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Investment Principles and Analysis

Trinity University FNCE 3352

Spring 2010
INSTRUCTOR:
Carl M. Hubbard, Ph.D., CFA



Office:  CGC N3l6; phone 999-7283, carl.hubbard@trinity.edu

OFFICE HOURS:
9:30 – 11:30 MW; 2:30 – 4:00 TTh; Other times available by appointment.

TEXTBOOK:
Zvi Bodie, Alex Kane, and Alan J. Marcus. Essentials of Investments, 7th Edition. 




New York:  McGraw-Hill, 2008.

CALCULATOR:
Texas Instruments BAII Plus Calculator
COURSE OBJECTIVES

The learning objectives for students in this course are:  (l) improve your understanding of financial securities and markets, (2) develop the ability to analyze investment companies, common stocks, and bonds for investment decisions, (3) understand how options are valued and how option contracts are used in hedging and speculating, (4) understand how to apply security analysis techniques in relatively efficient capital markets, and (5) gain practical experience in trading securities.  The prerequisite for this course is the completion of FNCE 3301 with a grade of C- or better.
REQUIREMENTS OF THE COURSE

1.  Complete the assigned readings and problems.


2.  Attend and participate in each class meeting.


3.  Complete the security analysis project.


4.  Complete the three examinations as scheduled.

READING AND PROBLEM ASSIGNMENTS

The reading and problem assignments are designed to achieve the goals of the course and are to be completed in preparation for the discussion of that topic.  Lectures and class discussions are planned with the assumption that students have completed the reading and have at least attempted to complete the problem assignments.  I will post my class notes, recent exams, this syllabus, etc., on TLearn.


All cell phones are to be off and out of sight during class – this means no texting during class.  If that policy is unacceptable to you, please drop this class.  Since our class meetings are  like business meetings, I expect you to remain in class until dismissed.  I know emergencies happen, but please take care of personal needs before class.

EXAMS AND GRADING

The three unit exams, all pledged, consist of multiple choice questions, essay questions, and problems.  You may not use notebook computers or any communication device during examinations.  Cell phones must be turned off and placed out of sight during exams.  Exams are written assuming students have a financial calculator and know how to use it.  Final grade averages will be calculated in the following weighting system:  exam average – 75% and the security analysis project – 25%.  The exam grades are weighted equally in the exam average.  The letter grade scale is 93-100 (A), 90-92 (A-), 88-89 (B+), 83-87 (B), 80-82 (B), 78-79 (C+), 73-77 (C), 70-72 (C-), 68-69 (D+), 60-67 (D), and 0-59 (F).
SECURITY ANALYSIS PROJECT

The requirements of the security analysis project are the following:

1. form a team of three students for the project

2. as a team choose a stock from the attached list of companies

3. complete an analysis of the stock to determine its acceptability as an investment

4. present your formal analysis and investment recommendation to the class

5. submit the analysis and recommendation to the instructor in the form of a research paper


The basis for your team’s recommendation should be a fundamental analysis of the company and the stock as an investment.  You may want to extend the analysis by including a technical analysis of your stock – charting the price, volume, indicators, and so forth.  I encourage your creativity in this project.  You must remain scientifically objective and not identify with or become an advocate for the company you are analyzing.

Your presentation and written report must have the following minimum content:


1.  A description of the company, its products and services, recent events that are relevant to the valuation of the company, and recent trends in sales and earnings.


2.  An analysis of current macro-economic and that are relevant to the company.  You might consider discussing current monetary policy, interest rates, inflation, business cycle conditions, and any other macroeconomic subject that is relevant to value of the company you choose.


3.  An analysis of stock market conditions including recent returns on stock market indexes and average valuation ratios such as P/E ratios of stock market indexes.

4.  An analysis of the industry, i.e., degree of competition, growth of industry-wide sales, profitability of competitors, life cycle stage of the industry, Porter’s five factors, and P/E ratios of competing companies.


5.  A complete analysis of the company’s financial statements for a minimum of the most recent three years of available data including a comparison of the company's ratios to most recent year’s peer company average ratios.  Complete the ratio calculations yourself.  Do not copy them from another source.


6.  A pro forma income statement analysis that includes a forecast of revenue for the coming year, major cost and expense categories, earnings, earnings per share, and dividends.  Rely on your own forecast.  Do not base your analysis on a sales or earnings forecast from a secondary source such as Value Line.

7.  A valuation of the stock or a range of values that would provide a basis for an investment decision.  Include the assumptions you make and your calculation steps.  You may calculate the stock's required return from an SML or APT equation.


8.  An unambiguous buy or sell investment recommendation based on your analysis.


You may add content to the list above, but do not omit any of items 1 through 8 from your paper.  Your team’s presentation should include relevant charts and graphs, but be sure you discuss the relevance of those exhibits in your paper if you present them.  You may use Power Point for the presentation with the computer data projector.


In order to be complete, your paper must also include the following:
1. complete citations of sources within the narrative of the paper;

2. a complete bibliography or list of references presented in a style among those that are made available by the Coates Library at http://lib.trinity.edu/research/citing/index.shtml;

3. a copy of the company’s most recent balance sheet and income statement from the company’s most recent annual report to shareholders.

A paper without citations is incomplete and will will receive a grade of F.  If there a citiations that are missing, I will give you an opportunity to add them to your paper and grade the paper as a late submission.  If you have any questions on how to cite a source, please ask me for assistance.  Your word-processed, error-free paper is due in my office no later than 5:00 p.m. on the day of the presentation.  Late papers will be penalized a letter grade per day.  I do not accept emailed papers.  The length of your paper should be about 15 double spaced pages of 12 point type exclusive of references and appendix documents.


