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Trading Glossary

An investmenl objeclive thal alms o generate posilive retlurns, regardless of the overall
direction of markeis/asset classes efc. Absolute Return is distinct from traditional fund

mianagers, who benchmark their returns 1o an Index/Sector or sven a Factor.

Alpha

Alpha is a measure of the performance of an Investment in relation lo 8 benchmark index.
Often specified as a percentage, an alpha ol 1% means thal the return on Investment was
1% betler than the benchmark.

Alternative Investment Market _
The Allernative Investment Markel (AIM) was firsl established in 1995 by the London
Stock Exchange as a way for newer firms to gain access lo public funds.

Altman Z-Score _
Devised in the 1960s by Edward Altman, the Altman Z-Score indicates the probability of a
company anienng bankruptey within the next two years.

American Depository Receipt (ADR)

An American Depository Recelpl (ADR) allows US Investors sasier access lo ownership of
foreign public companies. They are also beneficial for foreign companies as they enhance
Investor interest in their shares beyond thelr own doemestic markel,

Amariisation has two distinet meanings: The practice of reducing the value of assels to
properly reflect their value over time; and, the servicing of debl in regular increments.

Annulity
An annuity is a product that can provide you with a lifetime income, typlically on retirerment,

Annuities are viewed as a way to hedge against longevity risk, or the patential for one to
pullive one's Invested assets.

Asset Allocation

An invesiment strategy that weights different assets in a portfolio according 1o an agread
Investment policy thal balances risks and returns. Percentages are aliocated to each asset
grouping according lo 8 pre-determined Invesimenl siralegy dependant on the Investors’
risk tolerance. The allocalion could be described as Cautious, Balanced or Agaressive.
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Auditor
The law requires an independent person (an ‘Auditor’) to slan off that a firm's financial
statements are “true and faic and have been prepared using the relevant leglslation,

BIC Share Sgheme |

Companies occasionally hand cash back to shareholders by issuing new types of shares,
typically called B shares and C shares, and hence deemed a B/C share scheme. Each
shareholdes has ine choice of which type of share they wish 1o recaive.

Backiesting

Eackiesting is a mathod lor assessing the valldity of & trading strategy by using historical data Lo
see how an asset (or portfolio of assels) would have parformied In past perlods. If results were
successiul, it might encourage traders 1o uss that sirategy golng lonward,

Backwardation | o | o
If the current cash price lor an asset ships above the price for forward delivery, that's known as
"backwardation’.

Balance of Payments
The balance of payments relers to the accounts that sum up & country's financial position
relative 1o other countnes.

Baltic Dry_ Index
The Baiue Dry index (BDT) is a key barometer of global fresght actvity - measuring the cost af
lerrying raw fmatenals eround the planel

Bank Of England

The Bank of England is the UK's éeniral bank It started life in 1694 as & private bank set up by
Londan merchants as a vehicle to lend money to the govemment and to deal with the national
debl '

Eala
Beta {or the ‘beta coefficent') s a way to measure the relative riskiness of a share.

Bid-offar spread .
The bid-offer spread, sometimes called the bid-ask spread, is simply the difference between the
‘price at which you can buy a share and the price at which you can sell it

Big Bang
The Big Bang refers 1o the dereguiation of the London Stock Exchange (LSE), which took place
on 27 Oclober 1986,
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Blockchain

Blockcham, and the related concept of cryptocurrency. are phrases that have been thrown
around a lot following the nise of Bacoin. Blockchain technology has potential in all mannes of
computing-related Relds. Blockehain is essentially a new system for keeping records, but its
relevance to trading and its investment potenlis are not immediately obviots.

Bond Auction
When govemments want to raiss maney, they do so through & bond auction by issuing bills
(lypically short-term) and bonds {longer term — maturitigs can reach 30 Vears of more).

Bond Duration

Bond duration |s a measure of how fona It will take to reach a bond's mid point in cash-flow
terms. For example, If & bond's duration is 3.6 years, that spacifies that one will recelve one's
original investment back in that lenglh of time through s cospon payments {assuming no
defaull),

Bond Rating
The risk of default on bonds vanes from |ssuer 10 Issuer, Credit-rating agencies provide these
securities with a bond rating to help you gauge thesr rsks.

Bond Vigilantes
Baond vigllantes refer to market participants who effectively sell-regulate interest rates via the
buying and selling of bonds in-accordance with their perceived intrinsic value.

Bond Yields

An Investor buying & bond rieeds to know whal returm to expect. The most comman form of
bond yields — annual yield on & fixed incame security — is delermined by taking the annusl
coupon payouls and dividing them by the market price of the bond.

Bonus Issue _

A bonus issue s common amang British compames, whergin free additional shares are added
ta the positions of existing shareholders. Bonus Issues ara synonymous with-scrip issues or
capializalion ISsues.

Book Value
Book value is the totaf value of the nel gssets of a company attributable to - or owriad by -
shareholdess. It s calculated as the nel asset value of a company, dafined as the lotal tangible

assat base (1., lotal Sets minus intangible assets) minus totat iabiliges.
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Bottom-up investing
‘Boltom-up investing is a sirategy that overfooks the stgnificance of industry or economic factors
and mstead focuses on the analyses of individual stocks and companies.

CAPEK Capital Expanditure
Capital Expenditure (or CAPEX) s morey used by a company to buy, maintain or up-grade (s
fixed assets, be they newly acquired bulldings, land or equipmeant

Capital Rallo |s a measurement of the amount of Equity and Debit funding required Lo maintain a
aiven level of assets within a firm. Generally, the higher the fatio, the more a company has
borrowed (elther by ralsing equity or borrowing maney) as a proportion of s toal assets.

CAPM - Capital Asset Pricing Medel
The Capital Asset Pricing Madel estabilshes the fink between the expected retum for an asset

and systematic nsk. The CAPM uses a simple mathematical formula, Although debunked and
notwidely used anymore, this pricing model Is conceptually sound.

Cash Flow
Cash Now s the amount of money both going into, and out of, a company during the course of &
petiod, nommally a financial year.

Clearing House

A Clearing House is an intermediary enlity acling as a trade-facliitator between the buyer and
the selier in the fitancial markees. An indispensible cog in the system, the clearing house setiles
buyeriseller accounts, cullects margin. clears trades and reports rading data o all parties
concerned.

