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PREFACE

The first edition of Fundamentals of Investment Management was published in the early
1980s, and since then many changes have taken place in the financial markets. However,
the one constant for this text has been a sincere commitment to present a text that captures
the excitement and enthusiasm that we feel for the topic of investment management.
Throughout the book, we attempt to establish the appropriate theoretical base, while at the
same time following through with real-world examples. Students ultimately will be able to
translate what they have learned in the course to actual participation in the financial markets.

NEW FEATURES AND IMPROVEMENTS TO THE FIFTH EDITION

A number of features have been added to the fifth edition that make using Fundamentals
of Investment Management an even more exciting and beneficial teaching and learning
experience.

The Wall Street Journal Edition

This new option is designed to further integrate The Wall Street Journal with Fundamen-
tals of investment Management while still allowing instructors a great deal of flexibility.
A special Wall Street Journal Edition is available through a unique arrangement with The
Wall Street Journal. Included in the price of this special edition is a 10-week subscription
to The Wall Street Journal.

In addition, The Wall Stréet Journal Edition of Fundamentals of Investment Manage-
ment includes a brief introduction explaining how to read and use The Wall Street Journal
to achieve maximum knowledge and benefits. The introduction guides the reader through
The Wall Street Journal, explaining how to identify and locate virtually all the important
information, tables, and quotes that appear in The Wall Street Journal.

Finally, in an effort to make reading The Wall Street Journal more interactive for
students, The Wall Street Journal Projects have been included at the end of every chapter.
These projects appear in the standard edition of the text as well, allowing instructors to
use them even if students do not subscribe to The Wall Street Journal via our special offer.
The projects enable the student to use current information from The Wall Street Journal
in applying material described in the chapter. This includes such exercises as looking up
prices of stocks, bonds, commodities; comparing the performance of market indices and
then determining which type of stocks have performed best over the past twelve months;
and assessing the implications of different asset allocations. Other projects include
looking up economic indicators and comparing their movements to changes in the stock
and bond market for a given day or time period as well as tracking internal market data
such as advances versus declines, volume, and so forth.

vii
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Preface

Content

Chapter 6 on industry analysis has been added. This addition is consistent with the
authors’ strong emphasis on fundamental analysis. The chapter covers such important
topics as industry life cycles, the five competitive forces within industries as developed
by Harvard business strategist Michael Porter, the relationship of different industries to
the business cycle (rotational investing), and an in-depth comparison of four leading
industries.

The emphasis on international investments has been expanded. As the framework for
portfolio management has become more global, so has Fundamentals of Investment
Management. The reader will observe that not only is Chapter 18 devoted to “Interna-
tional Securities Markets,” but global applications are featured throughout the text.
Immediately following the Table of Contents is a List of International Examples covered
in various chapters. Emerging markets now receive comparable coverage to that of more
developed markets.

Substantial research has challenged the efficient market hypothesis in the last decade.
Throughout the text, the authors present both sides of the debate. The current edition also
includes coverage of the Fama-French study in which the ratio of book value to market
value is assigned a large measure of importance by the researchers. Throughout Chapter
10, the reader has the opportunity to study various strategies that appear to provide
returns that are superior to those normally associated with traditional risk measures.

The use of derivatives has continued to receive increasing attention in the academic
and popular press. Options, futures, interest rate swaps, etc. are viewed by some as
appropriate tools for portfolio management, while others have categorized them as
speculative devices. Firms such as Proctor & Gamble, Bank One Corp., and Gibson
Greeting Card Co. have come under substantial criticism for their misuse of derivatives in
the mid-1990s. The improper use of derivatives was further dramatized in 1995 by the
actions of a trader at the British investment bank, Barings PLC, which caused the collapse
of the institution after 233 years of successful operations. The authors have expanded
their coverage of derivatives and even included a Critical Thought Case in Chapter 16 on
whether derivatives are being properly used by a financial executive.

The topic of asset allocation is given greater attention in Chapter 22, which covers
risks and returns of portfolio managers. The emphasis is on measuring the effect of
allocating investments within the portfolio as compared to simply examining the returns
on separate asset categories. Fundamentals of Investment Management covers this
material in a highly applied fashion in which the reader compares actual returns to
benchmark returns. Since it is one of the last topics covered in the book, the material can
be used to integrate many previously learned concepts.

The fifth edition also has expanded coverage of computer databases. Chapter 4
includes a discussion of on-line services such as America On-Line, Prodigy, Compuserve,
and the Dow Jones News Retrieval System. The reader will also find new material on the
Internet and how its use can be optimized.

The threat of inflation has once again become a reality in the financial markets. The
debacle in the bond market in the mid-1990s can be directty traced to fears of rapid price
increases. In the fifth edition, the authors have given additional attention to the issue of
inflation and its impact on the investment choice between real and financial assets. While
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the authors do not know whether inflation has returned to the investment landscape, we
do know that it is important that students be prepared to deal with these issues.

From a structural viewpoint, we have moved the chapter on“Time Value of Money and
Investment Applications” from the main body of the text to Appendix E. This change was
in response to comments from current users that the material was covered previously in
financial accounting and financial management courses and should be optional in nature.
For those who would like a review of time value of money, the material is retained in
Appendix E.

