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1.  Mutual Funds – Open Ended
Services of Investment Companies

· Administration & record keeping

· Diversification & divisibility

· Professional management

· Reduced transaction costs

Costs of Investing in Mutual Funds

· Fee Structure

· Front-end load

· Back-end load

· Operating expenses

· 12 b-1 charges

· distribution costs paid by the fund

· Alternative to a load

· Fees and performance
There is a mutual fund for almost any market segment.  Money market mutual funds are the safest and have a NAV = 1.00.  
One special type of fund is a REIT, Real Estate Investment Trust.  To avoid taxes on the income this type of fund earns, it must payout 95% of its earnings to holders.  It is not strictly a mutual fund per se, but an investment trust.

NAV = net asset value, (value of all assets – liabilities) divided by shares outstanding.  Buying and selling prices are only set at the end of the day meaning that when buying and selling open ended mutual funds, you will get the 4 p.m. close price.  If you put your order in at 4:05 p.m. you will get the next day’s 4 p.m. closing price.
Expense ratio is how much it costs to run the fund as a percentage of net assets.  Index funds generally have expense ratios of 0.25% or less.  Actively manage funds usually have much higher expense ratios, sometimes exceeding even 2%.  Front end and back end loads are the amount you have to pay to invest in the fund.  A 2% front end load for example, costs you $200 if you invest $10,000 in the fund, meaning only $9,800 is actually invested in the fund.  Load funds are often sold by brokers and should generally be avoided.
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2.  Closed-End Mutual Funds

Mutual funds not open to new investment.  Can only buy from other shareholders.  They trade just like stock.  Price may or may not equal NAV.  The prem./disc. is the difference between NAV and the price.  Prem/Disc = (Mkt price – NAV)/NAV
Open-End and Closed-End Funds: Key Differences

Shares Outstanding

· Closed-end: no change unless new stock is offered

· Open-end: changes when new shares are sold or old shares are redeemed

Pricing
· Open-end: Net Asset Value(NAV)

· Closed-end: Premium or discount to NAV

CLOSED-END FUNDS: Emerging Markets Funds | Return to Major Categories | About Closed End Funds 

	Wednesday, January 17, 2007

	
	Weekly Statistics
(as of 1/12/2007)
	Daily Statistics
(as of 1/17/2007)
	 
	

	Fund
	NAV
	Mkt Price
	Prem/Disc %
	NAV
	Mkt Price
	Prem/Disc % 
	52 Week
Market Return %
	

	Central Europe & Russia (CEE)
	52.97
	49.21
	-7.10 
	53.38
	50.44
	-5.51
	19.02 
	

	Emerging Mkts Telecomm (ETF)
	19.10
	18.09
	-5.29 
	19.32
	18.28
	-5.38
	40.89 
	

	First Tr/Abrdn Emerg Op (FEO)
	20.43
	18.81
	-7.93 
	20.51
	18.94
	-7.65
	NS 
	

	Morg Stan East Europe (RNE)
	35.75
	37.58
	+5.12 
	36.29
	38.75
	6.78
	30.14 
	

	Morg Stan Emerg Mkts (MSF)
	27.45
	25.96
	-5.43 
	27.84
	25.75
	-7.51
	29.71 
	

	Templeton Emerging Mkts (EMF)
	17.66
	17.52
	-0.79 
	17.70
	17.80
	0.56
	2.99 
	

	Templeton Russia & E Eur (TRF) c
	59.48
	75.95
	+27.69 
	61.47
	76.08
	23.77
	43.57 
	

	Source: Lipper Inc.


3.   Exchange-Traded Funds

These are mutual funds which you can trade during the day and receive the price at that time.  Price should be very close to NAV throughout the day.

· ETF allow investors to trade index portfolios like shares of stock

· Examples – SPDRs, Vipers, and Webs

· Potential advantages

· Trade continuously 

· Lower taxes 

· Lower costs

ETF Price Tables 

Wednesday, January 17, 2007 

Exchange-traded funds, latest session

	ETF
	Symbol
	% Yield
	Close
	Chg
	% Chg
	YTD 
% chg
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4.  Options

Options expire on 3rd Friday of expiration month.

