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Going Global
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Dow and S&P

 Dow Jones Industrial Average (DJIA) is an index of 30 "blue 

chip" U.S. stocks of industrial companies (excluding 

transportation and utility companies). 

 The S&P 500 Composite Stock Price Index is an index of 500 

stocks from major industries of the U.S. economy. The S&P 

500 Composite Stock Price Index is a capitalization-weighted 

index of 500 stocks intended to be a representative sample of 

leading companies in leading industries within the U.S. 

economy. Stocks in the Index are chosen for market size 

(large-cap), liquidity, and industry group representation.
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NASDAQ

 Nasdaq-100 Index

 The Nasdaq-100 Index is a "modified capitalization-

weighted" index designed to track the performance of a 

market consisting of the 100 largest and most actively traded 

non-financial domestic and international securities listed on 

The Nasdaq Stock Market, based on market capitalization. 
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Wilshire and Russell
 Wilshire 5000 Total Market Index  The Wilshire 5000 

Total Market Index measures the performance of all U.S. 

headquartered equity securities with readily available price 

data. The Index is a capitalization-weighted Index. The Index 

includes all of the stocks contained in the S&P 500 

Composite Stock Price Index. The Index is intended to 

measure the entire U.S. stock market.

 Russell 2000® Index The Russell 2000® Index is a 

capitalization-weighted index designed to measure the 

performance of a market consisting of the 2,000 smallest 

publicly traded U.S. companies (in terms of market 

capitalization) that are included in the Russell 3000® Index.
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Holding Your Securities—
 As an individual investor, you have up to three choices when it comes to holding 

your securities: 

 Physical Certificate —The security is registered in your name on the 

issuer's books, and you receive an actual, hard copy stock or bond certificate 

representing your ownership of the security.

"Street Name" Registration —The security is registered in the name 

of your brokerage firm on the issuer's books, and your brokerage firm holds the 

security for you in "book-entry" form. "Book-entry" simply means that you do 

not receive a certificate. Instead, your broker keeps a record in its books that 

you own that particular security. 

"Direct" Registration —The security is registered in your name on the 

issuer's books, and either the company or its transfer agent holds the security 

for you in book-entry form. The "Direct Registration System" (also known as 

"DRS") allows investors to transfer securities held this way. 
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Mutual Funds
 Key Points to Remember

 Mutual funds are not guaranteed or insured by the FDIC or any other 

government agency — even if you buy through a bank and the fund carries the 

bank's name. You can lose money investing in mutual funds.

 Past performance is not a reliable indicator of future performance. So don't be 

dazzled by last year's high returns. But past performance can help you assess a 

fund's volatility over time.

 All mutual funds have costs that lower your investment returns. Shop around, 

and use a mutual fund cost calculator at www.sec.gov/investor/tools.shtml to 

compare many of the costs of owning different funds before you buy. 
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Exchange-traded funds, or ETFs
 ETFs are investment companies that are legally classified as open-end companies

or Unit Investment Trusts (UITs), but that differ from traditional open-end 

companies and UITs in the following respects: 

 ETFs do not sell individual shares directly to investors and only issue their 

shares in large blocks (blocks of 50,000 shares, for example) that are known as 

"Creation Units."

 Investors generally do not purchase Creation Units with cash. Instead, they buy 

Creation Units with a basket of securities that generally mirrors the ETF’s 

portfolio. Those who purchase Creation Units are frequently institutions.

 After purchasing a Creation Unit, an investor often splits it up and sells the 

individual shares on a secondary market. This permits other investors to 

purchase individual shares (instead of Creation Units).

 Investors who want to sell their ETF shares have two options: (1) they can sell 

individual shares to other investors on the secondary market, or (2) they can 

sell the Creation Units back to the ETF.
13
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Index Funds

An "index fund" describes a type of mutual fund or unit investment 

trust (UIT) whose investment objective typically is to achieve 

approximately the same return as a particular market index, such 

as the S&P 500 Composite Stock Price Index, the Russell 2000 

Index or the Wilshire 5000 Total Market Index. An index fund will 

attempt to achieve its investment objective primarily by investing 

in the securities (stocks or bonds) of companies that are included 

in a selected index. Some index funds may also use derivatives 

(such as options or futures) to help achieve their investment 

objective. Some index funds invest in all of the companies 

included in an index; other index funds invest in a representative 

sample of the companies included in an index. 
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Variable Annuity

 A variable annuity offers a range of investment options. The 

value of your investment as a variable annuity owner will 

vary depending on the performance of the investment 

options you choose. The investment options for a variable 

annuity are typically mutual funds that invest in stocks, 

bonds, money market instruments, or some combination of 

the three. 