Among your many references there must be references to the following sources:  the company’s most recent annual report to stockholders, the most recent Value Line analysis of the company, S&P Industry Survey report on the industry, and an S&P Outlook report on current and expected economic conditions.  Both Value Line and S&P are accessed through the library’s website.


Finally, this is a pledged assignment for all team members, and your paper must be original and not reused from any other course without my permission.

The class will evaluate the presentations including whether they agree with your recommendation. Members of the teams will evaluate each other, and I will grade the papers.  A student’s grade on the project is the weighted average of the presentation grade (1/3) and the grade on the paper (2/3).  Peer evaluations may be used by the instructor to adjust project grades or final grades for individuals.


Participation in this project is not optional, and the instructor reserves the right to adjust individual grades on the project to reflect participation.  A student who is not a full participant in the security analysis project may be dropped from that team and given a grade of zero on the project.

STOCK TRAK


STOCK TRAK is an almost real time investment portfolio simulation program operated by STOCK TRAK.  Participants form portfolios of securities including stocks, bonds, mutual fund shares, options, and futures contracts.  Trades are made by placing orders online with STOCK TRAK at http://www.stocktrak.com/.  Regular account statements will be emailed to you.  If you choose to participate, you will start out with $100,000 that you will invest through the semester.  The program, which costs you $28.95, starts January 13 and ends April 26.  You may register for the program on the STOCK TRAK web site below and pay by credit card.

http://www.stocktrak.com/public/members/registrationstudents.aspx?p=TrinityInvestments

This program is voluntary; however, students who actively participate in the STOCK TRAK program will receive an additional 8% of their exam averages added to their exam grade averages.  Although you can register and begin trading as early as today, in order receive the additional credit, you must do the following:  (1) register with STOCK TRAK and purchase a portfolio of at least five securities no later than January 27, (2) make at least two trades each week during the game, (3) complete a minimum of 25 total trades during the semester, and (4) finish the program with a positive equity balance.  No partial credit is given.  For example, if you stop at 24 transactions, you get no credit for StockTrak.  Keep in mind that orders may be executed the day after that are placed.  Securities that count toward the five initial securities are stocks, bonds, mutual fund shares, options, and futures.  Your cash balance in a money market fund does not count toward the initial five securities.  STOCK TRAK will report your transactions to me regularly.  All rules and procedures are explained on the STOCK TRAK web site.
UNIVERSITY POLICY ON ACADEMIC HONOR AND INTEGRITY


The University's academic honor code is published in the Trinity University Student Handbook and 2009-2010 Academic Planner as well as on the Academic Honor Council website.  The Trinity University academic honor code prohibits dishonesty in academic work, asserts that the academic community is based on honesty and trust, and defines specific violations.  According to the academic honor code students are required to pledge all written work that is submitted for a grade:  The pledge is “On my honor, I have neither given nor received any unauthorized assistance on this work” with the student's signature.  The pledge may be abbreviated “Pledged” accompanied by a signature.  In the event a violation of the academic honor code is discovered, I will follow the University's published guidelines and procedures.  The examinations are to be pledged as your own work individually.  The security analysis project is to be pledged as the original work of your team members.  You may collaborate with other students on the security analysis project to the extent of seeking assistance regarding sources of information and technical assistance regarding computer software and calculation methods, but your security analysis and narrative report must be your team’s own work based on the data and analysis that you have completed.  Do not copy or cut and paste from any online source without complete citation.  Do not copy any part of any other security analysis report whether it was done by other students.  If I become suspicious about a paper, I will conduct an advanced Google search of phrases.  If your paper is found to have plagiarized material, the academic honor council will determine whether you as a team are responsible for an honor code violation and if so what the sanctions will be.  The honor council’s baseline or beginning grade sanction for cheating is an F in the course.
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Stocks for the Security Analysis Projects
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Date Topic chapter Homework Problems

January 13 Introduction to the course 1 None

18 No class meeting

20 Investment securities 2 3, 4, 10, 11, 13, 14, 16, 18, 19

25 Securities markets and securities trading 3 6, 9, 10, 13, 16

27 Investment companies 4 2, 3, 7, 9, 14, 20, 21

February 1 Risk and return 5 9, 10, 11, 14(a), 17, 25, 26

3

Exam I

8 CML & CAPM 7 19, 21. 22, 32, 33

10 CAPM & APT 7 37 - 41 + Handout problems

15 Technical analysis 9 6, 8, 9, 10, 13, 14

17 Economy & industry analysis 12 3, 5, 7, 8, 9, 13

22 Dividend discount valuation models 13 Handout problems

24 Market based valuation models 13 Handout problems

March 1 Financial analysis of the company 14 10 - 14 + Handout problems

3 Summary and review of company analysis

8

Exam II

10 Preparation for security analysis presentations

13-21 Spring break

22 Security analysis presentations - Teams 1 & 2

24 Security analysis presentations - Teams 3 & 4

29 Security analysis presentations - Teams 5 & 6

31 Security analysis presentations - Teams 7 & 8

April 5 Security analysis presentations - Teams 9 & 10

7 Security analysis presentations - Teams 11 & 12

12 Bond prices and yields 10

4, 10, 11, 13, 15, 22, 24, 29, 

31, 33

14 Duration, immunization, and bond swaps 11 1, 2, 6, 7, 8, 11

19 Bond investment strategies 11 16, 17, 24, 33, 34

21 Options markets & strategies 15 3, 4, 5, 6, 7

26 Black-Scholes Option Pricing Model 16 4, 7, 8, 10

28

Exam III 

May 6 Return exams, 9:00 a.m.

Assignment Schedule in FNCE 3352
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