Commodity Forwards.

Fonward contracts are non-standardised agreements between two parties, conceming the future
delivery of a commodity for a presently set price, Commodity forwards contracts are
customisable They are not waded through centralised exchanges and are therefore considered
ta be OTCT (over the counter) instruments,

Contango

Contango: A sliiualion most cormmaon in commaodity futures markess, whereby the price for
delivery in thie future is above thal of the spot'(or price for Immediate delivery). In this situabion,
the markst is implying higher prices in the future, resulting in an upward sloping forward curve,
As the futures contract gets closer to expiry, the price will converoe (dowrwards) 1o the spot
price.
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Convertible Bonds

Convertible Bonds are bonds jssued by Corporations that can be conveded Into shares in the
tirm should the holder so prefer. In return for this opportunity, their yields 1end © be betow thal:
‘ol non-tafvertible bonds but above the yields avallable on the common stack. They tan be
aeen as a bond with & stock call option atlached.

_Eunue:ntyi.-. & concapt in finance where there ars non. l}near!ﬂe-s in & potential output after
adjusting an input variable.

Correlation

Correlation describes the mutual relationship between two ndependent values. The most basic
use of comelation in trading is In finding out whether there's a relationship between two variables
and, I there is, what kind of relationship Il is. The number Is generally given as a ligure between
-1 and 1, where -1 implies a negative corelallon, 0 represents no correlation whatsoever, and 1
imphes a positive comelaton.

Covered Bonds

Covered Bonds: A lype of derivative Instrument, normaily 1Issued by a financial institution, that
are collateralised by an underying pool of investments, It can be seen &8 & conventonal
curporale bond with added collateral protecuon for the Investlors.

Credit Default Swap (CDS)

A desivative Instrutent originally intended to allow an investor to transfer the risk of default,
though In 2008, investors also began 1o use them to peculale on & particular flrm's cradit ﬂsk
They are essentially Insurance against the risk of bankruptey of a finm, a country ar a non-
government local authorty, the buyer of & COS pays an annual premium to the sefler and
receives a 'pi'E—E_l-ﬂl‘EEd sum should the debit defa,

Currency Risk

Also known as FA-nisk and exchange-rate risk, currency nsk stems from the fluctuation of the
exchange rate between wo currences, Companes engaged n cross-border operations are
mos! exposed to currency risk. Such operalions may experience unexpected profit or loss due
10 currency rate fluctuations - this is currency fisk.

Cyclical Stocks
Cyclical Stocks are those company's whose line of business means that their fortunes will to a:

large extent depend on the ups and downs of the sconomy. As the economy strengthens,
theses firms will see higher returns and vice versa when the economy declines. They tend o
exparience higher price valatility in exchange for these higher expecied ratums.

EanrET & far i'.'i'i.l..-.J-Hl‘."'-.ll'll'l'-l'ﬂ'ﬁl'l'-"_-"- DT SRV SN0 MO Sorm TR TR NI S e

Dhay e ol doen | Trading Glassary 532



il \ TRADING

Cyclically Adjusted Price Eamnings Ratio (CAPE)

Cychcally Adjusted PIE: Populansed by Robent Shilier at the end of the 1990's, this metric
(known by the acronym CAPE), 1s an allempt smooth out the cyclical luctuatons in corporate
profts that ean make assessmenl of a raditional P/E ratio difficult to employ.

Dark Pogl Trading

Dark pool trading involves lsaal private securities marketplaces that allow nstitlitional investors
to deal large blocks of shares, known as block trading, without revealing their secrets. While
hEﬂ'-lTuI 1 capital markets and retall investors, as dark pool wading volumes grow, they cantinue
1o fage pressure from regulators who are unieasy about their opaque nature.

Delensive stovks are based on underlying assets which tend to be less prone o economic and
credit cycles than olhers. Because of this, they're generally invested in when traders see an
economic slowdown approaching and want to hedge their portfolios.

- Dec i i
Cecentralized inance; or DefF, 15 aboul using technology 10 cut oot the traditional banks and
other institutions from financial ransactions. [t's a collective term for open financial products and
services typically bullt on blockchain t=chnology like Etheream.

Deflation

Dellation s & process over which the nominal prices of goods and services drop. Al & (giance,
defiation ts positive from the perspective of the consumer. It directly boosts purchasing power,
Al & cloger look, It Ils1 howaver, akin 1o poison for the economy.

Delta
Delta (4) measures the rate of change of an option's value (V) with respect to the change in an
underlying asset's price (S},

Depreciation

Depreciation is the acoouning practice of spreading out the cost of a liked assel over tme and
deducting it from taxable income, The practice works according (o rules set by the IRS (or ather
‘competent taxation authontes).

Derivatives
Derivatives are financial securitles whose value is based on thal of an underlying asset. They

allow traders 1o make mongy from a variety of assel classes, including stocks, currencies and
commodities, without having to hold the undetlying security.
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Discount Rate

In finance; Discount Rate can have two meanings: the first 1S the interest rate charged by a
Central Bank for loans lakan directly from them by financial instiutions. The second 15 the-
Inlesest rate used by analysts and corporate firanciers o ransiate future cash lows back to
thair present-day value.

Diversification

Diversification is an invesiment strategy focusead on risk mitigation. It calis for the creation of a
portfolic hat contains a-wide variety of nvestments. The logic behind it is that ihe possible
negative yields of some Invesiments are neulralized by the positive yields of other investmenis
In the portfolio. ' .

Dividend _

A dividend s a portion of a company’s annual earmings that it opts to retim to Its existing
shareholders as a reward for them having invested in a firm. It can also act as a "signalling
mechanism’, that the firm s profitable and that fulure prospects for the comparny afe bright.

Dividend Cover
Dividend cover i a linancial metne that divides the Earmings Per-Share of a firm by the dwvidend
per stare pasd out o shareholders.

