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Neither Freedom Management Partners  or any of its personnel are registered broker-dealers or investment advisers.

I will mention that I consider certain securities or positions to be good candidates for the types of strategies we are discussing or 

illustrating.  Because I consider the securities or positions appropriate to the discussion or for illustration purposes does not mean 

that I am telling you to trade the strategies or securities.   Keep in mind that we are not providing you with recommendations or 

personalized advice about your trading activities.  The information we are providing is not tailored to any particular individual.  Any 

mention of a particular security is not a recommendation to buy, sell, or hold that or any other security or a suggestion that it is 

suitable for any specific person.  Keep in mind that all trading involves a risk of loss, and this will always be the situation, regardless 

of whether we are discussing strategies that are intended to limit risk.  

Also Freedom Management Partners’ personnel are not subject to trading restrictions.

I and others at Freedom Management Partners could have a position in a security or initiate a position

in a security at any time. 
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FUNDAMENTAL ANALYSIS

Fundamental Analysis is the means by which the investor can research the financial information that 
determines the strength or weakness of a company.  There are several basic fundamental indicators 
that should always be considered before purchasing a stock.

Average Daily Trade Volume- A stock’s average daily trade volume is the very first thing consider.  If 
the stock does not trade at least 300,000 shares a day, don’t buy the stock.  Rarely should you buy 
options on any stock that does not trade at least 1 million shares a day.

52 Week High and Low- Identifying a stock’s 52 week trading range and where it is trading currently 
can provide a great deal of information.
If the stock is trading near its 52 week high, study its underlying technicals to form an opinion as to 
whether the stock is in fact going higher or if it may be positioned for a pullback.
If the stock is trading near its 52 week low, decide whether the stock is going to be moving lower in 
price or may be positioned for a rebound.
If the stock is trading somewhere between the 52 week high and low, there are well established price 
targets for the stock to trade between that will give an indication of how far the stock can potentially 
move.



PE Ratio- A stock’s Price to Earnings Ratio is calculated by dividing its share price by its trailing 12 
months earnings per share. A stock’s PE is a very subjective number and is directly comparable to other 
companies that provide the same product or service.  To compare General Electric to Intel would be an 
unfair comparison; they do completely different things.  For the most part, the company you are 
considering should have a PE that is lower than that of other comparable companies.  

PE Ratio Score Card

0 to 20 – Undervalued
20 to 40 Fair Valued
40+ Overvalued
Negative (Losing Money)

Beta – a measure of the volatility based on the S & P 500

Market Capitalization

Mega-cap: Over $200 billion
Large-cap: Over $10 billion
Mid-cap: $2 billion–$10 billion
Small-cap: $250 million–$2 billion
Micro-cap: $50 million-$250 million
Nano-cap: Below $50 million

To determine the Market Capitalization multiply the outstanding shares by the stock’s price. 
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FUNDAMENTAL ANALYSIS

KEY TERMS

Book Value: Calculated by dividing the net worth of a company by the number of shares outstanding. 
This is considered the accounting value of a firm's stock, the value of the company's assets a shareholder 
would theoretically receive if a company were liquidated.

Outstanding Shares: Shares that are currently owned by investors. Means the same as issued shares.

GROWTH FACTORS / RATIOS

Book Value Per Share (BVPS): In simple terms it would be the amount of money that a holder of a 
common share would get if a company were to liquidate.

Earnings Per Share (EPS): The portion of a company's profit allocated to each outstanding share of 
common stock. Earnings per share serves as an indicator of a company's profitability.



FUNDAMENTAL ANALYSIS

GROWTH FACTORS (cont.)

Sales per Share (SPS): A ratio that computes the total revenue earned per share over a 12-month 
period. It is calculated by dividing total revenue earned in a fiscal year by the weighted average of 
shares outstanding for that fiscal year:

Operating  Cash Flow per Share (OCPS):  Cash flow per share shows the after-tax earnings plus 
depreciation, on a per share basis.

OTHER FUNDAMENTAL FACTORS

Long Term Debt
Short Term Debt

Return on Equity (ROE)
Return on Invested Capitol (ROIC)
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SPECIAL EFFECTS

There are many factors that contribute to successful trading; one of those is 
the awareness of market times and seasons when it performs at its best 
and when it is at its worst.

The things that will be discussed in this section will greatly improve your 
awareness of the market happenings around you.



Most Volatile Trading Times Of The Day

The greatest market volatility occurs in the first trading hour of the day and 
last 2 hours of the day.  I do not recommend that you buy in the first hour’s 
trading; the prices of stocks and options are often inflated to take 
advantage of the unwary.  

I do however recommend selling into this volatility as it puts you on the 
same side of the trade as the market makers.  The last 2 hours of the day is 
when the pros come to the table and it behooves you to watch the market 
movement as they trade.  If they are pushing the market higher, buy with 
them.  If they are selling the close you might want to monitor your positions 
closely and tighten your stop losses.



Most Volatile Trading Days Of The Week

The most volatile trading days are Fridays and Mondays.  Many traders and 
institutions do not like to carry positions over the weekend.  

This is especially true during times of economic and political unrest.  This 
being the case, they will often liquidate or reduce their holdings on Friday 
and then, if the market conditions sustain themselves, they will buy back 
into the market on Monday.



Best Trading Time Of The Month

Price movement from the 25th of the month to the 10th of the following 
month more than doubles the performance of the remaining half of the 
month.  

And the best trading days out of that two-week period are the last four days 
of the month and the first three days of the following month.  

