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COURSE OUTLINE
Office:

Room 103, Business

Phone:
581-2213

Hours:
MWF
9:30 - 11:30 AM



TTh. 1:45 - 2:45 PM,

Text:

Essentials of Investments by Bodie, Kane and Marcus

The Wall Street Journal.

Prerequisite:
Finance 3603 (no exception)
Objective:
An introduction to the appraisal of securities and the management of investment in the various types of securities and on the concepts of asset and portfolio management.
Grading:

	2 Exams (@100 points each)
	200 points

	Final
	150 points

	Project(written): 75 points
	

	Presentation:
   25 points
	100 points

	Total
	450 points


A:405 or greater, B:360 - 404, C:315 - 359, D:270 - 314, and F:269 and below.

Class Policy:
There will absolutely be no make-up exams.  Discussion problems may be assigned from time to time. BE SURE you are adequately prepared for each session. Class participation is strongly encouraged.  Please be forewarned that any form of cheating will result in an immediate F for the course and a possible disciplinary action taken by the University.
COURSE SCHEDULE *
Week


Topic




Chapter




1


Introduction, Review of Basic Financial Concepts

2


Review (con=d), Securities and

Their Markets



1,2,3

3


Security Returns, Valuation, and Risk











6,10,13

4


Exam 1 (Th,9/11), ch. 1-3,6,10,13

5


Solutions to Exam 1,

Portfolio Theory


7, 8, 9

6


Portfolio Theory (con=d)

7


Fundamental Analysis of

Common Stock



12,14

8 Fundamental Analysis (con=d),

Technical Analysis


15

9


Technical Analysis (con’d)




Fall Break (Th,10/18), NO CLASS


10


Options




16,17

11


Exam 2 (T,10/30), ch. 7,8,9,12,14,15

12

 
Solutions to Exam 2,

Options (con’d), Futures

16,17

13 Futures, Performance Evaluation


17,18



14


Performance Evaluation (con’d)






Thanksgiving (Th., 11/22), NO CLASS
15 Project Presentation

All WRITTEN projects are due on Tue (11/27)
16


Project Presentation
17 Final Exam 12/11/01(T), 10a – 12p
* The schedule may be changed with notice.

Project
Each student will select two (2) stocks for examination. At least one of the stocks must be listed on the New York Stock Exchange (NYSE), and the other may be from the American Stock Exchange (AMEX) or from over-the-counter (OTC) market and listed in the National OTC list published in the Wall Street Journal. No company duplications between students are allowed. Remember to include a brief background of each company, i.e., what do they do?  This project is due on November 27, 2001. Late paper will NOT be accepted.

Each stock's price will be compared daily for 10 weeks period, from September 4 (Tue) to November 9 (Fri.), to Standard & Poor's 500 Index (S&P 500), a market indicator series. Specifically, each day you will compute the percent change in prices for each of your stocks. Remember that the Wall Street Journal or Barron will report today's prices the next business day, i.e., Friday prices will be reported on Monday publication. The percent price change is computed as [P(t) - P(t-1)]/P(t-1), where t is the current date. For simplicity, ignore holidays and weekends and assume all business days are consecutive days. You must annualize all returns after you have the 10-week data.  

The purpose of the assignment is for each student to estimate the alpha and beta for his/her two stocks' daily returns. It is best that you use a spreadsheet program such as Excel or Lotus.  This assignment requires that you do a four quadrant scatter plot that relates the percent changes for your stocks to percent price changes for the S&P 500. The individual stock returns should be plotted on the vertical axis (y-axis) and the S&P 500 on the horizontal axis (x-axis). You may use any computer plotting software to do the plotting.

Given this "line of best fit," determine the alpha and beta for each of your stocks. The alpha is the point of intersection of your line with the vertical axis (where market return is flat). The beta is the slope of this line and indicates on average what percent the stock moved for every percent change in the market. Use either a computer program (i.e. Excel or Lotus) or even a calculator (most of HP financial calculators) to compute the beta and alpha for your stocks. Explain what alpha and beta represent.

You will hand in two scatter plots and a typed (double spaced) discussion of your results, including how many cases of plus-minus changes there were---e.g., the stock increased when the market declined. Assuming that "beta" is a normalized measure of systematic risk for common stocks, what can you say about the risk of your stock?  Would you expect the return on each of your stocks to be above or below the average market returns? What are their "systematic" and "unsystematic" returns/risks?  Assume a risk-free rate of 4%, compute the expected return for each of your stocks using CAPM.

Besides calculating the expected returns above, you are also given the following information:

Probability
Event


Outcome

10%

Big Downturn

-30% of expected return*

15%

Small Downturn

-10% of expected return*

50%

Remaining the same
expected return

15%

Small Upturn

+10% of expected return*

10%

Upturn


+30% of expected return*

*Note: For example, you have an expected return of 10%.  A +5% of the expected return for Small Upturn will be 10%(1 + .05) = 10.5%. IT IS WRONG TO THINK IT IS 10% + 5% = 15%!!!!!
What is the probability of your selected stocks making:

1.
20% and above,

2.
between 5% and 20%, and

3.
0% or less?

Would you invest in the companies given the above probability, why or why not?  Explain (note: should consider all relevant public information you have gathered about the companies).  Given everything you have learned about the companies, including all the relevant financial analyses (fundamental and technical), what are your final recommendations?

All calculations, news clippings, and other evidence should be included as parts of APPENDICES. 

You will be graded on the content and the appearance of your report.  Be neat and concise.  Also, a good paper should have a nice and smooth flow to it. You should treat this paper as a manuscript you are submitting to your CEO.

Good luck.