Earnings Per Share (EPS)

Eamings per share (EPS) Is a linancial ratio which computes how much & lirm earns in net
profits which is altribulable to common shatehalders, It is calculated by dividing net eamings by
the average number of shares outstanding in a glven time period. '

L - - . .
EBITDA (pronounced ee-bit-dah) is an acronym thit refers to & company's eamings befure
interest, taxes, depreciation, and amortization,

Ell ave

The Eliiott Wave Theory makes use of fractal, repettive patterns ta predict fulure market
movements, It was developed in the 1930s by Ralph Nelson Elliott. Elliatt recognized the fact
that mvestors” psycholagy gives nise 1o cenain "wave” patiems in asset price achon.

Equity Risk Premium
The Equity Risk Premium (ERP) is the return offered by an individual share over and above the

Risk-Free Rate of Return (oné can use-either nominal (T-bills) or real ratss (US TIPS) o
generate the RFRA. It is the potenta! reward offered for (sking the rsk of investing In shires.
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Exiitic Qpticnk
Exutic options are financial insiuments that have more unigue fealures than waditional vanilia
oplions.

Eed Put _ |

The Fed Put' s the widespread bellel that the US Federal Reserve (commonly referenced as
“the Fed") can always rescue the economy and financlal markets. The tarm origlhates trom the
analogous comparison of selling a put option on the market.

Fibonacci

Narmed after 13th century mathematician Leonardo Fibonaces, the Fihonace) Theory consists of
a sequence of numbers. Every number in the sequence (0, 1.1.2.3,5.8.13,21 efe) is obtained by
adding up the two preceding numbers. Tradirs derive technical indicators from this sequence,
through vanous mathematicad artifices.

Foreign Exchange Reserves

Foreign exchange reserves are loreign currency funds and varlous foreign assels held by a
country's central bank, or other menatary authority. The purpose of these resarves is Lo allow
the said autharity 1o pay its hahlﬂﬂes‘ Such liabililes may arise fram the curmency issued by the
central bank. as well as from the deposits held with |1, by the government and various financial
1n5utu|inn5

Gamma I5 the rate ol change in delta (A) with respect to changes In the underlying price of a
SBCurity;

Gearing
Gearing (In inance) refers to the proportion of a compary’s business assets that are funded by

debl refative to that inanced by eguity.

Information Ratio
The Informiation ratio, sometimes called the appralsal ratio, works to measure the risk-adjusted
retum ol a financial asset portfolio (collection of assets),

Interest rate swaps are a trading area that's not widely explored by non-institutianal investors,
largely because of the lack of mainstream coverage and availabllity provided by online hfﬂhers
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R B
An inlerest rate represents the amount of interest that is due per period in relation to the amount
bormowed, lenl, or deposited. Interest rates can refer to any period of time, but It generally takes
the form of an annual parcentage.

Kurtpsts

Unlike Skew, which measures the distribution symmetry, Kurtosis describes the extent to which
the talls {or extremes) of a set of data differ from those of a normal distribution. A bell curve
distribution would exhibit kurtesis of 3, sa only numbers above or below 3 can be described as
‘excess” Kurtosis,

Price Earnings Ratio (P/E Ratio)
THe price eamings ralio, commonly known as the P/E ratio of sometimes PER, is the ratio of &

company's share price relative to its earnings per share (EPS).

Pump And Dump

Pump and dutnp refers b an illegal practice in trading that atlempis 1o boost the price of stocks.
The scheme works by providing exaggerated of misieading informatlon to prospective buyers, In
thi hape ol persuading & large number of pecple 1o purchase the stock. When a surne of peaple
buy it, the price goes Up, and the perpetrators of the scam then sell their own stack at highly
inflated prices.

Rate of Change (ROC): In finance, this refers to the speed at which an asset's ptice changed
over a set penod, aither in percentage or in absolute lerms.

Risk Reversal .
A nisk reversal Is a trading strategy that involves simuitaneously buying an cut-of-the-money call
option and selling an out-of-the-money put option (or vice versa) on the same underlying asset
to express a directional market view.

Sharpe Ratio

The Sharpe 1atio is & way to detzrming how much return is achieved per sach unit of risk, It is
uselul o, and can be computed by, all lorms of capital marked participants (o evaluale their
perfarmance, from day traders to lang-term buy-and-hold investors.

Skew (or skewness) measures the extent to which a set of data differs from & noermal (or
symmetrical] distribution, whichi is characterised by a bell curve shape of the data and a simllar
spread of data on elther side of both the median and mode values.
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ThnSumnnmﬁu 5 a means for traders and investors 1o gauge the risk-adjusted performance of
thesir portfolios or strategles, Namely, 'H’fﬂ'.? can determing how much retrm they generate per
each unil of risk.

standard Deviation

Standard Deviation: A statistical measurement of the amount of variabllity {or dispersion) in a
dataset, describing how far away the values are from the mean/average. The higher the
Standard Bewiation, the further away from that mean the values ara-and vice versa with a low

Trading Slang
Internet trading slang s forever evolving o don'l get caught out not understanding the iatest
lingo. This Jazgon buster unpacks key rading terms with definitions and examples.

Treynor Ratio
The Treynor ratio, also commanly known as the reward-1o-volalility ratlo, Is a measure thal
quantifies return per unit af risk. It is simitar 1o the Sharpe and Sorting ratios.

Valume Welghted Average Price (VWAP) 5 the average traded price of an asset over a given
period (usually a day) weighted by the total trading volume at the various prices iratded
throughout the perlod,

VSTOXX is.a method of showng imphed volatlity across a basket of Eurozone stocks (Eurn
STOXXK 50). The VETOXX number provides a benchmiark of market volatility in Europear
IMErKets.

Williams % R
Willlams % R: A Momentum Oscillator thal rmnges between 0 and -100, being defined a5
overbought and oversold levels, respectivety,

The Bovespa (or Ibovespa) Is the Brazilian stiock market's benchmark index.

Break even
The break-even point on an option |s the price that the underlying asset has to hit in order to
enahle the option buyer (holder) to recaver their premium,
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Bullet repayment loan
A ‘nullet repayment loan' is one where the horrower repays the capital in one chunk at the end
ulmuu:rmdlhefuan

Eu:fnuln and buyins
A management buyout (MBO) ocours when the management of a company buys ugp a

controlling inferest (often by buying all outstanding shares).

