
8/20/18 

Shidler College of Business 
University of Hawai’i at Manoa 

Fall 2018 
 

FIN 415–SECURITY ANALYSIS AND PORTFOLIO MANAGEMENT  
 
Instructor: Alex Hittle     W-F: 10:30-11:45 
Office Hours: By Arrangement    Location: BusAd E204 
E-mail: aahittle@hawaii.edu 
 
Course Description: 
 
    This course will explore security analysis and portfolio management from 
standpoint of the professional analyst and institutional investor.  
 
   To set the stage the class will first rapidly review 4 items: 

 Discounted Cash Flow (DCF), the basic tool for valuing any financial asset, 
 The Capital Asset Pricing Model (CAPM) for establishing the discount rates at 

the heart of discounted cash flow analysis, 
 Modern Portfolio Theory (MPT) for portfolio construction,  
 A description of the professional/institutional players in the financial 

markets.  
 
   With that theoretical foundation set, the course will move on and explore how 
institutional investors actually act: 
 

 First, we will read some of the fierce criticisms of both Modern Portfolio 
Theory and the actual record of institutional investors. We will explore 
market efficiency and whether the costs of active management of assets can 
be justified, or is passive indexation the better way to manage money?   

 Then we will explore the constraints that prevent institutional investors 
from fully acting on implications of the CAPM and MPT – in particular, 
liquidity, restrictions on leverage, and ‘style’ requirements.   

 Third, we will explore a number of case studies and theoretical back tests 
that point to possible ways that professional investors may actually add 
value.  

 
   The goal of the course is that students should be able to go into an interview with a 
professional money manager able to understand and speak intelligently about the 
approach that the manager is taking to analyzing individual securities and/or 
constructing a portfolio.   
 
Prerequisites: 
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  Students should have completed one run-through of the basics of financial analysis 
and of portfolio management.  While this class will review some of that material, it 
will happen at speed.  Official prerequisites are: 
 
Bus. 314 – Business Finance  
Fin. 311 – Investments   
 
Texts: 
   
   Dig deep in your closet and find your texts from the prerequisite courses to use as 
a reference.  If you have mislaid those texts and want two good texts to review, I 
recommend the following: 
 

Higgins, Robert: Analysis for Financial Management – 9th Edition (This is an 
older edition and is available used for a modest price.)  Written from the 
standpoint of company management, this text makes many of the finance 
decisions companies face very clear.    
 
Bernstein, William: The Intelligent Asset Allocator.  This book is written with 
the well-informed individual investor in mind, rather than a professional, but 
the run through of portfolio theory is clear and theoretically sound. 

 
 Once the course moves beyond conventional finance theory, texts will primarily be 
articles and videos which will be available through the internet or posted on 
Laulima. 
 
 
Calculator: 

The classic on Wall Street is the Hewlett Packard (HP-12C), but this requires that 
you commit and accustom yourself to an unconventional data entry pattern 
called Reverse Polish Notation (the key advantage of which is that you avoid the 
need for parenthesis).  Most students will be best served by a traditional 
algebraic-entry business offering from HP or TI.  Nowadays there are very good 
financial calculator apps for smart phones – I will allow you to use these on the 
tests.  Just be aware that in other settings you may not be able to use your 
smartphone – therefore if you become familiar with a calculator format on your 
phone make sure you own, or are willing to own, a physical copy of the same 
calculator. 

 
Computer: 

In addition to a calculator, I expect that all students will have access to a 
computer with a copy of the spreadsheet program Excel.   

 
Requirements and Grading: 
 

“80% of success is showing up.” --Woody Allen 
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I believe that attendance is important.  You will receive full credit for attendance if 
you come to all the classes, or, if you alert me ahead of time that you can’t make a 
class – a brief e-mail will do.  To get credit for being present, you also need to be on 
time. 
 
Participation is important in this class.  I will call on students, at random, 
throughout the semester.  For many classes, I will have asked you to prepare 
something in advance.  You should crisply present that material in class when called 
upon.  
 
