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Objectives:  The principal objectives of this course are: 

 

- to provide students with an introduction to financial markets, including a brief review of 

financial statements   

 

- to provide students with a good grounding in basic concepts of finance, so that they can 

determine the value implications of a business decision 

 

- to establish a “finance mindset” that views finance as applied microeconomics in a business 

context, with value creation as a central concept  

 

- to develop skills in financial analysis, planning and decision-making  

 

- to develop an appreciation for decision-making in a complex world and an ability to improve 

financial models to incorporate that understanding 

 

Overview of course: Financial markets are places where suppliers of capital (‘investors’) and 

consumers of capital (‘firms’) meet and trade.  The first part of this course provides students with an 

introduction to these markets, and the key players and roles & responsibilities they have.  Next, we 

examine the techniques that both investors and firms use to deal with cash flows that occur at 

different points in time; we will look at valuation problems across several types of asset classes, 

such as bonds and stocks. 

 

The second part of this course introduces the concept of risk, which is central to an understanding of 

finance.  We will introduce a measure of risk, and develop a model of how this risk measure 

corresponds to a level of expected return on an asset or project.  We will integrate this model of risk 

and return with the valuation of cash flows through time, and consider the evidence on how prices 

in financial markets are related to value.  We will close with a discussion of company financial 

statements, to better understand the “language” and use of these statements for valuation purposes. 

 

Text:  The required text for the course is Corporate Finance, 10
th
 edition 

by Stephen Ross, Randolph Westerfield and Jeffrey Jaffe; McGraw Hill. 

 

Other Reading: Wall Street Journal or the Financial Times is highly recommended. 

 

Other Requirements: financial calculator (examples: TI-BA2, HP10B, HB12C, HP30B) 

 



Assignments and grading policy: Grades for the course are determined by a midterm exam, a 

final exam, assignments and participation.  Seventy-five percent of the course grade is comprised of 

the two exams:  35% for the midterm and 40% for the final exam.  The final exam is cumulative. 

 

The remaining 25% of the grade is derived from points accumulated via assigned homework 

problems that are due before, and reviewed during, the synchronous sessions.  Homework problems 

are graded on a 3 point scale [1, 2, or 3].  Homework problems that are not completed will be 

assigned a grade of 0.  Homework assignments may be done in teams (not to exceed 3 people); all 

team members must be identified on submission; teams are required to work independently. 

 

Synchronous sessions are considered to be at the END of the “course week”, thus students are 

required to complete all assignments for the unit, including watching assigned asynchronous videos, 

PRIOR to their scheduled synchronous session.  In addition, students are required to actively 

participate in the weekly sessions.  Your participation grade will be a direct reflection of timely 

completion of assignments, and your level of participation in the weekly live synchronous sessions. 

  

Additionally, end-of-chapter problems are suggested for most class sessions.  These are not to be 

submitted for grading, although solutions may be discussed in the weekly synchronous sessions.   

 

Assignments Points % of Total

Midterm 350 35%

Final Exam 400 40%

Homework 150 15%

Participation 100 10%

TOTALS 1000 100%  
 

Schedule Summary 
 

Unit Topic Assigned Homework

1 Course introduction, Overview of Capital Markets Job Posting

2 Time Value of Money Problem Set:  1 - 2

3 Time Value of Money; Tools (Excel; Financial Calculator) Problem Set:  3 - 6

4 Time Value of Money; Interest Rates Problem Set:  7 - 10

5 Bond Valution Problem Set:  11-16

6 Bond Valuation: No Arbitrage Pricing; Stock Valuation Problem Set:  17-20

7 Impact of Growth on Stock Valuation Problem Set:  21-22

Midterm Exam

8 Risk & Return: Portfolio Statistics; Diversification Problem Set:  23 - 27

9 Portfolio Theory; Introduction to CAPM Problem Set:  28 - 30

10 CAPM; Beta; Security Market Line Problem Set:  31 - 35

11 Efficient Market Hypothesis None

12 Introduction to Financial Statements Problem Set:  36 - 38

13 Financial Statement Analysis:  Common Sized Statements Common-Size Calculations

14 Financial Statement Analysis:  Ratios; Final Exam Review Ratio Calculations

15 Final Exam



Unit 1 
 

Objective:  

To introduce the course, its objectives, and content; to provide an overview of capital markets and 

corporate finance; to review how financial markets and financial decisions are related, and discuss 

the roles and responsibilities associated with careers in finance. 