CACAD _
The CAC-40 15 France's benchmark stockmarel index,

Capital adequacy
Central banks impose capital adeguacy ralios {aldo known as solvency ralios) thal sei the
amount of its own monay a bank needs o have relative (o ts total lean portfolio.

Carty trade
Canry \tades seek (o make maney from the fact that the interest rates st by central banks
around the world vary considerably.

Chapter 11
Chapter 11 of the American bankruptey protection laws effectively puts a protective ring around
a campany, winning It time ta renegotiate its delits and stapping creditors fram claiming assets.

Closet tracker funds
An active Tund with a portfolio of stocks that 15 little different from the overall market is called a
“closet tracker”,

Cognitive bias

We use mental shorteuts (heuristics) o make decisions rapidly. These work In many
gifcumstances, bul when it comes to investing, they can be a'major handicap, giving rise o
“gognitive biases". '

Compound interest
When you invest money, you eatn interest on your capltal, The next year, you earn Interest on
both your urfumal Investment plus the imterest fram the year before.

Contaglon
When used in financial markets, cortagion |s a term assoclated with the kind of market turmall

seen In 2007 as well as peevious crises such as those of 2001 and 1898,
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Continuation vote
An biwestment company's arlicles of association often provide for shareholders o vote on
whather the compary should mnljnue to exist. This is known as &:mﬂmauun vole.

Cantracts for difference ! _
Entering into a contract for diference, or CED, Involves making a bet on the movemerit of share
prices, .,

Convertible rights

Also known as ‘conversion rights', these give the buyer of a preference share ar bond the right
10 convert (1 into a set number of ordinary shares for a pre-agreed 'sirike’ price at an agreed
paint in the future,

CoppocH indicator
The Coppock Breadth Indicator, orginally knowr as Trendex's Timing Technigue for Texas
Tragers, is used o identify buy signals frorm around the bottom of a bear market .

Cost of capital
Making a business successful is simply down 10 ensiiing you earm more (han your costs, .

Caost of equity
A company's cost of eguity |s the annual rate of return that an investor expects from a firm in
exchange for bearing the risk of awning its shares.

Currency risk
This 15 the type of risk that comes from the change in price of one currency against anather,

Current account surplusideficit
THis |8 & measure of the posilion ol ane country relaiive to the rest of the warld in terms ol
Imports and exporis.

Daily repricing
Daily repricing is & teature of exchange-traded lunds (ETF) and can affect your expecied
pertarmance, Eﬁpaclal[y' on inverse products.

Dark liquidity pools _
'Dark pools' covers any share lrade conducted directly between investing Institutions; such as
hanks and hedoe funds, rather than via a regulated exchange.
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DAX
The DAX is Germany's blus-chip index, the mast cytlical of the major western indices, with
almast 80% of [t comprised of economically sensitive Industries.

Debtswap | |
There are several possible ways (n which & debt swap can be done. However, the aim is usually
the same - to relinance a barrower and strengthen its balance sheet.

Debt to equity ratio
The debil-to-equity rabio of a company is simply i1s level of debt (any type of borrowed money)
duided by equity (the sharehoiders’ money in the business),

Debtor and creditor days
Investors looking for an indication of a finm's commercial power may look & how fast it pays

customers and suppliers.

Defined benefit & defined cantribution pensions
In a-defined beneflit pension, you are gusranieed an income in retirement, calculaled as a
percentage of your final o average earnings.

Deleveraging . o .
Before the credit crunch, firms and households expanded throuah ‘leverage’ — borrowing to buy
assets. 'Deleveraging is this process In reverse,

Delta One
Delta One refers to the way abank hedges s long and shont exposuras across a portfolio of
Investments.

Depositary receipt
A depository receipt allows Investors to access overseas shares in their own rmarket and

cumency.

Dilution

In the world of finance, dilullon means something is being walered down, typically eaminas pes
share.

Discounted cash flow

Discounted cash flow is simply & method of working out how much a share |s fundamentally
worth based on the present or discounted value of expected future cash flows,
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msmnung s gxpressing cash recaived in the future in today's money because inflation erodes
the value of money over ime.

Dividend yield _ , . .
The dividend per shate (tota] dividends paid out divided by total number of shares) expressed
as a percentage is referred to as the dividend yleld.

Diversification.
Diversification is the process of dividing yvour wealth between difterent investments to- avoid
being too rellant on any smole one doing well,

Dogs of the Dow
Fans of this theory say that bargains can be spatted by looking for high dividend yields - the
annual dividend as a proportion of tha current share price.

Dow Theary
Dow theary is often used as an indicator of when a bear markel may be about to start

Duration _
Duration is the point &t which a bond reaches the mid-point of its cash flows.

Earnings yield
The eamings yield is a firm’s earnings per share for the most recant 12 months divided by the
share price — effectively the opposite of the ple ratio.

Enterprise value
This measure's the 1otal value of a business by combiming the market vatue of eguily and net
debt as an estimate of whal & predator would pay for L

Equity free cash-flow yield
Equity fre¢ cash-flow Is the cash generated sach year lor shareholders afler cerlain ‘non-
disgretionary’ expenses have been paid.

Equity risk premlum
When buying a security such as a share, every Invesior should have an expected return in mind

ESG investing
ESG stands for environmentsl, social and corpotate governance, the areas in which good
behaviour s particularly sought.
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Euroband
This deseribes any fmemational corporate of government band 1hist s denominated in a
eumency held olitside kl!enunw ol arigin,

Enterprise value |s the sum of a firm's market capitallsation and Its net debt (shot- and long-
term dabt minus cash).

EVIEDit ratio
Enterprise value lo eamings before interest and tax (EVIEDL) is a way of deciding whether a
share |5 cheap relative 1o its peers or e wider market

EVIEbita ratio
EV/EDIta I8 a valustion method often used by analysts, sometimes usad instead of the ple rutio

Lo compare growth betweesn firms in heavy debl sectors.

Exchange-traded fund (ETF)
An exchange-traded fund (ETF) is-an equity-based product combining the characteristics ol an
Individual share with those of a collective fund.

