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GLOSSARY

10-K
Annual financial report that is required of 
publicly traded companies.

10-Q
Quarterly financial report that supplements 
the 10-K.

Ask price
The stock price at which a market maker
can guarantee a transaction for a buyer. 
Think of an ask price as the amount
someone is willing to immediately accept 
in order to buy a stock.

Bid price
The stock price at which a market maker
can guarantee a transaction for a seller. 
Think of a bid price as the amount 
someone is willing to immediately accept 
in order to sell a stock.

Bond
An IOU issued by a government or 
private enterprise in exchange for cash. 
Bondholders (buyers) are paid interest at
fixed intervals and rates and are repaid the
bond’s full principal amount at a future
maturity date.

Bubble
When the price of stocks or other 
securities becomes inflated due to 
herd behavior and overzealous investor 
confidence not rooted in sound 
fundamental analysis.

Call option
An options contract that guarantees the
option “owner” the right to purchase a
stock at a specified price (strike price)
before a specified expiration date.

Capital gain
A profit resulting from an investor’s
ownership in a stock or other investment
that has increased in value and can be sold
at a price higher than its original purchase
price.

Capital structure
The way in which a company secures 
capital. The issuance of debt (bonds) and 
equity (stocks) are the primary methods of 
securing capital.

Corporate governance
The layout and functioning of a
corporation’s management, including
a system of rules, control hierarchies,
policies, values, shareholder interests,
community, and other factors.

Correlation
The similar response of certain stocks to
various outside factors, scored on a range
from -1 to +1. Two stocks are perfectly
correlated if they have a correlation value
of +1. They are perfectly non-correlated
if they have a correlation value of -1.

Cost basis
The cost basis for a stock is the original 
cost of obtaining the stock adjusted for 
income obtained through the stock, such 
as dividends, capital distribution, and any 
income gained from selling options on the 
stock.

Covered call
When a trader selling a call option owns
the requisite shares in the underlying asset
and is therefore able to readily produce
the shares if the option is “called in.”

Debt-to-asset ratio
Also known as “debt ratio,” a ratio used
to quantify the percentage of a company’s
assets that are financed by creditors.

Debt-to-equity ratio
A comparative measurement of the claims 
on a company’s value exerted by creditors 
vs. the claims exerted by equity holders 
(shareholders).

Deflation
When fewer units of currency have
the power to purchase more goods
and services. Deflation results from a
decline in available money supply.

Derivative
A security that derives its price from 
the price of other assets. Examples of 
derivative securities include options and 
commodities futures contracts.

Dividend
Cash payment issued by a company to its 
stockholders on a regular basis, usually 
quarterly.

Due diligence
The mandated inspection of a security by
brokerages that must take place before
the broker brings the security to market.

Earnings per share (EPS)
Total company profit divided by total 
outstanding shares.

Efficient market hypothesis (EMH)
The theory that all available information 
about a stock is reflected in its current price.

Equity
A party’s ownership percentage in a
business, corporation, or other property.

ETF (exchange traded fund)
ETFs are a pre-diversified, tradable
security, but unlike mutual funds, ETF
prices can fluctuate throughout the day. 
ETFs operate on the market in essentially 
the same manner as a stock.

Expense ratio
An annual fee charged by the managers
of mutual funds or ETFs. Expense
ratios account for administrative
overhead and other fixed costs of
managing the fund or ETF.

Foreign tax withholding
Taxes applied to investment income
earned by nonresident investors. 

Fundamental analysis
The evaluation of core quantitative
and qualitative attributes defining
the financial vitality of a security’s
underlying assets. In the case of
stocks, the subject of a fundamental
analysis would be the corporation or
business that is issuing the stock.

Growth investing
Investing on the basis of a great story, 
inspired by companies that are making big 
splashes in relevant market sectors. Growth 
investors are open to investing in companies 
with higher levels of debt, higher P/E ratios, 
and lower earnings per share (EPS). Compare 
with “value investing.”
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Growth stock
A stock that may not have particularly
competitive financials but is eagerly sought 
by the market nonetheless on the basis of 
anticipated growth rather than dividend 
income.

GTC limit order
A limit order that is “good till canceled.”
A GTC, unlike a regular limit order (see 
definition below) does not expire at the end 
of the trading day. GTC limit orders expire 
only after a specified period of days has 
elapsed or after the investor cancels them. A 
60-day GTC limit order, for example, is good 
for 60 days or until canceled.

