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PART A. COURSE SPECIFIC INFORMATION 
 

Note: This course outline needs to be read in conjunction with Part B, which contains 
essential information on key policies, student responsibilities, special consideration and 
student resources. 
 
1. STAFF CONTACT DETAILS 
The lecturer-in-charge of the subject is Dr Henry Yip (LIC). Henry is available for consultation on 
Wednesday from 12 noon to 2 pm during teaching weeks by phone on 93855870, email at 
h.yip@unsw.edu.au, online via the discussion forums in Blackboard, and preferably face to 
face in his office. For face to face consultation, go to Level 3, West Lobby, ASB Building and 
use the intercom to call Henry’s extension on 55870. Henry will come out to greet you. 
 
Tutor contact details will be posted on Blackboard in due course. 
 
2. COURSE DETAILS 
 
2.1. Teaching Times and Locations 
There are two streams of weekly 2-hour lecture on Wednesday. The 1st stream is held in 
Biomed Th. C from 10:00 to 12:00. The 2nd stream is held in Biomed Th. A from 15:00 to 17:00. 
 
2.2. Units of Credit 
This course is allocated 6 units of credit. 
 
2.3. Summary of Course  
FINS3641 explores techniques, models and industry practices used in the valuation and 
selection of securities for institutional equity portfolios. Both quantitative and fundamental 
analyses are covered. Attention is paid to recent research on the efficiency of financial markets, 
and to anomalies that form the bases for quantitative stock selection models. 
 
2.4. Course Aims and Relationship to Other Courses 
The aim of FINS3641 is to give students an appreciation and understanding of security 
valuation techniques employed by financial analysts. FINS3641 is an elective finance subject for 
students interested in pursuing a career in funds management, brokerage and investment 
banking. Pre-requisite for the course is FINS2624 Portfolio Management and students are 
expected to be very familiar with all aspects of time value of money, asset pricing and option 
pricing models, financial ratios and capital budgeting. The course complements funds 
management courses including FINS3640 Investment Management Modelling and FINS3642 
Strategic Investment Management, and corporate finance courses including FINS3623 Venture 
Capital and FINS3625 Applied Corporate Finance.  
 
 
2.5. Student Learning Outcomes 
By the end of the course, you should be able to apply various discounted cash flow models and 
fundamental valuation multiples (earnings, book value, revenue and sector-specific multiples) to 
firm valuation; and to apply the principles of option pricing to value real options such as the 
option to delay, the option to expand, the option to abandon and a firm in distress.  
 
Specifically, you should be able to  

1. Conduct a range of security valuation techniques used by securities analysts.  

2. Review, contrast and examine the appropriateness of valuation techniques in varying 
situations.  

3. Develop an appreciation for the relation between current academic research in security 
valuation and its application in funds management.  
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4. Demonstrate your communication, teamwork and leadership skills through class 
discussions, assignments, quizzes and examinations. 

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.  

Learning Outcomes ASB Graduate Attributes 

1 - 4  1 Critical thinking and problem solving 

2, 4 2 Communication 

4 3 Teamwork and leadership 

3, 4 4 Social, ethical and global perspectives 

1 – 4 5 In-depth engagement with relevant disciplinary knowledge 

1 – 4 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 
The philosophy underpinning this course is best summarised by the following list of guidelines 
extracted from Guidelines on Learning that inform teaching at UNSW: 

http://www.guidelinesonlearning.unsw.edu.au/guideline16.cfm. 

1. Effective learning is supported when students are actively engaged in the learning process. 

6. Students become more engaged in the learning process if they can see the relevance of their 
studies to professional, disciplinary and/or personal contexts. 

10. Clearly articulated expectations, goals, learning outcomes, and course requirements 
increase student motivation and improve learning. 

15. Effective learning is facilitated by assessment practices and other student learning activities 
that are designed to support the achievement of desired learning outcomes. 