FCF yleld
The free cash flow (FOF) yield Is a way Lo detide whether a firm s cheap or expensive based on
its cash flows rather than, say, Its e_a:rdn;fs

Final salary and money purchase pensions _
With & money purchase scheme, the size of your pension depends entirely on the value of your
Tund whin you refire,

Flacal cliff
The phrase 'fiscal ciif was coined to capture the farge and predicted reduction in the US budget
deficit expected as speclfic laws kicked into-elfect fram 2013,

Fiscal policy
Fiscal policy includes any measure that the national government takes 1o influence the economy

by budgetary means.

Fixed assets _ _
The phrase 'fixed assets’ covers all assets that the business Imends to keep lor maore then a
year
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Flipping
Flippinig is when you make an olfer on a:property and then either look 1o secure a new buysr at

a higher price before you close or the deal, or walt for 1o rise in value, then sell on.

Floating rate note
A lhoating rate note s a form of security that carres a varlable interest rats which |s adjusted
regularly by a margin against a benchmark rate such as LIBOR.

Flotation | PO
A fiotation s the process of launching a company on 1o the stoek market for the first time by
Inyiting the general pubhc and investment instiutions 1o subscnbe for shares.

Foreign exchange reserves
Foreign exchange reserves are slockpiles of foreign currencies held by governmeants.

Free cash flow
Free cash flow ts a:pure measure of the cash a company has left once |t has mat all is
operaling obligabons,

Free cash flow per share _ _
FFree cash flow per share takes the annual cash flow availsble to pay dvidends and dhides by
the number of ordinary sharas in lssue,

Free cash flow yield
Free cash flow yield (FCFY) is a ratio used to work oul the cash flow return on-a share as a
‘parceniage.

Fres float
Free floal refers to the percentage of & company's total voting shares that are freely traded and
could therefore be held by anyone.

FTSE 100

The FTSE 100'is Britain’s “blue-chip’ stock index.But its makeup means it is more of a glabal
Index than o snapshot of UK ple.

Fulures
A future | a tradeable contract that commits you to taking delivery (If you buy), or making
delivery {if you sell), of an agreed amaunt of something at an aoreed time.
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GDP
Gross domestic product (GOP) is a2 measure of the (olal nmuum of goods and Services
produced by a country In a specific period of ime, usually a year of a quarier.

Gilt
A gi-edgad security (gilt) Is & government bond - & security of stock issued by the government
paying a fixed rate of interest and redeemable on a set date lor a set amount

Gilt yield
Gill yvields express the return on a gilt as an annual percentage,

Global depository receipt (GDR)
Global depositary receipts (or GDRa) offer a solubon for investors wanling to buy shares listed
In countries where there are government restnclions onwho can own and trade them.

Going concern
A firm is Seen as a 'going concern' If its auditors believe Il will stay in business for the
'loresseable fulure’,

Gordon's growth model
Gorden's growth model 5 a very sirmple but powerful way of valding shares based ona
company’s fulure dividends. It |s sometimes called a "dividend discount” model,

Government-sponsored enterprises (GSEs)

The term ‘governmeni-sponsored enterprises’ (GSEs) refers to three US organisations —
Freddie Mac, Fanme Mae and Ginnie Mae ~ which all play a crugal role in the US mongage
market,

Handle
‘Handle’ is traders’ jargon lor the whole-dollar amount of & security guote

Hang Seng index
Hang Seng is Hong Kong's benchmark Index of stocks.

Hedonic accounting
When measuring inflation, smm.- countries, such as the US, take Into account changes in the
quality of gaods (n a process known as ‘hedonie’ price adjustrmgrit
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Hostile takeover

Amn‘tﬁanrsdimﬁnmmr feel that a takeover bid undervalues the shares, and 90 do nol
tecommend the offer tb shatehalders, The bidding company car Instead approach the
shareholders directly.

Index-linked gilts
Index-finked gilts are steding bonds issued by the Bank of England and listed on the London
Stock Exchange, introduced to act as a hedge agalnst inflation for pension funds.

Index fund _
incex funds (also known as passive Tunds or "lrackers”) aim 1o track the performance of a
parucular index, such as the FTSE 100 or S&P 500,

Individual savings account (Isa)
Individual savings accounts (|sas) are 8 way ol saving and investing without paying income tax
br capital gains mEx.

Individual Voluntary Arrangement (IVA)
Individual Voluntary Arrangements are an alternalive to bankrupiey, whereby a debiar in
financial difficulty comes to an arrangement with his creditors an how the debt will be cleared.

Initial public offering (IPQ)
An initial public offering (1PO) is the process of launching a firm on to the stock exchange for the
first time by invitihg the general public and financial nstitutions to subscribe for shares,

interest cover
Interest cover is an affordability test. It compares the profit before tax (PBT) figure © interes!
charged in the profit and loss account.

Internal rate ol return
The Inteinai rate of retum of a bond 15 essantally the rate of retum implled by its tolal cash
Nows.

Invertad yield curve
A yield curve shows the relationship between ihe yield on securities and their maturities (how
lang It is until they can be redeemed at their face value].

Investment trusts
An investment trust is & company whose business I4 to lhvest in other companies.
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Kospi
The Kospl Is South Korea's henchmark stock markeat index. ILis typlcal of emerging markets, in
thiat it Is highly exposad lo the global ecanomic cycle.

.Lweragu
'Laverage' Is a US term that Is also known as ‘gearing'. Both express the extent to which any
transaction 15 financed by debt trom lenders as opposed to capitl provided by the mvestor.

Levernged buyout
Aleveraged buyout is where an investor group acquires a business using mainly barowed

MOnEY.

Libor and the OIS
These are two of the most important interest rates in the world. Libor 18 the London Intetbank
offered rate. The overnight index swap (015} 1s a broadly comparable rate in the US.

Like-for-like sales
One why of making meaningful year-on-year comparisons; especially with retall stocks, ls by
Innldnp al 'like-for-fike' sales growth,

Limited company o _
A limited company Is one in which the liabllity of the shareholders Is limited to what they have
pulin to the company.

Liquidity
Liquidity refers to how easy it s 1o buy or sall an jmvestment

Lioyd's
Lioyd's of London is an inernationsl insurance market, which controls end regulates the
activities ol the groups offenng Insurance services

Loan-to-value ratio
The Inan-to-vahie (LTV) ratio is one of the main risk assessment measures used by lenders to
‘assess a person’s sultability for a mortgage,

Low volatility
Low volatility - or "low vol' — investing means blying shares (or bonds) that tend to go up of
down in price by less than the overall market (in other words, they're less volatile).
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MEA arbitrage
MM arbitrage is & way 1o profit from one company taking over another, ar wo firms deciding o
METGE.