Buy a Feb 25 call option, right to buy 100 shares at $25 a share on or before 3rd Friday in February.  Would cost you $2.40 per share or $240 for this option.

Sell Feb. 25 call option, obligation to sell 100 shares at $25 a share, receive the $240.

Buy Feb. 25 Put option, right to sell 100 shares at $25 a share on or before 3rd Friday in February.  Would cost you $30 total.

Sell Feb. Put option, obligation to buy 100 shares at $25.  Receive $30 for writing the put option.
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 The two most popular option strategies are called the protective put and covered call.  A protective put is when you own the underlying stock and buy a put option on that stock.  A covered call is when you own the underlying stock and write a call option on that stock.  See below for how you can invest in a covered call strategy using mutual funds/ETFs.

Income-Hungry? These Funds
Provide Fat Yields -- at a Price

By Jon Clements
October 24, 2007; Page D1
Nice yield. Shame about the share price.

Income-hungry investors often sell call options against their stocks, figuring this is an easy way to pick up extra cash. Indeed, the strategy tends to gain popularity at times like this, when folks figure the stock market won't make much headway.
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But before you try your hand at options trading, check out covered-call funds -- both for their bargain prices and for what they tell you about the strategy's pitfalls.

• Taking cover. Since early 2004, some 40 stock funds have been launched that follow a covered-call, or "buy-write," strategy.
 
Almost all are "closed end," meaning they sold shares at an initial public offering, after which the funds were closed. Now, the only way investors can get in and out is to trade the stock-market-listed shares.

Many of these funds boast double-digit yields. To generate those payouts, the funds sell call options against their stocks, in return for which they receive premiums.

The premiums, however, are no financial freebie. If you sell a call and the stock in question rises above the option's strike price, the stock will be "called away" by the option's buyer. That means you miss out on the gains above the strike price.

	

	


Indeed, critics argue that selling calls is a bum strategy, because your best performers get called away. Some funds sidestep this problem by selling call options on market indexes. Trouble is, this strategy limits a fund's gains during big market moves.

If the performance of covered-call funds is any guide, the critics are on to something. While the funds have paid impressive dividends, this has often come at the expense of a stagnant net asset value, or NAV. The NAV is the value of the fund's portfolio holdings on a per-share basis.

In fact, almost half of covered-call funds now have NAVs that are below their NAV when they were first launched. The implication: If you write call options against your stocks, you will pad your income -- but hurt your capital gains.

• Discounting prices. All this is a reminder to focus on "total return," which takes into account both income and portfolio appreciation. On that score, covered-call funds have a lackluster record, as you can see from the accompanying chart.
 
In truth, many investors have endured returns that are even worse than the chart suggests. Consider the $2.4 billion NFJ Dividend Interest & Premium Strategy, one of the largest covered-call funds.

There's much to like about this fund. It has good portfolio performance, a steady dividend, annual expenses below 1% and an NAV that's climbed nicely since the fund's February 2005 launch. Yet anybody who bought at the IPO is likely disappointed. Shares were sold at $25, a 4.8% premium to the fund's initial $23.85 NAV. That premium reflected commissions paid to brokers and other IPO selling costs.

As of Monday's close, the shares were down to $23.02, a 10% discount to Monday's $25.66 NAV. Result? While the fund's portfolio has clocked a 12% annual total return since inception, the performance enjoyed by initial buyers has been less than 7%, even with dividends.

• The lesson: Never buy at the IPO. Instead, purchase these funds at a steep discount -- which is where many are now.
 
"To the extent that some of these funds are at pretty big discounts, they're relatively more attractive," argues Citigroup analyst Kathy Jones. Ms. Jones also likes funds with a stable or rising NAV, because that suggests these funds still have plenty of assets with which to maintain their dividend.

Still like the idea of selling covered calls? If you're determined to try the strategy, forget doing it yourself -- and instead buy a bargain-priced fund. You might start your research by hunting for closed-ends with 10%-plus discounts and rising NAVs since inception.

In addition to the NFJ fund, other funds that met those criteria as of Monday's close include Eaton Vance Enhanced Equity Income, Eaton Vance Tax-Managed Global Buy-Write and Nuveen Equity Premium & Growth.

