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defined, 2
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Asset utilization ratios, 102, 105-108, 120
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Auto sales and stock prices, 140
Average collection period, 108
Average inventory period, 107, 108
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Backlog of orders index, 141
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book value, 99
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long-term debt, 99
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Bid price, 39
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Exchange (NYSE)
Black-Scholes model, 219-220
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Board, 131
Bogle, John, 22, 147, 241
Bonds, 189-200, 204-205
Baa, 195, 196
and balance sheet, 133
BBB, 195, 196
Build America Bonds, 198
call feature, 194
collateralized issues, 196
convertible bonds, 197
credit quality, 194-196
current yield, 191
debentures, 196
default, 191
duration, 193
equipment trust bonds, 196-197
generally, 33
high-yield bonds, 196
how to buy, 199-200
interest rates and bond prices,
192-194
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junk bonds, 196
long-term, 18
long-term rates, 192
medium-term, 18
Moody’s Investor Services, 195
mortgage bonds, 196
municipal bonds, 198
par, 190
prices, 191-192
principal payment, 190
rating categories, 154
short-term rates. 122-1093
Standard & Poor’s, 195
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Book value, 99
Book value per share, 99
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Brut, 46
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asset allocation, 20-21
asset classes, 17-20
diversification, 23-24
dollar cost averaging, 24-31
financial inventory guide, 4-11
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goals, defining, 12
investment insight, 13
investment margin, 11-12
life cycle and risk/-etinn mix, 15-16
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risk profile, 14-15
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Bull market, 3, 173-174, 184-187, 253
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Call options, 216, 227
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Capital expenditures, 101
Capital gains and losses, 68
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mutual funds, 85
realized, 76
sales, 2
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CDs. See Negotiable certificates of deposit
(CDs)
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Certified Financial Planner (CFP), 121
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(CFA)
Chamber of Commerce, 59
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reading, 171
Chicago Board Options Exchange
(CBOE), 37, 214
Chicago Stock Exchange, 37, 49
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Cisco, 70
Citigroup, 52, 70
CME Group, 210, 212, 214
Collateralized issues, 196
College savings plans, 82
Commercial paper, 33, 200
defined, 34
Commissions, 60-62, 221-222
Commodity markets, 40-41
Commodity products, 154-155
Common Customer Gateway (CCG),
41, 42, 68
Common stock, 33
and auto sales, 140
and balance sheet, 133-135
and capacity utilization, 139
and consumer confidence, 139
Consumer Price Index (CPI), 127--i39
and deflation, 137-138
and disinflation, 138
and economic indicators, 133-143
and employment, 129
estimates, 136-127
evaluating data, and prices, 141-143
and gross domestic product (GDP),
136-137
and housing sales, 141
and industry production, 139
industry-specific factors and stock prices,
140-141
and inflation, 137
macroeconomic factors and value,
136-140
and Producer Price Index (PPI), 138
and retail sales, 140-141
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value, reason for, 136-140
Company status, 155-157
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1ebentures, 133, 196
Debt-equity ratio, 108
Debt ratio, 109
Default, 191, 208
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Defined-benefit plans, 83
Defined-contribution plans, 83
Deflation and stock prices, 137-138
Depreciation, 92

accumulated depreciation, 98
Derivatives, 207-227

defining derivative instruments, 207-208

futures (see Futures contracts)

hedge funds (see Hedge funds)

options (see Options)
Designated Order Turnaround (DOT), 42
Direct purchase of securities, 62
Disclosure:
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Discount brokers, 73

