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1. STAFF CONTACT DETAILS 
 
Position Name Email Availability; times 

and location 
Phone 

Lecturer Dr. Li Yang l.yang@unsw.edu.au 14:00 - 16:00 
Fridays, ASB362 

39855857

Tutor Jeremy Huang  TBA TBA TBA 
Tutor Matthias Thul  TBA TBA TBA 

 
The preferred communication with the lecturer/tutors is via email. Please use the UNSW 
provided student email address. 
 
2. COURSE DETAILS 
 
2.1 Teaching Times and Locations 
 
Information about lecture/tutorial times and locations can be found at the following link: 
http://www.timetable.unsw.edu.au/current/FINS3635.html 
 
2.2 Units of Credit 
 
This course has six units of credit and three contact hours per week. 
 
2.3 Summary of Course  
 
This course will provide a rigorous introduction to fundamental pricing principles and hedging 
techniques in derivative markets. It focuses on the main types of exchange-traded options and 
futures contracts. It is designed to acquaint students with the tools that are necessary to analyze 
common issues in derivative markets. In particular, appreciable time will be spent on 
investigating various arbitrage opportunities and developing risk management strategies using 
derivative instruments. 
 
2.4 Course Aims and Relationship to Other Courses 
 
The aims of the course are to: 

 Provide a rigorous understanding of the main types of exchange-traded options and 
futures contracts, 

 Develop a working knowledge on the use of options and futures in risk management,  
 Provide the necessary skills to value options and futures.  

 
The prerequisite for this course is FINS 2624 Portfolio Management. It is the responsibility of 
students to ensure that the prerequisite has been met before commencing this course. 
 
There is some overlap with material discussed in FINS2624, though the course will explore 
these topics in much greater depth. Students interested in Interest Rate Derivatives or Applied 
Portfolio Management will benefit from concepts explained in FINS3635.  
 
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 
 
On successful completion of this course, students should be able to  
1. Understand mechanics of buying, selling, exercising, and settling of options and futures, 
2. Determine the value of options and futures, 
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3. Use options and futures to manage financial risk,  
4. Construct various trading strategies,  
5. Identify arbitrage opportunities, 
6. Understand the interaction between derivative markets and underlying markets, 
7. Work efficiently with others in a team. 

ASB Graduate Attributes 
 
This course contributes to your development of the following Australian School of Business 
Graduate Attributes, which are the qualities, skills and understandings we want you to have by 

the completion of your degree. 
 

Course 
Learning 
Outcomes 

ASB Graduate Attributes 

1-6 
1. Critical thinking and problem solving 

7 
2. Communication 

7 
3. Teamwork and leadership 

 
4. Social, ethical and global perspectives 

1-6 
5. In-depth engagement with relevant disciplinary knowledge 

1-7 
6. Professional skills 

More information on the ASB Graduate Attributes and how they align with the UNSW Graduate 
Attributes (2010) is available on the ASB website (Learning and Teaching >Graduate 
Attributes). 

 
3. LEARNING AND TEACHING ACTIVITIES 
 
3.1 Approach to Learning and Teaching in the Course 
 

 engage students in learning  
 contextualise students’ learning experiences  
 take into account research on student learning  
 encourage critical reflection on practice  

 
3.2  Learning Activities and Teaching Strategies 
 
This course consists of weekly two-hour lectures and one-hour tutorials. The lectures will deliver 
the material primarily covered by the textbook. Students are strongly encouraged to read the 
topics before attending the lectures. This subject is very analytical and there are many new 
concepts to understand. It is difficult to grasp all the underlying principles without preparation. 
Tutorials are designed to help students understand the issues and concepts discussed in the 
lectures. Therefore, it is highly recommended that students try to do the homework problems 
before attending tutorials. The homework problems are chosen from the end-of-chapter 
questions and are given at the end of each lecture. 
 
4. ASSESSMENT 
 
4.1 Formal Requirements 

In order to pass this course, you must: 
 achieve a composite mark of at least 50%; and 
 make a satisfactory attempt at all assessment tasks (see below). 
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4.2 Assessment Details 
 
The assessment in this course has three components. These are aimed at individual as well as 
group performances. The components are designed to make the students become confident 
about solving problems in derivative markets.  
 