 Although variable annuities are typically invested in mutual 

funds, variable annuities differ from mutual funds in several 

important ways: 

15



Variable Annuity
 First, variable annuities let you receive periodic payments for the rest of 

your life (or the life of your spouse or any other person you designate). This 

feature offers protection against the possibility that, after you retire, you will 

outlive your assets. 

 Second, variable annuities have a death benefit. If you die before the insurer 

has started making payments to you, your beneficiary is guaranteed to receive a 

specified amount – typically at least the amount of your purchase payments. 

Your beneficiary will get a benefit from this feature if, at the time of your death, 

your account value is less than the guaranteed amount. 

 Third, variable annuities are tax-deferred. That means you pay no taxes on 

the income and investment gains from your annuity until you withdraw your 

money.
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Convertible

 Convertible Securities

 A "convertible security" is a security - usually a bond or a 

preferred stock - that can be converted into a different 

security - typically shares of the company's common stock. In 

most cases, the holder of the convertible determines whether 

and when a conversion occurs. In other cases, the company 

may retain the right to determine when the conversion 

occurs.
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Closed End Fund

 A "closed-end fund," legally known as a "closed-end 

company," is one of three basic types of investment company. 

The two other basic types of investment companies are 

mutual funds and unit investments trusts (UITs).

 Here are some of the traditional and distinguishing 

characteristics of closed-end funds:

 Closed-end funds generally do not continuously offer their 

shares for sale. Rather, they sell a fixed number of shares at 

one time (in an initial public offering), after which the shares 

typically trade on a secondary market, such as the New York 

Stock Exchange or the Nasdaq Stock Market. 
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Options

 Options Trading

 Options are contracts giving the purchaser the right to buy 

or sell a security, such as stocks, at a fixed price within a 

specific period of time. Stock options are traded on a number 

of exchanges, including:

 Chicago Board Options Exchange

 International Securities Exchange

 Before trading in options, you should educate yourself about 

the various types of options, how basic options strategies 

work, and the risks involved. 
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Pricing of Options
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Win or Lose Big  10-25-10

Sohu Beats Q3 Views As Search Ad Sales Jump 134%

By PETE BARLAS, INVESTOR'S BUSINESS DAILY Posted 06:02 PM ET

http://www.investors.com/NewsAndAnalysis/Article.aspx?id=551509&ven=yahoo
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Ex Dividend

 Here is an example:

 Declaration Date Ex-Dividend Date Record Date Payable 

Date 7/27/2004 8/6/2004 8/10/2004 9/10/2004 

 On July 27, 2004, Company XYZ declares a dividend payable 

on September 10, 2004 to its shareholders. XYZ also 

announces that shareholders of record on the company's 

books on or before August 10, 2004 are entitled to the 

dividend. The stock would then go ex-dividend two business 

days before the record date.
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Ex Dividend 2

 In this example, the record date falls on a Tuesday. Excluding 

weekends and holidays, the ex-dividend is set two business 

days before the record date or the opening of the market – in 

this case on the preceding Friday. This means anyone who 

bought the stock on Friday or after would not get the 

dividend. At the same time, those who purchase before the 

ex-dividend date receive the dividend.

 With a significant dividend, the price of a stock may move up 

by the dollar amount of the dividend as the ex-dividend date 

approaches and then fall by that amount after the ex-dividend 

date. A stock that has gone ex-dividend is marked with an "x" 

in newspapers on that day.
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Bond Funds

 "Bond funds" and "income funds" are terms used to describe 

a type of investment company (mutual fund, closed-end fund

or unit investment trust (UIT)) that invests primarily in 

bonds or other types of debt securities. Depending on its 

investment objectives and policies, a bond fund may 

concentrate its investments in a particular type of bond or 

debt security—such as government bonds, municipal bonds, 

corporate bonds, convertible bonds, mortgage-backed 

securities, zero-coupon bonds—or a mixture of types. The 

securities that bond funds hold will vary in terms of risk, 

return, duration, volatility and other features. 
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Bond Risk
 What is credit risk?

 Credit risk is the risk that the issuers of the bonds owned by a fund may default 

(fail to pay the debt that they owe on the bonds that they have issued). This risk 

may be minimal for funds that invest in U.S. Government bonds.

 What is interest rate risk? 

 Interest rate risk is the risk that the market value of the bonds owned by a fund 

will fluctuate as interest rates go up and down. For example, when interest rates 

go up, the market value of bonds owned by a fund generally will go down. 

Nearly all bond funds are subject to this type of risk, but funds holding bonds 

with longer maturities are more subject to this risk than funds holding bonds 

with shorter maturities. Because of this type of risk, you can lose money in a 

bond fund, including those that invest only in insured bonds or U.S. 

