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Finance 124: Investments                                                  H. Shefrin 

Winter Quarter 2016 

 
 Syllabus 
 

 

Office:   Lucas 321N 

Telephone:   (408) 554-6893 

EMail:   hshefrin@scu.edu 

    

    

FNCE 124 is the first course in the finance major. It provides a rigorous approach to investments 

that builds on previous courses you have taken in accounting, spreadsheets, statistics, and time 

value of money concepts developed in FNCE 121.  

 

Be prepared for a challenging, rigorous, tool-focused course in which you will be expected to do 

a lot of preparatory reading before class, work with others in groups to solve problems and 

present your work product to the class, and spending time in the library and online using 

financial databases.  

 

The course is structured around the following series of themes: 

 

1. The economy, investments, financial assets 

2. Risk and return  

3. Bonds 

4. Asset pricing 

5. Securities markets 

6. Stocks 

7. Market efficiency, behavioral issues 

8. Diversification,  the investment process, and the difference between asset management (CFA 

focus associated with what portfolio managers, analysts, and traders do) and wealth 

management (CFP, RIA focus associated with managing clients, not just the portfolios) 

9. Options and futures 

 

Course Materials  
 

 Textbook: Essentials of Investment by Bodie, Kane, and Marcus, 9/e (BKM) 

 Electronic databases: Bloomberg, WRDS  

 Additional readings posted on Camino course website 

 Material provided by guest speakers 
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Learning Objectives for FNCE 124: These objectives indicate which skills you should 

expect to acquire during the course. 

 

 
 Learning Objectives Assignment Mapping 

Financial Securities  Identify the main financial securities traded 

(bonds, stocks, options, futures) 

 Describe the different markets on which 

securities are traded, and the manner in 

which trading takes place 

 In-class discussions 

 Homework questions 

 Exam Problems 

 

Mutual Funds and 

Investment Companies 

 Describe the different types of investment 

companies 

 Explain how mutual funds operate 

 Analyze the performance of mutual funds 

 In-class discussions 

 Homework questions 

 Exam Problems 

Risk and Return  Explain the historical relationship between 

volatility and realized returns for different 

asset classes 

 Define and compute risk premiums 

 In-class discussions 

 Homework questions 

 Exam Problems 

 Simulation 

Portfolio 

Diversification 

 Explain the role of correlation and 

covariance in risk assessment 

 Derive an optimal risky portfolio 

 Develop a mean-variance efficient frontier  

 In-class discussions 

 Homework questions 

 Exam Problems  

 Simulation 

Asset Pricing  Explain the capital asset pricing model and 

alternative pricing theories 

 Apply asset pricing equations  

 In-class discussions 

 Homework questions 

 Exam Problems  

Market Efficiency  Define the concept of market efficiency 

 Explain and evaluate the evidence on 

market efficiency 

 Identify the implications of market 

efficiency for investment policy 

 In-class discussions 

 Homework questions 

 Exam Problems 

 Simulation 

Fixed Income Securities  Describe and analyze the yield curve 

 Define and compute the duration of a bond 

 Identify different bond portfolio strategies 

such as immunization and cash flow 

matching 

 In-class discussions 

 Homework questions 

 Exam Problems 

Security Analysis  Undertake strategic and tactical asset 

allocation 

 Value stocks using different valuation 

methods 

 Analyze financial statements as part of 

equity valuation 

 In-class discussions 

 Homework questions 

 Exam Problems 

Options and Futures  Graph the payout functions of put and call 

options 

 Compute option values 

 Form option strategies 

 In-class discussions 

 Homework questions 

 Exam Problems 
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Databases 

 
Bloomberg is the most widely used electronic source of data used by financial professionals 

today. The University has a single Bloomberg terminal, which you will learn to use in the course. 

The Bloomberg component to the course has two components. The first component is a set of 

lectures known as Bloomberg Market Concepts (BMC). BMC is divided into modules, most of 

which you will view as part of the course.  

 

If you complete all the BMC modules successfully, you will become BMC certified. Becoming 

BMC certified is an asset when you begin looking for a job. It is a good thing to do, but 

becoming BMC certified is not a course requirement. 

