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Disclaimer

The information provided on these Cheat Sheets is for educational and informational
purposes only and does not constitute financial, investment, tax, or legal advice. The
content is not personalized financial guidance and should not be relied upon for making

investment decisions.

Investing involves risks, including the potential loss of principal, and past performance is
not a guarantee of future results. finance-tips.ai and its authors are not registered financial

advisors, brokers, or fiduciaries.

All information is provided “as is” without warranties of accuracy, completeness, or
reliability. While we strive to provide helpful insights, inance-tips.ai is not responsible for
any financial losses incurred from using this material. Readers should conduct their own

research and consult a licensed financial professional before making investment decisions.

Any references to third-party sources or external links are for informational purposes only
and do not constitute an endorsement. finance-tips.ai has no control over third-party

content and assumes no liability for its accuracy or applicability.

By using these cheat sheets, you acknowledge and agree that finance-tips.ai and its
contributors are not liable for any financial decisions or outcomes resulting from the use

of this information.
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Introduction to Investing: Key Concepts

Investing is the process of allocating money into assets like stocks, bonds, mutual funds, or real estate to grow

wealth over time. It's a fundamental tool for achieving long-term financial goals and building financial security.

Importance of Investing N
Investing is essential to outpace inflation and grow FUNDAMENTAL PRINCIPLES

wealth. Simply saving money in a low-interest account
may not keep up with inflation, eroding purchasing power

Risk and Return: Every investment

over time. Investing enables wealth creation, ensuring carries some level of risk. Typically,
financial stability for major life goals like retirement, higher potential returns involve greater
buying a home, or funding education. It also provides an risk. Understanding this trade-off is

opportunity to generate passive income. : .
PP yrosg P crucial when selecting investments.

Setting Financial Goals Diversification: Spreading investments

. 4 , across different asset types reduces
Before investing, define clear, achievable goals. Ask yourself:

risk. A diversified portfolio helps
= What am | investing for? (e.g., retirement, a home, education) cushion against losses in any single

= How much risk am | comfortable with? asset class.

= What is my investment timeline? Compounding: By reinvesting earnings,

_ . _ investments grow exponentially over
Short-term goals (under five years) might be better suited ) _
L . . time. The earlier you start, the more
for low-risk investments like savings accounts or bonds,

while long-term goals can accommodate riskier assets like compounding works in your favor.

stocks, which offer higher growth potential.

Key Takeaway: Investing is a journey, not a sprint. By setting clear goals, understanding basic
principles, and staying committed, you can harness the power of investing to achieve financial

freedom. Start small, invest consistently, and let time and compounding work their magic!
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Types of Investment Accounts

Investment accounts can be broadly categorized into taxable accounts and retirement accounts, each

serving different purposes and having distinct tax implications.

Taxable Investment Accounts

These accounts are versatile and do not have
restrictions on contributions or withdrawals.
Common types include:

= Brokerage Accounts: Allow you to buy and sell
stocks, bonds, ETFs, and mutual funds. Earnings are
subject to capital gains taxes and dividends are taxed
as income.

= Margin Accounts: Similar to brokerage accounts but
allow borrowing money to invest, which increases
potential returns and risks.

Best For: Investors seeking flexibility, such as saving for
non-retirement goals or wanting to access funds anytime.

N

CHOOSING THE RIGHT ACCOUNT

Taxable accounts offer flexibility, while
retirement accounts provide powerful tax
benefits. The choice depends on your fi-
nancial goals, time horizon, and current vs.
expected future tax rates. Combining both

can create a balanced investment strategy.

Retirement Investment Accounts

These accounts offer tax advantages to encourage
long-term saving but have restrictions on when and

how you can withdraw funds.

TRADITIONAL ACCOUNTS

= 401(k): Employer-sponsored plans that allow pre-tax
contributions, reducing taxable income now. With-

drawals in retirement are taxed as ordinary income.

= |RA (Individual Retirement Account): Also allows

pre-tax contributions with tax-deferred growth.

Best For: Those looking to lower current taxes and save

for retirement.

ROTH ACCOUNTS

= Roth IRA: Contributions are made with after-tax
dollars, but withdrawals (including earnings) are

tax-free in retirement.

= Roth 401(k): Combines employer-sponsored structure
with the tax-free growth benefits of a Roth.

Best For: Investors expecting to be in a higher tax bracket

in retirement or seeking tax-free withdrawals.

OTHER RETIREMENT ACCOUNTS

= SEP IRA and SIMPLE IRA: Designed for small
business owners and self-employed individuals,

offering high contribution limits and tax advantages.

= HSA (Health Savings Account): Often overlooked,
HSAs allow tax-deductible contributions, tax-free
growth, and tax-free withdrawals for qualified

medical expenses.
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Choosing a Brokerage

Choosing the right brokerage is crucial for successful investing. Start by defining your investing goals—whether

for retirement, wealth-building, or trading. Your goals will shape the features and services you prioritize.

Fees and Commissions

Many brokerages now offer commission-free trades
for stocks and ETFs. If you're investing in mutual
funds or other products, check for low expense ratios
or no-load options. Watch for hidden fees like account
maintenance or inactivity charges.

Account Types

Ensure the brokerage supports the account you
need—tax-advantaged accounts like IRAs for
retirement or taxable accounts for general investing.
Confirm they offer the investment vehicles you plan
to use, such as stocks, ETFs, bonds, or options.

Platform and Tools

A user-friendly platform is essential. Beginners may prefer
intuitive interfaces and educational resources, while
active traders might need advanced charting tools and
real-time data. Mobile apps are key for flexibility.

Research and Education

Look for robust research tools, stock screeners, and
in-depth market analysis. Many brokerages also offer
tutorials and webinars to help beginners.

Minimum Balance Requirements

Some brokerages have no minimum deposit, making them
ideal for beginners. Others may require a higher deposit—
choose one that matches your financial situation.

Customer Support

Reliable and accessible support is important, especially
for new investors. Look for options like 24/7 live chat
or phone assistance.

Security and Reputation

Ensure the brokerage is a member of SIPC, which protects
investments up to $500,000, and implements strong
cybersecurity measures like two-factor authentication.

Payment for Order Flow (PFOF)

Many brokerages make money by routing your trades
through specific market makers in exchange for com-
pensation—a practice called PFOF. This allows for
commission-free trading but might result in slightly
worse trade execution or pricing. Research how a
brokerage manages PFOF and whether they prioritize
high-quality trade execution for clients.

Understanding how a brokerage profits, including PFOF, ensures transparency. Compare options

carefully and choose a brokerage that aligns with your needs and investing style.
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Comparing Top Brokerages

When selecting an investment account provider, it's essential to consider factors such as fees, investment op-

tions, customer service, and platform usability. Here's a comparison of five top providers:

1. Fidelity Investments

Fidelity offers a comprehensive range of investment
options, including stocks, bonds, ETFs, and mutual
funds. It provides commission-free trades for stocks
and ETFs, with options trades at $0.65 per contract.
Fidelity is renowned for its robust research tools and
educational resources, making it suitable for both
beginners and experienced investors. Additionally,
there are no account minimums or annual fees for [RAs.

2. Charles Schwab

Charles Schwab provides a wide array of investment
products and services, including commission-free
trades for stocks and ETFs, and options trades at
$0.65 per contract. The platform is user-friendly and
offers extensive research tools. Schwab also supports
various account types, such as traditional and Roth
IRAs, with no account minimums.

3.E¥TRADE

ETRADE offers a diverse selection of investment
options, including stocks, bonds, ETFs, and mutual
funds. It provides commission-free trades for stocks
and ETFs, with options trades at $0.65 per contract.
ETRADE's platform is known for its ease of use and
offers a variety of educational resources. There are no
account minimums for IRAs, and the broker provides
24/7 customer support.

4. Vanguard

Vanguard is renowned for its low-cost mutual funds
and ETFs, making it ideal for buy-and-hold investors. The
platform offers commission-free trades for stocks and
ETFs, though it has a more basic interface compared
to other providers. Vanguard's focus is on long-term,
passive investing, and it provides a range of retirement
accounts with no account minimumes.

S. Merrill Edge

Merrill Edge combines self-directed and guided
investment options, offering a variety of investment
products, including stocks, bonds, ETFs, and mutual
funds. It provides commission-free trades for stocks
and ETFs, with options trades at $0.65 per contract.
The platform integrates with Bank of America accounts,
offering a seamless banking and investing experience.
Merrill Edge also provides robust research tools and
24/7 customer support.

When choosing an investment account provider, assess your individual investment goals, preferred

investment types, and desired level of account management. Each of these providers offers unique

strengths tailored to different investor needs.
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Risk & Return Fundamentals

Risk and return are central concepts in investing, describing the potential outcomes and uncertainties

associated with financial decisions.

Risk refers to the possibility of losing some or all of
an investment. It arises from various factors, such as
market fluctuations, economic shifts, or events
impacting a specific company or sector. Common
types of investment risk include:

= Market Risk: The overall movement of markets
affects most investments.

= Credit Risk: The chance that a borrower will default
on a loan or bond.

= Liquidity Risk: The difficulty of selling an investment
without a significant loss.

= Inflation Risk: The risk that returns will not outpace
inflation, eroding purchasing power.

Return is the profit or loss generated by an investment,
typically expressed as a percentage of the initial
amount invested. Returns come in two forms:

* Income: Regular payments, such as dividends
or interest.

= Capital Gains: Increases in the value of an asset.

The risk-return tradeoff states that higher potential
returns often involve higher risks. For instance:

= Low-Risk Investments: Options like savings accounts,
certificates of deposit, or government bonds offer
stability and modest returns.

= High-Risk Investments: Assets such as stocks or
emerging market bonds have higher potential returns
but greater volatility.

N

To navigate risk and maximize returns, consider:

Diversification: Spreading investments
across different asset classes, industries, and
geographies helps minimize exposure to any
single risk.

Risk Tolerance: Match your investment
strategy to your financial goals and comfort
level with uncertainty.

Time Horizon: Longer investment periods often
help smooth out short-term fluctuations.

By understanding risk and return, investors can make more informed choices, balancing the need

for security with the pursuit of growth. A thoughtful approach ensures investments align with both

current needs and future goals.
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Compounding Interest

Compounding interest is the process where the interest earned on an investment is reinvested, so you earn inter-

est on both the principal and the previously earned interest. This leads to exponential growth over time.

Key Concepts q
FORMULA:

= Principal: Initial amount of money invested or borrowed.

= Interest Rate: Percentage at which the money grows per period. P ( 1 + r \nt

= Compounding Frequency: How often interest is calculated
and added to the principal (e.g., annually, quarterly).