Grading Structure:  
 
Attendance:          10% 
Participation:         10% 
Paper: Valuation of a Company:      15% 
Midterm #1 Orthodox Portfolio Management and Security Analysis: 20% 
Midterm #2 Professional Constraints and Market Efficiency  20% 
Final – Issues and trends in Professional Investing:   25% 
 
Academic Dishonesty:   
 
It is not worth it!  It is much easier to simply learn the material rather than cheat.  So 
don’t cheat.  Instances of academic dishonesty, as defined by the University Student 
Conduct Code: 
(http://www.studentaffairs.manoa.hawaii.edu/policies/conduct_code/) will not be 
tolerated and may result in a grade of “F”. 
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Part 1: Review of Classical Equity Analysis and Portfolio Theory: 
Class: Date: Topic(s): Reading: 

1 8/22 Introduction: manipulating money through time 
and phases: 

 Compounding and Discounting 
 Capitalizing and Annuitizing 

Your old 
textbook or 
look it up on 
line. 

2 8/24 Discounted Cash Flow of a Company 
 Estimate Cash Flows 
 Establish Discount Rate 

Your old 
textbook or 
look it up on 
line. 

3 8/29 Walk through of DCF Model Your old 
textbook or 
look it up on 
line. 

4 8/31 Efficient Markets 
 Weak 
 Semi-strong 
 Strong 

Extra Credit Handout 

Your old 
textbook or 
look it up on 
line. 

5 9/5 2 Nobel Prizes: 
 Markowitz: Mean Variance Optimization 
 Tobin: Separation Theorem 

Your old 
textbook or 
look it up on 
line. 

6 9/7 3rd Nobel Prize and Seeking Alpha: 
 Sharpe: CAPM 
 Multifactor models and Seeking Alpha 

Your old 
textbook or 
look it up on 
line. 

7 9/12 Who and What are the Institutions? Your old 
textbook or 
look it up on 
line. 

8 9/14 Midterm #1 Your old 
textbook or 
look it up on 
line. 
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Part 2: Destroying Part 1 and Constraints on Institutional Investors: 
9 9/19 Midterm Review 

Farmland Partners, Inc.  – Selling to institutional 
investors.   

FPI 
Presentation 

10 9/21 CAPM: A 3-Nobel Fraud? Destroying the CAPM Dead Parrot 
11 9/26 Company Analysis: Is it worth it? 

Paper Due 
Cost-matters 
Hypothesis 

12 9/28 
 

The Pension Problem: Needing Wall Street Cost-matters 
Hypothesis 

13 10/3 Liquidity: There only when you don’t need it.  
14 10/5 Must. Hold. Cash.  Inability to act on MPT –Part 

1. 
“Understanding 
the Low 
Volatility 
Anomaly” 

15 10/10 Must. Not Hold. (Too Much) Cash.  Inability to 
act on MPT – Part 2. 

“Understanding 
the Low 
Volatility 
Anomaly” 

16 10/12 No one rolls their own!  How you could 
overcome the institutional constraints, but why 
institutions can not.  
Liquidity/Size Matters: Berkshire’s Big Problem 

 

17 10/17 Midterm #2  
 
Part 3: Warren and Charlie Tell You Business School Does Not Have to Be that 
Hard  

18 10/19 Berkshire: Uncle Warren and Grumpy Charlie BRK letter 
19 10/24 Berkshire Hathaway and the Fundamental 

Investor Strikes Back – One Zoo in Omaha 
The Super 
Investors of 
Graham and 
Doddsville 

20 10/26 Berkshire: The Empire Strikes back – It’s 
leverage! 

Buffett’s Alpha 

21 10/31 Berkshire: The Empire Strikes back #2– It’s the 
Low Beta Anomaly 

Buffett’s Alpha 

 
Part 4: Making Lemonade Out of MPT Failures 

22 11/2 Risk Parity “Leverage 
Aversion and 
Risk Parity” 

23 11/7 Risk Parity “Leverage 
Aversion and 
Risk Parity” 

24 11/9 Fundamental Indexation “Fundamental 
Indexation” 
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25 11/14 Fundamental Indexation “Fundamental 
Indexation” 

26 11/16 Adding an Asset Class: Commodities “Strategic and 
Tactical Value 
of 
Commodities 
Futures” 

27 11/21 Adding an Asset Class: Commodities “Strategic and 
Tactical Value 
of 
Commodities 
Futures” 

 11/23 Day Off: Thanksgiving Recovery Day  
28 11/28 Adding an Asset Class: Volatility! TBD 
29 11/30 What Works on Wall Street – Jim O’Shaughnessy Google Talk 

Video 
30 12/5 Review of the Class/Final Concepts  

 12/14 Final Exam:  Friday Dec. 14, 9:45-11:45am  
 


