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Course Syllabus – spring 2006
THE UNIVERSITY OF TEXAS AT EL PASO
Department of Economics and Finance

FINANCE 4315 
INVESTMENT MANAGEMENT AND SECURITY MARKETS
In Conjunction with the UTEP Student Managed Investment Fund
PROFESSOR
Dr. Eddie Wei, CFA







Office: BUSN 218






Email: zwei@utep.edu

 



Phone: (915) 747-5381





OFFICE HOURS: 


2:00-5:00 pm Tuesdays and Thursdays, or by appointments
 

CLASS MEETING HOURS: 
10:30 – 11:50 pm, Tuesdays and Thursdays, in BUSN 314
REQUIRED TEXTBOOK
Investment Analysis and Portfolio Management, 7th edition, Frank K. Reilly and Keith C. Brown (South-Western, 2003).
OPTIONAL READINGS
1. Damodaran on Valuation – Security Analysis for Investment and Corporate Finance, Aswath Damodaran (John Wiley & Sons, 1994).
2. Financial Statement Analysis, 2nd edition, Martin S. Fridson (John Wiley & Sons, 1996). 
PREREQUISITE: FIN 3315 or departmental approval
COURSE OVERVIEW AND OBJECTIVES
Investment Management and Security Markets exposes students to applied valuation techniques employed by Wall Street analysts. The class is highly recommended for students who have strong interest in careers in investment banking, portfolio management, financial analysis, and financial planning.
The course will also benefit students pursuing careers in commercial banking, corporate finance, accounting, and law, as well as anyone desiring a greater comprehension of business valuation.  
Security analysis is an art and also a science that can take years to master. You will not become an expert in one semester. Valuing a firm’s stock is a very difficult task that requires a variety of macroeconomic, industry, and company-specific forecasts and assumptions. The valuation process is rarely black and white. Two individuals may reach completely different conclusions from the same information set. While there is no such thing as “good” or “bad” assumptions, some are clearly more supported and logical than others.

The primary goal for the course is to cultivate a solid understanding of basic valuation techniques and develop an aptitude for analyzing the primary drivers of a company’s value. You should leave the course with an ability to understand how an economic event might impact the market price of a firm’s stock, knowledge of how to apply several valuation models, and an ability to comprehend investment analyst recommendations. 
Students in this class also manage the UTEP Student Managed Investment Fund (The Fund)
.  This class will have the responsibility of selecting individual stocks that forms the inaugural portfolio of the Fund.  The process provides students with a forum blending academic rigor with real-world portfolio management experience. Students work in teams throughout the semester within a pre-defined economic sector to select and analyze several companies and provide detailed investment recommendations. At the end of the semester, students are required to deliver formal presentations of their specific recommendations for approval to both the class and an Advisory Committee comprised of leading area investment professionals.
The professional quality Analyst Reports that you will develop in this course are a great tool to demonstrate your skills and training to prospective employers. It is recommended that students take this course at least one semester before their anticipated graduation so that the final reports are available to use during the career search and interview process.

STUDENT ACTIVITIES
The class meets twice a week for lectures, discussions, student presentations, and guest speakers. Additional meetings might become necessary for visits to local/regional corporate headquarters or because of extreme market volatility.  In other words, flexibility is the watchword. While we will strive for classroom structure, we will be cognizant of the need for occasional unstructured activities. Students in this class have access to the Student Investment Center and should take full advantage of the available resources there.
Daily reading and studying are intensely personal activities in which each student must engage. Informally combing informational sources for stock ideas and bringing those ideas to class also will likely occur at the individual level. Formal presentations of investment proposals, however, will be completed by research teams of two or three individuals. Following are some daily doses of investments:
Investor’s Business Daily, WSJ, CNBC, among others
Several types of special projects will be part of the workload. Some of the projects will engage the attention of only one or two students, while others will require broader participation. Projects will be assigned based on student interest and qualifications. Examples of these projects are: 

· Design, create, revise and update the Fund web site. 

· Identify and evaluate sources of financial information (internet, UTEP library, etc.)
· Generate ideas for guest speakers and make arrangements for the classroom visit   

· Lead classroom discussions on a reading assignment (books and articles).
· Prepare performance report on the Fund for the College and the Advisory Committee.  