commission schedules, 61

full-service versus, b5-57
Discounted cash flow (DCF), 160, 163-164
Disinflation and stock prices, 138
Distribution level, 176
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Dividend discount model (DDM), 160
Dividend reinvestment plans (DRIPs),
30, 62, 74
Dividends, 159-160
intrinsic value, 146
tax consequences, 75-77
yields, 187
DJIA. See Dow Jones Industrial Average
(DJIA)
DJTA. See Dow Jones Transportation
Average (DJTA)
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Consumer Protection Act, 52-53
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example, 27-29
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Dow Jones Industrial Average (DJIA), 18, 38,
171-173, 187. See also Dow theory
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(EBIT), 94, 104
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Earnings per share (EPS), 94-95
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ECNs. See Electronic communications
networks (ECNs)
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floor trading versus, 46—48
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operation of, 45-46
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Enron, 84, 85, 91
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(ESG) strategies, 149
Equipment trust bonds, 196-197
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ESAs. See Education savings accounts (ESAs)
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ETFs. See Exchange-traded funds (ETFs)
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and deflation, 137-138
and disinflation, 137-138
margin, 67
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Fiduciary standards, differences from
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FIFO method. See First-in, first-out method
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Fill-or-kill orders, 66
Financial Industry Regulatory Authority
(FINRA), 72
and over-the-counter (OTC) markets, 37
Financial position, determining, 3-4
Financial ratios, 102, 120
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105-108, 120
balance sheet, 95-99, 120
financial ratios, 102, 120
footnotes, 115
income statements, 91-95, 119-120
leverage ratios, 102, 108-109, 120
liquidity ratios, 102, 110-111, 120
market multiples, 112-114, 120
market value ratios, 102
profitability ratios, 102, 104-105, 120
ratios explained, 102-103
statement of cash flows, 99-101, 120
trustworthiness of, 115-119
FINRA. See Financial Industry Regulatory
Authority (FINRA)
First Call, 126
First-in, first-out method of
inventory, 116
Fitch Ratings Ltd., 195
529 plans, 82-83, 88
Fixed asset turnover, 106
Fixed claims, 135
Fixed-income securities, 33, 189-206. See
also Bonds; Money market securities;
Preferred stock; Trust preferred
securities
FLexible EXchange (FLEX) options, %1%
Floor brokers, 42
Floors, 176
Floor trading, electronic versuz, 46—-48
Forbes, 71
Forbes Investors Adviscry lustitute, 128
Forbes Special Situatici. Survey, 122, 129
Form ADV, 59, 60
Form 10-K (SEC), 90, 91
Form 10-Q (SEC), 90
401 (k) plans:
Roth 401 (k) plans, 81, 88
tax consequences, 80-82
Fraud, spotting, 116-117
Freaky Friday, 218
Free capital, 8
Free cash flows, 163
Front-end loads, mutual funds, 241
Full-service brokers, 73-74
commission schedules, 61
versus discount brokers, 55-57
questions to ask, 72
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specific topics
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Futures contracts, 208
defined, 209
delivery, 211-212
hedging, 212
market, 210-211
reversing trade, 211
single-stock futures (SSFs), 210, 214-215
speculators, 211-212
spot assets, 209-210
stock index futures, 212-214

GAAP. See Generally accepted accounting
principles (GAAP)
Gaps, 178-179
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(GARP)
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bonds, 190-191
price ctarifor, 170
stack synibols and ticker tape, 70
voime, 180
Gencrally accepted accounting principles
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Global Market, 39
Global Select Market, 39
Goals, defining, 12
Goldman Sachs, 34, 52, 57
Good-till canceled (GTC) orders, 64, 73
Google, 62, 70, 184
Google Finance, 71
Government reports, 131
Greenspan, Alan, 122
Gross domestic product (GDP):
and housing sales, 141
industry production, 136-137
Growth and income funds, 233-234
Growth at a reasonable price (GARP), 149
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Head and shoulders pattern, 175-176
Hedge funds, 243-245