16. Meaningful and timely feedback to students improves learning. 
 
We believe that a disciplined approach to learning is important for effective learning. Students 
should engage in the learning process through regular class attendance, active class 
participation, timely preparation for and revision of class activities, and regular staff or peer 
consultation to resolve any learning issues. 
 
We also believe that a well organised and structured course is important for effective learning 
and teaching. We’ll use real life examples and research findings in lectures to demonstrate the 
relevance of the subject to the funds management, brokerage and investment banking 
industries and give students a variety of questions to practice and apply concepts.  
 
3.2. Learning Activities and Teaching Strategies 
In lectures, we introduce you to the various aspects of securities analysis and valuation. We will 
support the discussion with numerical and practical examples.  
 
To gain a deeper understanding of the materials taught, you need to revise each lecture soon 
afterwards by studying the lecture slides, the notes that you wrote in class, and the prescribed 
readings. You also need to do the homework before the tutorial class. We use the homework 
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to engage student learning, encourage critical thinking and problem solving, promote intellectual 
discussion and feedback, and prepare students for the assignment and examinations.  
 
When you attempt the tutorial questions, you should show workings to support the answers for 
numerical questions and gather your thoughts and arguments for concept questions. You 
should treat each and every question seriously as if it is an exam question. Don’t forget to bring 
the homework to class for discussion, presentation and feedback. 
 
You should seek help early if you encounter any learning difficulties. In additional to the face to 
face mode of consultation, we will open a discussion forum for students to post questions, 
seek peer assistance and engage in intellectual discussions. By sharing the questions and 
responses, the discussion forum should benefit the whole class and is the preferred mode of 
distant communication to email. 
 
Learning will not be complete without feedback. We will  

 discuss the prescribed exercises formally in tutorials and post the solutions on Blackboard 
every Friday week after the tutorial classes are completed.  

 monitor and participate in the discussion forum during consultation times. 

 grade the coursework within 10 working days of the administration/due date for students to 
gauge their performance. We may need more than 10 working days to grade the 
assignments.  

 
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). 

 
4.2. Assessment Details 

Assessment 
Task 

Weight 
Learning 
Outcomes 
assessed 

ASB 
Graduate 
Attributes 
assessed 

Length Due / Administration Date and time 

Tutorial 5 1 to 4 1 to 6 1 hr Ongoing 

Mid-session exam 25 1 to 4 1, 2, 4 – 6 2 hrs. wk 6 lecture 

Assignment 20 1 to 4 1 to 6 n/a 3 pm, Wed, 28 Sep, Week 10 

Final exam 50 1 to 4 1, 2, 4 – 6 3 hrs. Refer to MyUNSW 

 

Tutorial - Students must go to their enrolled class (as per MyUNSW) for attendance keeping. 
Students are expected to be prepared and may demonstrate this quality by participating 
actively in tutorial discussion and having their work available for inspection/collection upon 
request by the tutor. Students are also expected be respectful and courteous and may 
demonstrate this quality by arriving on time, paying attention, and staying for the entire duration 
of the tutorial.  
 
There are 10 (assessable) plus 1 (revision) tutorials all together. We understand that from time 
to time, students may miss a class due to sickness and/or other reasons. The 80% University 
ruling on attendance applies to the tutorial component and has taken this misfortune or 
unforeseen circumstance (that prevents students from attending classes) into account. The 
ruling means that  
i) students are expected to attend a minimum of 8 out of the 10 assessable tutorials  
ii) it is not acceptable to be absent for more than 2 assessable tutorials in which case students 

will be deemed to have made an unsatisfactory attempt at the tutorial component. 
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We have zero tolerance to unruly and disruptive behaviour. The tutor will not award any tutorial 
mark to unruly and disruptive students.  
 

Mid-Session Exam – On Wednesday, 24 August in week 6, a mid-session exam will be held 
during lecture. The test will cover lecture materials taught in week 1 to week 4. The paper may 
contain multiple-choice, numerical and short-answer questions to test knowledge and 
understanding of the subject.  
 