 

Viewing BMC modules which are assigned is a course requirement. You will find that BMC 

breathes life into, and reinforces, the textbook material. It is professionally produced and slick. 

 

The textbook material is the primary source material for skill building, and the basis for what 

you will be tested on. However, as you view the BMC modules, be on the lookout for 

quantitative issues that are discussed both in the module and in class. These overlap issues are 

primary candidates for inclusion on exams.  
 

The second component involves specific problem sets using the Bloomberg terminal that 

complement what you will learn by viewing BMC. 

 

In addition to using the Bloomberg terminal, you will also learn to use the WRDS interface that 

is available through SCU’s online Database option.  

 

 

Problem Sets 
 

The weekly problem sets are an important element of the course. In businesses, most decisions 

get made in groups. For this reason, you will work on problem sets in groups of 5 (or 4 if the 

number of students in the class is not divisible by 5).  

 

Doing the problem sets after reading the text and attending the lectures is the most effective way 

to learn the material. The course material is about skill development, not memorization. The 

main goal of working on the problem sets is not to learn the correct answer, but to learn how to 

get to the correct answer.  

 

Being able to present the results of financial analysis is also an important skill. For this reason, I 

will ask each group to make a class presentation of their analysis of some particular problem set. 

Groups will rotate on presentations, and will receive advance warning about presentation dates.  
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Although the presenting group will occupy center stage, it is important for active class 

involvement in the discussion of problem sets. Members of presenting groups should be careful 

to divide the material roughly equally, as doing so will be reflected in individual component of 

the presentation grade. 

 

Another group, besides the presenting group, will be responsible for discussing the 

presentation. Discussant groups will not receive advance warning. 

 

For presenting groups: Use PowerPoint files to introduce general concepts and theory. For 

problems solved in Excel, plan to present your Excel analysis. It is important that you show how 

you got the numbers you did. Link to data wherever possible, as opposed to hard coding 

numbers. Format your files for clear presentation. 

 

Everyone should print a hard copy of their problem set answers and bring them to class. 

You may also bring your laptops. These will be essential for critiquing groups. Class 

discussions will involve everyone in discussing problem set analyses, not just the presenting 

groups and critiquing groups. 

 

 

 

Grading Policy 
 

Your numerical grade will be based on: 

 

1. a midterm exam (35%) to be held the Thursday of  Week 5. 

2. a final exam (35%, unless you fail the final). The final is comprehensive, in that it will cover 

all the material, but the latter part of the course material will be emphasized. If you fail the 

final exam, the 35% does not apply, and you might wind up failing the course as a result. 

3. quizzes, problem set presentations, BMC scores, attendance, completion of course feedback 

forms, and quality of your class participation (30%).  These 30 credit points are easy to earn: 

Come to class regularly; do the quizzes, be diligent about the BMC modules, be prepared, 

pay attention so that you answer questions when called on; work with your groups to develop 

a presentation so as to lead an intelligent conversation.   

 

Exams feature two types of questions, numerical and conceptual. Numerical questions will be 

based on problems assigned in class, and will emphasize problems discussed in class. 

Conceptual questions will be based on lecture material and assigned reading, and assigned 

problems that might not have been discussed in class.  
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Schedule of Topics 
 

The schedule of topics covered appears below.  

 

 

1. Week 1 - Introduction to course, Chapters 1, 12, Bloomberg Institute BMC program, 

modules Introduction to BMC and Economic Indicators.  Details  Ch 1 (pp. 3-15); Ch 

12 (pp. 372-387). Ch 1 (ppt slides 1-26); Ch 12 (ppt slides 1-20).  Review quiz on Camino. 

Problem set  Note: C1-14 means Chapter 1, Problem 14, NOT Problems 1 through 14 

from the chapter.  Do Problem C1-9 and Bloomberg Terminal Exercise 1 which you will 

find on the course Camino website. As soon as possible, and certainly before the second 

lecture, form into groups of at most 5, designate a coordinator, post your group composition 

to Discussions on Camino, and email to hshefrin@scu.edu identifying membership of each 

group. 