Government bonds.
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Bond Risks

 What is prepayment risk?

 Prepayment risk is the risk that the issuers of the bonds 

owned by a fund will prepay them at a time when interest 

rates have declined. Because interest rates have declined, the 

fund may have to reinvest the proceeds in bonds with lower 

interest rates, which can reduce the fund’s return. (Not all 

bonds, however, can be prepaid.)
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Super Dividends
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IPO Initial Public Offerings

Pricing Differences

 You may have found that there can be a large difference between 

the price of an initial public offering (IPO) and the price when the 

IPO shares start trading in the secondary market.

 The pricing disparities occur most often when an IPO is "hot" or 

appeals to many investors. When an IPO is "hot," the demand for 

the securities far exceeds the supply of shares. The excess demand 

can only be satisfied once trading in the IPO shares begins. This 

imbalance between supply and demand generally causes the price 

of each share to rise dramatically in the first hours or days of 

trading. Many times the price falls after this initial flurry of trading 

subsides.
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Employee Stock Options

 Many companies use employee stock options plans to 

compensate, retain, and attract employees. These plans are 

contracts between a company and its employees that give 

employees the right to buy a specific number of the 

company’s shares at a fixed price within a certain period of 

time. Employees who are granted stock options hope to 

profit by exercising their options at a higher price than when 

they were granted.

 Employee Stock Options Plans should not be confused with 

the term "ESOPs," or Employee Stock Ownership Plans, 

which are retirement plans.
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Example of Granted Stock Options

 Here’s an example of a typical employee stock option plan: 

an employee is granted the option to purchase 1,000 shares 

of the company’s stock at the current market price of $5 per 

share (the "grant" price). The employee can exercise the 

option at $5 per share—typically the exercise price will be 

equal to the price when the options are granted. Plans allow 

employees to exercise their options after a certain number of 

years or when the company’s stock reaches a certain price. If 

the price of the stock increases to $20 per share, for 

example, the employee may exercise his or her option to buy 

1,000 shares at $5 and then sell the stock at the current 

market price of $20.
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Economics  and Employees
 Companies sometimes revalue the price at which the options can 

be exercised. This may happen, for example, when a company’s 

stock price has fallen below the original exercise price. Companies 

revalue the exercise price as a way to retain their employees.

 Tax -While there are many different types of stock option plans, 

most plans involve many of the same basic elements. From a tax 

standpoint, however, there are two fundamentally different types 

of stock options -- so-called qualified stock options or "Incentive 

Stock Options" ("ISO's") and non-statutory or non-qualified 

options, sometimes referred to as "NSO's." While some plans may 

involve both types of options, there are two different sets of tax 

rules applicable to these two different types of options, ISO's and 

NSO's.
31
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Grant  exercise expire
 Grant, Exercise and Expire

To begin, employees are typically not granted full ownership of the options on 

the initiation date of the contract (also know as the grant date). They must 

comply with a specific schedule known as the vesting schedule when exercising 

their options. The vesting schedule begins on the day the options are granted 

and lists the dates that an employee is able to exercise a specific number of 

shares. For example, an employer may grant 1,000 shares on the grant date, but 

a year from that date, 200 shares will vest (the employee is given the right to 

exercise 200 of the 1,000 shares initially granted). The year after, another 200 

shares are vested, and so on. The vesting schedule is followed by an expiration 

date. On this date, the employer no longer reserves the right for its employee 

to purchase company stock under the terms of the agreement. 
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ISO NSO…
 Incentive stock options (ISO) receive special tax treatment:

The grant is not a taxable transaction. No taxable events are 

reported at exercise; however, the bargain element of an incentive 

stock option may trigger alternative minimum tax (AMT).

 For non-qualified stock options (NSO): The grant is not a taxable 

event.  Taxation begins at the time of exercise. The bargain 

element of a non-qualified stock option is considered 

"compensation" and is taxed at ordinary income tax rates. For 

example, if an employee is granted 100 shares of Stock A at an 

exercise price of $25, the market value of the stock at the time of 

exercise is $50. The bargain element on the contract is $2,500 

($50 - $25 x 100). Note that we are assuming that these shares are 

100% vested. 
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1 Year after exercise

 Hold for a year after exercise and get LTCG treatment.

 Otherwise ordinary income on gains.
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Gain, Lose, Momentum

http://finance.yahoo.com/marketupdate/overview?u
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Google Finance
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Yahoo Compare and Technical

REDF, BIDU, NASDAQ
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Analysts Opinions
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Insider Action
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Earnings call? When? Sell? Dip?
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News and World
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End of Class

 Thanks for being here.

Kindest Regards, George
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