· Refine the code of ethics for student investors to follow.
· Arrange a field trip for the class--visit management of a local company whose stock is a prospective investment.
· Refine and elaborate the Statement of Investment Policy.   

· Present financial material of interest to the class.
· Speak to community groups about the Fund.   

· Monitor selected stocks in the portfolio for important developments. Recommend action. 

· Classroom secretary.  Produce and edit periodic classroom newsletters for distribution to key constituencies. 

· Monitor the Fund portfolio; provide stock prices and other information at each class session; provide an occasional financial profile of the stocks. 

· Monitor and report on various benchmark indexes: e.g., S&P 500, NASDAQ, and DJIA. 

· Revise and update the Fund operations manual.

GRADING
The final course grade will be based on your performance on the assignments and exams, using the weights shown below:  

	
	Weight
	
	Grade
	Range

	Attendance/Participation
	10%
	
	A
	90% and up

	Exam
	20%
	
	B
	80-89%

	Special Projects – group work
	20%
	
	C
	70-79%

	Presentation – group work
	20%
	
	D
	60-69%

	Analyst Report – individual 
	30%
	
	F
	below 60%


Final Presentations are done by groups and should be coordinated among group members so that they will go seamlessly.  However, each group member is required to pick a stock within the sector, analyze it, and turn in an analyst report. 
MAKE-UP POLICY: Make-up exams will be allowed only under emergency circumstances (to be defined in class).
FAIR WARNING 
A caveat: this is a very time and labor intensive course. In all honesty, this course will likely require more effort than any other course you have taken or will take at UTEP. Students are expected to work approximately 10-15 hours per week on the analyst reports and related projects, in addition to the scheduled class meetings. Numerous group meetings can be expected. Some may find it necessary to work 20-30 hours per week. If your work schedule, course load, interviews, or personal life prohibits you from devoting the necessary time, then I would strongly encourage you to withdraw from the course. Each student is expected to contribute his or her share to all group-related projects.
STUDENTS WITH DISABILITIES
Appropriate support is available for students with a documented disability. Please notify the professor and contact the Disabled Student Services Office: Phone: (915)747-5148 voice or TTY; Fax: (915) 747-8712; E-Mail: dss@utep.edu; or go to the Union Bldg, East, Room 106.
SCHOLASTIC INTEGRITY
The University of Texas at El Paso prides itself on its standards of academic excellence. In all matters of intellectual pursuit, UTEP faculty and students must strive to achieve excellence based on the quality of work produced by the individual. In the classroom and in all other academic activities, students are expected to uphold the highest standards of academic integrity. Any form of scholastic dishonesty is an affront to the pursuit of knowledge and jeopardizes the quality of the degree awarded to all graduates of UTEP. It is imperative, therefore, that the members of this academic community understand the regulations pertaining to academic integrity and that all faculty members insist on adherence to these standards. 
Any student who commits an act of scholastic dishonesty is subject to discipline. Scholastic dishonesty includes, but is not limited to, cheating, plagiarism, collusion, the submission for credit of any work or materials that are attributable in whole or in part to another person, taking an examination for another person, any act designed to give unfair advantage to a student or the attempt to commit such acts. Proven violations of the detailed regulations, as printed in the Handbook of Operating Procedures (HOP), and available in the Office of the Dean of Students, and the homepage of The Dean of Students (DOS) at www.utep.edu, may result in sanctions ranging from disciplinary probation, to failing grade on the work in question, to a failing grade in the course, to suspension or dismissal, among others
TENTATIVE COURSE OUTLINE
The following outline is tentative and subjective to change.  Reading assignments and special projects will be handed out in class. T =Tuesday; R=Thursday.
	Date
	Topic

	1/17 T 
	· Course Introduction and Overview 

	1/19 R 
	· Discussions: Statement of Investment Policy; Code of Ethics and Professional Conduct
· Forming Analyst Groups and Sector Preferences

	1/24 T , 1/26 R, 

and 1/31 T
	· The Investment Background: ch1-5

· Project: analyze stock selections from the fall’05 class

	2/2 R, 2/7 T, 

and 2/9 R
	· Market Efficiency and Portfolio Theory: ch6-9

· Stock Screening: styles and philosophies 
· Projects

	2/14 T, 2/16 R, 

and 2/21 T
	· Valuation Principles and Practices: ch10 – 12
· Value versus Growth

· Projects

	2/23 R – 2/28 T
	· Analysis & Management of Common Stock: ch13-17
· Projects

	3/2 R, 3/7 T, and 3/9 R
	· Portfolio Management: Theories and Practice

	3/10 F  through 3/19 Sun
	· SPRING BREAK – HAVE FUN AND BE SAFE!