5.  Futures

“One minute you're up half a million, the next, boom.  Your kids don't go to college and you've lost your Bentley.”  

-Winthorpe AKA Dan Akroyd, Trading Spaces, 1983

Why Futures Markets are so exciting!!!!!!!!!!!!!!!!!!!!!!!!!  Even Hollywood knew futures markets were exciting based on the Trading Places movie.

The movie was based on a reversal of fortunes dealing with OJ futures.  Here is how Hollywood detailed it.

Orange Juice futures are for 15,000 pounds(sold in concentrate) and each contract is priced in cents per pound.  Currently around $1.75 per pound(2007).  However, the movie had the price around $1.02 per pound.  The subplot for the movie is that Valentine and Winthrope have managed to attain the real crop report which has not been announced yet and the “Dukes” have the false report saying the weather is bad and the harvest is less than normal.  Thus, they think the price is going up and Valentine and Winthorpe know it is going to fall.  The Duke’s agent goes long or starts buying contracts.  Because of this, the price gets pushed up to 142.  At this point, Valentine and Winthorpe start going short or selling contracts.  This drives the price back to 102.  The crop report comes out and the price tumbles to 46 at which time Valentine and Winthorpe buy back all their contracts(20,000) at this point.  They do not buy any from the Dukes agents which sticks them with all contracts they bought and the market closes at 29.  
So, how much did Valentine and Winthorpe make?  If we postulate they sold at an average price of 122 as the market crashed and bought at an average of 38 from when the price went from 46 to 29, they made:

$1.22 – $0.38 * 15,000 pounds per contract * 20,000 contracts for $252,000,000!!!  Now that’s some cash.
The Dukes end up losing $394,000,000 which is not hard to imagine based on our analysis above.
Because of market circuit breakers, this couldn’t really happen as the market would be halted with such large movements in the price, but....real trading losses in the last 10 years make Hollywood’s version quite tame.
Nick Leeson and Barings Bank

The week before Nick Leeson disappeared he kept throwing up at work.

Colleagues did not know why, but were soon to find out.

The ego of a 28-year-old trader on the Singapore Monetary Exchange and the greed and stupidity of a 233 year-old bank had combined to destroy an investment empire, and in the process stunned the world.
	Nick Leeson's life started as a classic rags-to-riches tale. He was the working class son of a plasterer from a Watford council estate, who failed his final maths exam and left school with a mere handful of qualifications. Nevertheless, in the early 1980s, he landed a job as a clerk with royal bank Coutts, followed by a string of jobs with other banks. He finally settled up with Barings, where he quickly made an impression and was promoted to the trading floor.
…"I don't think of myself as a criminal" Leeson said before he was tried in Singapore, he has always claimed he made no personal gain from his trading and was merely trying to cover losses.

Click for link to rest of article



Losing a $1 billion is bad, how about $5 billion in a week…
What went wrong at Amaranth Advisors

Wednesday, September 20, 2006

By Ann Davis in Houston and Henny Sender and Gregor Zuckerman In New York, The Wall Street Journal

One of the mistakes that led to Amaranth Advisors' multibillion-dollar losses on natural-gas investments is a common one in fast-shifting energy markets: confusing paper trading gains with cash profits. 

The hedge fund's chief energy trader, 32-year-old Brian Hunter, misgauged when to take his chips off the table, losing roughly $5 billion in a week for a hedge fund that boasted of world-class risk-management systems. While Amaranth had traded energy for several years, its roots were in convertible-bond trading, a different, less-volatile market. 

Click for link to rest of article
The fund closed down two weeks after this article with a $6 billion dollar loss in September.

[image: image6.png]‘Where Are They Now?

‘Some key participants, four months after the largest hedge-fund failure ever:
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icholas Maounis, Amaranth's founder

and CEO: Exploring starting  new
hedge-fund business.

= Brian Hunter, Amaranth energy trader:
Exploring starting a hedge fund of his own.

=J.P. Morgan Chase, Amaranth's
natural-gas clearing broker: Made at least
$725 millon after taking over some
Amaranth positions.





More Recently, Jerome Kerviel has topped them all.  Lost over $7 billion and he supposedly was only allowed to have market exposure of less than $1 million.

