International Financial Reporting
Week 3 – Case Study – New Client Meeting
	After graduation, you worked as an analyst at a bank for two years, and now you have decided to start your own asset management firm.  Yesterday, you met with your first clients, Michael and Sonja, a couple in their late 30s.  Sonja has a well-paying corporate position, and Michael retired early to become a stay-at-home dad and focus on raising the couple’s three children, 4-year old twins and 7 year old.  The couple’s primary financial objective is to save for the college expenses of their three children.
	While the wife is a successful professional, she has only minimal understanding of finance.  The husband is also uneducated regarding finance and investment concepts, but he does have friends who are involved in investing and he has begun to discuss the stock market with them.
	During the meeting, Michael said, “We want to earn above-average returns, and I know that the best investors borrow money to leverage their investments, and sometimes even sell short the stocks of poorly-performing companies to make money on the future stock price declines.  This is the kind of investing we want to do!  Not the boring stuff!”
[bookmark: _GoBack]	Sonja followed by saying, “I am certainly not an expert, but those ideas sound risky to me.  Our HR manager at work recommended during an employee meeting that mutual funds are the best investment option for most people because of “portfolio diversification”, although honestly I don’t completely understand why that is good.”
	You know that before you advise the couple on specific investment options, you need to educate them on the investment concepts they have mentioned.  You decide to prepare analysis examples of the following investments:
Margin investment: $10,000 investment, 9-month timeframe, 70% margin at 10%, 5% return
Short sale: borrow and sell 500 shares of a company trading at $20/share, buy and repay at $24/share
Mutual fund: NAV (net asset valuation) of a fund with $3.2 billion in assets, $400 million in liabilities, and 70 million shares outstanding, with a value one year ago of $39.25/share, a $0.35 annual dividend, and an expense ratio of 0.90%.  
	