 

2. Week 2 – Asset classes; risk and return, Chapters 2, 5. Details  Ch 2 (pp. 26-53); Ch 5 (pp. 

110-147); Ch 2 (ppt slides 1-28, 33-48); Ch 5 (ppt slides 1-27). Problem set  C2-14, C2-

16, C2-19, C2-20, C5-6, C5-7, C5-12, C5-14, C5-20. Once you have completed Bloomberg 

Terminal Exercise 1, view BMC program, Introduction to BMC and Economic Indicators.   

 

3. Week 3 – Presentations, problem set discussion Chs 1, 2, 5. Bond markets, Chapter 10; BMC 

module on Fixed Income; Details  Ch 10 (pp. 292-336); Ch 10 slides 1-47); Problem set 

 C10-16, C10-19; Bloomberg Terminal Exercise 2 which you will find on the course 

Camino website, BMC module on Fixed Income to be viewed after the Th lecture of Week 3.  

 

4. Week 4 – CAPM, APT, Chapter 7. Details  Ch 7 (pp. 193-223); Ch 7 (slides 1-35).  

Problem set  C7-3, C7-9, C7-24. NOTE! Presentations, Chs 7, 10 problem set discussion 

during Th lecture of Week 4. 

    

5. Week 5 – Securities markets, Chapter 3. Details  Ch 3 (pp. 54-78); Ch 3 (slides 1-43)). 

Problem set  none. Most important topics from Ch 3 for midterm exam pertain to IPOs, 

high frequency trading, buying on margin, and short sales. Midterm exam last session of 

week.   
 

6. Week 6 – Stock markets, Chapters 2, 12, 13, 14, Bloomberg BMC module Equities. Details 

 Ch 2 (pp. 37-46), Ch 12 (pp. 387-396); Ch 13 (pp. 405 – 433), Ch 14 (pp. 446-455);  Ch 2 

(slides 29-39); Ch 12 (slides 21-33); Ch 13 (slides 1-30); ch 14(slides 1-12).  Problem set  

C2-19, C2-20, C12-19, C13-2, C13-4, C14-3. Bloomberg Terminal Exercise 3 which you 

will find on the course Camino website, BMC module on Equities to be viewed after the Th 

lecture of Week 6. 

 

mailto:hshefrin@scu.edu
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7. Week 7 – Presentations, problem set discussion Chs 2, 12, 13, 14. Efficient market 

hypothesis, behavioral finance, chapters 8, 9. Details  Ch 8 (pp. 234-264), Ch 9 (pp. 265-

274); Ch 8 (slides 1-36), Ch 9 (slides 1-13); Problem set  C8-11, C8-13, C8-18, C9-12.   

  

8. Week 8 – Presentations, problem set discussion Chs 8, 9. Diversification, Ch 6. Financial 

planning, Chs 21, 22. Details  Ch 6 (pp. 148-181), Ch 21 (pp. 689-711), Ch 22 (pp. 714-

729); Ch 6 (slides 1-40), Ch 22 (slides 1-9); guest speakers, case study. Problem set  

C6-3, C6-5, C6-8, C6-18, C6-19, case study.   

 

9. Week 9 – Presentations, problem set discussion Ch 6, guest speakers lead case study.  

Options and futures, chapters 16, 17, 18. Details  Ch 16 (pp. 522-533), Ch 17 (pp. 561-

581), Ch 18 (pp. 597-608); Ch 16 (slides 1-10), Ch 17 (slides 1-13), Ch 18 (slides 1-8, 12, 

17-23) ; Problem set  C16-1, C17-1, C17-2.   

 

10. Week 10 –Presentations, problem set discussion Chs 16, 17, discussion of duration, hedge 

funds. Ch 11 (pp. 340-343, immunization, p. 347, convexity p. 353, 357), Ch 20 (pp. 668-

671). Ch 11 (Slides 7-13, 15, 21-23), Ch 20 (Slides 4-8). Guest speakers from investment 

companies. Course review. 

 

 

11. Week 11 – Final Exam.  --  TBA.    


