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AA true storyé

Alnternal Medicine Intern

ARecently married

AHusband has fAFinanci al
through his employer

ANeither of the two have any retirement
savings

AMotivated by they previous talk they decide
to open a Roth IRA and start investing

AThey meet with his Financial Planner
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Arhe Financial Planner tells them the

foll owi ngé
nNnGet started by Dbuyl n
recommend Frankl i n La

AManaged by Franklin Templeton, a large mutual
fund company

AThe fund invests in Large Companies based in
the United States that are relatively undervalued

AOver the last year it has slightly outperformed the
S&P 500 index (11.92% vs. 11.83%)

AThe fund has over $186 million in assets
AHas average fees 1.33% and 5.75% front end load

Als this a good investment?
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Introduction to Financial Markets
and Investing

AStocks & Bonds

AThe Exchange & Indexes
AMutual Funds

ADo Your Homework
AGetting Started

ARules to Live By



What is a stock?

Simply put, a stock Is a piece of paper
(called astock certificate that represents
fractional ownershipof a company.

Alf you own 100 shares of Disney Stock
(symbol DIS- $34.72 on 4/13/07)

AYour Disney stock is worth $3,472

ADisney is valued at $71.12 Billion

AThereforeé
you own about 0.0000049% of the company

AYou are also entitled to a $0.31 per share dividend
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Imagine 40 years ago when Disney was
pl anning to open a ne\

AAverage new park costs millions of dollars
just to get started

AThey will need money up front to:
Abuy property
Adraw up plans
Afund construction
Amarket the new park
Apay people to wear mouse suits
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Where to get the money to start?
Companies have several options

APrivate loan (such as a bank loan)

Alssue Bonds (essentially public loans)

ABonds are loans from individual investors and institutions

to a company with expectation that the money will be paid

back over a certain time period with a certain interest rate
Alssue Stocki the company sells ownership shares

to the public to raise capital

AAt the initial offering the customer purchases shares of the
company for a given price

AThe company keeps the money to use and spend

AThe Investor (now part owner) is entitled to ashare of the
profits as well assome say as to how the company is run
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Stocks Bonds

A Represent OWNERSHIP A You are a LENDER
A Entitled to a share ofthe A You have loaned your

profits if the company is money to a corporation
financially successful (you are acting like a bank)
A Entitled to vote at A You expect your money to

shareholder meetings (you be returned plus interest
have a voice as to how the (nothing more)

company is run) A Not entitled to any profits
A If the company fails you get A If the company fails you get
paid back last paid back first

A Higher risk, higher reward A Lower risk, lower reward
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AA stock is a piece of paper (called atock
certificate) that representsfractional
ownershipof a company.

AA bond is a piece of paper (a contract) that
describes a loan made to a company and the
expected interest payments.

/Stocks and bonds havealue

AThe piece of paper is actually worth something (like the
title of your house)

AThe underlying company has real products, assets, and
liabilities

AThis underlying value is the basis ostock & bond
trading
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Stock certificates and bonds are traded
daily at stock exchanges, like th&lew
York Stock Exchange

AStocks aretradedbetween a buyer and

a seller
AThe underlying companyis not involved

ARemember, the company collected money at the
when the shares were issuedthe initial offering

AThe stock pricefluctuates throughout the day
based on the principles osupply and demand
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All buying and selling of stock takes place on a stock
exchange

AThere are three dominant exchanges
ANYSE i The New York Stock Exchange

Oldest US exchange, trades still done face to face

ANASDAQ
A virtual exchange with all trades done via a computerized process

AAMEX i American Stock Exchange

ACompanies arelistedon one of these major exchanges and have a
ticker symbol

ATicker symbols are one to four letter abbreviations for companies

ACompanies are generally listed on one exchange
Disneyi DIS (NYSE)
Dell Computeri DELL (NASDAQ)
AThe SECis a governmental oversight agency

AEfficiency and Fairness
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Indexes help track theprice movemenof groups of
stocks (barometer for the market)

Alndexes are groupings of stocks that are tracked in
an effort to determine the direction of the stock
market
Arhere are hundreds of Indexes
ADJIA 7 Dow Jones Industrial Average
30 largest industrial corporationsi historical significance
AS&P500i St andard and Pooros 500
500 most influential corporations in the US

AWilshire 50001 i Tot al Mar ket I ndex?o
Index of small, medium, and large US companies

ARussell 2000 Russell 1000
Small company index Large company index
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To recap:
Stocksi represent company ownership
Bondsi represent debt securities
They trade daily onexchanges
Indexesare yardsticks for measuring stock performance
Mut ual fundsé

AMutual funds are collective investment pools that allow many
Investors to pool resources for common investment goals
Alnvestors pool money into the fund
AA fund manager directs the investment
AEach fund has anObjectiveand Strategy
AThe manager buys stocks and/or bonds to meet the investment goals
AThousands of mutual funds are available for you to purchase
AHuge variety of goals
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Mutual Funds allow a number of smaller
Investors, who would otherwise only be
able to afford stock in a few companies

to pool resource andliversifytheir
Investment.

© 2006-2007 Matthew F. Lawson



Types of Mutual Funds

AStock Funds

AAsset Class (Large Cap, Mid Cap, Small Cap)
AValue vs. Growth

AActive Management vs. Index Fund
ADomestic vs. International

ASpecialty funds (Technology, Healthcare, etc)

ABond Funds
AMoney Market Funds

AA great place to keep emergency cash
There are literally thousandsof mutual funds!
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Fund managers charge fees for their
services

AManagement Fee
A12b-1 Fee (advertisement)

AExpense Ratio (management + 12k)
APercentage of fund assets spent from all sources

ASales Fee (called ad)

AGoes directly into the pocket of the broker
AiFront Loadedo iBack I
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No load funds also exist!

AMany mutual fund companies offer funds
with no loadand low expense ratios

AFideIity, Vanguard, T Rowe Price, and hundreds more!

ABrokers will tell vy«
worth the extra sales fee and perform

better é

AThis is not true
AThe best predict lnwexmehsesper f
Al will never pay a | oad, al
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Exchange Traded Fundg ETFs

ATraditional mutual funds can only be bought and
sold once a day

AThere are particular regulations regarding how
their gains are taxed

AThe last decade has seen the emergence of
exchange traded funds
AMutual Funds i pools of money from many to achieve a goal
ATrade on an exchange like a stoékmust pay a commission
AHave certain tax advantages (these are lost in Roth IRA)
AMany new index fundsare available as ETFs (low fees)
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AStocksi represent company ownership
ABondsi debt securities (you loan money)
AStocks and bond trade on exchanges
Alndexes are barometers of the market

AMutual Funds i pooled assets with
common investment objectives
ATraditional & ETFs

| Om ready to buy s
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Before you spend yo
ADo | want a stock or a fund?

AWhere can | learn about stocks?
AWhere can | learn about funds?

AAre there rating services for funds?

Aln general, you need to fully understand &
stockOoOs business mo
iInvestment goalbeforeyou invest



The best free sourc

AYahoo! Finance
http:// finance.yahoo.com
Alnvestment education
AStock information and quotes
AMutual fund information
AUp to date financial news
ACan create portfolios and watch lists

Al log in about 20 times a day, often from my cell
phone
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