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1. COURSE STAFF 
Lecturers: 
 

Dr. David Colwell (Lecturer in Charge) 
Email address: d.colwell@unsw.edu.au 
Location: ASB Building 367. 

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. 

Consultation: Tuesdays 2-4pm. 
 

1.1 Communication with Staff 
Students with questions regarding course administration or contents are encouraged to: 

 contact the instructor during consultation hours   
 email the instructor  
 check the course Web site 

  
2. INFORMATION ABOUT THE COURSE 
 
2.1 Teaching times and Locations 
There is one scheduled class meeting: 

Mondays   11:00am-2:00pm (Law Th. G23)  
 
2.2 Units of Credit 
This course has 6 units of credit. 
 
2.3 Relationship of this course to other course offerings 
This course has FINS2624 (Portfolio Management) as a prerequisite.  Some of the topics 
discussed in FINS3635 (Options, Futures, and Risk Management) may benefit students 
taking FINS3636, but FINS3635 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 FINS3635, FINS3636, FINS3640, FINS3641, and FINS3642.   
 
 
3. COURSE AIMS AND OUTCOMES 
 
3.1 Course Aims 
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. 
 
3.2 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 
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discussed in the class, determine the value of these instruments, and use them to manage 
financial risk.  
 
3.3 Approach to learning and teaching 
• engaging students in learning 
• contextualising students’ learning experiences 
• taking into account research on student learning 
• encouraging critical reflection on practice.  
 
3.4 Teaching Strategies 
This course consists of weekly three-hour lectures.  The lecture notes can downloaded 
from Blackboard.  Students are expected to read the relevant chapters in the lecture notes 
before attending each lecture.  The lecture notes are very thorough, but if anything in the 
notes remains confusing, students are encouraged to consult the recommended textbooks 
for more clarification.  To help understand the issues and concepts discussed in the 
lectures, practice problems—with solutions—will be provided each week.  The practice 
problems can be downloaded on Blackboard, which can be accessed at 
http://vista.elearning.unsw.edu.au/.  The exams and assignment will be based on the 
material found in the lecture notes and practice problems.  
 
The design of this course presupposes that participating students are interested in the 
topics and will endeavour to learn the material presented. Lectures, in-class problem 
solving, practice problems, and consultation with the lecturer are all provided to facilitate 
learning, however, ultimately the time and effort each student devotes to the course will 
determine how much he or she learns from it. 
  
4. CONTINUAL COURSE EVALUATION AND IMPROVEMENT 
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 
(http://www.ltu.unsw.edu.au/content/course_prog_support/catei.cfm?ss=0) 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. 
 
5. LEARNING ASSESSMENT 
 
5.1 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) 

 
5.2 Assessment Details 
Assessments for this course are limited to two examinations and one computer 
assignment designed to certify a level of understanding, specifically, the assessment 
scheme is 
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Mid-Session Examination  40% 
Computer Assignment  15% 
Final Examination   45% 

 
The mid-session test will be in week 6 in the normal lecture room and will last for 2 
hours.  The final examination will be held during the formal examination period and will 
last for three hours.  
 
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 questions 
about your performance on the mid-session, see the lecturer during consultation hours. 
 
The computer assignment involves working with spreadsheets that will be provided.  The 
spreadsheets relate to topics covered throughout the course.  The spreadsheets and 
assignment questions will be made available in the last three weeks of class, with a due 
date Friday, 21 October, 2011.  You may work in groups of up to four people. 

 
5.3 Assignment Submission Procedure 

You may hand the assignment in at the Banking and Finance assignment boxes on the 
ground floor of the Australian School of Business building.  They are located at the back 
of the building, to the left of the elevator on the west wing of the building.  Or, you can 
hand them directly to me, or bring them to my office (ASB 367).  Please to not disturb 
our administrative staff. 

 
5.4 Late Submission 

Assignments submitted late will have marks deducted. 

