FINANCE 5365  Spring 2008, Investment Analysis;  Dr. William Reichenstein, 710-6146
Office Hours: Monday 2-4 pm. Tuesday 11-12; 3:30-4:30pm; Thursday 11-12, 3:30-4:30pm.  I am in my office most afternoons. 
Texts:

Frank Reilly and Keith Brown, Investment Analysis and Portfolio Management 8th Ed., 2005, Dryden Press



1 Package of material in bookstore, which includes  “BookKISS,” an unpublished manuscript.   



Peter Lynch, One Up On Wall Street, Penguin Books.
Outline
Jan 15

Introduction.  Ch 1: pp 7-29


Appendix A, pp. A-1, p. 1097.
Part I: Working with Clients

Jan 17

BookKISS-Chs 1 & 2

Portfolio Management. Ch 7: pp. 200-223  (Do not be intimidated with the math. See BookKISS Ch 2.) 


Efficient Markets. Ch 6: pp.170-172, 191-195 

Jan 22
Investment Styles and Asset Classes, BookKISS-Ch 4

Ch 3: 91-96 “Historical Risk-Returns on Alternative Investments,” except “Art and Antiques.” See Exh 3.10, p. 94. Case for Global Investments, Ch. 3: 70-79, especially Exh 3.7. “Acquiring Foreign Equities” , p. 84-86. “Investment Companies” 87-88.  Also, 618 of text. 



HW: Ch 1: P2, 5 a,b,d, 12 (Q denotes end of chapter questions, while P denotes problems)
Jan 24 
Alternative assets and continued 


Text Ch 24: “Hedge Funds,” 1016-22.  Also, Reichenstein, “What are you Really Getting When you Invest in a Hedge Fund?”

HW: Ch 6: Q1 (1st sentence only), 20, 21, 23a, Ch 3: Q6, P4d
Jan 29
Strategic Asset Allocation: Study material with HW Life Cycle Funds and be prepared to discuss the questions
Ch 16: “Asset Allocation Strategies,” 634-8


Ch. 2: 56-58, “The Importance of Asset Allocation,”

HW: Ch 7: Q7 (substitute “asset class” for “stocks”), 10, 12.  

Jan 31
Assessing someone’s risk tolerance, BookKISS-Ch 6


HW: Life Cycle Funds (information is in package)
Feb 5
Taxes and Investments.  

BookKISS-Ch 12 (skip “Contribution and Income Limits” and “Choice of Savings Vehicles for Education”) 
Feb 7

“Tax-Efficient Savings and Investing” at www.tiaa-crefinstitute.org/research/trends/tr020106b.html  


HW: Savings Vehicles 8 (in package)
Feb 12

Catch up and review 


HW: Asset Allocation and Asset Location (in package)
Feb 14

Exam 1
Part II: Performance Evaluation 
Feb 19

Mutual Funds.  BookKISS-Ch 9. 



Text Ch. 24: 996-1000, 1004-13, 1016-22, 1031-33
Feb 21

Mutual funds continued and Exchange Traded Funds (ETFs).  Text Ch 16: 612-15; Ch 4:Types of Orders, 122-6
HW: State three advantages and one disadvantage of investing in ETFs instead of index funds.  Go to “Learn about iShares” at www.ishares.com  and click on “How iShares work” and then “Intro to ETFs” and “The Basics of iShares.”  Also, go to “Expense Ratios” at www.sectorspdr.com/index.cfm.  
HW: Also,  complete “Share Classes of Mutual Funds HW” (in package). 
Feb 26

CAPM, Ch 8: 230-46


“Market Portfolio: Theory and Practice,” 257-61 



“Price-Weighted Series” and “Value-Weighted Series” Ch 5: 143-6
HW: Ch 24: P1, 6a(calculate percentage return),c; 7a (ignore expenses when answering the question), c (NAV Year 2 = $16.46)
Feb 28

Performance Evaluation – Sharpe, Treynor, Jensen’s alpha, and Information Ratio



Ch. 25: “Peer Group Comparison” and “Composite Portfolio Performance Measures,” 1043-52


HW: Ch 8: Q14, 15a,b
Mar 4
The Fama-French study, Ch 8: “Effect of Book-to-Market Value: The Fama-French Study,” 254-256; also Ch 6: “Book Value-Market Value Ratio” p.180-1, especially Exhibit 6.1; and Ch 25: “Measuring Performance with Multiple Risk Factors,” 1059 


Read Reichenstein’s, “Morningstar’s New Star Rating System: Advances and Innovations” 


HW: Portfolio Evaluation HW
Mar 6

Return-Based Style Analysis.  