 

Readings:  

Ross, Westerfield, and Jaffe (RWJ), Corporate Finance, 10
th
 Edition, 2010, Ch.1.  

"What every CFO should know about scientific progress in Financial Economics: What is known 

and what remains to be resolved", R. Roll, Financial Management, vol 23, no. 2, summer 1994, 69-

75 

 

Recommended End-of-Chapter Problems:   

RWJ-1:  Q:  1, 3, 6, 10 

 

Assignment: 

Go to a job search website such as http://www.monster.com or http://www.indeed.com.  Search and 

review several positions related to finance, such as a “Financial Analyst”.  Find one that is of 

particular interest to you and: 

 

1. Initially, copy and save the job posting in a word document 

2. Below the posting, provide written responses to the following questions: 

a. Summarize the major skills and requirements of a “financial analyst” 

b. Do these requirements change your perception about what financial analysts do, or 

what they are responsible for? 

3. Save the posting and question answers in a single document, and post the document (*.doc 

file or *.pdf file) to the LMS 

 

http://www.monster.com/
http://www.indeed.com/


Unit 2 
 

Objective:  

To discuss concepts related to time value of money:  

 To understand present and future values, and how the two are related via the interest rate, 

and how to calculate present and future values  

 To understand the concept of compounding, effective interest rates, and growth rates.  

 To calculate present and future values of streams of cash flows, including annuities, 

perpetuities, and irregular streams of cash. 

 

Readings:  

RWJ Chapter 4 

Excel spreadsheet “Wilshire Associates Annual Returns 1991-2010” 

 

Useful Links: 

http://pages.stern.nyu.edu/~%20adamodar/ 

This is the site of Aswath Damodaran, professor of finance at Stern School of Business at NYU.  

Professor Damodaran’s site contains readings, problems, data collections, models, and various other 

useful financial information sets and tools.  This is a very well organized site, and a great resource 

for additional review materials on various finance-related topics, particularly corporate finance and 

valuation. 

http://www.bloomberg.com/news/index.html  

Business headlines from newspapers around the world. 

 

Recommended End-of-Chapter Problems:   

RWJ-4:  Q:  1, 3, 5; P:  1, 2, 3, 4, 5, 11, 12, 13, 14, 15, 16 

 

Assignment: 

Problem Set: 1 thru 2 

http://pages.stern.nyu.edu/~%20adamodar/
http://www.bloomberg.com/news/index.html


Unit 3 
 

Objective:  

To continue the discussions and illustrations from Week 2 on time value of money 

To discuss tools which are useful in dealing with TVM, and valuation problems in general.  

 Navigating on a financial calculator 

 Using pre-programmed formulas, related to TVM, in Excel to solve problems 

 

Readings:  

RWJ Chapter 4 (review) 

 

Recommended End-of-Chapter Problems:   

RWJ-4:  P: 25, 27, 30, 38, 44, 51, 57, 66, 67 

Review all Chapter 4 problems using financial calculator and Excel 

 

Assignment: 

Problem Set: 3 thru 6 



Unit 4 

 

Objective:  

 

 To continue discussion of time value of money 

 

 To understand varying spot rates, calculation and construction of forward rates, and internal 

rate of return.   

 

Readings:  

 

RWJ Chapter 4 (review) 

 

RWJ Chapter 5:  Sections 5.4 – 5.5 

 
 

Useful Links: 

http://www.smartmoney.com/investing/bonds/the-living-yield-curve-7923/ 

This is the ‘living yield curve’, a useful look at yield curves over the past few decades.  It can be 

used to illustrate the components of required returns (such as expected inflation), as well as the 

different shapes the curve can take. 
 

http://www.bloomberg.com/markets/rates/index.html 

This site is part of the Bloomberg yield curve sites. It contains the U.S. treasury yields as well as a 

yield curve. It gives you an idea of the term structure of risk free interest rates for the day, the 

previous month and the previous year. 