	3/24 F
	· Course Drop Deadline

	3/21 T – 3/30 R
	· Projects
· Exam

	4/4 T – 5/2 T
	· Special Projects

· Analyst Report
· Guest Speakers

	5/4 R
	· Last day of class

	May 11, Thursday*
	Final Report Due & Presentations: 10:00am – 12:45 pm


* indicates official date/time.
Appendix A
The UTEP El Student Managed Investment Fund

Code of Ethics and Standards of Professional Conduct 

The Code of Ethics

The members of this class (“participants”) will conduct themselves with integrity and act in an ethical manner in their dealings with the client and each other. Participants should act with competence and should strive to maintain and improve their knowledge and that of their classmates.

Participants shall maintain reasonable knowledge of and shall comply with all applicable laws, rules, and regulations of any government, governmental agency, and regulatory organization governing their professional, financial, or business activities.

Prohibition against Assisting Legal and Ethical Violations

The participants shall not knowingly participate in, or assist, any acts in violation of any applicable, law, rule, or regulation of any government, governmental agency, or regulatory organization governing their professional, financial, or business activities.

Prohibition against Use of Material Nonpublic Information

Participants shall comply with all laws and regulations relating to the use and communication of material nonpublic information. The participants duty is generally defined as to not trade while in possession of, nor communicate, material nonpublic information in breach of a duty, or if the information is misappropriated. Duties include: 

1. If a participant acquires such information as a result of a special or confidential relationship with the issuer or others, they shall not communicate the information outside the relationship or take investment action on the basis of such information, if it violates that relationship.

2. If the participant is not in a special or confidential relationship with the issuer or others, they shall not communicate or act on material nonpublic information if they know, or should have known, that such information a) was disclosed to them, or would result in a breach of duty, or b) was misappropriated.

Research, Investment Recommendations, and Actions

Reasonable Basis and Representation: 

1. Participants shall exercise diligence and thoroughness in making an investment recommendation to the class.

2. They shall have a reasonable and adequate basis for such recommendations supported by appropriate research and investigation.

3. They shall make reasonable and diligent efforts to avoid any material misrepresentation in any research report or investment recommendation.

4. Appropriate records must be kept to support the reasonableness of such recommendations.

Research Reports: 

1. The participants shall use reasonable judgment as to the inclusion of relevant factors in research reports.

2. Opinions must be distinguished from facts in research reports.

Portfolio Investment Recommendations: 

1. The participants shall, when making an investment recommendation, consider appropriateness and suitability for such portfolio. In considering such matters, the participants shall take into account a) the needs of the clients, b) the characteristics of the investment involved, and c) the basic characteristics of the portfolio.

2. The participants shall disclose to the client the basic format and general principles of the investment processes by which securities are selected and the portfolio is constructed, and shall promptly disclose to the client any changes that might significantly affect those processes.

Prohibition against Plagiarism: 

The participants shall not, when presenting material to the client, the Advisory Committee, instructors, or other class members, copy or use in substantially the same form material prepared by other persons without acknowledging its use and identifying the name of the author or publisher of such material. The participant may, however, use without acknowledgment factual information published by recognized financial and statistical reporting services or similar sources.

Relationship with Others

1. Preservation of Confidentiality: Participants shall preserve the confidentiality of information communicated by the client concerning matters within the scope of the confidential relationship.

2. Maintenance of Objectivity: Participants, in relationships and contacts with an issuer of securities, whether individually or as a member of a group, shall use particular care and good judgment to achieve and maintain objectivity.

3. Fiduciary Duties: Participants, in relationships with the client, shall use particular care in determining applicable fiduciary duty and shall comply with such duty as to those persons and interest to whom it is owed.

Professional Misconduct

Participants shall not engage in conduct involving dishonesty, fraud, deceit, or misrepresentation.