How to Lose 
$7.2 Billion: 
A Trader's Tale

Kerviel Cooked Books, 
Skipped His Holidays; 
Calling in a Doctor

By DAVID GAUTHIER-VILLARS and CARRICK MOLLENKAMP 
February 2, 2008; Page A1
PARIS -- In the early afternoon of Saturday, Jan. 19, Jérôme Kerviel was on a weekend break by the sea when he got a call on his mobile phone from his boss at Société Générale.
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"We need some explanations," said a manager of Delta One, a lowly trading unit that handled humdrum, low-risk trades, according to people familiar with the conversation.

Mr. Kerviel, who was in Deauville, a fashionable seaside resort famed for its horse races and palatial casino, was told to get back to the office in Paris. He caught a train for a three-hour journey to Société Générale's headquarters.

Today, two weeks after Mr. Kerviel's beach break was cut short, a picture is starting to come together of the junior trader who, undetected, caused the largest single trading hit in banking history. Previously unreleased details of the transaction that first brought him down, along with interviews with bank executives, prosecutors and Mr. Kerviel's own lawyers, reveal a man who knew the risks but thought he could beat them -- and whose undoing has exposed the frictions within one of France's proudest and most elite banks.

Calling in a Doctor

Mr. Kerviel arrived at the bank around 7 p.m. on the night of Jan. 19. He was marched into the offices of Jean-Pierre Mustier, a former paratrooper and academic whiz with a buzz-cut who heads Société Générale's investment-banking division.

At the beginning, Mr. Kerviel was questioned about a single trade that had been discovered the evening before and aroused concern: a transaction with a German brokerage house that had seemingly lost the bank €1.5 billion ($2.22 billion). He gave little away at first. "He's a very silent man," said a senior official. "It was a lengthy process."

As the meeting dragged on into the night, Mr. Kerviel eventually admitted that the German trade was fake, according to bank officials. Worse, it was just one of numerous fictitious transactions booked by Mr. Kerviel to mask a mass of real and highly risky deals. Mr. Mustier and fellow executives grilled Mr. Kerviel until three in the morning.

Stress levels rose to the point that, fearful Mr. Kerviel might crack under the strain, they called in a doctor. After monitoring the trader's condition, the doctor said he could go home for a few hours sleep and then return in the morning, according to people familiar with the meeting.

By Sunday, Société Générale was forced to confront a shocking truth: Mr. Kerviel -- a junior trader paid a modest annual base salary of around $70,000 -- had gambled more than the bank's entire worth in high-risk bets. Some €50 billion was on the table -- and the roulette wheel was about to start spinning again with the opening of markets on Monday morning.
...After two days of questioning, investigators asked Mr. Kerviel: "Are you a gambler?  "No," the trader replied. "I shoot pool."

Click for link to rest of article
In a French Twist, 
Infamous Trader 
Gets Hero Treatment

Bank Finds It Hard to Say 
Au Revoir to Mr. Kerviel; 
'Che Guevara of Finance'

By ANDREW HIGGINS
February 1, 2008; Page A1
PARIS -- Société Générale says wayward trader Jérôme Kerviel lost the bank $7.2 billion. But that was last week. He's now on his way to cult celebrity -- and he still hasn't lost his job.

Société Générale has stopped paying Mr. Kerviel and told him not to come to the office, but it hasn't managed to formally fire him. French law stipulates that to do that, the bank must first call him in for a sit-down meeting and explain its dissatisfaction. He has the right to bring along a trade-union official, a lawyer or anyone else he'd like.

That will be complicated: A pair of Paris judges this week released Mr. Kerviel from custody but forbade him to have contact with the bank. "This is a very peculiar case," says Emmanuel Dockès, a law professor at l'Université Lyon 2, Mr. Kerviel's alma mater in central France.

Yet another example is Long-Term Capital Management who actually had Myron Scholes and Robert Merton on the board(they shared the 1997 Nobel Prize in Economics) and were the original founders of option pricing theory.  The Black-Sholes option pricing model literally helped create the explosive growth in the use of options.  They lost $4.6 billion in four months in a variety of options, swaps, and supposedly “safe” arbitrage positions.   