® Time: Duration the money is invested or borrowed. A: Total amount after t years

P: Principal amount

Benefits of Compoundin
P & r: Annual interest rate (decimal)

= Growth Over Time: Longer periods yield more growth.

. , n: Number of times interest is com-
= Reinvestment: Interest earns more interest.

pounded per year
= Exponential Growth: Faster increase in value.

t: Time inyears

Tips to Maximize Compounding

= Start Early: More time means more growth. Example:
* Reinvest Earnings: Keep earnings in the investment. Investing $1,000 at an annual interest rate of
= Regular Contributions: Add to your investment regularly. 5%, compounded annually for 5 years:

AMOUNT

A =1000 (1+20%)7x5
A =1000(1.05)°
A =1000x1.276

A=1276

[nterest =N Compounding After 5 years, the investment grows to
approximately 51,276.

Principal

A

YEARS

Conclusion: Compounding interest allows your money to grow faster over time. By understanding and

leveraging this concept, you can enhance your financial growth and achieve your goals efficiently.
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Diversification & Asset Allocation

Diversification and asset allocation are key strategies for reducing risk and optimizing returns in investing.

While they are related, they address different aspects of how to manage your investment portfolio.

Diversification

Diversification involves spreading investments across a
variety of assets to reduce risk. The idea is simple: “Don’t put
all your eggs in one basket.” By investing in different asset
types (e.g., stocks, bonds, real estate,and commaodities), indus-
tries, and even geographic regions, you decrease the impact
of poor performance from a single investment. For example,
if one stock or sector underperforms, gains in other areas of
your portfolio can offset the loss.

Diversification works because different investments often

respond differently to market conditions. For instance,
when stock prices fall, bond prices often rise, helping to

balance your portfolio. ‘
KEY PRINCIPLES:

Asset Allocation

Start Broad: Choose a mix of asset
Asset allocation determines how much of your portfolio

goes into different asset classes. It’s a high-level strategy
that reflects your financial goals, risk tolerance, and time

classes (stocks, bonds, real estate).

‘ Diversify Within Classes: Use mutual
horizon. For example:

funds or ETFs to spread investments
= A young investor with a long time horizon might allocate across companies and sectors.
80% to stocks and 20% to bonds for higher growth potential.

= A retiree, prioritizing stability, might choose 40% stocks Rebalance Regularly: Over time,
and 60% bonds for lower risk. portfolio values shift. Rebalancing

ensures your allocation stays aligned
The right allocation depends on your situation. More .

. . . with your goals.
aggressive allocations favor stocks for growth, while

conservative ones prioritize bonds for stability.

Diversification and asset allocation don’t eliminate risk but help manage it. Together, they create a balanced

portfolio that can weather market fluctuations while staying aligned with your financial objectives.

A
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Understanding Asset Classes

Asset classes are categories of investments that share similar characteristics and respond in predictable ways to

market conditions. Each plays a unique role in your portfolio, balancing risk and return based on your financial

goals and timeline. Understanding these helps you build a diversified portfolio that balances risk and return.

Stocks (Equities)

Stocks represent ownership in a company. When you buy
a stock, you become a shareholder and can benefit from
price appreciation and dividends. Stocks are typically higher
risk but offer higher potential returns over the long term.

Bonds (Fixed Income)

Bonds are loans you give to entities like governments or
corporations in exchange for regular interest payments and
the return of the principal at maturity. They are generally
less risky than stocks, making them ideal for stabilizing a
portfolio.

Cash and Cash Equivalents

These include savings accounts, money market funds, and
Treasury bills. They are highly liquid and low-risk but offer
minimal returns. These are suitable for short-term needs or
an emergency fund.

Real Estate

Investments in property or Real Estate Investment Trusts
(REITs) provide income through rent and potential capital
appreciation. Real estate can serve as a hedge against infla-
tion and adds diversity to your portfolio.

Commodities

Commodities like gold, oil, or agricultural products are tan-
gible assets. They can protect against inflation and market

volatility but are highly speculative and price-sensitive.less
risky than stocks, making them ideal for stabilizing a portfolio.

Cash and Cash Equivalents

These include savings accounts, money market funds, and
Treasury bills. They are highly liquid and low-risk but offer
minimal returns. These are suitable for short-term needs or
an emergency fund.
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Bonds (Fixed Income)

Bonds are loans you give to entities like governments or cor-
porations in exchange for regular interest payments and the
return of the principal at maturity. They are generally less risky
than stocks, making them ideal for stabilizing a portfolio.

Mutual Funds and ETFs

These pool money from many investors to invest in a mix of
assets, offering instant diversification. ETFs (Exchange-
Traded Funds) often have lower fees and trade like stocks,
making them accessible for beginners.

Alternative Investments

Assets like private equity, hedge funds, and collectibles
(e.g.,art,wine) fall here. They are less traditional and often
require significant expertise and capital.
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Financial Markets Overview

Financial markets are the systems that facilitate the buying, selling, and exchange of financial instruments like

stocks, bonds, and currencies. They connect buyers and sellers, enabling the flow of capital and playing a vital

role in economic growth.

Types of Financial Markets

TRADITIONAL ACCOUNTS
= Platforms like the New York Stock Exchange (NYSE)
and NASDAQ allow trading of company shares.

= |nvestors can buy shares directly or through funds in
the secondary market after companies initially raise
funds in the primary market through Initial Public
Offerings (IPOs).

BOND MARKETS
= Governments and corporations issue bonds in the

primary market to raise funds.

= Once issued, bonds are traded in the secondary
market, offering a venue for investors to buy and sell

debt instruments.
COMMODITY MARKETS

= Centers for trading physical goods like gold, oil, and

agricultural products.

= Key markets include the Chicago Mercantile Exchange
(CME) and the London Metal Exchange (LME).

FOREIGN EXCHANGE (FOREX) MARKETS

= The global marketplace for trading currencies.

= Decentralized and operates 24//, making it the larg-
est financial market in the world.

DERIVATIVES MARKETS

= Focus on contracts like futures, options, and swaps.

= These are traded on exchanges or over-the-counter

(OTC) and are often used for hedging or speculation.

How Financial Markets Operate

Primary Market: Where securities are created and sold

directly to investors.

Secondary Market: Where existing securities are

traded among investors.

Exchanges: Centralized platforms that ensure transpar-

ency and liquidity (e.g., NYSE, London Stock Exchange).

Over-the-Counter (OTC): Decentralized markets
where trading happens directly between parties with-

out an exchange.

Why They Matter

Financial markets drive economic activity, allocate
resources efficiently, and provide opportunities for
investors to build wealth. Understanding their structure
and function is essential for making informed

investment decisions.
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Stock Returns

Stocks represent ownership in a company, and they can generate returns for investors in two primary ways:

capital appreciation and dividends.

Capital Appreciation

This occurs when the stock price increases over time.
A stock’s price rises if the company grows its profits,
expands its market share, or benefits from positive
market conditions. For instance, if you buy a stock

at $50 and sell it at $70, your return is the $20 price
increase per share. However, stock prices can also

decrease, which means the value of your investment
could fall.

Factors influencing capital appreciation include:

= Company performance (earnings growth, innovation,
and market leadership)

= Economic conditions (interest rates, inflation, and
GDP growth)

= |nvestor sentiment (demand for the stock)

Dividends

Dividends are periodic payments made by some
companies to shareholders, typically from their
profits. For example, if a company pays a $2 annual
dividend per share and you own 50 shares, you'll
receive $100 annually. Dividends are more common
in established, stable companies and are attractive to
income-focused investors.

Risks

Returns are not guaranteed. Stock prices fluctuate
due to market conditions, and dividends can be
reduced or eliminated if a company faces financial
difficulties. Diversifying your investments helps
manage these risks.
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TOTAL RETURN:

Total return combines these two components:

TOtal Retum — _(Capital Gains + Dividends) X 100%

Initial Investment

Example: Suppose you invest $1,000 in a stock priced at

S50 per share (20 shares). Over a year, the price rises to $60,
and the company pays a $S2 per share dividend. Your capital
gainis $200 [(60 - 50) x 20 shares], and your dividend income
is S40 (20 x S2). Total return is $240 + $1,000 = 24%.
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Order Types

When trading stocks or other securities, understanding order types is crucial to executing trades effectively.

Here are the key order types investors should know:

Market Order Trailing Stop Order

A market order buys or sells a security immediately at the A trailing stop order adjusts dynamically based on
best available price. It guarantees execution but doesn’t price movements, allowing you to lock in profits
lock in a specific price. This type is ideal for highly liquid while limiting losses. It's set as a percentage or dollar
stocks where price fluctuations are minimal. amount below the market price.

Example: You place a market order to buy 10 shares Example: You set a trailing stop at 5% below the stock’s
of a stock priced at $50. It executes instantly at the price. If it rises to $100, the stop price adjusts to $95.

current market price, which might vary slightly.

Limit Order

A limit order specifies the maximum price you're
willing to pay when buying or the minimum price you'll
accept when selling. Execution is not guaranteed unless
the market reaches your specified price. This type offers
more control but may take longer to fill.

Example: You place a limit order to buy at $48. If the
stock drops to $48 or lower, the order is executed.

Stop Order (Stop-Loss Order)

A stop order converts into a market order once a

specific price, the “stop price,” is reached. It's used to
limit losses or protect gains.

Example: You own a stock at $50 and set a stop order
at S45. If the price falls to $45, the order sells the
stock at the best available price.

Stop-Limit Order

This combines a stop order and a limit order. Once the
stop price is reached, the order becomes a limit order,

executing only at or better than a specified limit price. Each order type offers distinct advantages.

Example: You set a stop price at $45 and a limit at $44. Choosing the right one depends on your

The stock will sell only between $44 and $45. investment goals and risk tolerance.

A
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Bid & Ask

In financial markets, the bid and ask prices are fundamental concepts that determine how securities are

bought and sold. They represent the ongoing negotiation between buyers and sellers, influencing trade

execution and market liquidity. Understanding bid and ask prices helps investors make better decisions and

minimize transaction costs.

Bid Price

= The bid is the highest price a buyer is willing to pay
for an asset.

= |f you're selling, you'll receive the bid price.

= Example: If a stock has a bid price of $50, it means
buyers are willing to pay up to $50 to purchase it.

Ask Price

= The ask (or offer) is the lowest price a seller is willing
to accept.

= |f you're buying, you'll pay the ask price.

= Example: If the ask price is $51, it means sellers are
willing to sell at $51.

Bid-Ask Spread

= The difference between the bid and ask price.