Hedge fund
Speculative, actively managed fund aimed 
at high-net-worth individuals. Hedge 
fund managers pursue aggressive growth 
through the use of derivative securities, 
short positions, and other forms of 
complex investment strategies.

Index fund
A mutual fund comprised of stocks that 
reflect the composition of a specific 
market index.

Index investing
Investing in a mutual fund or ETF 
comprised of stocks that reflect the
composition of a specific market index.

Inflation
The decline of a currency’s purchasing power.

Initial Public Offering (IPO)
The first open-market offering of equity
shares in a newly public company.

Leverage
The application of borrowed capital for 
the purpose of acquiring investments for 
a greater return potential, albeit with a 
greater risk. Leverage can enhance returns 
and exacerbate losses.

Limit order
An order placed to buy or sell a stock if 
and only if the stock reaches a specified 
price. Limit orders are distinct from market 
orders in that there is no guarantee that 
the transaction will be executed. Unless 
the limit order is “GTC” (see definition 
above) it expires at the end of the current 
trading day.

Liquidity
A measure of how fast a stock or other 
asset can be turned into cash.

Long position
An investment whereby a return is realized if 
the purchased security gains value over time.

Long-term capital gain
Profit made from purchasing a security and 
holding it for at least a year before selling 
it for a gain. Long-term capital gains are 
taxed at the capital gains tax rate, which is 
generally favorable relative to the standard 
income tax paid on short-term capital gains.

Marketability
The ability to trade a stock or other asset
at a given price at a given volume.

Market capitalization
Stock price multiplied by total shares 
outstanding. Market capitalization is used 
as a measurement of a company’s overall 
size and total value.

Market correction
A sudden downturn in the market due 
to inflated stock prices and general 
overestimations of the market’s strength.

Market maker
A firm that publicly quotes stock prices 
to the public. In order to ensure liquidity, 
market makers must be willing to buy and 
sell stock at the prices they quote.

Market order
An order to buy or sell stock whereby 
the broker commits to an immediate 
transaction at an available market price. 
Market orders are used when investors
prioritize the immediate execution of
a trade over the exact price of a trade.

Mutual fund
A professionally managed investment
vehicle divided into shares and powered
by investments in stocks, bonds, or other
securities, and funded by shareholders.

Mutual fund load
The commission paid to an advisor or 
broker for researching and selecting a 
mutual fund on a client’s behalf.

NAV (net asset value)
Used to measure the value of a mutual
fund. NAV is the aggregate per-share
value of all securities that comprise a
mutual fund, minus expenses. NAV
values do not fluctuate throughout the
day like stock values but instead are
priced once at the end of each business
day to reflect the day’s valuation change.

New York Stock Exchange
The largest stock exchange in the world,
as determined by the combined total
market capitalization values of the
securities represented on the exchange.

Normal yield curve
The standard relationship between a bond’s 
term and its yield. In a normal yield curve, 
the longer the bond’s term (the more time 
allowed to pass before the bond’s face 
value is returned to the investor) the higher 
its yield.

Over-the-counter (OTC) market
Trading venues that are networks of 
dealers. OTC markets are subject to fewer
standards and regulations compared to
centralized exchange markets but tend to
be fair in transacting securities trades.

Part B prospectus
A secondary component of a mutual fund’s 
prospectus that often includes important 
variable expense information and other 
data not found in the general prospectus. 
Part B prospectuses are usually not issued
automatically. They often must be explicitly 
requested by the investor.

P/E (price-earnings) ratio
A stock evaluation metric that is calculated 
by dividing a stock’s price by its earnings 
per share. Stocks with lower P/Es are 
considered “cheap.” Stocks with higher P/
Es are considered more expensive.

Prospectus
A report issued on behalf of a mutual fund 
disclosing the fund’s strategy, goals, fixed 
expenses, and risks.

Put option
An options contract that guarantees the 
option “owner” the right to sell a stock 
at a certain price (strike price) before a 
specified expiration date.

Realized capital gain
When an investor sells out of an 
investment position at a profit: receiving 
more cash than what he originally paid 
to buy into the position. Also known as a 
“realized gain.”