So, lets look at how this works:
FUTURES:

Both parties have obligation to perform.  Money does not change hands initially, only after the price changes.

Long Mar 07 Gas, Futures, obligated to buy 42,000 gallons of gas for $1.78 a gallon on the third Friday of March.

Short Mar 07 Futures, obligated to sell 42,000 gallons of gas for $1.78 a gallon on the third Friday of March.
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Interested in futures markets yourself?  I would recommend future options to begin with.  You can actually buy(do not write) options on futures which allows you to take advantage of the price moves without exposing yourself to unlimited liability.  You can only lose the purchase price of the option.  If you write the options, you are again exposed to the possibility of large losses.
You can also buy future mutual funds, see below.
Managed-Futures Funds Begin
To Open Up to Small Investors
By ELEANOR LAISE
February 1, 2007; Page D3
A fast-growing but risky investment strategy is opening up to small investors: managed-futures funds.

These funds, which typically invest in futures contracts tied to currencies, bonds, commodities and other investments, have traditionally come with high fees and minimum net-worth requirements that kept them off limits to many investors. Now, fund companies are planning new products that will give small investors relatively low-cost, easy access to the strategy. And some financial advisers say they're increasingly recommending managed-futures funds to individual investors.

Rydex Investments, Rockville, Md., is set to launch a retail, open-end managed-futures mutual fund in March. With a minimum investment of $2,500 and no income or net-worth requirements, the Rydex Managed Futures Fund is more accessible than most traditional funds of its kind. The fund will allow investors to trade shares daily, whereas many managed-futures funds allow trades only once a month. And while managed-futures funds often charge management fees of 2% of assets as well as hefty performance-based fees, the Rydex fund will charge annual expenses of 1.65%.

Investment firm Geronimo Financial, Denver, hopes to launch a similar mutual fund this year, says chief investment officer, David Prokupek.

Since managed-futures funds typically invest in contracts tied to everything from grains and livestock to euros and yen, they tend to behave much differently than stocks and bonds. The funds can generally take "long" positions, a bet that prices will rise, or "short" positions, a bet that prices will fall, in futures contracts, which are agreements to buy or sell a financial instrument, currency or commodity at a particular price on a future date. As a result, they can lower a portfolio's overall risk, financial advisers say.

But as stand-alone investments, these funds can carry substantial risks. Futures contracts can be extremely volatile, and some managed-futures funds employ a strategy using substantial amounts of leverage, meaning small changes in contracts' prices can lead to major gains or losses.

The recent run-up in stock and commodity prices is sparking interest in managed-futures funds, industry experts say. Investors who have enjoyed the market's strong recent returns want to protect their gains, and advisers point to managed futures as a way to hedge against a stock-market downturn. Investors also see managed-futures funds as a way to play the commodities market at a time when everything from gold to corn is posting big returns. In the year ended Sept. 30, assets under management in managed futures world-wide jumped more than 19% to $156 billion, according to Barclay Group, which tracks managed futures.

Given the market's strong recent returns, "more and more investors are asking, 'What can I do to protect my portfolio?' " says David Darst, chief investment strategist of Morgan Stanley's Global Wealth Management Group. The firm recommends that wealthy clients with $1 million or more in investable assets devote 4% of their portfolios to managed futures.

Legend Financial Advisors, a Pittsburgh wealth-management firm, started moving clients into managed futures last year and now typically recommends an allocation of 6% to 10%. The strategy "offers a tremendous amount of diversification," says Lou Stanasolovich, the firm's chief executive.

The Rydex Managed Futures Fund, set to start trading in March, is designed to track the performance of Standard & Poor's Diversified Trends Indicator, which consists of long and short positions in various commodity and financial futures contracts. Instead of investing directly in futures contracts, the fund will use "structured notes" to track the S&P indicator. In other words, the fund essentially buys a fixed-income instrument whose price is tied to the indicator's return.

Yet given its straightforward strategy of tracking the S&P indicator, "the fund is charging a lot for what it's doing," says Karen Dolan, a fund analyst at investment-research firm Morningstar Inc. What's more, there are fees associated with buying structured notes that aren't reflected in the expense ratio but will take a bite out of fund returns. Execution costs associated with the structured notes could amount to 1% to 1.5% of fund assets, says Edward Egilinsky, managing director of alternative strategies at Rydex. 