= A narrow spread (e.g., $50.00 bid and $50.05 ask)

suggests high liquidity and minimal transaction costs.

= A wide spread (e.g., $50.00 bid and $51.00 ask) may
indicate low liquidity or high volatility.

——— SPREAD

Market Orders vs. Limit Orders

= |f you place a market order to buy, you'll pay the ask
price; to sell, you'll receive the bid price.

= |f you place a limit order, you can set a desired bid
or ask price and wait for the market to meet your terms.

Impact of Supply and Demand

= When demand is high, the bid price tends to rise,
narrowing the spread.

= When supply is high, the ask price may decrease.

CAUTIONARY NOTE:

A

Be cautious when placing orders after market hours, as lower trading volumes can lead to wider

bid-ask spreads and increased price volatility. You may not get the price you expect, and sudden

price swings can occur when the market reopens.

By understanding bid and ask prices and being mindful of market timing, traders can navigate the

market more effectively and make informed trading decisions.
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Common vs Preferred Stock

When investing in stocks, it’s essential to understand the two main types: common stocks and preferred

stocks. Both represent ownership in a company, but they come with distinct features, benefits, and risks.

Choosing between them depends on your investment goals, risk tolerance, and income preferences.

Common Stocks

Ownership & Voting Rights: Common stocks represent
ownership in a company and typically come with voting
rights, allowing shareholders to vote on corporate
matters like electing the board of directors.

Profit Sharing: Common stockholders may receive
dividends, but payments are not guaranteed and are
often tied to the company's performance.

Risk & Reward: Common stockholders are last in line to
receive assets in case of liquidation, making these stocks
riskier. However, they also offer higher potential for
capital appreciation.

Preferred Stocks

Fixed Income: Preferred stocks function more like a
hybrid of stocks and bonds. They pay fixed dividends,
making them appealing to income-focused investors.

Priority: Preferred shareholders are prioritized over
common stockholders for dividend payments and
during asset distribution in liquidation scenarios.

Limited Growth: Preferred stocks generally do not offer
the same potential for price growth as common stocks.

Which to Choose?

Common Stocks: Best for investors seeking growth and
who are willing to take on more risk.

Preferred Stocks: |deal for those prioritizing
steady income and lower risk, with less concern for
capital appreciation.

KEY DIFFERENCES AT A GLANCE:

Dividends: Common stock dividends are
variable and not guaranteed. Preferred
stock dividends are fixed and paid regularly.

Voting Rights: Common shareholders
usually have voting rights; preferred
shareholders typically do not.

Risk: Preferred stocks are less risky due
to prioritized dividends but offer lower
potential for price gains compared to
common stocks.

Convertibility: Some preferred stocks
can convert into common shares,
offering flexibility.with your goals.

@his Certifies that

A s G WS LR o) EACH A
. f,‘ﬂr\v’-"\ 810 ‘»g‘gﬁ;}
e 2 B SNSRI = e

A

from the team at ¢ finance-tips.ai



Top 3 Stock Investing Strategies

Investing strategies are as diverse as the investors who use them. Whether you're a seasoned pro or just start-

ing your financial journey, understanding key approaches can help you align your portfolio with your goals,

risk tolerance, and time horizon. Here are some of the most popular:

g 4

Growth Investing

O |I||
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Value Investing

Value investing focuses on finding undervalued stocks
that trade below their intrinsic value, often using
metrics like Price-to-Earnings (P/E) or Price-to-Book
(P/B) ratios. Investors analyze company fundamentals,
including earnings, cash flow, and competitive position,
to identify stocks the market has overlooked. Patience
is key, as it may take time for the market to recognize
the stock’s true value. This strategy is best suited for
long-term investors and was popularized by

Warren Buffett.

Growth investing targets companies expected to grow faster than the overall market, often in innovative sec-

tors like technology or healthcare. These companies typically reinvest profits to fuel expansion rather than

paying dividends. Investors look for high earnings growth rates, strong revenue trends, and disruptive potential.

Growth stocks may have high valuations (e.g., high P/E ratios), reflecting their future potential rather than

current performance. While this strategy offers significant upside, it also carries higher volatility and risk.

Dividend Investing

Dividend investing emphasizes stocks that pay consistent and growing dividends, offering a steady income

stream. Investors assess metrics like Dividend Yield (annual dividend divided by stock price) and Dividend Payout

Ratio (percentage of earnings paid as dividends). This strategy appeals to those seeking reliable income, such as

retirees, and can also provide long-term capital growth through reinvested dividends. Dividend-paying companies

are typically established and financially stable, reducing risk compared to non-dividend-paying stocks.
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Key Metrics for Value Investing

Value investing focuses on finding undervalued stocks with strong fundamentals. Here are the essential metrics

and their ideal examples:

Price-to-Earnings Ratio (P/E)

Share Price

P/E Ratio = Earnings per Share
What it is: The ratio of a stock’s price to its earnings per
share (EPS).

Ideal Example: A P/E ratio below 15-20 is often
considered attractive for value stocks, depending on the
industry. Lower values (e.g., 10-15) are better in sectors
with slower growth.

Price-to-Book Ratio (P/B)

1~ = __Market Capitalization
P/B Rat'o Book Value of Equity

What it is: The ratio of a stock’s price to its book value
(assets minus liabilities).

Ideal Example: A P/B ratio below 1.5 suggests a stock may
be undervalued relative to its net assets.

Debt-to-Equity Ratio (D/E)

p— Total Debt
D/E Ratio = Total Shareholders Equity

What it is: Measures financial leverage.

Ideal Example: A D/E ratio below 0.5 is considered
conservative and less risky.

Dividend Yield

o e H = __Dividends per Share
Dividend Yield = Current Share Price

What it is: The annual dividend divided by the stock price.

Ideal Example: A yield above 3% is attractive, but it should
be supported by steady cash flow to ensure sustainability.

Free Cash Flow (FCF)
FCF = Cash from Operations - Capital Expenses

What it is: Cash available after capital expenditures.

Ideal Example: Consistent positive FCF, such as $5-10
billion for large-cap companies, indicates a solid financial
foundation.

Earnings Growth

What it is: The rate of increase in a company’s earnings.

Ideal Example: Annual growth of 5-10% for mature
companies; higher for growth-oriented sectors.

Margin of Safety

Current Share Price

Margln O_f Safety =1- Intrinsic Value Per Share

What it is: The discount to intrinsic value.

Ideal Example: Aim for a margin of safety of 25-50%,
ensuring a cushion against valuation errors.

Using these benchmarks, investors can filter for potentially undervalued stocks while balancing risk and

reward. Always consider industry-specific norms when assessing metrics like P/E or P/B ratios.

from the team at ¢ finance-tips.ai

A



Intrinsic Value of a Stock

Intrinsic value refers to the perceived true worth of a stock based on its fundamental characteristics, independent

of its current market price. It accounts for factors like the company’s financial health, future growth potential,

and economic conditions. Investors use intrinsic value to identify undervalued or overvalued stocks, aiming to

buy low and sell high.

Key Methods to Calculate Intrinsic Value

Discounted Cash Flow (DCF) Analysis:

DCF is the most popular method, focusing on the
company'’s projected future cash flows. Here's the
process:

Dividend Discount Model (DDM):

For dividend-paying stocks, DDM calculates intrinsic
value based on expected dividends:

Intrinsic Value = -2

= Estimate Future Cash Flows: Forecast the company’s Where D, = next year’s dividend
cash flows for the next 5-10 years. r = discount rate
= Determine the Discount Rate: Use the company’s g = dividend growth rate

Weighted Average Cost of Capital (WACC) or a

risk-adjusted rate.
Relative Valuation Metrics:
= Calculate the Present Value (PV): Discount future

cash flows to their present value using the formula: Compare the stock’s Price-to-Earnings (P/E) or Price-

PV = CF 4k 4 + CF. to-Book (P/B) ratio against industry peers or historical
(+o' - (d+n a+o averages to assess intrinsic value.
= Sum the PVs: Add the discounted cash flows to esti-

mate the stock’s intrinsic value.

PRACTICAL CONSIDERATIONS:

Calculating intrinsic value involves assumptions about growth rates, discount rates, and future
cash flows. These estimates can vary widely, so it’s crucial to use conservative inputs and
cross-check results using multiple methods.

A

In Summary: Intrinsic value is a fundamental measure that helps investors decide if a stock is worth
buying. While DCF and DDM are robust approaches, no single method is perfect. Combining techniques

and exercising sound judgment improves accuracy.
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Key Metrics for Growth Investing

Growth investing focuses on companies expected to grow faster than the overall market. Identifying such

opportunities involves analyzing specific financial and performance metrics:

Revenue Growth

Consistent and high revenue growth signals a company’s
ability to expand its market share, attract customers, and
scale operations. Look for a steady upward trend over
multiple quarters or years.

Earnings Per Share (EPS) Growth

EPS measures profitability per share. Rapidly increasing EPS
indicates the company efficiently converts revenues into
profits, which is a hallmark of successful growth companies.

Price-to-Earnings Growth (PEG) Ratio

The PEG ratio compares the Price-to-Earnings (P/E) ratio
to the company’s earnings growth rate. A PEG ratio below
1is generally favorable, suggesting the stock may be
undervalued relative to its growth potential.

Return on Equity (ROE)

ROE evaluates how effectively a company uses shareholders’
equity to generate profits. A high ROE, especially when
paired with manageable debt, indicates efficient growth.

Free Cash Flow (FCF)

Positive and growing free cash flow shows that a company
generates sufficient cash to reinvest in growth while
maintaining healthy operations. It also reduces reliance on
external financing.

Market Opportunity

Assess the size of the company'’s target market and its ability
to capture a meaningful share. Companies in expanding
industries or with disruptive products/services are often
strong growth candidates.

Debt Levels

Moderate or low debt levels ensure that growth isn't overly
dependent on borrowing, reducing financial risk in downturns.
The debt-to-equity ratio helps evaluate this balance.

Profit Margins

Strong and improving margins indicate operational
efficiency and pricing power. Gross, operating, and net
margins are critical to assess scalability.

Innovation and Competitive Edge

Growth companies often operate in innovation-driven
sectors. Look for unique products, intellectual property, or
competitive advantages that differentiate them from peers.

By focusing on these metrics, growth investors can identify companies poised for significant expansion,

while minimizing exposure to undue risk.
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Key Metrics for Dividend Investing

Dividend investing focuses on earning regular income through dividend-paying stocks. Evaluating the following

key metrics can help ensure the investments are sustainable and profitable:

Dividend Yield

Definition: The annual dividend per share divided by the
stock price.