Recommended End-of-Chapter Problems:   

  

RWJ-5:  22, 23, 28 

 

Assignment: 

Problem Set: 7 thru 10 

http://www.smartmoney.com/investing/bonds/the-living-yield-curve-7923/
http://www.bloomberg.com/markets/rates/index.html


Unit 5 

 

Objective:  

 

 To introduce concept of bond valuation; calculate price and yield-to-maturity of zero-

coupon bond; discuss relation between spot rate and YTM for zero-coupon bond; discuss 

calculation of T-bill price from discount quote; value coupon bond. 

 To understand interest rate risk, and problems related to yield-to-maturity 

 

Readings:  

 

RWJ Chapter 8 

 

RWJ Chapter 15:  Sections 15.2 – 15.3 

 

“What Determines the Credit Spread”, FRBSF Economic Letter, 12/2004 

 

 

Useful Links: 

http://www.moodys.com/ 

Moody’s, a subsidiary of Dun and Bradstreet, is one of the two main ratings agencies. Check its 

ratings, its products, and some of the recent research highlights. 

 

Recommended End-of-Chapter Problems:   

 

RWJ-8:  Q:  1, 2, 4, 5, 16, 17; P: 1, 2, 3, 5, 6, 7, 8, 9 

 

Assignment: 

Problem Set: 11 thru 16 

http://www.moodys.com/


Unit 6 
 

Objective:  

 

 To introduce the notion of no-arbitrage pricing using bonds.   

 

 Introduce stock valuation, develop dividend valuation model (including Gordon growth 

model), and work through Value Line example.   

 

Readings:  

 

RWJ Chapter 8 (review) 

 

RWJ Chapter 9:  Section 9.1 

 

“An Owner’s Manual:  Owner-Related Business Principles”, Berkshire Hathaway Annual Report, 

June 1996 

 

Recommended End-of-Chapter Problems:   

 

RWJ-9:  Q: 1, 2, 6, 10; P: 1, 2, 3, 5, 6, 14 

 

 

Assignment: 

Problem Set: 17 thru 20 



Unit 7 
 

Objective:  

 

 To further develop the foundation for stock valuation by discussing the relationship between 

growth and value of a stock 

 

 Midterm Exam 

 

 

Readings:  

 

RWJ Chapter 9:  Sections 9.2-9.5.  

 

RWJ Chapter 15: Section 15.1. 

 

Read for background RWJ Chapter 10 

The Wall Street Journal, “Two Forces Drive the Stock Market Engine”, 11/30/95  

 

 

Useful Links: 
 

http://quote.yahoo.com/ 

A site to use for stock quotes, recent news reports about companies, earnings surprises, general 

market information. Register and compose your own portfolio.  

 

 

Recommended End-of-Chapter Problems:   

RWJ-9:  P: 19, 20, 24, 27 

 

 

Assignment: 

Problem Set: 21 thru 22 

http://quote.yahoo.com/


Unit 8 
 

Objective:  

 

 To begin the discussion of risk and return, including the use of discrete probability 

distributions, and the calculation of expected return and variance (or standard 

deviation) of return. 

 To practice basic statistics (means and standard deviations) for portfolios  

 To learn about important inputs to portfolio calculations: covariance and correlation  

 To introduce the concept of diversification 

 

Readings:  

RWJ Chapter 11:  Sections 11.1-11.6 

 

Excel spreadsheet “Filtered MSCI Indices.xlsx” 

 

 

Useful Links: 
 

http://www.ibbotson.com/ 
This is Ibbotson and Associates' website. Ibbotson is a finance data vendor specializing in historical returns 

series. Companies use their data to compute the cost of capital, to estimate required returns, to evaluate 

money management performance. Ibbotson also provides consulting and educational services for the mutual 
fund industry, money managers, etc. 
 

http://www.mscibarra.com/ 

Morgan Stanley provides capital markets, corporate finance, merchant banking, and asset management 

services. On the investment side, Morgan Stanley is known for data series it provides for various 
international markets, the Morgan Stanley Capital International (MSCI) indices with the EAFE, MSCI world, 

MSCI EMF (emerging free markets), etc.  