You must observe the exam rules and regulations set by the University. You may use UNSW 
approved calculators only. The supervisor reserves the right to remove any non-approved 
calculator for the duration of the examination and does not carry spare calculators for student 
use. The University will not accept this handicap, i.e., no calculator, as ground for special 
consideration. You must also present your UNSW student ID to the supervisor to record your 
attendance. 
 
Assignment – The purpose of the assignment is to encourage teamwork, peer support, 
research, and application of knowledge acquired from lectures, textbooks, articles and journals. 
The assignment will be posted on Blackboard in due course.  
 
Students may attempt the assignment individually. However, it is in your best interest to form a 
team of no more than four students to share and discuss the work together. The onus is on you 
to form a working team and to share the work fairly among yourselves. The University will not 
accept dysfunctional team or inability to find a team as ground for special consideration. 
 
Regarding submission, each student team (comprising one to four students) must submit 
 a soft copy via Turnitin on or before 3 pm, Wednesday, 28 September in week 10, 
 a hard copy in week 10 lecture on Wednesday, 28 September  
One submission per student team suffices. 
 
Ample of time has been allowed for the assignment task. Soft copy submission after 3 pm, 
Wednesday, 28 September is considered late. Late submission will carry a penalty of 4 full 
marks (i.e., not on a pro-rata basis) per calendar day. Students who submit the assignment via 
Turnitin after 3 pm, Sunday, 2 October will not receive any mark for the assignment and will be 
deemed to have made an unsatisfactory attempt at the assignment component.  
 
Final Exam - The final exam is based on lecture materials taught from week 3 to week 12. The 
paper may contain multiple-choice, numerical and short-answer questions to test knowledge 
and understanding of the subject. The Exam Unit determines the exam date and venue.  
 
You must observe the exam rules and regulations set by the University. You should refer to 
MyUNSW for exam time, location, rules and regulations. You may use UNSW approved 
calculators only. The supervisor reserves the right to remove any non-approved calculator for 
the duration of the examination and does not carry spare calculators for student use. The 
University will not accept this handicap, i.e., no calculator, as ground for special consideration. 

 
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 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. In this course, we will seek your 
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feedback through end of semester CATEI evaluations and informal chats with students during 
the semester.  
 
For example, in response to students’ feedback on the assignment and concern of the mistakes 
in Damodaran’s questions and solutions, I have extended the deadline and increased the 
weight allocated to the assignment, and sought assistance from Eileen Kang, Aaron Chan and 
Peter Anderson to revise/update the tutorial program, respectively. 
 
6. COURSE RESOURCES    
Prescribed textbook: Damodaran, Aswath, 2002, Investment Valuation Tools and Techniques 
for Determining the Value of Any Asset, 2nd edition, John Wiley & Sons. 

 
Blackboard: Students should refer to Blackboard for lecture notes, tutorial solutions, 
announcements, feedback, discussion forum, assignment, exam information and lecture 
supporting materials that are beyond the list of readings suggested in the Course Schedule. 
 
7. COURSE SCHEDULE 
The course schedule below presents a weekly break-down of the lecture topics, the readings to 
support the lecture notes and presentation, the homework for tutorial preparation, the deadline 
and submission of the assignment, and the administration date of the mid-session exam.  

In some weeks, you will be given a supplementary set of questions to prepare in addition to the 
usual homework. These supplementary questions are intended for private practice and learning. 
The tutors will focus on the discussion of homework questions in tutorials. Should you have any 
problems understanding the solutions provided for the supplementary questions, do not hesitate 
to contact your tutor for assistance.  