What to Look For: A high yield can indicate good income
potential but may also signal risk if it's unsustainably high.
A yield between 2-6% is generally considered healthy.

Payout Ratio

Definition: The percentage of earnings paid out as dividends.

What to Look For: A payout ratio below 60% suggests the
company retains enough earnings for growth. A very high
ratio might indicate a risk of dividend cuts.

Dividend Growth Rate

Definition: The annualized percentage growth in dividends
over time.

What to Look For: Consistent dividend growth demonstrates
financial health and a commitment to rewarding shareholders.

Earnings Stability

What to Look For: Companies with stable or growing
earnings are better positioned to maintain or increase
dividends.

Free Cash Flow (FCF)

Definition: Cash generated after operating expenses and
capital expenditures.

What to Look For: Positive and sufficient FCF ensures the
company can afford dividends without borrowing.

Debt Levels

What to Look For: A low debt-to-equity ratio indicates
financial stability. High debt can strain a company'’s ability
to pay dividends during downturns.

Dividend History

What to Look For: Companies with a long history of paying
and increasing dividends are often more reliable.
Industry and Economic Sensitivity
What to Look For: Some sectors, like utilities, are known
for stable dividends, while others may be cyclical.
Valuation Metrics

What to Look For: Metrics like Price-to-Earnings (P/E) or
Price-to-Book (P/B) ensure the stock isn’t overpriced.

Focusing on these metrics helps balance income potential with risk, aligning dividend investing with

long-term financial goals.
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Market Capitalization

Market capitalization, or “market cap,” is a measure of a company’s total value as perceived by the stock market.

It is calculated by multiplying the current stock price by the total number of a company’s outstanding shares. For

example, if a company has 10 million shares trading at S50 each, its market cap would be S500 million.

Why It Matters

Market cap provides a snapshot of a company’s
size, which can help investors understand its
stability, growth potential, and risk profile. Companies
are often categorized into different groups based

on market cap:

Large-cap (over $10 billion): These companies
are typically well-established and considered

more stable, though they may offer slower growth.

Mid-cap ($2 billion to $10 billion): Often in
growth phases, mid-cap companies offer a

balance of risk and return.

Small-cap (under $2 billion): These companies
can provide high growth potential but are

usually riskier and more volatile.

Not a Complete Picture

While market cap is a useful metric, it doesn’t tell the
full story about a company’s financial health. It doesn’t
account for debt, assets, revenue, or profitability. For a
comprehensive analysis, investors should also consider
other factors like earnings, industry trends, and

management quality.

Market Cap vs. Enterprise Value

Market cap should not be confused with enterprise value
(EV), which accounts for debt and cash. EV provides a
more complete picture of a company’s worth,

particularly in scenarios like mergers or acquisitions.

Practical Use for Investors

Investors use market cap to build diversified
portfolios. For instance, someone seeking stability
might focus on large-cap stocks, while a high-
er-risk, higher-reward approach might include

small-cap stocks.

Market Capitalization = Latest Closing Stock Price x Total Diluted Shares Outstanding

In summary, market capitalization is a quick and easy way to understand a company’s market value,

but it’s most useful when combined with other financial metrics for a holistic view.
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Mutual Funds & Exchange Traded Funds

Mutual funds and exchange-traded funds (ETFs) are pooled investment vehicles that collect money from

multiple investors to buy a diversified portfolio of securities, such as stocks, bonds, or other assets. Both are

managed by professional fund managers and are designed to provide an accessible way to invest in a broad

range of assets with lower individual risk.

Mutual Funds

Mutual funds pool investors’ money to purchase a
specific mix of assets, typically aligned with a stated
goal like growth, income, or stability. Investors buy
shares directly from the fund at the end-of-day net
asset value (NAV), which is calculated by dividing
the total value of the fund’s assets by the number of
shares. Mutual funds can be either actively managed,
where fund managers aim to outperform a benchmark,
or passively managed, which simply track an index
like the S&P 500.

Pros:

= Diversification: Access to a wide range of assets.

= Professional Management: Expert oversight
of investments.

Cons:

= Fees: Management and administrative fees can

be higher, especially for actively managed funds.

= Liquidity: Trades are executed only at the
end-of-day NAV.

ETFs

ETFs operate similarly but trade on stock exchanges
like individual stocks. Their price fluctuates throughout
the trading day based on supply and demand. Most
ETFs are passively managed, tracking indices, but
actively managed ETFs are growing in popularity. ETFs
generally have lower expense ratios than mutual funds.

Pros:
= Lower Costs: Typically cheaper than mutual
funds due to lower fees.

= Liquidity: Can be bought and sold anytime
during market hours.

= Tax Efficiency: Often more tax-efficient due to
their structure.
Cons:
= Transaction Costs: May incur brokerage fees
when buying or selling.

= Volatility: Prices can fluctuate during the day,
potentially more than mutual funds.

KEY DIFFERENCE

N

While both offer diversification and professional management, mutual funds cater to
long-term investors with simplicity and flexibility, while ETFs provide cost efficiency
and liquidity for active traders or those seeking intraday trading flexibility.
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The Rise of ETFs

The rise of Exchange-Traded Funds (ETFs) is one of the most significant shifts in modern investing, driven by

their cost efficiency, flexibility, and transparency.

Global Growth of ETF Assets (2010-2023)
$10.5T

$9.8T

=
o

$6.3F

$3.47

Assets Under Management (Trillions of USD)

$2.2T

$1.0T

2010 2012 2014 2016 2018 2020 2022
Year

Cost Efficiency

ETFs typically have lower expense ratios compared to mutual
funds, making them a preferred choice for cost-conscious
investors. Most ETFs are passively managed, tracking indexes
like the S&P 500, which reduces the need for expensive
active management. This low-cost structure is particularly
appealing in a market where fees can significantly impact
long-term returns.

Flexibility and Accessibility

Unlike mutual funds, ETFs trade on stock exchanges like
individual stocks, allowing investors to buy or sell shares
throughout the trading day at real-time prices. This
flexibility provides investors greater control over
timing their transactions. Additionally, ETFs have no
minimum investment requirements, enabling participation
from investors with smaller amounts of capital.

Transparency and Innovation

ETFs disclose their holdings daily, offering investors a clear
view of their investments. This transparency, combined
with innovations like sector-specific ETFs, thematic funds
(e.g.,clean energy or Al),and bond ETFs, has expanded their
appeal. ETFs also offer tools for portfolio diversification,
even for novice investors.

Growth of Passive Investing

The increasing popularity of passive investing strategies,
which aim to match market performance rather than beat it,
has fueled ETF adoption. ETFs provide a simple, low-cost way
to gain exposure to various markets, aligning with this trend.

Broader Market Trends

Digital platforms and robo-advisors have incorporated
ETFs as core components due to their efficiency and
diversification. The elimination of trading commissions at
many brokerages has further bolstered ETF adoption,
making them more accessible to retail investors.

Debt Levels

Global ETF assets surpassed $10 trillion by 2023, reflecting
their rapid growth and appeal across all investor types.
While mutual funds still dominate in areas like retirement
accounts, ETFs are increasingly favored for their cost savings,
flexibility, and ease of use.

In summary, ETFs have risen to prominence by offering a combination of low costs, flexibility, and

transparency that meets the needs of modern investors.
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Active vs. Passive ETFs h

Active and Passive Exchange-Traded Funds differ primarily in how they are managed and their investment strategies.

Passive ETFs Active ETFs

Objective: Track the performance of a specific index Objective: Outperform a specific benchmark or
(e.g.,S&P 500). achieve specific investment goals.

Management: Passively managed. Fund managers Management: Actively managed by professionals who
replicate the holdings of the target index without make regular decisions about buying and selling securities.

frequent changes. Cost: Higher expense ratios due to research and

Cost: Lower expense ratios due to minimal trading frequent trading.

activity and simpler management. Performance: Potentially higher returns than the

Performance: Matches the index it tracks, delivering market but comes with greater risk. Success depends
market returns (not aiming to outperform). on the skill of the fund manager.

Suitability: |deal for investors seeking broad market Suitability: |deal for investors looking for targeted expo-
exposure, low fees, and long-term growth. sure, niche strategies, or attempting to beat the market.

N

KEY DIFFERENCES

Active ETFs Passive ETFS . .
Feature Passive ETFs Active ETFs
H; [T A
‘.‘I"“ T Management Passive Active
1
O Goal Track an index Outperform a
benchmark
Cost Lower fees Higher fees
Risk Lower Higher
Flexibility Limited High
@ @ (follows index) (manager discretion)

CHOOSING BETWEEN THEM
The choice depends on your investment goals:
¢ |f you value simplicity, low costs, and long-term growth, passive ETFs are likely a better fit.

e |f you're willing to take on higher fees and risks for the chance of higher returns, consider active ETFs.

By understanding your risk tolerance, investment horizon, and goals, you can decide which type of

ETF aligns with your strategy.

: A
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Bonds: Understanding Fixed Income Securities

A

Bonds are debt instruments issued by entities like governments, municipalities, or corporations to raise capital.

When you buy a bond, you're essentially lending money to the issuer in exchange for regular interest payments

(known as the coupon) and the return of the principal amount when the bond matures.
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Key Features of Bonds

Issuer: Bonds are issued by governments (Treasury
bonds), municipalities (municipal bonds), or

corporations (corporate bonds).

Maturity: The date when the issuer repays the
principal. Bonds can be short-term (less than 5 years),

medium-term (5-10 years), or long-term (10+ years).

Coupon Rate: The interest rate the bond pays
annually, typically fixed for the life of the bond.

Face Value (Par Value): The amount paid back to the
bondholder at maturity, often $1,000 per bond.

Why Invest in Bonds?
Stability: Bonds are considered safer than stocks
because they offer predictable income.

Diversification: Adding bonds to a portfolio reduces

overall risk.

Income Generation: Bonds provide steady interest

payments.

Risks to Consider
Credit Risk: The issuer may default on payments.
Credit ratings (AAA, AA, etc.) indicate risk levels.

Interest Rate Risk: Bond prices move inversely to

interest rates. Rising rates decrease bond prices.

Inflation Risk: Fixed payments lose value if inflation

rises unexpectedly.

Types of Bonds

Treasury Bonds: Issued by the government; low risk

but lower returns.

Municipal Bonds: Often tax-exempt; issued by

state/local governments.

Corporate Bonds: Higher risk but potentially higher

returns.

High-Yield (Junk) Bonds: Lower credit ratings, higher

risk, and higher interest rates.