 
5.5 Special Consideration and Supplementary examinations 
UNSW policy and process for Special Consideration applies (see 
https://my.unsw.edu.au/student/atoz/SpecialConsideration.html). Specifically: 
 
 Applications for special consideration (including supplementary examinations) must 

go through UNSW Central administration (within 3 working days of the assessment 
to which it refers) – applications will not be accepted by teaching staff; 

 Applying for special consideration does not automatically mean that you  will be 
granted additional assessment or that you will be awarded an amended result; 

 If you are making an application for special consideration (through UNSW Central 
Administration) please notify your Lecturer in Charge; 

 Please note: a register of applications for Special Consideration is maintained. History 
of previous applications for Special Consideration is taken into account when 
considering each case. 

 
 
6. ACADEMIC HONESTY AND PLAGIARISM 
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The University regards plagiarism as a form of academic misconduct, and has very strict 
rules regarding plagiarism. For full information regarding policies, penalties and 
information to help you avoid plagiarism see: 
http://www.lc.unsw.edu.au/plagiarism/index.html 

 
Plagiarism is the presentation of the thoughts or work of another as one’s own.*  
Examples include:  
 direct duplication of the thoughts or work of another, including by copying work, or 

knowingly permitting it to be copied.  This includes copying material, ideas or 
concepts from a book, article, report or other written document (whether published or 
unpublished), composition, artwork, design, drawing, circuitry, computer program or 
software, web site, Internet, other electronic resource, or another person’s assignment 
without appropriate acknowledgement; 

 paraphrasing another person’s work with very minor changes keeping the meaning, 
form and/or progression of ideas of the original; 

 piecing together sections of the work of others into a new whole; 
 presenting an assessment item as independent work when it has been produced in 

whole or part in collusion with other people, for example, another student or a tutor; 
and, 

 claiming credit for a proportion a work contributed to a group assessment item that is 
greater than that actually contributed.†  

 
Submitting an assessment item that has already been submitted for academic credit 
elsewhere may also be considered plagiarism. 
 
The inclusion of the thoughts or work of another with attribution appropriate to the 
academic discipline does not amount to plagiarism. 
 
Students are reminded of their Rights and Responsibilities in respect of plagiarism, as set 
out in the University Undergraduate and Postgraduate Handbooks, and are encouraged to 
seek advice from academic staff whenever necessary to ensure they avoid plagiarism in 
all its forms. 
 
The Learning Centre website is the central University online resource for staff and 
student information on plagiarism and academic honesty.  It can be located at: 
 
www.lc.unsw.edu.au/plagiarism 
 
The Learning Centre also provides substantial educational written materials, workshops, 
and tutorials to aid students, for example, in: 
 
 correct referencing practices; 
 paraphrasing, summarising, essay writing, and time management; 
 appropriate use of, and attribution for, a range of materials including text, images, 

formulae and concepts. 
 
Individual assistance is available on request from The Learning Centre. 
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Students are also reminded that careful time management is an important part of study 
and one of the identified causes of plagiarism is poor time management.  Students should 
allow sufficient time for research, drafting, and the proper referencing of sources in 
preparing all assessment items. 
 
* Based on that proposed to the University of Newcastle by the St James Ethics Centre.  Used with kind permission from the 
University of Newcastle 
† Adapted with kind permission from the University of Melbourne. 

 
7. STUDENT RESPONSIBILITIES AND CONDUCT 
 
7.1 Workload 
It is expected that students will spend at least ten hours per week studying this course. 
This time should be made up of reading, research, working on exercises and problems, 
and attending classes.  In periods where you need to complete assignments or prepare for 
examinations, the workload may be greater. 

Over-commitment has been a cause of failure for many students. You should take the 
required workload into account when planning how to balance study with employment 
and other activities. 
 
7.2 Attendance 
Your regular and punctual attendance at lectures is expected in this course. University 
regulations indicate that if students attend less than eighty per cent of scheduled classes 
they may be refused final assessment. 
 
7.3 General Conduct and Behaviour 
You are expected to conduct yourself with consideration and respect for the needs of your 
fellow students and teaching staff.  Conduct which unduly disrupts or interferes with a 
class, such as ringing or talking on mobile phones, is not acceptable and students may be 
asked to leave the class. More information on student conduct is available at: 
www.my.unsw.edu.au 
 
7.4 Keeping informed 
You should take note of all announcements made in lectures or on the course web site.  
From time to time, the University will send important announcements to your university 
e-mail address without providing you with a paper copy.  You will be deemed to have 
received this information. 
 