“An Overview of [Sharpe’s] Style Analysis” Ch 16: 629-34  

HW: Price Indices
Part III: Efficeint Markets and Other Topics
Mar 18
Read Reichenstein, “Bond Fund Returns and Expenses: A Study of Bond Market Efficiency” and Clements, “Getting Actively Passive.” 

Mar 20
Value Premium and Fundamental Indexing

Reichenstein, “Explaining the Value Tilt and its Implications”   
Mar 25

Exam 2 

Part IV: Stock Valuation

Mar 27
Dividend Discount Models and Relative Valuation Techniques.  Ch 11: 365-77.  Also “Estimating Growth from Fundamentals,” 390; Bring to class “Dividend Discount Model Problems” from package
 
Apr 1
Relative Valuation Techniques; Portfolio Management Strategies.  Ch 11: 380-85; Ch. 16: 607-09; 615-19 



HW: Ch 11: Q4, P3, 8, 9, 15b 
Part V: Bond Valuation 
Apr 3
Bond Fundamentals (skip all non-US material), Ch 17: 650-67, “Interpreting Bond Quotes,” 673-78.  Bring your financial calculators.  


HW: Ch 16: Q10 
Apr 8

Test on Lynch book 
Apr 10

Bond Valuation, Ch. 18: 682-91, all of 695, 696-8; Treasury Security Problems in package, Problems 1-5 and 9


Bring to class “Bond Problems and Other Time Value of Money Problems” in Package

Apr 15

Duration and Convexity, Ch. 18: 716-27, 730-34


HW: Ch17: Q4, 5, 8, P1, 5

Part VI: Derivative Securities
Apr 22

Derivative Securities.  Ch. 20:  806-09, 811-815, 816-24


HW: Ch 18: Q7, P2 (today, it is a 12-yr bond), 9a (based on modified duration alone)
Apr 24
Put-call-spot parity and more.  Ch 20: Put–Call-Spot Parity, 825-28


“Restructuring Asset Portfolios with Forward Contracts,” 832-34, Ch 22: 925-29
Apr 29 

Derivatives continued and review
May 1

No class    
FINAL

12:30am class, May 8 at 9am; 2pm class, May 12 at 9am 
You are expected to have read the material before class.  Class homework assignments and additional readings may be added at professor's discretion.  Class attendance is expected.  Extra credit is not given for attendance, but poor attendance may be considered in close decisions on a grade.  An "F" will be earned by a student missing 25 percent of classes.  One percent will be subtracted from a student’s final average for each absence beyond three.  

The course grade will be based on weights of 25 percent on Exams 1, 25 percent on Exam 2, 25 percent on the Final, and 25 percent on combination of homework and Lynch exam.  No homework grades are dropped.  Show your work when answering homework problems.  You must know how to use a financial calculator to answer homework and test questions.

Learning Objectives: Upon completing this course, you should be able to manage your own portfolio.  You should know: 

· A five-step process for managing a portfolio and the importance of asset allocation.

· Basic idea and implications of Markowitz’ mean-variance analysis, also called portfolio optimization. 

· Concept and implications of efficient markets
· Basics of tax-efficient investing including choice of savings vehicles and impact of stock management strategy on tax efficiency of stock portfolio.
· Portfolio evaluation techniques including Sharpe ratio, Treynor ratio, (Jensen’s) alpha, information ratio, and style-based methods including Morningstar’s.

· Peter Lynch’s ideas on stock selection.
· Familiarity with duration and convexity and their implications for bond management.
· Basics of derivative security analysis, including uses of call and put options and futures and forward contracts. 
· No food or drinks are allowed in the classroom.