How to Invest

You can purchase bonds individually through
brokers, or invest in bond funds or ETFs for
diversification.portfolios. For instance, someone

seeking stability might

In short, bonds are a cornerstone of conservative investing, offering predictable income and a way to

balance risk in a diversified portfolio.

A
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Bond Strategies: Hold vs Active Trading‘

When investing in bonds, you can choose between buy-and-hold and active trading strategies, each with

distinct goals and approaches.

Buy-and-Hold Strategy

This strategy involves purchasing bonds and holding
them until maturity. It's ideal for investors seeking
stability and predictable income. By holding bonds

to maturity, you:

Earn Fixed Interest: Receive consistent coupon

payments, regardless of market fluctuations.

Avoid Market Volatility: Changes in bond prices
won't impact your returns since you're not selling

before maturity.

Preserve Principal: Assuming the issuer doesn’t
default, you'll get back your initial investment.

This strategy works best for conservative investors
prioritizing income over capital gains, such as retirees

or those saving for specific goals.

Active Trading Strategy

Active trading focuses on buying and selling bonds
to capitalize on price changes in the bond market.

Traders often:

Seek Capital Gains: Buy undervalued bonds and
sell them when prices rise.

Leverage Market Trends: React to interest rate
changes, credit upgrades, or economic news.

Diversify Risk: Frequently adjust portfolios to

minimize exposure to declining sectors or issuers.

This strategy requires deep market knowledge and
constant monitoring. It can offer higher returns but

involves greater risk and potential losses.

Which to Choose?

The decision depends on your objectives:

Buy-and-Hold suits those prioritizing income
stability and risk reduction, especially if you prefer

a passive approach.

Active Trading is better for those aiming for
higher returns and who are comfortable with

greater risks and market involvement.

In summary, buy-and-hold is a steady and low-risk approach, while active trading offers potential

for higher gains but requires skill and vigilance. Both strategies can coexist in a portfolio, balancing

long-term stability with growth opportunities.
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Bond Ladder

Bond Laddering is an investment strategy designed to manage risk and generate steady income by purchasing

bonds with staggered maturity dates. The concept is straightforward: instead of investing all your money in

bonds maturing at the same time, you distribute it across bonds with varying maturity periods, such as 1 year,

3 years, 5 years, and so on.

How It Works

Staggered Maturities: By spreading out bond
maturities, you reduce the risk of locking all your funds
into one interest rate environment. When one bond
matures, you reinvest the principal into a new bond at
current interest rates, potentially benefiting from
higher rates.

Regular Income: A ladder ensures periodic payouts
from bonds reaching maturity. This creates a
predictable cash flow, useful for retirees or those
seeking consistent income.

Diversification of Risk: Bond laddering mitigates interest
rate risk (the chance that rates will rise and reduce bond
prices). If rates rise, you can reinvest maturing bonds
at higher yields. If rates fall, your longer-term bonds
continue earning higher fixed interest.

Benefits

Flexibility: You can adjust your ladder as goals or
market conditions change.

Liquidity: Regular maturities provide opportunities to
access cash without selling bonds prematurely.

Reduced Timing Risk: Spreading investments reduces
dependence on any single interest rate.

EXAMPLE OF ABOND LADDER:

N

Suppose you have $50,000 to invest. You might purchase:

e A 1-year bond with $10,000
o A 2-year bond with $10,000
o A 3-year bond with $10,000

o A 4-year bond with $10,000
o A 5-year bond with $10,000

Each year, as a bond matures, you reinvest its principal into a new 5-year bond, maintaining the ladder.

Bond laddering is ideal for conservative investors seeking income, preservation of capital, and a

hedge against market uncertainty. It’'s commonly used in retirement planning or by those managing

fixed-income portfolios.
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Bond Barbell

A bond barbell is an investment strategy that involves holding bonds at two extremes of the maturity spectrum:

short-term bonds (e.g., maturing in 1-3 years) and long-term bonds (e.g., maturing in 10+ years), while avoid-

ing intermediate-term bonds. This approach balances liquidity and income potential, resembling a barbell with

weights at either end.

How It Works

Short-Term Bonds: Provide liquidity and lower risk,
allowing reinvestment at higher yields as they mature.

Long-Term Bonds: Offer higher yields but are more
sensitive to interest rate changes, adding income stability.

By combining these extremes, investors can benefit from
short-term flexibility while locking in long-term yields.

Advantages

Flexibility: Short-term bonds adapt quickly to rising
interest rates, enabling reinvestment at higher yields.

Income Stability: Long-term bonds deliver consistent
interest income, beneficial when rates stabilize or
decline.

Risk Diversification: Spreading investments across
maturities mitigates exposure to interest rate
fluctuations.

Why It’s Effective in Rising
Interest Rates

The bond barbell strategy excels in a rising interest
rate environment:

Short-Term Bonds Capture Higher Yields:
Maturing short-term bonds allow reinvestment at
increasing rates, maximizing returns.

Long-Term Bonds Provide Stability: While
sensitive to rate increases, they lock in higher
initial yields and offer predictable income if held
to maturity.

Balances Risks: This approach hedges against
uncertainty by leveraging reinvestment opportunities
with short-term bonds and safeguarding against
future rate stabilization with long-term bonds.

Risks

Interest Rate Risk: Long-term bonds are more sensitive
to rate changes, impacting their market value.

Reinvestment Risk: Falling rates could reduce
income from maturing short-term bonds.

Who Should Use It?

This strategy suits investors seeking stability and
growth, particularly in rising or uncertain interest rate
environments. Retirees needing reliable income and
those anticipating fluctuating rates can benefit from
its balance of flexibility and income potential.

In summary, the bond barbell strategy effectively combines the benefits of short- and long-term

bonds, offering a dynamic way to manage risk and returns.
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Bond Bullet

A bond bullet strategy is an approach where an investor buys bonds with staggered maturities that all culminate, or
“mature,” at a single target date. This strategy is ideal for saving toward a specific financial goal, such as purchasing

a house or property, because it ensures that all the money invested becomes available at the desired time.

How It Works:

Choose a Target Date: Determine when you will need the funds
(e.g., 5 or 10 years from now to buy a home).

Buy Bonds: Purchase bonds with staggered maturities that align
with the target date. For example:

= |[n Year 1, buy a 10-year bond.
= |n Year 2, buy a 9-year bond.

= Continue this pattern until all bonds mature in the same year.

Benehfits:

Predictable Returns: Bonds typically pay fixed interest, so you can

estimate the amount available at maturity.

Reduced Risk: By investing in high-quality bonds, like government or

investment-grade corporate bonds, you minimize risk compared to stocks.

Synchronized Funds: All your investment capital becomes accessible

at the target date, making it perfect for timed expenses like a home ‘
down payment.

KEY CONSIDERATIONS:
Example: Saving for a Home Interest Rate Risk: Bond values
Let’s say you plan to buy a house or property in 10 years. You allocate may fluctuate if sold before maturity.

$50,000 into a bond bullet strategy: . ) ) )
Default Risk: Stick to high-quality

= Each year for 10 years, you purchase bonds that will mature in the bonds to avoid losses.

10th year.

= The interest earned on these bonds compounds or is reinvested, Inflation: Ensure the return keeps
increasing your final savings. pace with inflation, possibly by

= By the 10th year, all bonds mature, providing you with the Ffull using inflation-protected bonds.

$50,000 plus interest for your home purchase.

In summary, a bond bullet strategy provides a structured, low-risk way to save for large, future

expenses like a house, ensuring your funds are ready exactly when you need them.

A
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Bond Funds & ETFs

A bond fund is a type of mutual fund that pools money from multiple investors to purchase a diversified

portfolio of bonds. These bonds can include government, corporate, municipal, or international bonds. The

fund is actively managed by professionals who decide which bonds to buy, hold, or sell.

Bond Funds

A bond fund is a type of mutual fund that pools money
from multiple investors to purchase a diversified port-
folio of bonds. These bonds can include government,
corporate, municipal, or international bonds. The fund
is actively managed by professionals who decide which
bonds to buy, hold, or sell.

The primary benefits of bond funds are diversification
and liquidity. Since the fund invests in many bonds,
investors are less exposed to the risk of a single bond
defaulting. They also offer easier entry and exit
compared to owning individual bonds, as you can buy
or sell shares at the fund’s net asset value (NAV).

However, bond funds come with management
fees, which can eat into returns. They also lack a
fixed maturity date, so the income and principal
repayment depend on market conditions and fund
management decisions.

Bond ETFs (Exchange-Traded Funds)

Bond ETFs are similar to bond funds but are traded
on stock exchanges like individual stocks. Instead

of being actively managed, many bond ETFs track a
bond index, offering a passive, low-cost, highly liquid
investment option.

Bond ETFs provide transparency, as you can see

the bonds they hold, and their prices fluctuate
throughout the trading day. Like bond funds, they
offer diversification and liquidity, but they also tend
to have lower expense ratios compared to actively
managed bond funds.

The main downside is the trading cost. While ETFs
are generally cost-effective, frequent trading can
add up in fees. Additionally, their value can deviate
slightly from the underlying bonds’ value due to
market factors.

b—1

BOND FUNDS

N

CHOOSING BETWEEN BOND FUNDS AND ETFS

If you prefer professional management and are okay with slightly higher
fees, bond funds may be a better fit. If you want lower fees and the ability to

trade during market hours, bond ETFs might be ideal.
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Real Estate Investment Trusts (REITs) A

Real Estate Investment Trusts (REITs) are companies that own, operate, or finance income-producing real
estate. These assets can include commercial properties like office buildings, shopping malls, apartments, and
even infrastructure like data centers. REITs allow investors to earn returns from real estate without directly

owning or managing properties.

Why Choose REITs Over Stock Funds ‘
or Bonds? CONSIDERATIONS

Income Generation: REITs are required by law to

While REITs have many advantages, they

distribute at least 90% of their taxable income to

shareholders as dividends. This makes them an attractive are not without risks. They can be sensitive
option for investors seeking consistent, high-yield to interest rate changes, as rising rates
income compared to stock funds, which may focus more often make their dividends less appealing.
on growth, or bonds, which often have lower yields. Additionalty, certain sectors of the real
Diversification: RE|Ts offer exposure to real estate, estate market may experience downturns
a distinct asset class that performs differently than that affect REIT performance.

stocks or bonds. This diversification can help reduce
portfolio risk, as real estate values often do not cor-
relate closely with the broader stock market.

Inflation Hedge: Real estate often appreciates over
time, and rents typically rise with inflation. As a result,
REITs can provide a hedge against inflation, offering
protection that stocks or bonds may lack.

