Welcome to the S&M
Economic Newsletter

As a recent college graduate, the transition
to the “real world” can be intimidating. Arguably,
the biggest change a young adult must make in
order to keep his head above water is to become
financially literate.

After 16+ years of school, we are never
taught about the importance of credit, how a
mortgage works, or why our biggest expense over
the course of our lives will be taxes. We are tdug
to go to school, get a job (where we use almost

none of what we learned in school) and try to enjoy

it while we work our lives away.

We here at S&M realize that it doesn’t have
to be that way, and are a part of a growing
community who wants to educate the next
generation of Americans. Our mission is to arm
our readers with the tools necessary to take cbntro
of your financial lives instead of leaving the pawe
in everyone’s hands but your own. This will be
done by including articles with a variety of
complexities, so people at all different levels of
understanding will be sure to learn something new.

In short, this newsletter is for you. We’'ll be
writing about everything from international
economics to individual company profiles and from
financing a TV to financing a 50 unit apartment
building. If you want to know more about a
financial or economic issue, we’re happy to oblige.
Comments, questions, criticisms and corrections
are all welcome, and can be entered at
SarahTingen.com or by contacting a columnist
directly. Happy reading!

Sincerely,

Sarah, Mike, and Chris
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In a world where people work 40, 60, even 80
hours a week and can barely pay their bills, iiportant
to have a number of money-making tools in your
financial toolbox. Without discrediting the virsief a
fulfilling job (which | hope many of you have found
supplemental income could be the difference betveeen
trip to the beaches of Bali and a trip to the puplol. It
could also be the difference between retiring aa6é
retiring at 46.

In the months ahead, we here at S&M intend to
arm you with an arsenal of investment strategies an
supplemental income options so everyone, regardless
their assets or risk tolerance, can build theinmath.
This issue, I'm going to explore the concept ofibgy
and trading options.

An option, by definition, is a financial
instrument that conveys the right, but not thegdilon,
to buy or sell 100 shares of stock in a certaingamy at
a specified price. This means that, for a nomiea] |
can purchase the option to by stock in company XaYa




predetermined price of my choice, regardless of how
much the stock is worth at this moment. Altenvely,

if the stock goes up, | can sell that option withou
exercising it, thereby turning a profit on the isased
value of my option. There are many nuances tmaopti
trading that, once understood, can turn your inuest
dollar into three or four before you can say “what
recession?”

Firstly, an option can increase in value whether
the stock goes up or down. call option is the right to
buy a stock at a certain price, and increasesliuevas a
stock goes up. Autoption is the opposite, and
increases in value as the stock goes down. Aldikeu
owning a share of stock, an option decreases ireval
over time if the stock price remains unchangedchEa
option comes with atrike price(the value at which you
are choosing to buy or sell the underlying stocaid an
expiration date, after which the option will be widess.

Therein lies the challenge of options trading.
You must be able to predict not only whether alstoc
will go up or down, but by how much, and how fast.
Options can also be used as insurance on a stack yo
already own. If you want the stock to go up, buty
think the company is in for a bad quarter, a putoop
limits your losses. Conversely, if you're confidéime
stock will do well in the short term, buying a cafition
would significantly increase your profit potential.

For example, assume a share of stock in S&M
Chemical is $48, and thinking this company hasya bi
upside, you decide to buy one June call option
(expiration dates occur at the end of trading entktird
Friday of the month) with a strike price of $50 for
premiumof $2.00. This means that for $200, you now
control 100 shares of stock trading at $48 pereshar

In this case, if you were planning on exercising
the option (buying the 100 shares, which you caatdo
any time before expiration) yobreak-even pointvould
be $52 per share after you consider the $200 yentsp
on the option premium (ignoring brokerage feesjteA
that, you earn $100 for every point the stock gaiiis
the stock is at $54 at the time of expiration aod y
exercise your option, you've already made a 1008fitpr
on your initial investment. Exercise your option,
immediately sell, and your $200 is now $400.
Considering that a “good” stock gains 15 or 20% in
year, that's a pretty good return on investment.

But if you don't have the $5000 stored away to
exercise the option (and don’t have the means yoobu
margin) you can just as easily (and profitably) gelur
option without exercising. The value of an optisn
predominantly determined by the cost of the undiegly
stock, the strike price, and the stockdatility (how
quickly it fluctuates up and down). So, if a feewyd
after you purchase your $50 call, the stock werfrom
$48 to $49.25, the premium for the same optiondoul
easily be in the $3 range, and you haven't evegdut
strike price yet. At this point, you could selluyaption
for a quick 50% profit, or watch your option incsean

value further as the stock goes up. In fact,ithleow most
options are traded. The vast majority are neveraised.
They are bought and sold, or bought and expire.