Appendix B

Statement of Investment Policy

(This is a working draft and will be discussed, amended, and approved by 

the initial class of students, the Advisory Committee, and the Client)

I. Introduction

Students enrolled in the Fund courses have agreed to manage the investment assets in the Fund. The mission of the program is to maximize the educational value of the classes, provide a better-than-market return, and afford students an opportunity to experience firsthand the practical issues and considerations faced by investment professionals when managing investments for the benefits of others.

II. Portfolio Objectives

The objective shall be preservation of capital with a fair risk-adjusted return comparable to alternative investments. Consistent with this objective, the governing concern will be maximizing the educational value to the participating students. The Investment Managers shall adhere to the stated investment policies and within these limits will strive for superior long-term performance to the extent feasible and prudent.

The Fund seeks to achieve an annualized rate of return, net of fees, that meets or exceeds the benchmark. Equity securities may constitute up to 100% of the Fund at the discretion of the Investment Managers.

III. Portfolio Constraints

The following constraints must be established and taken into account when constructing the investment portfolio of the Fund:

Time Horizon – the investment time horizon for a typical university endowment fund is long term. This dictates capital preservation as the primary fund objective.  

Liquidity – the liquidity needs of the Fund are to be determined, depending upon the size and timing of the cash needs (expenses, scholarships, etc.).  

Laws and regulations – all applicable laws and regulations must be followed.

Taxes – Minimum tax constraint 

Unique circumstances – Restrictions on certain securities/assets classes may apply.

IV. Benchmark

The performance benchmark of the Fund shall be determined based on the portfolio composition (such as Standard & Poor’s 500 Index, Russell indices, or Lehman Brothers indices).

V. Investment Philosophy

The Investment Manager will attempt to exceed benchmark performance by seizing selected opportunities within market sectors. The Investment Manager's philosophy is to prudently diversify holdings across industries while selecting superior individual stocks within market sectors. Participating students will identify superior firms through intensive analysis, finding relative value among the firms in market sectors.

VI. Portfolio Investment Policies

The Investment Manager recognizes that risk, volatility, and the possibility of loss in purchasing power exist in all types of investment vehicles. High levels of risk are to be avoided, but the assumption of a prudent level of risk is warranted and encouraged in order to allow the Fund the opportunity to achieve superior long-term results consistent with the objectives of the Fund.

A. Investment Vehicles
1. Permitted investments include equities and equity equivalents, cash or cash equivalents, and SPDRs (Standard & Poors Depository Receipts).

2. The Fund's universe shall be equity and equity equivalent issues traded on the New York Stock Exchange, American Stock Exchange, or NASDAQ system. 

3. No investment will be made in any derivative instrument, except for hedging purposes.

4. The Fund may not engage in short sales (except for hedging purposes) or margin purchases.

5. The Fund may not invest in direct loans or extend lines of credit to any party.

6. The Fund may not purchase private placements, unregistered securities, or warrants. 

7. No investments shall be made in Real Estate Investment Trusts (REITs).

8. No investment will be made in securities of the Fund's custodian or an affiliated organization (except if part of a commingled Short Term Investment Fund).

B. Investment Constraints
The constraints listed below will be binding at all times. Any deviation from these constraints should be reported in writing to Client and Advisory Committee within one week of occurrence.

1. No more than 5% of the Fund may be invested in securities of any one issuing corporation at the time of purchase (except SPDRs). Exceptions may be made for securities considered extraordinary opportunities and approved by a unanimous vote of the Advisory Committee. At no time may securities of any one issuing corporation constitute more than 10% of the Fund's holdings (except SPDRs).

2. Investments in any firm may not exceed 5% of the outstanding shares of that firm. 

3. Equity investments will be made in firms whose equity market capitalization is at least $500 million.

4. For diversification purpose, the fund shall hold an appropriate number of securities dependent upon the total dollar amount of available investment fund.
VII. Guidelines

The guidelines below are intended as targets for the Fund. Exceptions may be made for extraordinary circumstances. Deviations from these guidelines will be reported in writing to Client and Advisory Committee through the normal performance reporting process.

A. The Fund will be managed as a balanced portfolio and measured against appropriate benchmarks.

B. The portfolio will be prudently diversified to avoid the undue risk inherent in concentrations in any single economic sector, industry group, or individual security.

