu.au 

Additional student resources and support 
The University and the UNSW Business School provide a wide range 
of support services for students, including: 

• Business School Education Development Unit (EDU) 
https://www.business.unsw.edu.au/students/resources/learning-support 
The EDU provides academic writing, study skills and maths 
support specifically for Business students. Services include 
workshops, online resources, and individual consultations.  
EDU Office: Level 1, Room 1033, Quadrangle Building. 
Phone: +61 2 9385 5584; Email: edu@unsw.edu.au 

• UNSW Learning Centre  http://www.lc.unsw.edu.au 
Provides academic skills support services, including workshops 
and resources, for all UNSW students. See website for details. 

• Library training and search support services 
http://info.library.unsw.edu.au/web/services/services.html 

• UNSW Counselling and Psychological Services  
https://student.unsw.edu.au/wellbeing  
Provides support and services if you need help with your personal 
life, getting your academic life back on track or just want to know 
how to stay safe, including free, confidential counselling.  
Office: Level 2, East Wing, Quadrangle Building;  
Phone: +61 2 9385 5418 

• Student Equity & Disabilities Unit 
http://www.studentequity.unsw.edu.au 
Provides advice regarding equity and diversity issues, and support 
for students who have a disability or disadvantage that interferes 
with their learning.  
Office: Ground Floor, John Goodsell Building;  
Phone: +61 2 9385 4734; Email: seadu@unsw.edu.au 

Dr
af

t

mailto:studentexperience@agsm.edu.au
https://www.business.unsw.edu.au/students/resources/learning-support
mailto:edu@unsw.edu.au
http://www.lc.unsw.edu.au/
http://info.library.unsw.edu.au/web/services/services.html
https://student.unsw.edu.au/wellbeing
http://www.studentequity.unsw.edu.au/
mailto:seadu@unsw.edu.au


 

Corporate Finance 15 
 

The AGSM surveys students via the UNSW CATEI system each time a 
course is offered. The data collected provides anonymous feedback 
from students on the quality of course content and materials, class 
facilitation, student support services and the program in general. 
Students are encouraged to provide this feedback as it is taken into 
account in all course revisions. 

 

 Continual course 
improvement 
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Course coordinator 
Each course has a Course Coordinator who is responsible for the 
academic leadership and overall academic integrity of the course. The 
Course Coordinator selects content and sets assessment tasks and 
takes responsibility for specific academic and administrative issues 
related to the course when it is being offered.  

Class facilitator 
The role of your Class Facilitator is to support the learning process by 
encouraging interaction among participants, providing direction in 
understanding the course content, assessing participant progress 
through the course and providing feedback on work submitted. Class 
Facilitators comprise academics and industry practitioners with 
relevant backgrounds. 

You will be notified of your Class Facilitator’s name and contact details 
in your class confirmation email sent by AGSM Student Experience. 
Details will also be available in the gallery section in Moodle.  

Course author 
Professor Christopher Adam PhD, Harvard University | MA, Harvard 
University | BEc (Hons), University of Western Australia  

PhD, MFinMgmt, BCom (Hons) 

Thanks also to the following for their numerous contributions:  
Dr S. Guy Schofield, Professor Mark Stewart, Suzie Longstaff and  
Dr Sabina Cerimagic. 

 Course staff 
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