Part 1 – INTRODUCTION TO SECURITY VALUATION 

Week 1 commencing Mon, Jul 18: Introduction, the role of & approaches to valuation 

i. Week 1 Lecture Topics: To be presented by Credit Suisse 

 The role of valuation in portfolio management 

 Discounted cash flow valuation  

 Relative valuation  

 Contingency claim valuation  

ii. Readings:  Course Outline, Damodaran Chapters 1 and 2 

iii. Homework and Preparation for Week 2 tutorial: 

 Damodaran, Chapter 1 – Questions 1 to 3 

 Damodaran, Chapter 2 – Questions 1 to 4 
Question 4 is revised as follows: 
You are estimating the price-earnings multiple to use to value Paramount 
Corporation by looking at the average price-earnings multiple of comparable 
firms. The following are the price-earnings ratios of firms in the entertainment 
business: 
 Disney (Walt) with a PE of 22.09 
 Time Warner with a PE of 36.00 
 King World Productions with a PE of 24.10 
 New Line Cinema with a PE of 26.70 

A) What is the average PE ratio? 
B) Would you use all the comparable firms in calculating the average? Why 

or why not? 
C) What assumptions are you making when you use the industry-average 

PE ratio to value Paramount Corporation? 
 

Part 2 – DISCOUNTED CASH FLOW VALUATION MODELS 
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Week 2 commencing Mon, Jul 25: Estimating Discount Rates 

i. Week 2 Lecture Topics: 

 The choice of risk free asset and risk free rate 

 Estimating equity risk premium 

 Estimating the cost of equity and the cost of debt  

 Estimating the cost of capital 

ii. Readings:  Damodaran Chapters 7 and 8 

iii. Homework and Preparation for Week 3 tutorial: 

 Damodaran, Chapter 7 – Questions 2, 7, 9, 11 

 Damodaran, Chapter 8 – Questions 1, 8 
Hint: You will need to use Table 7.3 in Chapter 7, page 162 for Question 1. 

 

Week 3 commencing Mon, Aug 1: Measuring Earnings & Estimating Free Cash 
Flows  

i. Week 3 Lecture Topics: 

 From accounting earnings to free cash flows to the firm and to equity  

 Consideration of tax and reinvestment needs in cash flows estimation  

ii. Readings:  Damodaran Chapters 9 and 10 

iii. Homework and Preparation for Week 4 tutorial: 

 Damodaran, Chapter 9 – Questions 1, 4, 5 

 Damodaran, Chapter 10 – Questions 1, 2 

iv. Supplementary question: Damodaran, Chapter 10 – Question 3 
 

Week 4 commencing Mon, Aug 8: Estimating Growth and Terminal Value 

i. Week 4 Lecture Topics: 

 Sources for growth rates – historical data, analyst estimates and firm 
fundamentals 

 Approaches to valuation - liquidation versus going concern  

 Estimating the terminal value of a firm 

ii. Readings:  Damodaran Chapters 11 and 12 

iii. Homework and Preparation for Week 5 tutorial: 

 Damodaran, Chapter 11 – Questions 2, 5 
Note the missing information for Question 5: You may “Estimate the 
expected revenues and operating income/loss for each of the next five 
years” using: 
1. the arithmetic average method 
2. a linear change. 

 Damodaran, Chapter 12 – Questions 1, 5, 6 

iv. Supplementary question: Damodaran, Chapter 12 – Question 7 
 

Week 5 commencing Mon, Aug 15:  Dividend Discount Models (DDMs) and Free Cash 
Flow to Equity (FCFE) Discount Models 

i. Week 5 Lecture Topics: 

 Constant growth, 2-stage and 3-stage dividend discount models  

 Usage and empirical findings of dividend discount models 

 Free cash flows to equity compared to dividends 

 Constant growth, 2-stage and 3-stage FCFE discount models  
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ii. Readings:  Damodaran Chapters 13 and 14 

iii. Homework and Preparation for Week 7 tutorial: 

 Damodaran, Chapter 13 – Questions 1, 3, 4, 5 
For Questions 5, assume a market risk premium of 5.51% 

 Damodaran, Chapter 14 – Questions 1, 3 

iv. Supplementary questions: 

 Damodaran, Chapter 13 – Questions 2, 6 

 Damodaran, Chapter 14 – Questions 5, 6 
 

Week 6 commencing Mon, Aug 22: Mid-Session Exam, No lecture and No Tutorials 

Venue:  Usual classroom for lecture 

Time:  Usual lecture time  

Syllabus: Lecture materials Weeks 1 – 4 

Format: Multiple-choice, numerical and short-answer questions 
 

Week 7 commencing Mon, Aug 29: Free Cash Flow to the Firm (FCFF) Discount 
Models and Valuing Negative Earnings 

i. Week 7 Lecture Topics: 