Real World Emphasis

We believe in establishing a very sound base for analysis. For example, in Chapter 7 the
student is strongly encouraged to use appropriate valuation techniques to evaluate
equities. These include present value techniques under different assumptions of growth
rates. Similar approaches are used to evaluate bonds, options, and other forms of
investments. At the same time, we consider it essential that real-world material be
integrated into the analysis. For example, when valuing equity securities in Chapter 7, the
common stock of J. M. Smucker is used rather than a hypothetical firm. Ratio and
financial statement analyses in Chapter 8 are focused through the eyes of one reading the
Coca-Cola annual report. The discussion of convertible bonds in Chapter 14 is based on
securities issued by Telxon. The same principle is followed in virtually every chapter of
the book as indicated by the List of Selected Real World Examples immediately following
the Table of Contents.

End-of-Chapter Material

In terms of end-of-chapter material, many options are available, thus allowing the
instructor to select those end-of-chapter options that best meet his or her objectives.

Kev Terms AND CONCEPTS - At the end of each chapter is a listing of the key terms and
concepts with page references. These items are fully defined in the glossary.

Discussion Questions These questions address the important topics covered in each
chapter. They can be used for class discussion or completed individually by students.

Prosiems The problems are carefully annotated in the margin to indicate the topic
covered. For each chapter, problems are provided for students to apply the concepts
learned in that chapter.

CFA Quesnons To further reinforce the student’s learning process, many of the
analytical chapters also have questions and solutions from prior CFA Level I exams. The
intent is to illustrate that much of what the students are learning is in line with what
professional
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financial analysts are expected to know for certification. These questions are denoted by
an icon in the margin.

Te Wau Streer Journat Prosects  As previously described, every chapter in the book
has a Wall Street Journal Project that serves as an extremely effective learning tool.
Current information from The Wall Street Journal is used to illustrate major points in the
chapter. In addition, this feature illustrates the value of The Wall Street Journal for both
the student and the business finance community.

Crmicat THoueHT Cases  These cases are presented at the end of Chapters 2, 3, 8, 10, 11,
16 and 19. Designed to stimulate lively class discussion, the cases cover timely topics
such as: insider trading, conflicts of interests in broker-customer relationships, and the use
and misuse of derivatives.

U.S. Equmes ONFLoppy Exercises  For those who desire a computer interactive course,
U.S. Equities OnFloppy Exercises are included in Chapters 1--8, 10, 18, 21 and 22. These
exercises are identified by an icon in the margin. For more information on U.S. Equities
OnFloppy, please turn to the section on student supplements.

Seectep RerereNces Organized by topic, this list of references provides an up-to-date
overview of relevant books and articles.

For Instructors

INsRuctor’s MANUAL  The Instructor’s Manuat includes detailed solutions for all text
problems (set in large type for convenience in making transparencies), as well as teaching
strategies for all 22 chapters.

Test BANK  The Test Bank has well over 1,000 questions, including true-false, muitiple-
choice, matching quizzes, and many problems for those chapters that lend themselves to
problem material.

TransPARENCY MasTERs  Averaging over a dozen transparency masters per chapter, this
supplement allows instructors to visually present important topics in class. The masters
include chapter outlines, brief explanations of key concepts, selected examples, and
important tables and figures.

INvestmeNTs TempLates  These LOTUS 1-2-3 templates are based on the calculations and
formulas found in Fundamentals of Investment Management. They are designed to test
the sensitivity of the investment relationships found in the chapters of the text. The
software will allow students to solve many of the end-of-chapter problems. For example,
the templates and exercises include the stock valuation models found in Chapter 7, bond
valuation, duration calculations, convertible bond analysis, option pricing models, and
portfolio analysis models.




Preface xi

ViDEos Part of the Irwin Finance Video Series, these video segments highlight and
reinforce the topics covered in each chapter. Using the videos helps bring finance to life
for students.

For Students

Seir-Stupy SoFTwARE  The equivalent of an electronic study guide, this Windows-based
software provides students with multiple choice, true/false, matching and fill-in exercises
for each chapter of the text. Self-Study Software includes help screens and question hints
to aid the student both in using the program and in completing the exercises. Self-Study
is sold separately as well as available at a reduced price when packaged with the text.

U.S. Equmes ONFiopry A Morningstar product, U.S. Equities OnFloppy is a fundamen-
tal database and analysis system of approximately 6,000 companies with common stock
trading on the NYSE, AMEX, and NASDAQ national market exchanges. The educational
version of U.S. Equities OnFloppy can be packaged with Fundamentals of Investment
Management at a reduced package price. The software can be used to solve selected
end-of-chapter exercises, which are indicated by an icon. The U.S. Equities OnFloppy
User’s Manual, prepared by William Remaley at Susquehanna University, offers over 60
investment and corporate finance projects to provide your students with even more
applications. U.S. Equities OnFloppy data is timely, offered each July for fall orders and
updated for the spring semester. Please contact your Irwin representative for further
details on how to package U.S. Equities OnFloppy with the fifth edition.

FinanciaL Anatysis with AN Eiectronic CALculATOR  Designed to enable students to master
the use of financial calculators and develop a working knowledge of financial mathemat-
ics and problem-solving, this supplement by Mark A. White, University of Virginia is
helpful for the student who needs to enhance skills learned in the introductory financial
management course. Complete instructions are included for solving all major problem
types on three common models: Hewlett-Packard HP-10B, Sharp Electronics EL-733-A,
and Texas Instruments BA II Plus.
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