8. STUDENT RESOURCES 
 
8.1 Course Resources 
 
Required Textbook 
Lecture notes (available on Blackboard). 

 
Reference Books 

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

 
 Hull, J.C. (2009), Options, Futures, and Other Derivatives, 7th Edition, Prentice 

Hall. 
 
 

8.2 Other Resources, Support and Information 

The University and the Faculty provide a wide range of support services for students, 
including: 
 Learning and study support 

o FACULTY Education Development Unit 
(http://education.fce.unsw.edu.au ) 

o UNSW Learning Centre (http://www.lc.unsw.edu.au ) 
o EdTec information (http://learningandteaching.unsw.edu.au) 

 
 Counselling support - http://www.counselling.unsw.edu.au 
 
 Library training and support services - http://info.library.unsw.edu.au  

 
 Disability Support Services – Those students who have a disability that requires 

some adjustment in their teaching or learning environment are encouraged 
to discuss their study needs with the Course Coordinator or the Equity 
Officer (http://www.equity.unsw.edu.au/disabil.html). Early notification is 
essential to enable any necessary adjustments to be made. 

In addition, it is important that all students are familiar with University policies and 
procedures in relation to such issues as: 
 Examination procedures and advice concerning illness or misadventure 

https://my.unsw.edu.au/student/academiclife/assessment/examinations/exa
minationrules.html 

 
 Occupational Health and Safety policies and student responsibilities; 

http://www.riskman.unsw.edu.au/ohs/Policies%20&%20Procedures/UNS
W%20OHS%20Accountability.pdf 

 
 
9. COURSE SCHEDULE 
 
The following lecture program is a guide to inform you of the main topics to be discussed 
and the references from which the lectures are based.  This lecture program, together 
with all the handouts distributed and unlisted topics discussed in class, constitute 
the examination syllabus.  This syllabus is subject to change with notice.  Practice 
problems will be given out weekly, with solutions given the following week. 
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In the following table, unless otherwise specified, the readings refer to the text by 
Sundaresan (3rd Ed.)  The Hull references refer to the 7th Ed. 
 
Lect. Date Topic Reading 
1 18 July An Overview of Fixed-Income Securities 

Organization and Conduct of Debt Markets 
Bond Mathematics

Ch. 1  
Ch. 2 & 7 

    

2 25 July Yield-Curve and Term-Structure Analysis Ch. 8 
 

    

3 
 

 1 Aug. Treasury Futures Contracts 
 
Swaps 

Ch. 17 
(Hull Ch. 6) 
Ch. 16 
(Hull Ch. 7) 

4  8 Aug. 
 

Models of Yield Curve and the Term Structure (Part I) 
 

Ch. 9 

    

5 15 Aug. Models of Yield Curve and the Term Structure (Part II) 
 

Ch. 9 

    

6 22 Aug. MID SESSION EXAMINATION: 
Time: 2 hours 
Venue: In class. 

Syllabus: materials covered in weeks 1 - 5 
 
You are allowed to bring with you scientific or financial 
calculators, writing and drawing instruments.  NO 
PROGRAMMABLE CALCULATORS WILL BE ALLOWED. 
Before entering the examination room, for the sake of courtesy 
to your fellow classmates, remember to switch off your mobile 
phones and the beeping function of your digital watches. 
 

 

7 29 Aug. Options Markets I (binomial pricing, Amer. options, Black’s 
formula, options on coupon bonds) 

Ch. 9 
(Hull Ch. 28) 

    
    

 
 
8 

5 Sept. 
 
12 Sept. 

Mid-Session Break—No  Lecture This Week. 
 
Options Markets II (caps, floors, FRAs, inverse floaters, etc.) 
 

 
 
(Hull Ch. 28) 

9 19 Sept. Options Markets III (Hull & White model) 
 

(Hull Ch. 30) 
 

    

10 26 Sept. 
 

Securitization and Mortgage-Backed Securities 
 

Ch. 12 

 
 
11 

3 Oct. 
 
10 Oct. 

Public Holiday 
 
Agency and Corporate Debt Securities  

 
 
Ch. 10 

 
12 

 
17 Oct. 

 
Value at Risk 

 
(Hull Ch. 20) 

 