 Free cash flows to the firm compared to the other cash flow measures 

 Valuation of FCFF using the cost of capital approach 

 Valuation of FCFF using the adjusted present value approach 

 Causes of negative earnings and consequent adjustments to the traditional 
valuation mode 

ii. Readings:  Damodaran Chapters 15 and 22 

iii. Homework and Preparation for Week 8 tutorial: 

 Damodaran, Chapter 15 – Questions 1, 2 
For Question 2 assume a stable reinvestment rate of 60% 

 Damodaran, Chapter 22 – Questions 1, 2 
Question 2 is revised as follows:  
GM motors reported a deficit per share of $4.85, following losses in the two 
earlier years. (The average earnings per share is negative.) The company 
had capital with a book value of $25 billion and spent almost $7 billion on 
capital expenditures in 1993, which was partially offset by $6 billion 
depreciation. The firm paid interest of $1.4 billion and intends to maintain its 
debt to capital ratio (D/(D+E)) of 50%. The working cap requirements of the 
firm are negligible. The stock has a beta of 1.10 In the last normal period of 
operations (1986-89) the firm earned an average return on capital of 12%. 
The treasury bond rate was 7% and the market risk premium is 5.5%.  
Once earnings are normalised, GM expects them to grow 5% a year and cap 
ex and depreciation to grow at the same rate. 
a. Estimate the value per share of GM, assuming earnings are normalised 

instantaneously  
b. How would your valuation be affected if GM is not going to reach its 

normalized earnings until 1995 (in two years) and it is assumed there are 
no earnings for the first two years?  

iv. Supplementary Question: Damodaran, Chapter 22 – Questions 7 (Revised as per 
below): 

Tenet Telecommunications is in serious financial trouble and has just reported an 
operating loss of $500 million on revenues of $5 billion. The firm also had cap ex of 
$1.8 billion and depreciation of $800 million in the most recent financial year, and 
no significant noncash working capital requirements. 
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You assume that: 
 Revenues will continue to grow 10% a year for the next 5 years and 5% into 

perpetuity.  Growth of FCFF will be 5% into perpetuity as well.  
 EBITDA as a percentage of sales will increase in linear increments from existing 

levels to 20% of revenues in year 5. It will then remain at 20% thereafter. 
 Depreciation will remain at $800 million a year or the next 5 years then also 

grow into perpetuity by 5% 
 Capital expenditures will be instantly cut to $600 million and will remain at $600 

million for the next 5 years.  
 The net operating loss carried forward is $700 million.  
 Return on Capital in perpetuity after year 5 will be 10%. 
 Cost of Capital for the firm is 9% in perpetuity. 

 
a. Estimate the EBITDA, EBIT and after-tax EBIT for the firm each year for the 

next five years, assuming a corporate tax rate of 40%. 
b. Estimate the FCFF each year for the next five years.  
c. Estimate the Terminal Value of the firm 
d. Estimate the value of the firm today 
e. How would your valuation change if you were told that there is a 20% change 

that the firm will go bankrupt and that assets will have a distress sale value 
amounting to 60% of the current book value of $1.25 billion? 
 

 
Part 3 – RELATIVE VALUATION MODELS 

Week 8 commencing Mon, Sep 12: Fundamental Principles, Earnings Multiples 

i. Week 8 Lecture Topics: 

 Relative valuation defined  

 Guidelines for sound usage of relative valuation 

 Definitions, usages and determinants of earnings multiples 

ii. Readings:  Damodaran Chapters 17 and 18 

iii. Homework and Preparation for Week 9 tutorial: 

 Damodaran, Chapter 17 – Questions 1, 2, 4 

 Damodaran, Chapter 18 – Questions 3, 4 
 

Week 9 commencing Mon, Sep 19: Book Value, Revenue, and Sector-Specific 
Multiples 

i. Week 9 Lecture Topics: 