When buying & derivative like & spreatt bet, an investor will anly have to pay a small injtial
deposit, or ‘margin’, of say 10% of the value of the shares.

Margin account . .
A margin account is one that an investor holds with a broker, effectively allowing bim 1o buy

SEOUMTES an credil

Margin ol salety
The margin ol safety itsell is the gap betweean the price you pay and whal you think a stock

might be worth.

Margin trading
Margin trading s when, tyically US, investors put up anly & percentage of the cost of an asset
theey buy.

Merk tomodel
In normal circumstances, securities such as shares or bonds are valued by Liging market prices:
this valuation methad is called *mark to market'.

Market makers _ _
Market makers are typically banks and brokers who commit to rade shares and bonds, alten in
farger guantities than most other investors.

Market neutral funds
Market neutral lunds aim to deliver above rrarket rates of returm with lower risk by hedging

bullish stock picks (buys} with an-equivaient numiber of short bets {salls).

Marking to market
This Is the process of updaling & portiolie to reflect the lalest availlable prices,

Maturity transformation . .
Maturity transtormation [s when banks take short-term sources of finance, such as deposits from
savers, ant turn them into long-term borrowings, such as morlyages.
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Mean reversion
Mesir revarsion & the tendency for & number — say, the price of & house of & share — 1o return 1o
Its' long-term average value aiter o period above or balow it

s e Tiaiies:
Mezzanine reiﬂriu:rnlayer that falls between two others. I the case of finance, il comes
between debl and equity.

Minaority interest _
THhis is an accounting term for the amount of a balance sheet nat owned by a firm's
shareholders.

Misery index
The misery ndex is constructed by adding the unemployment rate to the inflation rate;

Monstary |:|-|'.\[i-|:.'|?..\r
Monelary policy is about exercising conlrol over the money supply (the amount of manay

cirgulatinig kn the economy) with the aim of influencing the economy.

Money laundering
Money faundering is a calch-all term for any activity that tries to convert the procesds of crime
Into legitimate money.

Hﬂnﬂy markets
‘Maney markels' |s a generie tenm covering the vast markel for short-lenm cash loans and.
deposits.

Money multiplier
This s one of the key principles underpioning tha entira banking system Thum‘s because iI's the
hasis of credit creation’.

Money supply
Money supply s simply the amount of money available in the economy.

Monoline
A monaline is any business that specialises In one panticular financial services area, which could
in theory be anylhing frem mnrtﬁages lo car insurance.

Muoving mr&ne
A moving average of a share price (s simply the average of the share prices of the last so many
days.
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Market cap weighting

Ifan index is welghted by market cap (market caplialisation - the number of shares outstanding
multiplied by ﬂ'lﬂ-ﬁhill‘l’.' price), It means the companies In the Index are ranked I:r,r ﬂnﬂkmmhﬂ
value,

Multiple compression

Multiple compression Is when a company’s pricefearnings mulliple falls as investors become
weary of a comparny’s growth prospects. The share price may be static or falling, despite
INCIRESING eamings.

Maked option writing
There are iwo parties to an aption contract - the buyer (holder)-and the sefler (writer), If youare
an option wiiter, you can be covered of raked.

A 'naxed’ short Involves shorting shares thal are nol avallable o borrow,

Mation's current account
A nation's current account measures the flows of actual goads and services in and out af the
country

NAV |
The net asset value (NAV) of & firm is the amaunt of money that would be left I it closed, sold Its
assets and paid its debts.

MNet working capital
Net working capiital measures a firm's abiiity to pay lts way, or s liquidity. Subtrag? is current
liabifines from its curent assels.

Mikkeai 225
The Nikkel 225 is Japan's major stock market index.

Nil-paid rights
Nil-paid rights arise when a firm selis new shares for cash tb existing shareholders via a rights
|ssue,

Nominee account _ ) |
Usually, a broker records shares bought on behall of clients using a general 'nominee” account
on the reglster with a name chosen by the broker.
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OCF {:mnninlg charges figure)
Fund managers pubilish their engaing charges figure (OCF) — previously known as the total
experise ratio {TEHI — to give an Indication of the cost of jnvesting in thefr funds.

Option
An option (s simply the right o buy (& "call option) or sell (a ‘put’ optlon) a guantity of any asset
by an agreed expiry date for a fxed (‘strike’) price.

Mon-domicile , .
non-domicie statusis given (o people who were either not borm here or whose parents spent
muos! of they lives in another couniry,

Off Exchange (OFEX)
The Off Exchange (OFEX) was stated as a way for stiareholders to deal in the shares ol small
companies thiat do not meet the requirements of Alm and the LSE's official list

Otf-balance-sheet finance
This technique allows a borrower to legally raise linance (so impraving [1s cash position) withaut
showing any associated liability on the balance sheel.

Open & closed end funds
Aninvestment or 'closed end’ trust is a puhlm campany whose business (5 to invest in nlhﬂr
companies,

Open-ended investment company (OEIC)
An ppen-ended investmant company, or OEIC (pronounced "wik’), is 2 modern-and maore Hexible
version of & unit irust

Operating leverage

High operating leverage (also known &s operating geanng) means that lixed costs
(predominantly property and stalf) are & hugh proportion of total costs in the profit and oss
accounL '

Opportunity cost
The opportunity cost of an investment s the return you could have got if you'd put your maney
eisewhere.

Optionality
An option gives the right to buy ('call’) or sell (put’) shares at a fixed 'strike’ price, but only
helore an agreed date when the option expires.
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Out of the money
Ifan option is ‘out of the money’ It is usually not worth exercising given the current market price
ol the underlying asset.

Outputgap ol | |

The autpul gap is the difference betwean an economy's actual output, otherwise known as
gross domestic product (GOP), and what it would be f that courtry's industries were working flat
out

Over the counter (OTT)
Many rransactions are done privatsly between counter parties and with no exchange
Involved. These are known as over the counter, or QTC.