Expiration, it should be noted, represents the
source of the higher risk of options trading. dinybuy a
stock and its price does not change, the valubeof t
investment also does not change. However, if youan
option and the price of the underlying stock doesn’
change, the value of the option will decrease uinitl
worthless. The savvy investor, of course, notighen his
investment has gone awry and cuts his losses beéore
ends up with pockets emptier than Enron’s. Widtlks,
you can always hope your stock goes back up in, tme
with a well-run company, this is probably a prejood
assumption. With options, sometimes you havelto se
low. It might be the best choice you have.

Because of the high risk-high reward nature of
options, a solid strategy might actually lose moaeythe
majority of purchases but end up profiting overdlike a
baseball player, an options trader doesn’t havettevery
time to be profitable. When stocks go where yankth
they’re going to go, you'd be surprised how quickbur
money will double.

Bear in mind, what I've just discussed is the very
basics of options trading. In fact, there areva fe
exceptions and special cases that I've neglectatktation
in the interest of simplicity. My purpose here was
introduce options to someone who's new to the game,
provide enough information for to get startedcdh be
confusing at first, but feel free to follow sometiops on
your own. Choose your favorite publicly traded pamy,
plug it into Google or Yahoo Finance, and scrolivddo
where it says “options.” There you'll see a tabie
different strike prices and expiration dates fattstock. It
is strongly advised to observe the nature of ogtinefore
jumping in, but that should be intuitive. Alwaystdrmine
your own level of risk and do your research befoeking
any investment.

For additional questions or comments, please
email me atmshershkowitz@gmail.comYou’ve just
added another tool to your financial toolbox, omat t
many investors don'’t even know exists.

Use it wisely, and always be learning.

Mike
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With all the “fed speak” and other jargon flying
around in the media these days, | thought it wield
appropriate to explain the things that are curyentl
happening with the Federal Reserve and interess.rat

First of all, just what is the Federal Reserve?
Simply put, the Federal Reserve (the Fed) is tinérake
bank of the United States. At its most rudimentary
function it is the Fed’s job to regulate monetaojiqy in
the United States. In other words the Fed conthas
supply of money. Only the Fed can control money
supply, and since the Fed is an independent agency,
one in the government can regulate monetary policy.
The Fed, and only the Fed, has the power to add or
remove money from the US Economy.

Now you may be thinking, OK that’s great, but
just how does the Federal Reserve increase orakecre
money supply in a free market? While there is not a
simple answer to this question, the Fed does Haee t
tools it uses for monetary policy. The Fed can, buy
sell securities (treasury bonds), change the resatio*
at banks, and change the discount rate*. Now wescom
to the really tricky part. Let’s first take a loak how the
Fed increases money supply.

The most common method the Federal Reserve
will use to increase money supply is buying semsit
When the Fed buys securities, it is adding monekeo
economy through purchase. Buy and selling secsiitie
the most common way the Fed changes interest rates.
Changes in the reserve ratio and the discountrate
also used, but not very often. A decrease in therve
ratio means banks have more money to lend; therefor
more money is available in the economy. In a simila
fashion, a decrease in the discount rate encoutzgds
to lend money, and once again more money is availab
for loans. Conversely, when the Fed wants to deerea
the money supply it will sell securities (the Feaidds the
money it is paid for these), increase the reseaatie,ror
increase the discount rate. All of these actioks ta
money out of the economy, which decreases money
supply.

If you have read this article thus far, and have
not decided your time would be better spent wagthin
Spike TV, | thank you. | know monetary policy istno
the most interesting subject, and it can be hard to
understand. And for those who are still a littleiesed,

I will now offer a brief summery, and hopefully dam
how it all works. As | mentioned before, when thelF
would like increase money supply it allows banksess
to greater amounts of money to lend. If banks hawees




money to lend, the price they charge a person or
business to borrow money (this is the interes) natik
fall. An increase in money supply will result in lower
interest rates.Just as an increase in money supply
causes banks to have money to lend, a decrease in
money supply will cause banks to tighten their lagd
When money supply is decreased, banks will need to
charge more to lend, therefaralecrease in money
supply causes interest rates to rise.

Now that we have covered the basics, next
month | will discuss how interest rates and money
supply affect inflation.

See you in the market place.
Chris

*Reserve Ratio- Banks must keep a certain percentag
of deposits, in cash, on hand. This is the resetie.

*Discount Rate- The rate at which the Fed makesdoa
to banks to cover the reserve ratio; or a bankmdits
in case of emergency.

“The market is between your ears,” quoted motivatlo
speaker Bill Nasby as he put his hands up to aslhe
“There is no recession.”

Despite the talk of mortgage crises, down-warddirggm
stocks, and the ever inflating U.S. dollar peopkeill
buying and selling homes. With an interest rdte 6%,
you can bet your sweet whiskers that now is the tion
lock in a low payment and leverage the bank’s money
for all you can get.

What you'll need: A credit score over 550, a joid @
pen.
The rest is bonus.

I'm going to discuss three different property typéth
you and their pros and cons when it comes to tax
benefits, personal residence requirements, passive
income, and appreciation.

The three main types of properties are single famil
multi-family, and cash-flow.

A single-family home is one that you live in. ltche a
detached home or a condo/townhome. For our purposes
single-family (SF) refers to a home that only yiwe lin.