6.  Currency Table

Reading down, it is how many units of that foreign currency you receive for 1 unit of the currency listed at the top of the column.
KEY CURRENCY CROSS RATES

9:31 a.m. EST 01/18/07Key Currency Cross Rates
	 
	Dollar
	Euro
	Pound
	SFranc
	Peso
	Yen
	CdnDlr

	Canada
	1.1733
	1.5183
	2.3128
	0.93894
	0.10764
	0.00967
	...

	Japan
	121.32
	156.99
	239.15
	97.087
	11.130
	...
	103.40

	Mexico
	10.901
	14.105
	21.487
	8.7233
	...
	0.08985
	9.2905

	Switzerland
	1.2496
	1.6170
	2.4632
	...
	0.11464
	0.01030
	1.0650

	U.K.
	0.50731
	0.65645
	...
	0.40597
	0.04654
	0.00418
	0.43237

	Euro
	0.77280
	...
	1.5233
	0.61844
	0.07089
	0.00637
	0.65865

	U.S.
	...
	1.2940
	1.9712
	0.80026
	0.09174
	0.00824
	0.85230

	Source: Reuters

	


Some Review Questions
Ownership of a put option entitles the owner to the __________ to __________ a specific stock, on or before a specific date, at a specific price.
 A) obligation, buy
 B) obligation, sell
 C) right, sell
 D) right, buy

Money market fund's NAV is fixed at _____ per share.
 A) $1
 B) $2
 C) $3
 D) None of the above


What is the rate of return on a mutual fund that has $500 million in assets at the start of the year, 20 million shares outstanding, a gross return on assets of 12%, and a total expense ratio of 1%?
 A) 12%
 B) 11%
 C) 13%
 D) There is not sufficient information to answer this question


A mutual fund reports $150 million in assets, $25 million in liabilities, and has 12.5 million shares outstanding. What is the Net Asset Value (NAV) of these shares?
 A) $20
 B) $25
 C) $15
 D) $10


Real estate investment trusts are exempt from __________ as long as they distribute 95% of their taxable income to shareholders.
 A) taxes
 B) regulations
 C) auditing
 D) All of the above


Investors who wish to buy some shares of a closed-end fund may ______.
 A) buy the shares at a premium
 B) buy the shares from the company
 C) buy the shares the at net asset value from the fund's managers
 D) None of the above


The most common benchmark for comparing the performance of equity mutual funds is the __________.
 A) Standard & Poor's 500 Index
 B) New York Composite Index
 C) Dow Jones Industrial Index
 D) NASDAQ Composite Index


Sector mutual funds concentrate their investments in _________________.
 A) different geographical regions of the US
 B) geographical segments of the real estate market
 C) securities issued by firms in a particular segment of the economy
 D) government securities


Mutual funds perform the function of __________ for their shareholders.
 A) investment insurance
 B) tax preparation
 C) record keeping and administration
 D) All of the above
What is a protective put?

What is a covered call?

What is a straddle?

When you go short a futures contact, 

a. You have the option to buy

b. You have the option to sell

c. You have the obligation to buy

d. You have the obligation to sell

It takes 15 Mexican pesos to buy a euro, how many euros does it take to buy a peso?

If last year it took 0.7 pounds to buy a Euro and this year it takes 0.75 pounds to buy a euro, what happened?

a.  The pound appreciated

b.  The pound depreciated

On average, why do mutual funds underperform their respected indexes?
You always buy and sell this at the NAV:

A.  Standard open-ended mutual fund

B. ETF

C. Closed end mutual fund

You have to wait until the 4p.m. closing price

A. Standard open-ended mutual fund

B. ETF

C. Closed end mutual fund
You can buy or sell this anytime during the day but will sometimes get a substantial discount and at other times must pay a premium:

A. Standard open-ended mutual fund

B. ETF

C. Closed end mutual fund
You can buy or sell this at any time of the day and most follow particular indexes:

A. Standard open-ended mutual fund

B. ETF

C. Closed end mutual fund