DOverweight and underweight
The terms overweighl and underwelioht e used by brokers and fund managsrs to indicate their
preference for stocks or markets relative o particular indices or benchmarks.

Pairs trade
Pairs traders aim to profit from the change In the price of, say, ane share relative 1o another,

The payback period measures how long a project of investment takes o repay any inital outlay.

Placing
Placing 1s where selected instilutions are phoned by a lirm's advising investment bank and
offered biocks of shares.

Ponzi scheme
Ponzl schemes are a type of lllegal "rob Peter to pay Paul’ operation named after Charles Ponzl
who touk deposits from 40,000 US Investors on the promise of fabulous returns

Pound cost averaging
Pound cost averaging is when you drip feed maney inlo shares or units on a regular basis rathers
than committing a single larger lump sum,

Preference share _
Preference or preferred shares are shares in a company thal have a fixed rather than a vanable
dividend.
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Price elasticity
In general, the higher the price of & product the lower the demand for L The extent to which this
is true for each nmdumﬁrefﬂrad mwpﬁmelmﬁty

Price to hook ratio
Price-to-book value ratic (piby) is is caleulared by dividing the current share price by its book
value per share,

Price to cash flow ratio
The price to cash llow ratio (PTF) 1s a measure of the markeat's expectation of a firm's fulure
health,

Price to earnings growth (PEG) ratio
This key ratio compares the pnce o eamings ralio to a firm's earnings growth rate to see

whather a share Is chiéap or expensive.

Price to sales ratio
A company's market cap divided by the company's annual sales (or revenue) gives us the price
1o sales ralio

Prime broker _
Prime brokers are typically investment banks which are able to sell clients, often hedge funds, a
‘one-stop shop' service.

Private finance initiative (PFI) [ public-private partnership (PPP)
The pnivate finance imitiative (PFI) is a way of gatting private sector invalved in linancing public
secior projects like schools, hospilals and prsans.

Prop trading
Propriatary ('prop’) trading Involves banks risking their own capital to make money.

Public sector net cash requirement (PSNCR)
Government spending usually exceeds lis income, and the difference is known as a 'public
séptor ngt cash requirement’ (PSNCR),

Purchasing power parity _
Purchasing power parlty (PPP) is a theory that tries 1o work out how over- or undervalued one
currency Is in relation 1o another.
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Put option
A put option glves someone the right to sell something {often shates, but they can be used in
eonnection with other financial assets) for an agreed price on or before a certain date.

Puts and calls | o !
A pul’ give you the right 1o sell a share at a pre-determined price, a ‘call’ gives you the right to
buy them,

Quantitative easing (QE)
Quantlative easing (QE) involves electronically expanding a central bank's halance shaet

Real and nominal
I a monetary context, 'real’ and 'nomiral’ are uséd to describe whether o not a price has been
adjusted for InAatian.

Real interest rate -
A “real” interest rate accounts lor the impact of inflation on a ghven rate ol interest, and therstore
reflects the real cost of funds.

Recession
The most common definition of & recession Is a fall In real (Inflation-adjusted) gross domestic
product for two OF maore guarnens in a row,

Redemption yield _ _ .
When investors buy diferent secunties, they want to be able to compare expected annual
retums. For bonds this is the ‘redemption yield' or ‘yeld 1o malunty’,

Resistance points
Shares can often trade in channels, rarely breaking below or above consistent minimum and
maximum’ prices. Those are-a slbck's resistance points.

Return on capital
Return on capital is one of the most usetul ratios when |t comes to measuring the performance
ol acompany. It measures how well 3 hmllﬁe'ﬂs can wrn capital inta pmms.

Return on capital employed (ROCE) )
This key ratio measures the profitability of a firm taking account of the amourit of money |t
deploys.
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Return on equity
Return on equity measures a year's worth of eamings against shareholders’ squity (the
difference between a group’s assets and its liabilities).

Return on invested capital (ROIC)
This Is a ratio matmn be used to assess how eflectively a company sgqueszes prolits from the
assets |t contrals and owns

Rights issue
A rights issue gives investors who alteady hold shares in a company the right to buy additianal
shares n a fiked proportion 1o Melr exisung holding.

Risk premium
The risk premium fa the difference between the highest nsk-free return available and the rate of
retumn investors exgect from another assel over the same pariod

S&P 500 index
Amesnica's SAP 500 index Is among the Westem world's most eyelical indices, which tracks the
perl'urmannf.- of 500 of the largest companies listed on US stock exchanges.

Sale and leaseback
A sale and leaseback arrangement can be a useful way for a company 1o generate cash from its
property partfolio without having to vacate.

Secular trend
A secular trend s a long-term phenamenon, wheraas a cyclical trand is short-term and wil
eventually reverse.

‘Securitisation
A mortgage Is secured on the borrower's home, which can be sezed laler and sold should

things go wrong. By axtension. the mortgags isell can bé sacuritised.

Segregated fund
A segregaled lund is a managed pot of assets belanging to just ot client. managed alongside
~ but separately fram - other Investments under a m&n&ger‘s :nntrud

Share options | | |
Share options give you the right to buy (or to sell) shares in a given company at a previously set
price regardless of the current market price.
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Short squeeze
When a large number of short sellers target the same stock, the price can rise in a selt-
perpeluatng cirale known as a ‘shon squeeze’.

Short sterling future
Trie “shon term interest rate fulure’ (or STIR) ks aiso known as the 'short stetling future. In
essence, It faciliiates bels on where interest rates will be.

Shorting
IF & trader believes that the price of an assat will not rise but fall, he can still make money on it
by “shorting’ .

SIV (structured investment vehicle)
Structured invesiment vehicles (or SiVs) are typically created by investment banks and can be a
way to raise capital without having to record an assoclated obligation to repay It

Smart beta
Smart beta funds aim to combine the best aspects of passive and active managemenl, aiming o
heat the ndex by slimunating any slement of discrelionaty buman judaement

‘Sovereign weallth fund
A sovereign wealth fund s a state-owned fund of the accumulated reserves that arise [rom

running & trade surplus with othar countries.

Socipl Trading
Socidl Trading is the sharing of trading news and ideas over a sotial network to empower all
trﬂm By exlension it can facilltate copy rading and mirrar lraiﬂl'lg

Special drawing rights
A spacial drawing right allows a member country of the IMF 1o obtain surplus currency held by
another mamber country.