Hedging, 212

Heteroscedasticity, 142

High-yield bonds, 196

Housing sales and stock prices, 141
Hulbert Financial Digest, 129
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Immediate-or-cancel orders, 66
Income funds, 233
Income statements, 91-95, 119-120. See also
Personal income statements
cost of goods sold (COGS), 92
depreciation, 92
earnings before interest and taxes (EBIT),
94, 104
earnings before taxes (EBT), 94
earnings per share (EPS), 94-95
extraordinary items, 94
price-earnings (P/E) ratio, 95
selling, general, and administrative
(SG&A) expense, 92
Independent, outside directors, 118
Index funds, 234
Individual retirement accounts (IRAs):
education IRAs (see Education savings
accounts (ESAs))
Roth IRAs, 79-80, 86-87
traditional IRAs, 77-78, 80
Industry outlook, 154-155
Industry production and stock prices, 139
Inflation:
industry production, 137
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Initial margin, 67
Initial public offerings (IPOs), 34, 53, 73, 184
Insiders, 118
Instinet, 46
Institute for Supply Managemen: ('SM), 141
Intangible assets, 98
Intel Corporation, 39, 70,177
Interest rates:
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options, 220
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International stock funds, 235
Internet, 91, 126, 169
In-the-money, 217
Intrinsic value, 145-145, 221
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average inventory period, 107, 108
balance sheet, 98
FIFO method, 116
illiquidity, 111
index, 141
LIFO method, 116
turnover, 106, 107
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sources for
active, 147-153
defined, 145
passive, 146-147
versus trading, 145-146
Investment capital, 8, 9
Investment Company Act of 1940, 240
Investment Company Institute, 229
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121-132
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brokerage house reports, trustworthiness
of, 128-129
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earnings releases, 125-126, 132
government reports, 15!
investment broker¢ ar,a dealer, 127
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professional.“rcdentials, obtaining, 121
Regulation Foie Disclosure, 125-126, 131
Securitizs and Exchange Commission
(SEC)Y, 124-125
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IRAs. See Individual retirement accounts
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Key phrases, 248-254
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Lead underwriters, defined, 35

Lehman Brothers, 34, 52, 91
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inventory of, 4
long-term, 6
Life cycle and risk/return mix, 15-16
Life planning, 15
LIFO method. See Last-in, first-out method
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Limit orders, 64, 73
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amount needed, 16
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volume, as indicator of, 181
Liquidity ratios, 102, 110-111, 120
Loads, mutual funds, 241
London Stock Exchange, 47
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Long-term capital gains, 76
Long-Term Capital Management, 244, 245
Long-term debt, 99, 133
Long-Term Equity AnticiPation Securities
(LEAPS), 218

Madoff, Bernard, 49, 117, 244

Malkiel, Burton G., 246
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selecting broker and trading, 47- 68

Markdowns and markups, 4.
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Market multiples, 112-114,120
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Market timers, 147

Market value, 99

Market value ratios, 102
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Moody’s Investor Services, 130, 195

Morgan Stanley, 52

Mortgage bonds, 196

Mortgage funds, 236

Index 265

MSN Money, 71

Multicollinearity, 142

Munger, Charlie, 119

Municipal bonds, 198
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back-end loads, 241
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choosing, 242-243
closed-end, 230-231
convertible securities funds, 236
corporate bond funds, 234
disadvantages of, 238-239, 247
exchange-traded funds (ETFs) (see

Exchange-traded funds (ETFs))

expenses, 239-242
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growth and iacere funds, 233-234
growth funds 233
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ind<x funds, 234
L ernational stock funds, 235
1oads, 241
management fees, 239-240
money market funds, 236
mortgage funds, 236
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open-end, 230-231
precious metals funds, 235
sector funds, 235
socially responsible funds, 235
tax consequences, 85, 88
tax-exempt funds, 234
12b-1 fees, 240-241
U.S. government securities funds, 234-235
Vanguard Group, 147