Rebalancing
The investor’s periodic portfolio checkup, 
ensuring that asset ownership is 
proportioned evenly with no undue risk 
resulting from an over- or underabundance
of one asset type or another.
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REIT (real estate investment trust)
REITs are funds devoted to the acquisition 
and management of real estate assets for 
profit. REITs allow investors to own pieces of 
properties without having to hire a property 
management company or self-manage.

SEC (Securities & Exchange 
Commission)
The federal regulatory agency that oversees 
the buying, selling, and marketing of stocks, 
bonds, and other financial securities.

Security
A stock, bond, mutual fund, ETF, or other 
financial instrument that confers financial 
value to an extent determined by the 
market’s demand.

Settlement date
Regarding the purchase or sale of a stock,
the settlement date refers to the date on 
which the transfer of cash and legal stock 
ownership actually takes place.

Short position
An investment transaction whereby a gain is 
realized if the security loses value over time.

Short-term capital gain
Profit made from purchasing a security 
and then selling it for a gain within a year’s 
time. Shortterm capital gains are taxed at 
your standard income tax rate.

Slippage cost
The difference between an investor’s 
expected price when buying or selling a
stock and the actual price paid or received
for the stock. Slippage is the result of 
swift market changes that may transpire 
between the investor’s placement of an 
order and the broker’s execution of that 
order. Instances of slippage are usually 
witnessed following the execution of a 
market or stop-loss order.

Socially responsible investing
The selection of investments on the basis 
of moral values and/or positive civic, 
humanitarian, or environmental  mplications, 
in addition to financial return potential.

Stock
Equity shares issued by a business or 
corporation in exchange for capital to further 
fund business development and growth.

Stock market index
A measurement based on certain attributes 
of a qualified assortment of stocks. Stock 
market indexes are used to track the 
overall performance of various sections 
of the market. Examples include the Dow 
Jones Industrial Average, the Nasdaq, and 
the S&P 500.

Stock split
When a company divides its shares so that 
each outstanding share is suddenly worth 
two shares, three shares, or some other 
multiple. Theoretically, the stock’s price 
will decrease in proportion to the split, but 
oftentimes the market will try to buoy the 
stock back toward its pre-split price.

Stop-limit orders
An order to buy or sell a stock in the event 
that it drops below (or climbs above) a 
specified price (known as the “stop price”). 
Stop-limit orders trigger a limit order (see 
definition) when the stop price is reached.

Stop-loss order
An order to buy or sell a stock in the event 
that it drops below (or climbs above) a 
specified price (known as the “stop price”). 
Stoploss orders trigger a market order (see 
definition) when the stop price is reached.

Tax-loss harvesting
Refers to selling a security at a loss in 
order to offset income and or capital gains 
from the sale of other securities.

Technical analysis
Distinct from fundamental analysis, 
technical analysis is the evaluation of a
stock or other security on the basis of 
its behavior in the market. Technical 
analysis concentrates on the perceived 
trends and patterns that affect a stock’s 
price, whereas fundamental analysis 
is immediately focused on the vitality 
(financial and otherwise) of the company
itself using financial statements and other
reported financial data of the company.

Term
A specified period of time that a 
bondholder must wait until the bond’s
principal (face value) is returned. The 
bondholder is paid interest throughout the 
term. (Also known as “maturity date”)

Trading volume
The total quantity of stock shares being
traded during a given time interval.

Unrealized capital gain
Also known as an “unrealized gain,” an
investment position that has appreciated
in value and is still being held by the
investor. An “unrealized gain” becomes a 
“realized gain” when the investor sells out 
of the position in exchange for cash.

Value investing
Investing on the basis of sound financial
fundamentals. Value investors invest in 
companies that consistently turn profits, 
pay dividends, have low debt, and are 
undervalued compared to competitors in 
the same industry.

Value stock
Stock whose valuation will hold up amid 
the scrutiny of fundamental analysis 
(see definition above). Value stocks have 
low P/E ratios, competitive yield, and 
reasonable debt levels. And they are 
undervalued compared to competitors in 
the same industry.

Volatility
The degree to which a stock or other 
asset’s price is subject to fluctuation. 
Measurements of volatility may also be
applied to markets as a whole. Volatility
encompasses not only downside market
movement but upward movement as well.
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