C. Individual securities included in the portfolio must be traded in a liquid market to ensure flexibility for future classes.

D. The Fund should remain fully invested to the extent possible and prudent. The fund will hold no more than 5% of its assets in cash or cash equivalents.

E. The Fund shall have a turnover of less than 35% per academic semester. At the inception of the Fund's activities, turnover will be measured from the point the Fund becomes fully invested.

F. The portfolio performance will be measured on a total return basis including both income and capital appreciation, and will be in accordance with AIMR performance measurement standards.

G. Investment Manager will be reviewed, no less often than quarterly.

VIII. Reporting Requirements

A. Written summary reports of account transactions, month end market values, and monthly rates of return are to be provided to Client and Advisory Committee as early as practical after the close of each month's business activity. 

B. Any material change in investment philosophy or strategy will be subject to approval by the Client and the Advisory Committee.

IX. Summary

It is expected that the Investment Manager will manage the assets so that the results will meet the objectives set forth in this Statement. Any deviation from or request for change of this policy shall be directed to Client and Advisory Committee in writing.

Appendix C
Sector Industry Classifications
Industries are assigned to one of 10 sectors using a combination of the definitions employed by Market Guide and S&P Index Services. The primary difference between these two sources involves the definitions of the Consumer Cyclical, Consumer Non-Cyclical, and Retail Services sectors. If you are unsure whether a particular company falls within the realm of your sector, please consult with the professor.
	Basic Materials Sector

Chemical Manufacturing

Chemicals – Plastics & Rubber

Containers & Packaging

Misc. Fabricated Products

Fabricated Plastic & Rubber

Gold & Silver

Iron & Steel

Forestry & Wood Products

Metal Mining

Non-Metallic Mining

Paper & Paper Products


	Consumer Cyclical

Advertising

Appliance & Tool

Apparel/Accessories

Audio & Video Equipment

Auto & Truck Manufacturers

Auto & Truck Parts

Business Services

Casinos & Gaming

Footwear

Furniture & Fixtures

Jewelry & Silverware

Photography

Printing & Publishing

Printing Services

Recreational Activities

Recreational Products

Security Systems & Services

Textiles - Non Apparel

Tires


	Consumer Non-Cyclical

Crops

Fish/Livestock

Beverages (Alcoholic)

Beverages (Non-Alcoholic)

Food Processing

Motion Pictures

Office Supplies

Personal & Household Prods.

Personal Services

Rental & Leasing

Real Estate Operations

Schools

Tobacco

Waste Management Services



	Capital Goods

Aerospace & Defense

Constr. - Supplies & Fixtures

Constr. & Agric. Machinery

Construction - Raw Materials

Construction Services

Mobile Homes & RVs

Misc. Capital Goods


	Transportation

Air Courier

Airline

Railroads

Misc. Transportation

Trucking

Water Transportation


	Energy & Utilities

Coal

Oil & Gas - Integrated

Oil & Gas Operations

Oil Well Services & Equipment

Electric Utilities

Natural Gas Utilities

Water Utilities



	Financial

Money Center Banks

Regional Banks

S&Ls/Savings Banks

Investment Services

Consumer Financial Services

Misc. Financial Services

Insurance (Accident & Health)

Insurance (Life)

Insurance (Miscellaneous)

Insurance (Prop. & Casualty)


	Retail and Consumer Services

Retail (Apparel)

Retail (Department & Discount)

Retail (Drugs)

Retail (Grocery)

Retail (Home Improvement)

Retail (Catalog & Mail Order)

Retail (Specialty)

Retail (Technology)

Restaurants


	Technology & Communications

Computer Peripherals

Computer Networks

Computer Services

Computer Storage Devices

Computer Hardware

Electronic Instr. & Controls

Office Equipment

Scientific & Technical Instr.

Semiconductors

Software & Programming

Communications Equipment

Broadcasting & Cable TV

Communications Services



	Healthcare

Biotechnology & Drugs

Medical Equipment & Supplies

Healthcare Facilities

Major Drugs
	
	


� We don’t have the money yet, but we are working on it.


� Applicable text are obtained and adapted from Standards of Practice Handbook, 8th Edition, Association of Investment Management and Research (AIMR). In 2004, AIMR has been renamed as CFA Institute.