The reason for this trading spurt is the influx of money generated by the 
401K funds that invest the retirement monies deducted from the nation’s 
payrolls.  This time period used to have triple the performance of the other 
two weeks when people were only paid once a month.  Since the inception 
of the bi-monthly payroll, there is a now a small mid-month blip in the 
market.



Best trading months of the year

The best trading months of the year are ranked in the following order:  

1. December
2. November
3. January

Typically the rally starts in the latter half of October, moves well through 
January and then takes a little breather in February as the market takes 
some profits and then cruises into March.



Worst Trading Months Of The Year

The worst trading months of the year are ranked in the following order:  

1. September.  
2. August.  
3. The first half of October.  

From late April to mid-October is traditionally the worst performing time of 
the year.



October Effect

The market has a long memory.  Up until recent history which witnessed the 
largest market losses ever starting in the year 2000 the biggest market 
crash started in October of 1929.  “Black Friday” occurred in October 1987 
when we had the largest single day sell off in market history.  And the 
“Asian Flu” panic that drove our market down happened in October 1997 
also.  This being the case, there is a built-in, self-fulfilling fear in the month 
of October.  The whole market is looking for the boogieman to jump out and 
take it down and at the first sign of negativism the media shouts it from the 
rooftops and the market scrambles for shelter.

What the media fails to tell you is that this October pull back is built into the 
market.  Many of largest investment funds and corporations are creating 
window dressing for their annual reports by selling off their holdings in small 
and midcap stocks.  They are also selling many of their losers.  By doing so 
prior to the 15th of the month they can declare their losses.



December Effect

December is traditionally the best trading month of the year, especially the 
last half of the month.  In order to take losses for the year, the small 
investor typically dumps their holding prior to the 15th of the month and then 
goes bargain shopping in the last half.  

The same thing occurs with the large investors who have dumped their 
holdings to dress up the annual report and then are looking for bargains to 
take into the next year.



January Effect

January is the third best trading month of the year, especially watch the first 
four trading days of the month.  

It is also often an indicator of the strength or weakness that will be manifest 
in the coming trading year.  

This is determined by comparing the closing level of the S&P 500 on the 
last trading day of December to that of January.  

If the S&P closes higher in January than it did in December, it bodes well 
for the upcoming trading year.  

The opposite holds true if it closes lower.



Happy Holidays

Oftentimes the trading that occurs around holidays provides the savvy 
trader with some nice gifts.  The day before St. Patrick’s Day is often an up 
day in the market.  I don’t know if the market equates green beer with green 
money or if there are just a lot of Irish traders, either way it is often a nice 
surprise.

Some others to watch are: 

The days just before the 4th of July

The Thursday before Good Friday

The days just before Thanksgiving 

And just prior to Christmas.



Earnings Effect

Many traders like to play earnings announcements.  

This can be a nice trade, but you have to plan your trading carefully.  The 
wise trader looks at the particular he intends to trade and determines what 
it has historically done on earnings announcements.  If the stock has a 
history of running up prior to the announcement then it is a stock worth 
watching.  

At the first sign of upward movement you can enter the trade.  The key is to 
NOT be there when the announcement is made.  As a safety net, always 
exit the trade prior to the actual announcement. 



Hampton Effect

Many of the wealthiest investors and managers take much of the summer 
off and go to their estates in the Hamptons to recreate and entertain.  

I don’t know if their absence results in the flat market that typically marks 
the summer months or if its being flat is why they leave.  

Either way, from the 4th of July until after Labor Day the market typically 
trades sideways on low volume.  

This can often provide some volatile intra-day swings as the amateurs are 
in control of the market.



CNBC Effect

The staff of commentators on CNBC have a high level of credibility, 
especially to the amateur investor.  Whether it is warranted or not, any 
negative or positive comments they may make about a particular stock 
often results in near immediate price movements.  

If you intend to trade with this approach I would suggest that your act 
quickly, take a very small profit and get out.  

My approach to CNBC is that it is a good source for market news but not 
the greatest source for stock tips.



Election Effect

Presidential election years and the year prior are often good years in the 
market.  The last thing a sitting President wants to face if a bad economy 
and they will do everything in their power to assure that the election year 
economy is fine-tuned.  

The same holds true for those Congressmen and Senators that are facing 
election.  It is rare in an election year that you will hear talk of raising taxes.  

They will all take credit for what is good, blame others for what is bad, bring 
home as much “pork” to the home tables that they can and promise their 
electorate that they are the answer to all their problems.



Fed Effect

The Fed Chairman has control of the interest rates that drive our economy.  
As such, he has a high degree of influence on 25% of the world’s economy.  
That is an enormous amount of power that he wields, so when the Fed 
Chairman speaks, the market listens.  

And so should you.  

You should be aware when the FOMC meetings are being held.  They 
typically are held for a two-day period with the major announcements 
coming out on the second day.  If you are in any positions I would monitor 
them closely so that if the market turns you can execute a quick exit.  If you 
are intending to enter a position, it might be wise to wait until after any 
announcements.

These days will often bring lower volume until the announcement comes 
out.



Window Dressing

There are four months out of the year that bear special attention for a very 
specific reason.  

Those months are; March, June, September and December.  

On the last trading day of the quarter, companies will buy their own stock in 
order to reflect a better share value on their quarterly reports.  It is best to 
have these price moves supported by other technical and fundamental 
indicators before jumping into the trade just because you see a one or two 
day pop.
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