Assessment 
Task 

Weighting Learning 
Outcomes 
assessed 

ASB Graduate 
Attributes 
assessed 

Length Due Date 

1. Midsession 
exam 

40% 1-6  1, 5, 6 2 hours 
 
Week 6 

2.Final exam 45% 1-6   1, 5, 6 2.5 hours  
UNSW Final 
exam period  

3. One group 
project 

15% 4, 6, 7   1, 2, 3, 4, 5, 6 N/A 11am Friday 
week 12 

 
4.3 Assessment Format 
 
Both the mid-session and final examinations are closed book.  The midsession examination will 
be held in week 6 and covers material in both the textbook and the lecture notes from weeks 1-
5. The time and venue will be announced when the detailed booking information is available. 
The final examination will be held during the formal examination period and covers material in 
both the textbook and the lecture notes from weeks 7-12.  

The group assignment will be described on the UNSW Blackboard under the assignment folder. 
It is designed to help students become familiar with the relation between options price and 
several fundamental variables such as spot price and the time to maturity, and help students 
learn how to use options contracts to form various trading strategies. The assignment is almost 
solely based on material from the second half of the course.   

 
4.4 Assignment Submission Procedure  
 
You must upload your assignment on UNSW Blackboard before or on 11am Friday week 12, 
and hand in a printed copy. Only one submission is required for each group.  More information 
will be given in the lecture and Blackboard. 

 
4.5 Late Submission 
 
The late penalty for the assignment is 10 percent of the full mark per day for each day the 
assignment is late, including weekends and public holidays. 
 
Quality Assurance 
The ASB 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 ASB programs. All material used 
for such processes will be treated as confidential and will not be related to course grades. 

 
 
5. COURSE RESOURCES 

 
Textbook - The prescribed textbook for this course is: 
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Options, Futures and Other Derivative Securities, by John C. Hull, 7th Ed., Prentice-Hall, 
2008. This textbook is widely used in courses and on the “street”. It includes almost 
everything you want to know about derivatives. It can be challenging reading, but it is well 
worth the effort.  

 
Reference Books 

Fundamentals of Futures and Options Markets, by John C. Hull, 4th Ed., Prentice-Hall, 
2002. 
 
Futures, Options and Swaps, by R. W. Kolb, 4th Ed, Blackwell Publishing, 2003 

 
Lecture Notes 

The lecture notes and important announcements will be available at the UNSW 
Blackboard, which can be accessed at  
http://lms-blackboard.telt.unsw.edu.au/webapps/portal/frameset.jsp 

 
6. COURSE EVALUATION AND DEVELOPMENT 
 

Each year feedback is sought from students about the courses offered in the School and 
continual improvements are made based on this feedback.  UNSW's Course and Teaching 
Evaluation and Improvement (CATEI) Process is one of the ways in which student evaluative 
feedback is gathered. Significant changes to courses and programs within the School are 
communicated to subsequent cohorts of students. 
 
7. COURSE SCHEDULE 
 
Week 1  Introduction to Derivative Markets 

• Basic Types of Derivative Securities 
• Introduction of Contracts and Exchanges 

   
Fundamentals of Futures Contracts 
• Futures vs Forward Contracts 
• Trading Futures  
• Marking to Market 

 
Hull: Ch. 1 and Ch. 2 

 
Week 2  Pricing Futures/Forward 

• Cost-of-Carry Relation 
• Arbitrage Opportunity 
• Value vs Price 

 
Hull: Ch. 5 

 
Week 3-4  Hedging with Futures 

• Hedging without Basis Risks 
• Hedging with Basis Risk 
• Estimation of Hedge Ratio 

 
Hull: Ch.3 

 
Week 5  Swap and Group Assignment 
   
    
Week 6  Midsession Exam 
 
Week 7  Fundamentals of Options 

• Mechanics of Options Markets 
• Option Pricing Restriction: Arbitrage Relations 
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• Upper and Lower Bounds for Option Prices 
• Put-Call Parity 

 
Hull: Ch. 8 & Ch. 9 

 
Week 8  Trading Strategies Involving Options 

• Strategies Involving a Single Option and a Stock 
• Spreads 
• Combinations 

 
Hull: Ch.10 

 
Week 9  Binomial Option Pricing Model 

• Single-Period Model 
• Multi-Period Model 

 
Hull: Ch.11 

 
Week 10-11  Black-Scholes Option Pricing Model 

• Modelling Behaviour of Stock Price 
• Black-Scholes Model 
• Alternative Models for Stock Options 

 
Hull: Ch.12 & Ch.13,  

 
Week 11  Options on Stock Indices, Currencies, and Futures 

• Specification of Contracts 
• Valuations 

 
Hull: Ch. 15 & Ch. 16  

 
Week 12  Management of Market Risk 

• Hedging with Options – the “Greeks” 
Hull: Ch. 17 
 
 

 
 
  