Spread
A spread s simply a gap, o difference; so the ‘spread’ between two and five i three, The
‘spread between buy and sell poces s often how brokers derive their profit

‘Spread betting
Spread betting is a straightiomward and tax-efficient way of batting on the direction of inancla
markets without taking any ownsrship of the underlying assst
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Stagfiation
Stagflation |sa hasty mix of rising prices (based on high demand, praduction capacily
constralnts, or both) and falling arowth,

Stampduty  Juy |
Stamp duly Is a re-reglstration tax. That means you pay [t whenever you buy (but not sell) a
registered asset

Stock overhang
Stock averhang is a phrase used 1o describe a sizeable block of shares which, if it were (o be

released in the marke! In one go, would flood i, and so depress prices.

Stock splitting
A stock split increases the numbes ol a corporabon’s issued shares by dividing each existing
share.

Stop-loss
A stop-loss is an instruction given (o n broker to by or sell a stock to fimit losses i it moves
beyond a certain leviel,

Subordinated dein
Holders of subordinated debt rank balow most other bondholdets when it comes to paying them
hack if the company goes backrupt

Synthetics
A synthetic is a combination of financial instruments - often two, sometimes mare - designed (o
mimic another single secunty.

Talex
The TAIEX Is Talwan's benchmark index. with lechnology companies accounting lor just over a
third of the markst Semiconductors are the main subseclor.

Tangible commaon aquity
Tangalble cominon equity i a measure used o gauge how big a hit 2 bank can take before its
shareholders’ equity is wiped out.

Tangible book value per share - _
Book valie (also known as equlty, shareholders’ funds, or net asset value) [s the value of all a
company’s assets, minus Its labilibes.
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Technical analysis
Technical analysss or ‘chartists’ attempt to predict ulure share price (or index) movemsnts by
looking al past mnﬂmnﬁnh.

Tier-one capital |
Banks' capital can be split into tiers. Tier one represents capital of the highest quality, consisting
of shareholders’ equity and reserves.

Time value of maney _ |
Money has a time value. Il you are owed £10, you would rather it was paid back now than in,
Say, DNE Year.

Tolal expense ratio
The tolal ekpensa ralio (TER), aiso known as the "expensa rallo’ s a'way 1o caplure the gnnuzl
costs associaled with running a fund such-as-a unit trust.

Tracking errar
Tracking error is defined as the standard deviation of the difference between the fund's retums
and the returms an the index.

Trade surplus . | }
When a country's exports exceed its imporis, It is sald to have a positive balance of trade, or
trade surplus.

Trailing stop-toss
A gonventional stop-lass will ensure you get out of the market at a fixed price above or below

your ininal rading price. A trailing stop aftows you to keep mare of your profits:

Treasuries
Agovemnmant bond is an 10U issued by the central bank, which it guaraniees to repay & a

aiven date, in the US, these are referred o as Treasuries.

Treasury stock
Treasury stack are shares fhat have been issued by a firm, but are being kept 'in treasuny’ — ie
they are being kept rm possible subsaguern| reissie.

True and fair value _ _ L )
There Is quite a lot ol misunderstanding about what auditors mean when they sign off accounts
a5 “true and fair".
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Uﬂlnmam ‘companies invalved in providing eleclricity, gas, water and similar services 1o
consumess and hiﬂlnEEiEE:L

I.Indmmﬂ:lnn
A common way [o guarantee a minimum level of proceeds when a public company Issues new
shares is for the issulhg firm to Invalve an underwnter,

Value at risk (VAR)
VAR attempls 1o assess the odds o lesing money an a portiolio of, say, shares, within a given
timeframe.

Velocity of money
The health of an ezonomy can be messured by capturing the speed at which the money

available in it (the money supply) Is belng spent.

Vendor finance
Vendor linance is-a creative way for a firm (o fight falling sales. If a customer cannal afford o
pay up front, It borrows the funds from the manufacturer.

Vertical integration
Vertical Intearation is when two businesses al differant stages of production join to farm one

hugger company.

Vix (volatility index)
The Chicago Soard Options Exchange (CBOE) Volatility index (Vix for short) reflects how
volatile raders expect the markel o be over the corming yesr:

Volatility
Volalility refers to the fluctuations in the price of a sscurity, commodity, currency, ol index.

WACC

WACC stands for the weighted average cost of caplial, it represents the rale of return-a
company must make on the money It has mm&dm S10p Investors putting thilr mnmy'
elsewhere.

Warrants
Warrants are a type of security issued by companies and traded In the market, much in the way
that shares are.
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Whalesale money markets
The term ‘money market' covers the vast network of deals invalving the lending and borrawing
ol r.ﬁ.ﬂ-h In a range of curencies, 'Wholesale' means funds: hurr:med G lent In larpe quantities.

Withholding tax | _ | | |
A withholding tax reguires a person or company making a payment to someone else to withhold
part of the payment and pay it fo the govemnment,

Working capital
Also known as net current assets’, working capital is the total of & firm's current, or shart term,
balance sheel assels minus all current liakilites.

Yield curve
A yield curve shows the relationship betweesn the yield on securities and their maturities [how

long it ks untll they can be redeemed at their face value).

Yield an cost
The yield on cost tells you a-company's dividend refurn as a percentage of the price that you
paid for the shates.

Yield spread
Bonds that are not govemment securities are avaluated by the market on the basis of the

difference ha_megrn their yield and the yleld of a comparable government bond. That difference
is called a spread

Z score

The Z scofe indicates the probability of a company entening bankruptey within the next two
YEArS

Zero
A zaro s atype of share or bond. s key feature Is thal It pays no annual dividend, or coupon.

This confent i for informatian purposes only and does not constituls financiol ogyce, I'l'mmn!n professional
I your firisstietion befure you moke any investmene decluses. DuyTroding com ity receive numpemmﬁm
froxn tfie bronds of services meationsd in this dacument,

"’-"* Warning: Trading CFDs an [everage invoives significant "H' of loss to your capital,
Ehiny T ndi oy H"ﬂﬂﬂnﬂlm:ﬂ b, i )