 

Recommended End-of-Chapter Problems:   

RWJ-11: Q: 1, 2, 4-7; P: 1, 2, 4, 9, 12-17 

 

Assignment: 

Problem Set: 23 thru 27 

 

http://www.ibbotson.com/
http://www.mscibarra.com/


Unit 9 
 

Objective:  

 

 To increase our understanding of the concept of diversification  

 To understand how diversification benefits investor portfolios  

 To think about the difference between variance as a measure of risk for a portfolio 

and covariance as a measure of risk for an asset  

 

Readings:  

"Risk and Return, Schools Brief," Economist 

"Taking stock of history," Economist 

 

 

Useful Links: 
 

http://www.wilshire.com/Indexes/ 

Wilshire is a financial consulting firm servicing mostly money managers and pension funds. In so doing, it 

developed a series of indices of which the Wilshire 5,000 is the broadest and better known one. Check the 
descriptions on the site.  
 

http://www.riskmetrics.com/ 

J.P. Morgan introduced and made freely accessible a portfolio management package called RiskMetrics--
which has been recently acquired by MSCI.  With RiskMetrics, one can evaluate the 95% confidence interval 

of a firm's largest losses. Entries include different types of currencies, fixed income instruments, and equity. 

The concept of RiskMetrics is based on the portfolio theory you study in this session.  

 

Recommended End-of-Chapter Problems:   

None:  Review 

 

Assignment: 

Problem Set: 28 thru 30 

http://www.wilshire.com/Indexes/
http://www.riskmetrics.com/


Unit 10 
 

Objective:  

 

 To develop the concept of risk, for an individual security held in a portfolio.   

 To develop the Capital Asset Pricing Model, and discuss its implications. 

 To practice the calculation of beta and understand its meaning and use  

 To learn to use beta and the Security Market Line to determine the price of assets  

 To learn how to estimate security betas and compute the beta of a portfolio  

 

Readings:  

 

RWJ Chapter 11:  Sections 11.7-11.9. 

 

WSJ article “Playing Defense Amid Debt Drama”  

 

“Musings on Markets: Equity Risk Premiums, 2012”, March 23, 2012 

By Aswath Damodaran 

 

WSJ article: “The Truth about Wealth” 

 

"The equity premium: Stock and Bond returns since 1802," J. Siegel, Financial Analyst Journal 

 

 

Useful Links: 

 

http://quote.yahoo.com/ 

This time, you will use the site to download historical prices, and calculate returns and then betas, 

for individual securities. 

 

http://screener.finance.yahoo.com/stocks.html or http://screen.finance.yahoo.com/newscreener.html 

These are examples of stock screener programs that allow you to sort on certain criteria.  You will 

use these tools in problem sets to select stocks with betas at, below or above a certain value.   

 

 

Recommended End-of-Chapter Problems:   

 

RWJ-11:  29-31 and 33 

 

Assignment: 

Problem Set: 31 thru 35 

http://quote.yahoo.com/
http://screener.finance.yahoo.com/stocks.html
http://screen.finance.yahoo.com/newscreener.html


Unit 11 
 

Objective:  

 

 To discuss the Efficient Market Hypothesis.  What are its implications, how has it been 

tested, and what is the evidence for and against the hypothesis? 

 

 

Readings:  

 

RWJ Chapter 14 

 

"Is the Stock Market Efficient", by B. Malkiel, Science, March 1989 

 

Mini-case on RWJ 14, p. 472 (East Coast Yachts) 

 

 

Recommended End-of-Chapter Problems:   

 

RWJ-14:  Q:  25, 26; P: 3, 4 

 

 

Assignment: 

N/A 



Unit 12 
 

Objective:  

 To introduce and review three (3) primary financial statements: 

o Balance sheets, income statements, and statement of cash flows 

 To discuss concepts related to financial statements, their use as a language to convey 

economic information, and how the three statements are related to one another. 

 

Readings:  

RWJ Chapter 2 

 

Recommended End-of-Chapter Problems:   

 

RWJ-2:  Q:  1, 2; P: 4, 5, 13, 21 

 

 

Assignment: 

 

Problem Set: 36 thru 38



Unit 13 
 

Objective:  

 To continue our discussion of financial statements.   

 To understand the concept and use of “common sized” statements. 

 To understand the interpretation of financial statements, including how financial statements 

are used for financial forecasting. 

 

Readings:  

RWJ Chapter 3  

Annual Reports and Financial Statements for: Intel (INTC), Cree (CREE), Hanesbrands (HBI) 

 

Recommended End-of-Chapter Problems:   

RWJ-3: Q: 1, 2, 6, 11-15; P: 1, 15, 16, 17, 18 

 

Assignment: 

Posted in the LMS you will find annual reports and an excel spreadsheet with financial statements 

for two (2) companies.  For this Unit you will create common-size statements for each of these 

companies for each year, and interpret each company’s financial condition and performance based 

on your calculations using time series and cross company comparisons. Upload your excel file 

calculations to the Assignment section in the LMS.  Results of these calculations and analysis will 

be discussed in your synchronous session. 