No one else pays you rent.

A multi-family home (MF), consist of two or more
housing units. Duplex and triplex are common terms
used to describe this type of property. Two adjani
townhomes or a home with a separate guesthouke in t
back could qualify as a MF.

A cash-flow (CF) property can be a single-familyrieo

or multi-family home. In this article, it refers tohouse

in which individual rooms or the whole unit is bgin
rented out. You don’t have to put money in your pocket
for a house to be a CF, although | prefer it thig/\wn

the beginning.

When choosing the type of property that you want to
focus on, consider what your personal needs arg/oDo
need a place to live? Do you have a large incorde an
desire tax breaks? Do you need supplemental income?

All of your answers to these questions will helpuyo
determine which property best suits your persondl a
business needs.




Did you know that taxes are the greatest experaeath
U.S. citizen will incur over his/her lifetime? Most us
probably think that we don’t have a choice.

If you plan on making any money in life then you're
going to want to find all the ways you can keeRital-
estate is a perfect tax shelter because it allows f
numerous tax breaks.

Tax breaks come in the form of write-offs, which
basically allow you to decrease your amount of liéexa
income. For example, if you made 15,000% and deduct
5,000% you would only pay taxes on 10,000$.

The greatest write-off potential lies with the CF
properties.

You can deduct mortgage interest, mortgage inseranc
hazard insurance, maintenance, utilities, and nmaie.

SF homes offer the least amount of tax breaks asgn
only deduct the mortgage interest, hazard insutance
miscellaneous closing cost, and a few others.

There is also an amazing thing calbkbreciation
which you can take full advantage of on both MF and
CF properties.

We all know that a well maintained home will gromv i
value (appreciate), over time.

The government says otherwise. The governmentuslls
that a house is worthless 27.5 years after we pgech.
They thus allow us to capitalize and deduct theeaif
our house over those 27.5 years, thoygin cannot
depreciate the areas you use for personal reasons.

A SF house does not see depreciation benefits. One
exception on a SF property is the depreciation ludrae
office. See your accountant for more details as it
requires breaking out the square footage of work or
tenant space vs. your living space.

With MF homes you can live in one side and deptecia
the other side that you rent out!

You can also depreciate furniture/art/electronid¢bey
are being used for rental/office space!

Another reason most people like to buy homes is
because it gives them a place to live, right? Well,
obviously you'll have the most privacy living by
yourself in a SF home, slightly less in a MF homd a
the least if you share a CF house with other rootesna

But honestly, if you can find easy-going friends/pke
to live with, having roommates can be a very revweyd
and uplifting experience.

If you're looking for steady supplemental income
(money in your pocket), look for CF properties anc
lesser extent MF properties. You can usually getyaw
with cheap rent (a low house payment), in a MF home
because the rental of the other side provides énoug
income to offset a majority of your monthly payment

With a CF property, you can usually gain extra meo
every month.
Consider this example:

You buy a 150,000$ 4 bedroom house. Your monthly
payment is 1,100$ (taxes interest, principal aterast
included). You rent out three bedrooms for 350%heac
and pay 508 in rent.

Now, consider you move out and rent all four
bedrooms for 350%. This is 300% in your pocket gver
month, every year, for as long as you both shadl, land
2x4s last a long time folks!

This money is offset by depreciation and writescfo
you don'’t pay taxes!
Take that Uncle Sam!

The last thing | want to discuss is appreciatior W
briefly mentioned earlier that a home increasesine
over time.

Land is a scarce commodity that doesn'’t reproduce
itself. Now, I'm surmising that we won't have adar
space colony for at least another 50 years so wgotve
some time for the laws of supply and demand to run
their course.

More immigrants and more children mean more houses
needed. This creates competition. So, a home isesea

in value over time if you are in a desirable logati
Desirable items could include natural resourcédss,jo
schools, transportation, entertainment proximitg a
long-term city development plans.

SF homes see better appreciation (growth in vathaj
MF homes or CF properties. Some exceptions to this
rule are CF properties near a university (which wil
appreciate in value), or SF homes in an area vigth h
crime-rates or low-quality schools (they actuatigd
value).

So, a very important consideration for an invesor
location, location, location, but use common sérese
folks, don’t mull over this old colloquialism food long.

Where do | go from here?

Think about the goals you have for yourself andewri
them down.

Get focused and know there are friends out thei@ wh
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will help to keep you honest and hold you accouetab

Stay positive, smile, and use creative visualizgtio
literacy, and positive affirmations to dream bigldinve
subjectively.

As James Allen once said, “As a man thinketh in his
heart, so is he.”

For more information about these subjects or toudis
any information set forth in this article pleasetazt the
S of S&M atSarahTingen@Gmail.com

Happy investing!
-S&M Chemical Debauchery

Chris Grubbs Sarah Tingen Michael Hershkowitz
C_Grubbs@yahoo.com SarahTingen@gmalil MSHershkowitz@gmail.com
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