 Definitions, usages and determinants of book value multiples 

 Definitions, usages and determinants of revenue multiples  

 Definitions, usages and determinants of sector-specific multiples 

ii. Readings:  Damodaran Chapters 19 and 20 

iii. Homework and Preparation for Week 10 tutorial: 

 Damodaran, Chapter 19 – Questions 1, 4, 8 

 Damodaran, Chapter 20 – Questions 1, 3 
 
Part 4 – CONTINGENCY CLAIM MODELS 

Week 10 commencing Mon, Sep 26: Binomial Option Pricing Model, Valuation 
Implication of the Option to Delay 

i. Week 10 Lecture Topics: 

 The binomial option pricing model explained 
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 Application of option pricing models to the valuation of patents and undeveloped 
reserves in natural resources 

ii. Readings:  Damodaran Chapters 5 and 28 

iii. Homework and Preparation for Week 11 tutorial: 

 Damodaran, Chapter 28 – Questions 1 to 5 
Note the following revisions:  
Question 1 ‘the cost of capital’ should be read as ‘the cost of capital for the 

project is 16%’. 
Question 2 is revised as follows: 
You are examining the financial viability of investing in some abandoned 
copper mines in Chile, which still have significant copper deposits in them. A 
geologist survey suggests that there might be 10 million pounds of copper in 
the mines still, and that the cost of opening up the mines will be $3 million (in 
present value dollars). The maximum output rate to extract the copper is 
400,000 pounds a year. The current price per pound of copper is 85 cents 
and the price of copper is expected to increase 4% a year. The Chilean 
government is willing to grant a 25-year lease on the mine. The average 
production cost is estimated to be 40 cents a pound (in current terms) and 
the expected production cost is expected to grow at 3% a year. The 
annualized standard deviation of copper prices is 25% and the 25-year T-
bond rate is 7%. The cost of capital for the project is 15%. 
a. Estimate the present value of inflows and the Net Present Value of the 

project using traditional capital budgeting techniques. 
b. Estimate the value of the mine using an option pricing model. 
c. How would you explain the difference between the two values? 

iv. Assignment due at 3 pm, Wednesday, 28 Sep 

Submission: electronic submission via Turnitin in Blackboard and hard copy 
submission in lecture 

 

Week 11 commencing Mon, Oct 3: Valuation Implications of the Option to Abandon 
and the Option to Expand, and Valuing firms in 
Distress 

i. Week 11 Lecture Topics: 

 Application of option pricing models to the valuation of the option to abandon 

 Application of option pricing models to the valuation of the option to expand  

 Application of option pricing models to the valuation of firms in distress 

ii. Readings:  Damodaran Chapters 29 and 30 

iii. Monday tutorial classes: Note the following if your enrolled tutorial class falls on Mon  

 No tutorial class will be held on Monday, Oct 3 due to public holiday 

 Affected students are advised to go to another tutorial class scheduled for the 
rest of the week. For the list of class times and locations, look up 
http://www.timetable.unsw.edu.au/current/FINS3641.html 

 Your attendance and participation in the other class will be noted and counted 
towards assessment  

iv. Homework and Preparation for Week 12 tutorial: 

 Damodaran, Chapter 29 – Question 2, 3 

 Damodaran, Chapter 30 – Questions 1, 2 

v. Supplementary Question: Damodaran, Chapter 29 – Question 5 

 
Part 5 – CONCLUSION 

Week 12 commencing Mon, Oct 10: Conclusion and Revision 
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i. Week 12 Lecture Topics: 

 Feedback on assignment 

 Final exam Information 

 An overview and summary of the course  

ii. Readings: Damodaran Chapter 35, Blackboard – “Final Exam Information” 

iii. No homework and preparation for Week 13 tutorial. Your tutor will give you a revision 
tutorial. 

 

Week 13 commencing Mon, Oct 17: No lectures. Tutorials will run as usual. 
 