Naked call buying, 223-224
Naked option writing, 224-225
NASDAQ, 18, 26, 38-39, 50
acquisition of, 37
Brut, 46
markdowns and markups, 43
NASDAQ 100, 212, 231
operation of, 43-44
options, 217
preferencing, 49
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Small Order Execution System (SOES), 44
stock symbols and ticker tape, 70
SuperMontage, 44
NASDAQ Composite index, 90
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Management (NAPM), 141
National Association of Securities Dealers
Automated Quotation System. See
NASDAQ
National Association of Securities Dealers
(NASD), 37
National Quotation Bureau, 45
National Stock Exchange, 37, 49
Negotiable certificates of deposit (CDs), 200
Net asset value (NAV), 230
Net profit margin, 104
Net worth, 7
New issues market, 184
New orders index, 141
New York Board of Trade, 212
New York Stock Exchange (NYSE):
described, 36
Designated Order Turnaround (DOT), 42
floor brokers, 42
Matching Engine, 41, 42, 68
NYSE Euronext, 36-37, 42-44, 118
odd-lot trading, 66
operation of, 41-43
options, 217
preferencing, 48-49
registered traders, 42
specialists, 41-42
stock symbols and tizker tape, 70
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SuperDOT, 42, 45
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OneChicago, 214
Online brokers, 58, 73
commission schedules, 61
Open orders, 64
Operating profit margin, 104-105
Options, 208, 215-226
call options, 216, 227
commissions, 221-222
defined, 216
expiration date, 216
FLexible EXchange (FLEX) options,
218
interest rates, 220
in-the-money, 217
intrinsic value, 221
listed options, 217-219
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(LEAPS), 218
markets, 21€
naked call buying, 223-224
naked-cntion writing, 224-225
out-Oi-the-money, 217
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pricing, 219-221
protective put buying, 223-224
put options, 216, 227
sale of vs. exercise, 222
stock price, 220
strategies, 222-226
strike price, 220
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volatility, 220
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markets
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NASDAQ (see NASDAQ)
specialists, defined, 40-42
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Par, 135, 190 income statement, 95
Paris Bourse, 47 and market multiples, 112-113
Passive investing, 146-147 trailing P/E, 113
active versus, 22 Price-sales (P/S) ratio, 162
Payment for order flow, 48—49 Primary market, defined, 34
P/B ratio. See Price-book (P/B) ratio Prime rate, 68
P/CF ratio. See Price-cash flow (P/CF) ratio Producer Price Index (PPI), 137, 138
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P/E ratio. See Price-earnings (P/E) ratio Profitability ratios, 102, 104-105, 120
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example, 10-11 reinvestment, 3
importance of, 7 Property, plant, and equipment (PPE), 98
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illustration, 9 P/S ratio. See Price-sales (1*/S) ratio
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Pink sheets, 45 Put options, 215, 227
Placing orders, 63-66, 73 protective pu: buying, 224-225
all-or-none orders, 65
bid, defined, 63 Quant tative analysts, 152
do-notreduce-orders, 66 Quicis satio, 111
fill-or-kill orders, 66 Quoies. See Stock quotes
good-till canceled (GTC) orders, 64
immediate-or-cancel orders, 66 Rail industry, 142, 183
limit orders, 64, 73 Real estate, 19-20
market orders, 63-64, 73 Real estate investment trusts (REITs),
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stop-limit orders, 65 Receivables, 95
stop orders, 65 Reg FD, 126
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Precious metals funds, 255 Registered traders, 42
Preference shares. See Preferred stock Regulation Fair Disclosure, 125-126, 131
Preferencing, 48-49 Regulation of industry, 157
Preferred stock, 134, 201-205 REITs. See Real estate investment trusts
participating preferreds, 201 (REITs)
tax treatment, 201-202 Representativeness, 186
Premium, options, 220 Research in Motion Limited (RIMM), 177-178
Pre-paid tuition plans, 82 Residual claims, 135
Prevent value, 163 Resistance levels, 176-177
Price-book (P/B) ratio: Retail sales and stock prices, 140-141
balance sheet, 99 Retained earnings, 135
calculation of, 120 Return on assets (ROA), 105
described, 161-162 Return on equity (ROE), 102
and market multiples, 112 components, 104
Price-cash flow (P/CF) ratio, 114, 162 functions of, 110
Price-earnings (P/E) ratio, 71 and market multiples, 112

calculation of, 120 and ROA, 105
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Risk/return and life cycle, 15-16

ROA. See Return on assets (ROA)

