FINANCE 525 - Investment Analysis and Portfolio Management

	Dr. Deborah Murphy
	
	Fall 2007 - Temple Court, Room 302

	Office:   433 SMC, 974-8396
	Section 001, MW, 2:00-3:15 p.m.

	E-Mail:  dgunthor@utk.edu
	
	

	Office Hours: MW, 12:30 – 1:45 p.m.or please call for an appointment
	

	                      
	


Required Text: 
Jones, Charles P., Investments, 10th edition, John Wiley (ISBN 0-470-04781-X)

Optional:

Wall Street Journal, Fortune, Forbes, Smart Money or Barron’s
Objective:

The primary objectives of this course are:

1) To provide a rigorous introduction to the organization and function of the market for financial assets;

2) To determine the value of stocks and bonds in competitive and efficient financial markets;  

3) To develop the skills necessary to evaluate ex-post and ex-ante risk and return measures associated with portfolios and individual assets;

4) To provide an introduction to capital market theory (CML), security market theory (SML/CAPM), and financial market microstructure.

Examples of topics covered include:  market operation and types of investments; asset allocation and security selection, investor’s life cycle, equity valuation; valuation of fixed income securities, hedging, portfolio performance techniques, derivative assets (e.g. options), and market efficiency.

Performance

Evaluation:

Your grade for the course will be determined as follows:




(
Mid-Term Exam 



25%

(
Final Exam  




25%

(
Individual Project Report


25%




(
Group Portfolio Project Report

25%

Exams are designed to evaluate not only your grasp of the material discussed in class and assigned, but also your ability to apply the concepts to more complex and/or new problems.  Both exams will consist of twenty-five objective and/or essay questions. Homework and/or extra credit may be assigned throughout the course in order to enhance your understanding of the topics being discussed and will be announced in class as appropriate.  All assignments are due no later than the start of class on the assigned due date. NO CREDIT WILL BE GIVEN FOR ANY ASSIGNMENTS SUBMITTED AFTER THE START OF CLASS.  This requirement is being imposed since many of the problems assigned during one class meeting will be solved at the start of the next class.  All points earn by completing homework and/or extra credit will be added to your mid-term exam grade and are considered “bonus points.”  Any and all forms of academic dishonesty will not be tolerated.  Please refer to Hilltopics.  

You are assured that if your overall evaluation conforms to a traditional ten-point grading scale (where 90-100% is an A, 87-89% is a B+, 80-86% is a B, etc.), you will receive that letter grade for the course.  I encourage you to seek help in understanding the material whenever necessary.  While attendance does not directly influence your final grade for this course, I encourage you to attend class regularly since many of the concepts and topics are interrelated.  

Individual Project 

Guidelines:
At the start of class on Friday, August 24, 2007, you are to submit to me in writing a list of five common stocks you wish to analyze over the course of the semester.  Your list must include the name of the company, ticker symbol for the stock, primary exchange where the stock is listed, and industry classification of the company. Emails will not be accepted.  From your list, I will try to select two stocks that you will analyze throughout the semester. My decision will be based on the need to maintain diversity among the stocks analyzed by the entire class. On the evening of August 24, 2007, I will notify you of the stocks you are to analyze.  Throughout the semester, you are to create a database which includes the closing price of the stocks you have been assigned, beginning with the closing price on September 3, 2007 and ending with close of trading on October 31, 2007.  Using this daily information, you are to calculate the following:  (1) daily total rate of return; (2) arithmetic mean rate of return; (3) sample standard deviation; (4) cumulative wealth index; and (5) geometric mean rate of return. If the company pays cash dividends, if the stock splits, or if any other similar transaction occurs during this time, you must factor the events in to your analyses and calculations (the web site at www.finance.yahoo.com might prove helpful). Daily closing stock prices are available in the Wall Street Journal and via the Internet.  

You are prepare a professional written report comparing the return and risk of your individual stocks versus the return and risk of the S&P500 (assumed to be your benchmark) over the same holding period.  To do this, you must obtain the daily closing value of the S&P500.  Your investment in the stocks is limited to $10,000 and only full shares can be purchased (that is, you cannot purchase fractional shares). You are to purchase the maximum number of full shares possible and assume that any funds not invested in the stocks are held in cash that earns no rate of return.  The risk and return of the stocks you are assigned must be analyzed in both CML and SML (CAPM) frameworks.  Your individual report is due at the start of class on Monday, November 12, 2007 and must follow the format below.  

A disk containing ALL of the information used to complete this assignment (databases created) as well as the spreadsheets showing your calculations, MUST accompany your final report. All calculations must be performed using Excel. The disk must be a stand-alone source of ALL of the information used in your calculations and report.  The disk must be formatted to allow me to change/edit information contained therein.  No credit will be given for reports submitted without the accompanying stand-alone disk.  

