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Course Description
This course provides a foundation for the fundamental concepts in investments, including the analytical tools and the elements of financial economics theory that are required for making the investment decisions and valuation of financial securities.

The course will prepare students for subsequent courses in investment management, corporate finance, security analysis, and speculative markets, i.e. all advanced finance courses.  This course is fairly quantitative and relies on analytical tools developed throughout the course.

Prerequisites
The prerequisite for this class are: Junior standing, FINA 3332 (Principles of Financial Management), ECON 2304 (Microeconomic Principles), and DISC 3331 (Statistical Analysis for Business Applications I).  Please make sure not to take this course without the prerequisites.  If you do, you will be dropped from the course.  I am not authorized to waive prerequisites, so please do not ask me to support a request to waive prerequisites.

Course Material
The required textbook for the course is:

Bodie, Zvi, Alex Kane, and Alan Marcus, Essentials of Investments, 5th edition, McGraw Hill, New York, 2004, ISBN: 0-07-251077-3.

Also recommended for this course is a student problem manual, which is designed for use with the Bodie, Kane and Marcus (BKM) textbook.

Grading, Exams, and Homework

The course grade will be based on two midterm exams weighted equally.  However, if your score in the second midterm exam is better than your score in the first midterm exam, your second midterm exam will be given twice the weight of your first midterm exam.  The material for the two exams will not be cumulative; i.e. the second midterm exam will only cover the second half of the course.  The exact material covered in each of the two exams will be announced in class.  Both exams will be open-book exams.

Your letter grade (A, B, C, etc.) and their variations, i.e. A+, for the course will be based on your ranking in the course (curve), and on performances/scores that I consider reasonable.

For the practice purposes you will be given four homeworks with solutions.  Some of the problems from these homeworks will be done in class.

Make-up Exams
There will be absolutely no make-up exam for the first midterm exam. In the event that a student is unable to attend the first midterm exam, it is his/her responsibility to notify the instructor prior to the exam (or as soon as possible).  At the discretion of the instructor, the student may be granted authorization to be absent from the examination.  Of course, this will only be done for extraordinary circumstances.  In these cases, students will receive their grade in the second midterm exam as their grade for the first midterm exam.

There will be an official make-up for the second midterm exam for the students who, for some reason, cannot attend the second midterm exam.  Again, this will only be considered for extraordinary circumstances, as judged by the instructor.  In particular, no one who shows up for the regular second midterm exam will be allowed to take the make-up second midterm exam.  The exact date/time/location of the make-up exam will be announced during the semester.  Also, anyone who is granted the possibility of taking the make-up second midterm exam instead of the regular second midterm exam should be aware of the following:

· I will not hold any office hours after the regular second midterm exam to cover the material for the course.

· The teaching assistants for the course are not required (nor paid) to offer any help to students after the regular second midterm exam.

· In constructing the make-up exam, I will take into account the fact that students will get more preparation time.

· I will not prepare, print or distribute any additional course material prior to the make-up exam.

In short, students should consider asking to take the make-up second midterm only in extreme situations.

Regrading Policy
Regrade requests for the first midterm exam must be made within one week after the graded exams are distributed back to students.  Regrade requests for the second midterm exam must be made within two weeks after the exam.  In making your requests, keep in mind that the whole exam is subject to regrading.

Preparing for Classes
The material for this course needs to be absorbed consistently.  As the course progresses, students should work on the homework problems, as well as on the additional problems from the textbook that I will recommend.  All these problems are essential for a full understanding of the material covered in the course.  In fact, the two exams will systematically include questions that are very similar to the recommended problems.

Students are also encouraged to read in the Bodie, Kane and Marcus textbook the chapters/sections relevant to the material covered in class.  To facilitate this process (and your planning), the lecture notes contain “checkpoints”' that will guide you through the relevant readings and problems.

Calculators and Computers
You will definitely need a calculator for the course (and the two exams).  Any calculator that has a xy button will do.  When constructing the exams, I will make sure that the people who do not have a fancy calculator are not at a disadvantage.  If you do not have a calculator yet, consider buying a HP-17B, HP-19B, or their subsequent models, as they will probably be useful for other courses.  Laptop and palmtop computers will not be allowed for the two exams.

Many students own a PalmPilot, and it has been brought to my attention that two companies are selling PalmPilot software that emulates financial calculators.  You are welcome to purchase, install, and use these software for this course (and the two exams). 

Course Outline
The material for this course essentially corresponds to the Chapters 1-16 in the textbook by Bodie, Kane and Marcus (BKM).  Below is the sequence of topics that will be covered in class, along with the relevant Chapters/Sections in BKM.

I
Introduction

Financial instruments and Financial Markets: Basic concepts

BKM, Chapters 1-4.

II
Portfolio Theory
II.1 
Risk and Return

II.1.1  Asset allocation across portfolios

BKM, Chapter 5

II.1.2  Diversification

BKM, Chapter 6

II.2  
Capital Asset Pricing Model (CAPM) and Arbitrage Pricing Theory (APT)

BKM, Chapter 7


II.3
Market Efficiency



BKM, Chapter 8

III
Debt Securities
III.1
Bond Pricing


III.1.1
Types of Bonds



BKM, Sections 9.1, 9.2



III.1.2
Yields




BKM, Section 9.3



III.1.3
Prices over Time




BKM, Section 9.4



III.1.4
Default Risk and the Yield Curve




BKM, Sections 9.5, 9.6


III.2
Bond Portfolios



BKM, Chapter 10

IV
Security Analysis and Valuation

IV.1
Industry Analysis



BKM, Chapter 11


IV.2
Equity Valuation and Financial Statements



BKM, Chapters 12-13

V
Derivative markets and valuation


V.I
Options



BKM, Chapters 14, 15


V.II
Futures



BKM, Chapter 16
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