ROE. See Return on equity (ROE)
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Saha, Atanu, 246
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SEC. See Securities and Exchange
Commission (SEC)
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and over-the-counter (OTC) raavkets, 37
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Regulation Fair Disclosure, 125-126, 131
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(see Electronic communications
networks (ECNs))
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money markets, 40—41
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stock quotes, 39-40
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Selecting broker and trading, 51-74
activities of a brokerage firm, 53-54
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commissions, 60—62
direct purchase of securities, 62
full-service versus discount brokers, 55-57
margin, 67-68
odd-lot trading, 66
online brokers, 58, 61
placing orders, 63-66
questions to ask broker71-72
services provided by all hrokers, 54-55
settlement, 69-70
stock symbols, 7C-71
structure of hrokerage firm, 52-53
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SelectlNet. 46
Sellinig, general, and administrative (SG&A)
cxpense, 92
Celling groups, defined, 35
Services provided by all brokers, 54-55
Settlement, 69—70
Shearson, 52
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Single-stock futures (SSFs), 210, 214-215
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Small Order Execution System (SOES), 44
Smith Barney Shearson, 52
Socially responsible funds, 235
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Specialty products, 154
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Spread, defined, 35
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capital expenditures, 101
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Stock. See also Blue chip stock; Preferred
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intrinsic value, 145-145
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major groups, 183
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publicly traded, 3
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small-cap value, 148, 149
Stock index futures, 212-214
Stock market crashes, 44, 45
Stock market, role in building wealth, 2-3
Stock price, 220
Stock quotes, 39-40
Stock splits, 135
Stock symbols, 70-71
Stop-limit orders, 65
Stop orders, 65
Strike price, 216, 218, 220
Structure of brokerage firm, 52-53
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SuperDOT, 42, 43
SuperMontage, 44
Supplier deliveries ina#x,.1+1
Supply level, 176
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Syndicates, defined, 35

Tax-advantaged accounts, using, 86-87
Taxation, generally:

considerations, 16

investments in stock, 3

preferred stock, 201-202
Tax-deferred earnings, 78
Tax-exempt funds, 234
Tax-exempt securities, 199
Tax-favored investment strategies,

75-88
back-end loaded tax benefits, 79
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capital gains, 76
defined-benefit plans, 83
defined-contribution plans, 83
dividends, 75-77
education savings accounts (ESAs),
82-83, 88
529 plans, 82-83, 88
401 (k) plans, 80-82
individual retirement accounts (IRAs),
77-78, 80
mutual funds, 85, 88
pension plans, 83-85
Roth IRAs, 79-80, 86-87
tax-advantaged accounts, using, 86-87
TD Ameritrade, 39, 57
Technical analysis, 167-188. See also specific
topics
Technical analysts, 122
Technology industiv, 183
Technology sales c1id stock prices, 140
Third markets, 4
Ticker tep2, 70-71
Tokyo Stoek Exchange, 47
Toronw Stock Exchange, 47
Touwdasset turnover, 105
irading, defined, 145
Trading ranges, 177-178
Trailing earnings, 161
Treasury bills, 200
Treasury bonds, 192, 205, 206
Treasury inflation-protected securities
(TIPS), 197-198
Treasury investment growth receipts
(TIGRs), 197
Trends, 173
major, 157-158, 173
Triple Witching Day, 218
True Religion Apparel, 155
Trust preferred securities, 204
Tuition, pre-paid tuition plans, 82
12b-1 fees, 240-241

Underlying stock, 217

Underwriting, 34

United States Steel, 70

United States Treasury, 70

Up-ticks, 70

U.S. Chamber of Commerce, 131

U.S. Department of Commerce, 131,
139-140
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U.S. Department of Labor, 131
U.S. government securities funds, 234-235

Value Line, 130
Vanguard Group, 22, 147, 241
Vigilance, 250
Volatility, 220
Volume, 179-182
and block trading, 181-182
interpretation, 180-181
as liquidity indicator, 181
Voting rights, 135

Wal-Mart:
asset utilization ratios, 105-108
balance sheet, 95-99
categorization of, 115-116
current ratio, 111
financial ratios for, 102-103
fiscal year end, 116

income statement, 92-95
leverage ratio, 108-109
liquidity ratios, 110-111
market multiples, 112-114
profitability ratios, 104-105
return on equity (ROE), 104, 105, 110
statement of cash flows, 99-101
stock symbols and ticker tape, 70
Wilshire 5000 Total Market Index, 38
WorldCom, 84, 91
Writer, options, 217

Xerox Corporation, 123
Yahoo! Finance, 71

Yield curve, bonds, 192
Yield to maturity (YIM), 191

Zacks Investment Kescarch, 126
Zero coupon bonds, 197