Liquidity and Accessibility: Unlike directly owning
property, REITs are traded on major stock exchanges,
offering liquidity and ease of access. Investors can buy
or sell shares as easily as they would with stocks,
without the challenges of managing physical properties.

Professional Management: RE|Ts are managed by
experienced professionals who handle property

acquisition, leasing, and maintenance. This eliminates
the hassle of direct real estate ownership while still

providing exposure to the real estate market.

Investors choose REITs for their strong dividend income, diversification, and inflation protection.
For those looking to balance income and growth with real estate exposure, REITs can complement
a portfolio of stocks and bonds.

A
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Types of REITs

Real Estate Investment Trusts (REITs) come in various types, each focusing on specific real estate assets or

investment strategies. Here’s an overview of the main types:

Equity REITs

Equity REITs own and manage income-generating
properties such as office buildings, shopping centers,
apartments, hotels, and warehouses. Their revenue
primarily comes from renting or leasing these properties.
These are the most common type of REITs and are
ideal for investors seeking steady dividend income
and potential property value appreciation.

Mortgage REITs (mREITs)

Mortgage REITs provide financing for income-
generating properties by purchasing or originating
mortgages and mortgage-backed securities. They earn
income through interest payments on these loans.
mREITs are more sensitive to interest rate changes
and tend to have higher yields, but they also carry
greater risk due to fluctuating borrowing costs.

Hybrid REITs

Hybrid REITs combine features of both Equity and
Mortgage REITs. They invest in properties for rental
income while also managing real estate loans. This
dual strategy allows for diversified revenue streams,
but hybrid REITs are less common than their
single-focus counterparts.

Publicly Traded REITs

These REITs are listed on stock exchanges and can
be easily bought and sold like stocks. They offer high
liquidity and transparency, making them accessible
for most investors.

Public Non-Traded REITs

Non-traded REITs are not listed on stock exchanges.
They offer less liquidity but may focus on long-term
asset appreciation. They often come with higher fees
and require more careful consideration.

Private REITs

Private REITs are not publicly traded and are generally
available only to accredited investors. They provide
limited transparency but may focus on specialized or
high-yield real estate opportunities.

Specialized REITs

Some REITs focus on specific sectors like healthcare
(hospitals, senior housing), retail, industrial (logistics,
warehouses), residential (apartments), or infrastructure
(cell towers, data centers). These allow investors to
target specific real estate markets.

Understanding the type of REIT is crucial to align your investment strategy with your financial goals

and risk tolerance.
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Key Metrics of REITs

Evaluating Real Estate Investment Trusts (REITs) involves analyzing key financial metrics, the underlying property

portfolio, and market factors to determine their potential for income and growth. Here's a concise guide:

Key Financial Metrics

Funds from Operations (FFO): FFO measures a REIT's
cash flow by adjusting net income for property
depreciation and sales. A growing FFO indicates
strong operational performance.

Adjusted Funds from Operations (AFFO): AFFO
deducts capital expenditures from FFO, offering a
more precise view of cash available for dividends.

Dividend Yield: Evaluate the yield by dividing annual
dividends by the share price. A competitive, sustainable
yield indicates good income potential.

Payout Ratio: Check the dividend payout ratio
(dividends as a percentage of FFO or AFFO). A
payout ratio above 90% might indicate limited
flexibility for growth or reinvestment.

Property Portfolio

Asset Type and Quality: Consider the type of
properties (e.g., retail, industrial, residential) and
their quality. High-quality assets in desirable locations
are less risky.

Tenant Base: Diversified, creditworthy tenants reduce
risk. Look for long-term lease agreements that provide
stable income.

Geographic Diversity: A REIT with properties spread
across regions or markets is better protected against
localized downturns.
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Market Factors

Economic Conditions: REIT performance often
depends on the health of the real estate market and
broader economy.

Interest Rates: Rising rates can impact REIT borrowing
costs and investor appeal relative to bonds.

Sector Trends: Different REIT types (e.g., healthcare,
retail) react differently to market trends. Ensure the
sector aligns with your outlook.

Management Quality

Experience and Track Record: Strong, experienced
management teams can optimize property performance
and capital allocation.

Growth Strategy: Look for REITs with clear plans for
expansion, acquisitions, or property improvements.

Debt Levels

Debt-to-Equity Ratio: Excessive leverage can make a
REIT vulnerable in economic downturns. Lower ratios
indicate greater financial stability.

By focusing on these areas, you can evaluate a REIT’s financial health, income potential, and long-term

growth prospects.
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Understanding Margin

Margin refers to the practice of borrowing money from a brokerage to purchase securities, using your existing

investments as collateral. This strategy can amplify potential gains but also increases risk.

When you open a margin account, you can buy securities worth more than your cash balance. For example,
with $5,000 in your account and 50% margin, you can purchase up to 510,000 worth of securities. The

remaining $5,000 is borrowed from your broker.

Key Terms

Initial Margin: The minimum amount you must contribute
to buy on margin (typically 50% of the purchase price,
as per U.S. regulations).

Maintenance Margin: The minimum equity you must
maintain in your account, usually 25% of the total
market value.

Margin Call: If your equity falls below the maintenance
margin due to market declines, your broker may issue a
margin call, requiring you to deposit more funds or sell
securities to meet the requirement.

Benefits of Margin

Increased Buying Power: Allows you to invest more ‘
than your cash balance.
EXAMPLE:
Potential for Higher Returns: Gains are amplified
because you control a larger investment. If you invest $10,000 in stocks with
$5,000 cash and $5,000 margin,
Risks of Margin and the stock value rises by 20%,
Magnified Losses: Losses are also amplified, potentially your $2,000 profit represents a 40%
exceeding your initial investment. return on your $5,000 cash invest-
Margin Calls: If the market declines, you may need to ment. However, if the stock value
add funds or sell assets quickly. drops by 20%, your $2,000 loss
Interest Costs: You pay interest on the borrowed funds, equals 40% of your cash.

which can erode profits.

Margin investing is best suited for experienced investors with a high risk tolerance. It’s important to

fully understand the terms, costs, and risks before using margin to avoid significant financial losses.

A
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Margin Calls

A margin call happens when an investor who has
borrowed money to buy securities (using a margin
account) does not have enough equity to meet the
required minimum maintenance level. Brokerage firms
require investors to maintain a certain percentage of
their account’s total value as equity—this is called the
maintenance margin, typically around 25% but can be
higher depending on the broker or regulations.

When the value of the securities in the margin
account drops, the investor’s equity also declines. If

it falls below the required maintenance margin, the
broker issues a margin call, demanding the investor to
deposit additional funds or securities to restore the
account balance to the required level. If the investor
does not meet the margin call, the broker has the right
to liquidate some or all of the investor’s holdings to
cover the shortfall.

What Happens If the Investor
Can’t Cover the Margin Call?

If the investor doesn’t have enough money or
assets to satisfy the margin call, the brokerage firm
can take the following actions:

= Forced Liquidation: The broker may sell securities in
the account without the investor’'s consent to cover
the shortfall, potentially locking in significant losses.

= Full Account Liquidation: If selling some securities
isn’t enough, the entire account could be liquidated.

= Personal Liability: If liquidation still doesn’t cover
the debt, the investor is personally responsible
for the remaining balance.

= Legal Action & Credit Impact: Unresolved debts
may lead to collections, lawsuits, and damage to
the investor’s credit score.

= Account Restrictions: The investor’s margin privileg-
es may be revoked, limiting them to cash-only trades.

EXAMPLE:

e Suppose an investor buys $10,000 worth
of stocks with $5,000 of their own money
and $5,000 borrowed on margin.

e |f the stock value drops to $6,000, the

investor’s equity falls to $1,000 (since
$5,000 is still borrowed).

e |fthe broker requires a 25% maintenance
margin, the investor must have at least
$1,500 in equity (25% of $6,000).

e Since the investor’s equity is below the
required $1,500 threshold, the broker issues
a margin call, requiring the investor to
deposit an additional $500 to restore
the required margin level.
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Derivatives

A derivative is a financial contract that derives its value from an underlying asset, such as stocks, bonds, com-

modities, currencies, or market indexes. Instead of owning the asset itself, investors use derivatives to speculate

on price movements, hedge risks, or gain exposure to markets in a cost-effective way.

Common Types of Derivatives

Futures: Contracts that obligate the buyer to purchase
(or the seller to sell) an asset at a predetermined price
on a specific future date. Futures are commonly used
in commodities and financial markets.

Options: Contracts that give the buyer the right,
but not the obligation, to buy or sell an asset at a
set price before a certain expiration date.

Swaps: Agreements where two parties exchange cash
flows or other financial instruments, often used to
hedge interest rates or currency risks.

Forwards: Similar to futures but privately negotiated
between two parties rather than traded on an exchange.

Why Use Derivatives?

Hedging: Investors and businesses use derivatives to
protect against potential losses due to price fluctuations
(e.g., airlines hedging fuel costs).

Speculation: Traders use derivatives to profit from
price changes without owning the asset directly.

Leverage: Derivatives allow control of large amounts
of assets with a relatively small investment, amplifying
potential gains (but also losses).

RISKS TO CONSIDER

Leverage Risk: While leverage can enhance profits, it can also lead to significant losses.

Market Volatility: Prices can change rapidly, leading to unpredictable outcomes.

Complexity: Some derivatives can be complex and require a deep understanding before investing.

Derivatives can be powerful tools for managing risk and enhancing investment strategies. However, they

come with risks such as potential losses from leverage, market volatility, and complexity. It's important

to fully understand how they work before using them in any financial strategy.
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How Stock Options Work

When buying an option, an investor pays a premium to the seller (or “writer”) of the option contract. If the
market price moves favorably, the buyer can exercise the option or sell it for a profit. If the market moves

unfavorably, the buyer can let the option expire, losing only the premium paid.

Key Components of Stock Options

Strike Price (Exercise Price): The price at which the stock
can be bought or sold.

Expiration Date: The deadline by which the option must be 4 UPTl UNS
exercised or it becomes worthless. :
Premium: The cost of purchasing the option contract. CUNTRACT

Underlying Stock: The stock that the option is based on.

Types of Stock Options

Call Options: Provide the right to buy a stock at the strike
price before the expiration date. Investors use call options

when they expect the stock price to rise.

Put Options: Provide the right to sell a stock at the strike — : ~ ,
price before expiration. Put options are useful when expecting P RS ~ Pe—=N
the stock price to decline. _m E_\ X_g—..” -

Additional Key Terms

Intrinsic Value: The value of an option if exercised immediately, calculated as the difference between the stock'’s
current price and the strike price (only if the option is profitable).