 

Problem Set: None (see Assignment above) 



Unit 14 

 

Objective:  

 To continue our discussion of financial statements.   

 To understand commonly used financial ratios. 

 To understand the interpretation of financial statements, including how financial statements 

are used for financial forecasting. 

 Review for Final Exam 

 

Readings:  

RWJ Chapter 3 (review) 

Annual Reports and Financial Statements for: Intel (INTC), Cree (CREE), Hanesbrands (HBI) 

 

Recommended End-of-Chapter Problems:   

None 

 

Assignment: 

Using the same financial statements from Unit 13, this week you’ll calculate the commonly used 

financial ratios discussed during the asynch sessions.  Calculate ratios for each company for each 

year, and then interpret performance on both a time-series and cross company basis.  Upload your 

excel file calculations to the Assignment section in the LMS.  We’ll discuss the results and your 

analysis in your synchronous session this week. 

 

Problem Set: None (see Assignment above) 

 
 



  

Regardless of your primary school of affiliation, by taking this course you are bound to and by the 

Honor Code of the University of North Carolina at Chapel Hill. 

 

 

HONOR CODE 

 

The University of North Carolina at Chapel Hill has had a student-administered honor system and 

judicial system for over 100 years. The system is the responsibility of students and is regulated and 

governed by them, but faculty share the responsibility. If you have questions about your 

responsibility under the honor code, please bring them to your instructor or consult with the office 

of the Dean of Students or the Instrument of Student Judicial Governance. This document, adopted 

by the Chancellor, the Faculty Council, and the Student Congress, contains all policies and 

procedures pertaining to the student honor system. Your full participation and observance of the 

Honor Code is expected.  

 

For your information, I quote from selected provisions of the Honor Code. All of the following are 

considered to be violations of the Honor Code:  

 

1. Plagiarism in the form of deliberate or reckless representation of another’s words, thoughts, or 

ideas as one’s own without attribution in connection with submission of academic work, whether 

graded or otherwise.  

2. Falsification, fabrication, or misrepresentation of data, other information, or citations in 

connection with an academic assignment, whether graded or otherwise.  

3. Unauthorized assistance or unauthorized collaboration in connection with academic work, 

whether graded or otherwise.  

4. Cheating on examinations or other academic assignments, whether graded or otherwise, 

including but not limited to the following:  

a. Using unauthorized materials and methods (notes, books, electronic information, telephonic or 

other forms of electronic communication, or other sources or methods not specifically authorized by 

the professor);  

b. Violating or subverting requirements governing administration of examinations or other 

electronic assignments;  

c. Compromising the security of examinations or academic assignments;  

d. Representing another’s work as one’s own; or  

e. Engaging in other actions that compromise the integrity of the grading or evaluation process.  

 

 

 

The detailed code can be found at: 

 

studentconduct.unc.edu/sites/studentconduct.unc.edu/files/2012_2013_Instrument.pdf 

 



 

What is permitted:  

 

1. Group studying, preparation, and discussion are encouraged for any class activity. Homework 

assignments and presentations are allowed to be done in groups.  You may prepare for exams in 

groups, but writing the midterm and final exams is strictly individual work.   

2. You should consult with your Section faculty or Coordinating faculty regarding any question you 

have with respect to whether a proposed action is permitted in my class. Your failure to consult with 

faculty regarding questionable or dubious behavior shall be considered, should I decide that you 

have violated the Honor Code, an Honor Code violation.  

 

What is not permitted: 

  

1. To protect your learning experience and those of your classmates, you may not use or read any 

materials associated with prior years of this course without my permission. I do not provide such 

materials to current students, but it is possible that some may have come into your possession 

through some other means. Please do not read or use such material.  

2. Even on assignments where I have given you permission to consult with your colleagues, you 

may not simply copy another’s work and submit it as your own. You must still answer each 

question on your own.  

3. On team assignments, you may not submit work on such projects without participating in the 

development of and understanding each and every aspect of the assignment.  
 
 


