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V703 - Financial Modeling
Winter 2007 Course Outline

Accounting and Financial Management Services Area
DeGroote School of Business
McMaster University

Course Objective
This course is an introduction to concepts and techniques of modern financial modeling applied to strategic decisions. Our central problem will be how to assign a monetary value to an investment decision that has to be taken in an uncertain environment. Canonical examples of this problem are the decision to start a firm or to invest in a new project, but the ideas explored in the course can be applied to a variety of other examples, such as the decision to purchase a new book, to enrol in a post-secondary education program, or to invest hours of work in a new MBA course.

Instructor and Contact Information
Section 1: Thursday 7:00 pm – 10pm DSB/505

Dr. M. R. Grasselli 	HH/415, Ext. 23406  grasselli@math.mcmaster.ca 

	Course Website:  
	http://www.math.mcmaster.ca/grasselli/mba.html


Course Elements
	Credit Value:
	3
	Leadership:
	Yes
	IT skills:
	Yes
	Global view:
	Yes

	WebCT:
	No
	Ethics:
	No
	Numeracy:
	Yes
	Written skills:
	Yes

	Participation:
	Yes
	Innovation:
	Yes
	Group work:
	Yes
	Oral skills:
	Yes


Course Description
The strategic decision treated in the course will be analysed using the tools of Real Options and Game Theory. These include the necessary mathematical background such as basic stochastic processes (random walks and Brownian motions) and an introduction to option pricing (Black--Scholes theory). The mathematical concepts will be introduced in a pragmatic fashion through hands-on examples related to real data and market situations. The students will be encouraged to explore these examples both qualitatively (by critically discussing the underlying assumptions and implications of the mathematical models) and numerically (by implementing and testing key formulas and algorithm in the format of Excel routines). The course will then progress into investment problems in two basic situations: (1) single-firm irreversible decisions to invest in a project, and (2) competitive strategic investment decisions and games.  We will end the course with case studies of selected applications. 

Learning Outcomes
Upon completion of this course, students will be able to complete the following key tasks:

· Identify the role of uncertainty and time flexibility in managerial decisions;
· Assign a monetary value to a strategic decision using tools from options in financial markets; 
· Quantify the effect of uncertainty, interest rates, investment cost and timehorizon on the value of an investment decision;
· Implement models involving multiple decision on the same underlying, such as investment, abandonment, suspension  or reactivation of a project;
· Interpret decisions in a competitive environment as the outcome of games;
· Combine options and games in a dynamic decision making setting;
· Apply the tools of the course in a concrete case study.

Required Course Materials and Readings
	Real Options: Managing Strategic Investment in an Uncertain World 

M. Amram and N. Kulatilaka

Harvard Business School Press 

	$ 31.50 CAD


Optional Course Materials and Readings
	Options, Futures, and Other Derivatives (5th edition),

 J. C. Hull, Prentice Hall, 2002. 
	

$140.00 CAD





Evaluation
Assignments: There will be biweekly assignments designed both to consolidate the technical material covered in class and to motivate topics still to be introduced. They will consist of short mathematical questions, directed empirical research and challenge questions for further discussion. The assignments will be evaluated in the subsequent lecture through randomly selected oral presentations.

Final Project: Final projects will be assigned to groups of 3 to 4 students. The projects will consist of carrying out a complete valuation of an investment decision faced by a real company. This will involve:  gathering information from corporate financial statements, the general media and government agencies; modeling the uncertain economic environment; value the investment opportunity and all relevant entry/suspension/exit options; reporting the optimal strategy to be followed by the company. Students will be required to give partial reports on the progress of their project during the term. 
Components and Weights
	Assignments
	 (individual)
	20%

	Final Project
	 (group)
	40%

	Final Presentation
	 (group)
	20%

	Participation
	In-class Contributions (individual)
	20%


	Total
	
	100%



Academic Dishonesty
Please note that students involved in academic dishonesty will receive a ZERO grade on the particular component in which the infraction occurred and a notation of academic dishonesty in the Dean’s office.  Students may also receive a ZERO grade on the course, a notation of academic dishonesty on their transcripts (i.e., Notation reads: “Grade of F assigned for academic dishonesty”), and/or suspension or expulsion from the university.  The University Senate Resolutions on Academic Dishonesty states:

Academic dishonesty consists of misrepresentation by deception or by other fraudulent means.  In an academic setting this may take any number of forms such as copying or use of unauthorized aids in tests, assignments, examinations, lab reports, term papers, or cases; plagiarism; talking during in-class examinations; submission of work that is not your own without citation; submission of work generated for another course without prior clearance by the instructor of both courses; submission of work generated by another person; aiding and abetting another student’s dishonesty; and giving false information for the purpose of gaining admission or credits; and forging or falsifying McMaster University documents.  No excuses for violation of this policy, including ignorance of the policy, are accepted.

For more detailed information see the following link:
http://www.mcmaster.ca/policy/ac_ethics.htm

It is the student’s responsibility to understand what constitutes academic dishonesty.  Please be careful when handing in assignments, reports, essays and/or cases that are based on individual work. In instances when work is suspected to be copied and/or plagiarized, all students involved will be notified and the case will be reviewed first by the instructor and then by the Office of Academic Integrity.

Copyright
McMaster University has signed a license with the Canadian Copyright Licensing Agency (Access Copyright) which allows professors, students, and staff to make copies allowed under fair dealing.  Fair dealing with a work does not require the permission of the copyright owner or the payment of royalties as long as the purpose for the material is private study, and that the total amount copied equals NO MORE THAN 10 percent of a work or an entire chapter which is less than 20 percent of a work.  In other words, it is illegal to: i) copy an entire book, or ii) repeatedly copy smaller sections of a publication that cumulatively cover over 10 percent of the total work’s content.  Please refer to the following copyright guide for further information:
http://library.mcmaster.ca/about/copying.pdf
.

Missed Exams / Tests
The Faculty of Business has approved the following policy:

When students miss a regularly scheduled mid-term exam for legitimate reasons, as adjudicated by the Academic Programs Office (APO), the weight for that exam will be redistributed across other evaluative components of the course as deemed most appropriate by the instructor.

There are two exceptions to this “no make-up” rule.

1) If a student has a documented stress-related or retention-related disability (assessed through the Centre for Student Development) that is in conflict with mark redistribution, then a make-up exam may be given.  In such cases, the test/exam will be administered through the CSD.  When a student cannot write a final exam for documented, legitimate reasons, the student will be granted a deferred exam privilege.

2) If a student is representing the University at an academic or athletic event and is available at an overlapping scheduled time of the test/examination, the student may write the test/examination at an approved location with an approved invigilator, as determined by the APO.

Instructors cannot themselves allow students to unofficially write make-up exams/tests for finals.  Adjudication of the request must be handled by the APO.

For any other issues pertaining to missed exams, tests or assignments, please contact the APO.

Students With Disabilities
Students with disabilities are required to inform the Centre for Student Development (CSD) of accommodation needs for examinations on or before the last date for withdrawal from a course without failure (please refer to official university sessional dates).  Students must forward a copy of such CSD accommodation to the instructor immediately upon receipt.  If a student with a disability chooses NOT to take advantage of a CSD accommodation and chooses to sit for a regular exam, a petition for relief may not be filed after the examination is complete.  The CSD website is:

http://csd.mcmaster.ca
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