Time Value: The portion of an option’s price that reflects the time left until expiration and market volatility
expectations.

In-the-Money (ITM): A call option is ITM if the stock price is above the strike price; a put option is ITM if the
stock price is below the strike price.

Out-of-the-Money (OTM): A call option is OTM if the stock price is below the strike price; a put option is OTM if
the stock price is above the strike price.

At-the-Money (ATM): When the stock price equals the option’s strike price.

Stock options can be a powerful tool for investment but require a strong understanding of market

movements and risk management.

: A
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Common Pitfalls with Stock Options

Stock options can be a powerful investment tool, but they come with several pitfalls that can catch investors

off guard. Here are some of the most common mistakes to watch out for:

1. Ignoring Expiration Dates 4. Ignoring the Greeks

Options have a limited lifespan, typically ranging
from a few weeks to several months or even years
in the case of LEAPS (Long-Term Equity Anticipation
Securities). Many investors hold options too long,
hoping for a favorable price movement, only to
see them expire worthless. It’s crucial to monitor
expiration dates and have an exit strategy to either
exercise the option or close the position before it
becomes valueless.

2. Overleveraging

Options provide leverage, allowing investors to
control a large amount of stock with a relatively
small initial investment. While this can amplify
gains, it also increases the risk of substantial losses
if the market moves against the position. Investors
should be cautious when using leverage, ensuring
they fully understand the potential downside and
employ risk management strategies such as position
sizing and stop-loss orders.

3. Overpaying for Premiums

Options come with a price known as the premium,
which reflects factors such as time until expiration,
volatility, and intrinsic value. Investors sometimes
overpay for premiums, particularly when market
volatility is high. Paying too much can erode
potential profits, making it essential to assess
whether the potential reward justifies the cost.
Strategies like comparing implied volatility to
historical volatility can help avoid overpaying.

valuable addition to an investment strategy.

The Greeks (Delta, Gamma, Theta, Vega, and Rho)
provide insight into how an option'’s price will change
with various market factors. Failing to consider

these metrics can lead to poor decision-making.

5. Tax Implications

Stock options have complex tax treatments that
vary depending on the type of option (e.g., incentive
stock options vs. non-qualified stock options).
Failing to understand tax obligations, such as
short-term vs. long-term capital gains or the
alternative minimum tax (AMT) for incentive stock
options, can lead to unexpected tax liabilities.
Consulting with a tax professional can help
investors avoid costly mistakes.

Taking the time to educate oneself and applying disciplined trading strategies can make stock options a
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The Greeks of Stock Options

The “Greeks” of stock options are key risk metrics that help traders and investors understand how different

factors affect the price of an option. The primary Greeks include:

Delta (A)

Measures how much the price of an option will
change in response to a $1 change in the price of the
underlying stock.

= Call options have a delta between 0 and 1; put
options range between 0 and -1.

= A delta of 0.50 means the option’s price will move
$0.50 for every ST movement in the stock.

* |t also approximates the probability of an option
expiring in the money.

Gamma (')

Measures how much delta will change with a $1
change in the stock price.

= High gamma indicates delta changes rapidly, which
increases risk and reward potential.

= Gamma is highest for at-the-money options and
decreases as options go in or out of the money.

Theta (@)

Represents time decay, indicating how much value an
option loses each day as expiration approaches.

= Options lose value over time, with the effect
accelerating as expiration nears.

= Short-term options have higher theta decay
compared to long-term options.

Vega (V)

Measures sensitivity to changes in implied volatility.

= A higher vega means the option’s price is more
sensitive to changes in volatility.

= |ncreased volatility typically raises option prices,
benefiting buyers and hurting sellers.

Rho (Q)

Measures the effect of interest rate changes on an
option’s price.

= Call options gain value when interest rates rise,
while put options lose value.

= Rho is typically less significant compared to other
Greeks.

Understanding these Greeks helps traders manage risk, select appropriate strategies, and anticipate how

an option'’s price may behave under different market conditions. They can also be used to hedge positions

and optimize portfolios.
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Futures

A futures contract is a legally binding agreement to buy or sell an asset at a predetermined price on a set

future date. Unlike stocks, which represent ownership, futures are derivative contracts based on the price of an

underlying asset.

Key Features of Futures Contracts

Standardized: Traded on regulated exchanges with set
contract sizes, expiration dates, and asset
specifications.

Leverage: Investors can control large positions with a
fraction of the total contract value (margin), amplifying
both potential gains and losses.

Obligation to Buy/Sell: Unlike options, which give the
right but not the obligation to transact, futures require
execution at expiration unless closed earlier.

Settlement: Contracts can be physically settled
(actual delivery of the asset) or cash-settled (based on
price differences).

Common Uses of Futures

Hedging: Businesses use futures to lock in prices and
reduce financial risk. For example, airlines may use oil
futures to stabilize fuel costs.

Speculation: Traders buy and sell futures to profit
from price movements, often without intending to
take delivery of the asset.

Diversification & Exposure: Investors use futures for
broad market exposure, such as S&P 500 futures for
stock index investments.

Futures exist for commodities (oil, gold, corn),
financial instruments (stock indices, bonds), and
even cryptocurrencies. However, due to leverage,
they carry higher risk and require careful risk

management.

N

EXAMPLE

A wheat farmer fears falling prices at
harvest. In June, they sell a futures contract
to deliver wheat at $6 per bushel in Sep-
tember. If prices drop to S5 per bushel, the
farmer still sells at $6, securing a better price.

However if wheat prices rise instead of fall-
ing—say they increase to S7 per bushel by
September—the farmer still must sell at $6
per bushel because they locked in that price
with the futures contract. This means they
miss out on the extra $1 per bushel they
could have earned in the open market.

The buyer of the futures contract (likely a
grain processor or trader) benefits in this
case. They secured wheat at $6 per bushel
while the market price is now S$7, meaning
they get a better deal.

FUTURES

—CONTRACT
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Futures: Common Pitfalls

Futures trading presents unique challenges that even experienced investors can struggle with. Here are five of

the most common pitfalls specific to futures trading and how to avoid them:

Ignoring Contract Expirations &
Rollover Costs

Unlike stocks, futures contracts have expiration dates.
If traders don’t close or roll over their positions
before expiration, they may face unexpected con-
sequences—such as being required to take physical
delivery of a commodity or forced liquidation at an
unfavorable price. Rolling over contracts also incurs
additional transaction costs, which can eat into profits.

Mismanaging Initial &
Maintenance Margins

Futures require margin deposits to hold positions,
but traders often overlook maintenance margins—the
minimum balance required to keep a position open.
If an account falls below this level, traders must either
deposit more funds (a margin call) or have their
positions liquidated at a loss. This differs from stock
margin trading, where leverage ratios are generally fixed.

HOW TO AVOID THESE PITFALLS

= Monitor contract expirations and roll over

positions in advance.
= Keep sufficient margin to avoid forced liquidations.
= Be aware of the true exposure of each contract.

= Avoid holding physical-settlement contracts

until expiration unless prepared for delivery.

= Use limit orders and trade during liquid hours

to minimize slippage risks.

Overexposure Due to Contract Size

Futures contracts represent large quantities of an
asset (e.g., one crude oil contract controls 1,000 bar-
rels). This means even small price movements can lead
to substantial gains or losses. Traders often
miscalculate their true exposure, underestimating
how much capital is at risk with a single contract.

Underestimating Settlement Risks
(Cash vs. Physical Delivery)

Some futures contracts settle in physical delivery
rather than cash. If a trader holds a position until expi-
ry in such a contract, they may be obligated to receive
(or deliver) a commodity like crude oil or corn. This
can result in logistical nightmares and financial penal-
ties for those who aren’t prepared.

Market Gaps & Slippage in
Fast-Moving Markets

Futures markets, especially during economic reports or
overnight trading, can experience large price gaps. These
gaps can cause significant slippage, where an order exe-
cutes at a much worse price than expected—especially
for stop-loss orders. Unlike stocks, where after-hours
trading is more limited, futures markets operate nearly
24/7,increasing the risk of unexpected moves.

By staying informed and managing risk effectively,

futures traders can avoid these costly mistakes.
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Swaps

Swaps are financial agreements where two parties exchange cash flows, typically to manage risk or improve

financial positions. The most common types include interest rate swaps, currency swaps, and commodity swaps.
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TYPES OF SWAPS
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Interest Rate Swaps: The most common type, where one party exchanges

a fixed interest rate for a floating rate (or vice versa). Businesses use these

to hedge against interest rate fluctuations. For example,

a company with a variable-rate loan might swap payments with another

party that has a fixed-rate loan.

Currency Swaps: These involve exchanging principal and interest payments

in different currencies. They help companies reduce exposure to foreign

exchange risk. For example, a U.S. company needing euros can swap dollar

payments with a European firm that needs dollars.

Commodity Swaps: Used by companies dealing in commodities like oil or

metals, these swaps allow them to stabilize prices by exchanging fixed and

floating commodity prices.

How Swaps Work

= Swaps are not traded on exchanges
but occur over-the-counter (OTC),
meaning they are customized
between the parties involved.

= No principal is exchanged in
interest rate swaps—only the
difference between interest
payments.

= Currency swaps often involve
an initial and final exchange of
principal amounts.

Why Use Swaps?

Hedging Risk: Companies use
swaps to protect against interest
rate volatility, currency fluctuations,
or commodity price swings.

Lowering Costs: A firm with access
to cheaper fixed-rate financing can
swap with another that has better
floating-rate access, reducing
overall borrowing costs.

Speculation: Investors and financial
institutions use swaps to profit
from rate or price changes without
owning the underlying asset.

Risks of Swaps

Counterparty Risk: Since swaps
are OTC agreements, there's a risk
that the other party defaults on
payments.

Market Risk: Interest rates, exchange
rates, or commodity prices may move
unexpectedly, leading to losses.

Liquidity Risk: Finding a
counterparty for an existing
swap can be difficult if market
conditions change.

Swaps are powerful tools in finance, allowing companies and investors to manage risk effectively while

maintaining financial flexibility.
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Swaps: Common Pitfalls

While swaps offer flexibility and risk management benefits, they also carry unique risks that can catch investors

off guard. Below are five common pitfalls exclusive to swaps trading that every investor should be aware of:

Counterparty Risk

Swaps are over-the-counter (OTC) contracts, meaning they rely on the creditworthiness of the counterparty. If one
party defaults, the other faces significant financial loss. Using central clearinghouses or collateral agreements can
help reduce this risk.

Liquidity Risk

Unlike stocks or bonds, swaps do not trade on exchanges, making them relatively illiquid. Exiting a position before
maturity can be difficult and costly, especially in less common swap agreements. Investors may face unfavorable
pricing when unwinding a position.