Group Report

Guidelines:
Early in the semester you will be assigned to a group.  My formation of the groups will be based on your input as well as other factors, such as the uniqueness of the individual stocks each potential group member is tracking and number of students enrolled in the course. Please note that I retain complete discretion in determining the members of each group.  Each group will use the databases each individual member has created to determine the return and risk of their combined portfolio.  Risk of the portfolio must be determined both in terms of the standard deviation of the portfolio as well as the beta of the portfolio.  A minimum of two alternative sources of beta must be used in your analyses.  You may obtain the betas from a variety of sources such as Valueline, the Internet (e.g., www.fidelity.com, www.nyse.com, www.finance.yahoo.com), or using the “slope” coefficient function in Excel (recommended).  



As a group, you will be required to submit a professional written report analyzing and comparing the returns and risk of the combined portfolio relative to the benchmark (S&P500). You should analyze and articulate why your combined portfolio performed better or worse than the benchmark. Your analyses must include the portfolio return, variance, standard deviation, and beta.  Using the S&P500 as your benchmark, you must analyze the portfolio in CML and SML frameworks, and use the Sharpe, Jensen and Treynor measures of portfolio performance to rank your performance.    



A disk containing ALL of the information used to complete this assignment (databases created) as well as the Excel spreadsheets showing your calculations, MUST accompany your final report.  The disk must be a stand-alone source (not web based) of ALL of the information used in your calculations and report.  No credit will be given for reports submitted without the accompanying disk.  The disk must be formatted to allow me to change/edit information contained therein.  The deadline for submission of the final report is the start of class on November 28, 2007.  Upon completion of the assignment, each member of the group must complete the attached effort certification form.  

Report Format:
Both the individual and group report must be typewritten, double-spaced, type font Times Roman 11, and follow this format:

Page 1
Title page, including the full name of each member of the group.

Page 2-?
Text of the report.  Subsections as well as summary tables may prove helpful in your analyses and presentation.  

Page 10-?
Exhibits.  If you elect to use graphs, charts or any other type of exhibit, they are to be included at the end of the text.  Do not include them in the body of the text.

Page 11
Endnotes.

Page 12
References.





Your report will be graded using the following guidelines:  completeness; appropriateness; analytical nature; accuracy of your calculations; neatness;




and grammatical content/structure.

EXPECTED DAILY  LECTURE  SCHEDULE*

	PART I  -  Chapters 1 – 9
	PART  II  -  Chapters 22, 10, 12, 17, 19, 20

	
	

	08/22       Introduction Chapter  1            
	10/24    Return Exam and Chapter 22

	08/24       Chapter 2
	10/29    Chapters 22 and 10 

	08/27       Chapters 2 and 3
	10/31    Chapter 10

	08/29       Chapters 3 and 4
	11/05    Chapters 10 and 12

	08/31       Chapter 4
	11/07    Chapter 17

	09/03       Labor Day – No Class
	11/12    Chapter 19

	09/05       Chapter 4 
	11/14    TBA

	09/10       Chapter 4 and 5
	11/19    Chapter 19

	09/12       Chapter 5
	11/21    Chapter 19

	09/17       Chapter 6 
	11/26    Chapters 19 and 20

	09/19       Chapter 6
	11/28    Chapter 20 

	09/24       Chapter 6 
	12/03    Chapter 20 – Last Day of Class

	09/26       Chapter 6 and 7
	

	10/01       Chapter 7
	

	10/03       Chapter 7
	

	10/08       Chapters 7 and 8
	

	10/10       Chapter 8
	

	10/15       Chapter 8 and 9
	

	10/17       Chapter 9

10/22       MID-TERM EXAM


	THE DAY AND TIME OF YOUR FINAL EXAM

WILL BE ANNOUNCED AS SOON AS ARRANGEMENTS CAN BE MADE WITH THE MBA OFFICE


*Modifications to this lecture schedule will be announced in class if necessary. Remember, homework and/or extra credit assignments will be announced spontaneously during class.  Many of the assignments will have to be completed during class. Homework and/or extra credit assignments are optional and cannot be completed beyond the due date.  

NOTE:  If you need course adaptations or accommodations because of a documented disability or if you have emergency information to share, please contact the Office of Disability Services at 191 Hoskins Library at 974-6087 and/or me privately.  

EFFORT CERTIFICATION REPORT


FINANCE 525


Fall 2007
Please assign the appropriate percentages to yourself and to the members of your group as they relate to the effort each of you put into your portfolio project.   The percentages should add to 100. For example, if you are in a three-person group and all members contributed equally, then you would assign each person 33 1/3 percent. If one or more group members did not contribute equally or contributed more than their fair share, then give them their appropriate percentage.  This effort certification report is used in the grading process, and all group members will not necessarily receive the same group grade.  Be sure to include yourself in the group below.
Note:  Every group member must turn in one of these forms; otherwise, every member of the group will be assigned an incomplete grade for the course. 

Your name: _____________________________________________________

Individual Name




Percentage
_________________________________

________

_________________________________

________

_________________________________

________

_________________________________

________

_________________________________

________



Total

   

  100 %

Comments:________________________________________________________________________________

                  _________________________________________________________________________________________

                  _________________________________________________________________________________________