Complex Pricing and Valuation

Swaps involve multiple variables such as interest rates, currency movements, or commodity prices. Mispricing due
to incorrect assumptions or model errors can lead to unexpected losses. Many investors underestimate how small
changes in these factors can significantly impact valuation.

Regulatory and Tax Implications

Swap agreements are subject to evolving regulations, including Dodd-Frank and Basel |11, which can affect costs
and compliance requirements. Additionally, tax treatment varies based on jurisdiction and type of swap, potentially
leading to unexpected liabilities if not properly accounted for.

Leverage and Hidden Costs

Swaps often involve leverage, amplifying both gains and losses. Margin requirements can change, leading to
additional capital calls. Investors may also overlook hidden costs such as bid-ask spreads, counterparty fees, and
operational costs, all of which can erode profitability.

Swaps can be powerful hedging and speculative tools, but their complexity and risks require careful risk
management. Proper due diligence, counterparty evaluation, and an understanding of market dynamics are

essential for successful swaps trading.

A
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Forwards

Forwards are financial contracts that function similarly to futures but with key differences. They are private
agreements between two parties to buy or sell an asset at a predetermined price on a future date. Unlike
futures, which are standardized and traded on exchanges, forwards are customizable and negotiated directly

between counterparties.

Key Features

Customization: The terms, including asset type,

quantity, price, and settlement date, are tailored 7

to the needs of both parties. ‘,};{‘; R EEISI[‘:’IEE% of
| | aNaN © Y. corree it

Counterparty Risk: Since forwards are not traded 1 ‘ i, ~ PRICE

on an exchange, there is a higher risk of default, ' '

meaning one party might fail to fulfll the contract.

COFFEE $2%% . {
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Settlement: Forwards typically settle at the contract’s
expiration, whereas futures often involve daily
settlements through a clearinghouse.

No Daily Mark-to-Market: Unlike futures, forwards
do not require margin adjustments based on daily

price changes. ‘
EXAMPLE:

Common Uses
Imagine a coffee producer agrees to sell

Hedging: Businesses use forwards to lock in prices 1,000 pounds of coffee beans to a retail-

for raw materials or foreign exchange to protect er at $5 per pound, with delivery in six

against price fluctuations. , ,
g P months. IF market prices rise to $6 per
Speculation: Investors may use forwards to bet on pound by then, the retailer benefits from
price movements without directly holding the asset. the lower locked-in price. If prices fall to
S4 per pound, the retailer still must pay

S5 per pound, potentially incurring a loss.

Forwards are widely used in commodities, foreign exchange, and interest rate markets, offering flexi-

bility but carrying greater default risk compared to futures.
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Forwards: Common Pitfalls

Forwards can be useful for hedging and speculation, but their structure also introduces unique risks. Since they
are customized, over-the-counter contracts, they lack the protections and standardization of exchange-traded

derivatives. This can lead to challenges that investors must carefully navigate.

Counterparty Risk

Forwards are private agreements, meaning there’'s no centralized clearinghouse to guarantee transactions. If one
party defaults, the other may face significant losses.

Lack of Liquidity

Unlike futures, forwards are not standardized and do not trade on an exchange. This makes them harder to exit
before expiration, potentially trapping investors in unfavorable positions.

Price Volatility and Mark-to-Market Risk

The agreed-upon forward price may become highly unfavorable as market conditions change. While there’s no daily
mark-to-market requirement like with futures, a drastic price move can result in large losses upon contract settlement.

Hedging Miscalculations

Forwards are often used for hedging, but incorrect assumptions about price movements, interest rates, or contract
terms can lead to ineffective protection—or worse, increased risk exposure.

Settlement Risk

Because forwards settle at expiration rather than daily, large cash obligations may arise unexpectedly. If an
investor hasn’t planned for this, it can strain liquidity and force unfavorable asset sales.

Creditworthiness of Counterparties

Since there’s no clearinghouse involved, investors must carefully assess the financial strength of their coun-
terparty. A financially unstable counterparty increases the risk of default.

Regulatory and Legal Issues

Forwards are over-the-counter (OTC) contracts, meaning they are less regulated than exchange-traded deriva-
tives. This can lead to legal disputes, unexpected tax implications, or compliance risks.

A
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Forex Trading

Forex trading (short for “foreign exchange”) is the buying and selling of currencies to profit from changes in

exchange rates. It’s the largest financial market in the world, with over S6 trillion traded daily.

Currencies are traded in pairs, like EURJ/USD (Euro/US Dollar). When you trade a currency pair, you're
buying one currency and simultaneously selling the other. If you think the Euro will rise in value against the
Dollar, you'd buy EUR/USD. If you think it will fall, you'd sell.

The first currency in the pair is the “base,” and the second is the “quote.” So if EUR/USD = 1.1000, it means 1
Euro equals 1.10 US Dollars.

Example Trade

Let’s say you believe the Euro will strengthen against

the Dollar.
= You buy 1,000 units of EUR/USD at 1.1000. €

= | ater, the price rises to 1.1050, and you decide to
close the trade.

= You made a 50 pip profit (1.1050 - 1.1000 = 0.0050).

= |f each pip is worth $0.10 (based on position size),
you earn $5.

N

Forex trading is usually done with leverage, meaning KEY TERMS:
you can control a larger position with a small amount )
of money. While this can amplify profits, it also in- Pip: Smallest price move in Forex
creases risk. usually 0.0001.

Risks Leverage: Borrowed capital to

Increase position size.

Forex markets are volatile. Prices move due to economic )
. y . Spread: The difference between the
data, interest rates, and geopolitical events. Risk

management tools like stop-loss orders are essential. buying (ask) and selling (bid) price.

Forex trading is accessible via online brokers and is popular among both day traders and long-term investors.

But it’s crucial to educate yourself and practice with demo accounts before trading real money.
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How to Read a Stock Chart

A stock chart visually shows a stock’s price over time, helping investors spot trends, patterns, and potential

entry or exit points.

Chart Types: Line vs. Candlesticks

Line Chart: The simplest form—connects closing
prices over time with a line. It's great for a quick view
of overall direction.

Candlestick Chart: More detailed. Each “candle” shows

the open, high, low, and close prices for a specific
time period.

= Green (or white) candles mean the price went
up; red (or black) means it went down.

= The thick body shows the open-close range,
while the thin “wicks” show the highs and lows.

Time Frames

Charts can show various time frames (1-day, 1-month,
1-year, etc.). Short-term traders may focus on intraday
or daily charts, while long-term investors may look at
weekly or monthly views.

Bearish
Candle Stick

Bullish
Candle Stick

Highest Price nghest Price
Closing Price  —» <— Opening Price
Opening Price —» <— C(losing Price
Lowest Price <—— Lowest Price

Volume

Volume shows how many shares traded during a specific
period—usually as vertical bars at the bottom of the chart.

= High volume = strong interest, often confirms a
price move.

= Low volume =

Moving Averages

These are lines that smooth out price data to show
trends over time. Common types:

= 50-day moving average (MA): Reflects
intermediate trends.

= 200-day MA: Long-term trend indicator. If the
stock price is above these lines, it often signals
strength. A cross above or below these lines can
signal a potential trend shift.

Support and Resistance

Though not always labeled, you'll notice price lev-
els where the stock repeatedly bounces (support) or
struggles to rise above (resistance). These can help
identify buy/sell zones.less risky.

Use multiple indicators together. For example, a candlestick breakout above resistance on high vol-

ume, with the price above the 50-day MA, could indicate a strong buying signal.
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Short Selling

Short selling is an investing strategy used when a trader believes a stock’s price will go down.

How It Works

1 Borrow the Stock: The trader borrows shares of a stock from a broker.

2 Sell the Borrowed Stock: The trader immediately sells these borrowed shares at the current market price.
3 Wait for the Price to Drop: The trader hopes the stock price falls.

4 Buy Back at a Lower Price: If the price does drop, the trader buys the same number of shares at the lower price.

5 Return the Shares: The borrowed shares are returned to the broker, and the trader keeps the difference as profit.

Example

* You short 10 shares of a stock at $100 each (total $1,000).
= The stock drops to $70.
= You buy back the 10 shares for $700.

= After returning the shares, you've made a $300 profit (minus fees or interest).

But if the stock goes up instead of down, you could lose money. In fact, losses from short selling are potentially
unlimited, since there’'s no cap on how high a stock price can rise.

N

KEY POINTS:
e Used to bet against a stock.

Q e Profits if the stock goes down, losses if it goes up.
¢ e Requires a margin account with a broker.

o Comes with interest and fees for borrowing.
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e Often used by professional traders or hedge funds.

o Can trigger a “short squeeze” —when rising prices
force short sellers to buy back quickly, driving the
price even higher.

It's a high-risk strategy and not typically recommended for beginners, but it can be a powerful tool in the right hands.

: A
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Tax Loss Harvesting

Tax loss harvesting is a strategy investors use to reduce their taxable income by selling investments that have
lost value. The idea is simple: when you sell an investment (like a stock, ETF, or mutual fund) for less than
what you paid for it, you realize a capital loss. You can then use that loss to offset capital gains you've made

from other investments—or even reduce your regular income up to a certain limit.

How It Works

1 Sell a losing investment: You sell an asset at a loss, locking in the capital loss.
2 Offset gains: That loss can be used to cancel out capital gains from winning investments in the same year.

3 Offset ordinary income: If your losses exceed your gains, you can use up to $3,000 of the remaining loss to
reduce your taxable income each year (51,500 if married filing separately).

4 Carry forward: If you still have unused losses after that, you can carry them forward to future tax years.

A

IMPORTANT RULE - THE WASH SALE:

You can’t repurchase the same or a “substantially identical” investment within 30
days before or after the sale, or the IRS will disallow the loss for tax purposes. This is
known as the wash-sale rule.

TAX LOSS Example
HARVESTI NG = You bought a stock for $5,000, but it’s now worth $3,000.

= You sell it and take a $2,000 loss.
CAPITAL CAPITAL
LOSS GAINS = You also sold another stock this year with a $2,000 gain.

= Your loss offsets your gain, so you owe no taxes on the gain.

Why Use Tax Loss Harvesting

= Lower your tax bill
= Improve after-tax returns

= Reinvest in similar (but not identical) assets to maintain your

e investment strategy

This technique is often used near year-end but can be done anytime throughout the year. It's especial-
ly useful in volatile markets. Tax loss harvesting is best used in taxable (non-retirement) accounts and

should align with your broader investment goals.

A
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