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Cash Equities and
FEI Delta One
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Cash Equities

Cash equities trading refers to the The term ‘cash’ is used since an

trading of an individual company’s investor has to pay cash now to buy

stock. such securities. Derivatives are non-
cash products.

Large proportion of cash equities Advice and high quality execution of
trading is automated, with a bank'’s trades valued by clients more than
internal systems automatically finding price.

the best trading outcome for a client’s

specific needs
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A delta one product gives the same market exposure as “owning the index”

A

Delta One

Price of
product Delta 1
examples:

e Index ETF
+ Index Swap
e Trackers

Price of underlying Index
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Market makers quote prices
(both bid and offer) that they are
willing to trade at

Must maintain a price quote for
a specified minimum number of

Orders placed by market
participants are matched by the
exchange

If a trade cannot be matched, it
is added to a log of unmatched

trades, called the order book

At the end of the day, any
unmatched trades are deleted
from the order book

shares

If a client requests to trade at a
quoted price, the market maker
is obligated to trade at that price
Market makers profit via the bid-
ask spread

NASDAQ

The order book visible by all
exchange members

NYSE, LSE, TSE
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Main Stock Exchanges

New York Stock Exchange USA 19.2
NASDAQ USA 6.8

London Stock Exchange United Kingdom 6.2

Tokyo Stock Exchange Japan 4.4

Shanghai Stock Exchange China 4.0

E)?c%irlfggg Silo Hong Kong 3.3

Euronext European Union 3.3

Deutsche Borse Germany 1.7
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FE' The Order Book
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The Order Book

Company A Sell orders

. . E E ranked from
highest to lowest Size Price Price Size lowest to highest

price 5,000 105 07— 2,500
1,000 104 109 -3,606 500 Orders of equal
price are ranked

4,500 103 109 4,000 by time
110 1,000

Buy orders
ranked from

A limit order to buy 5000 shares at 109 would be executed by matching 2,500
shares at 107 and the remaining 2,500 of the order at 109.

The first trade at the top of the sell side of the order book would be the
remaining 500 shares of the first order with a price of 109 which has not yet
been matched
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Initial Public
FEI Offerings
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What is an Initial Public Offering (IPO)?

Jll Previously privately held shares are sold,
for the first time, to the public

The shares are listed on a securities
exchange for the first time

Existing shareholder may sell some or all
of their shares

Jl Company may or may not raise new
capital in the process

mmm  This is referred to as the “primary market”
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IPO Process

Valuation and preparing the
company (management team etc.)

ECM bankers

Due diligence

ECM bankers, accountants
and lawyers

Preparation of prospectus

ECM bankers, accountants
and lawyers

Application for listing on exchange

ECM bankers and lawyers

Management presentation preparation
and pre-marketing to select institutions

ECM bankers and sales team

Roadshow / book building

ECM bankers and sales team

Final pricing and listing and
support

ECM bankers, sales team and
traders
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Role of ECM vs Trading Desk

_ ECM Trading Desk

Services Provide advice on equity Execute trade with or on
(or equity based) behalf of clients
products

Advice on market trends
Identify investors for IBD

transactions Market making
Market focus Primary markets Secondary markets
Access to inside  Yes No
information
Income Advisory fees Commission

Bid-ask spread
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=1 Trading Desk
-E Functions

FINANCIALEDGE!

© 2022 Financial Edge Training 8



FINANCIALEDGE!

1

Trading Desk Activities

Principal trading The bank itself is one of the parties of a trade
requested by a client or initiated for risk
management purposes

Trading Desk Functions

Agency trading  The bank acts as the client’s agent, entering into a

trade on behalf of the client

Market making  Providing liquidity on a stock by quoting bid and offer

prices. Trades are executed on a principal basis.

Trade Types

Block trade Short notice large volume transaction, executed as a

principal trade

Large transaction involving many stocks being traded
simultaneously. Also referred to a basket or portfolio
trade. Can be executed on a principal or agency basis

Program trade
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Block trades are short
notice trades whereby a
selling stockholder sells
a large volume of stock
in one transaction

Block trades typically
generate low margins
but boost trading
volumes, helping the
bank to climb the league
table

Selling large volumes of
stock on the open
market would
unbalance supply and
demand and materially
move the price

Winning a block trade at
a very low bid it risks
generating a loss on the
trade or holding the
stock on its balance
sheet

Dribbling out a large
volume slowly to avoid
placing negative
pressure on price would
be impractical

An investment bank
may “sound out”
investors before being
appointed to manage a
block trade. ECM
bankers will often
predict block trades
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FEI Securities
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Convertible Debt

Convertible bonds may be converted The indenture will specify a

into a predetermined quantity of the conversion rate, giving the number

issuer’s equity, typically at the of shares of common stock that

discretion of the bondholder. This may be issued per bond

upside benefit to the investor

enables the issuer to reduce its The existence of a call provision

borrowing costs. allows the issuer to call the bond if
the stock price rises above a given
level

Converting debt to equity reduces Converting debt to equity
the issuer’s post tax interest increases the issuer’s shares
expense outstanding

Convertible bond price
Conversion ratio

Market conversion price =
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Other Convertible Products

Allows holder to purchase newly issued shares of the
underlying company at a fixed (exercise) price. Typically
Warrants issued in conjunction with a corporate bond. Economically
identical to a convertible bond, but the bond and warrant

can be separately traded

Convertible Preferred stock which may be converted into
Preferred Stock predetermined number of common stock of the issuer.
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Exchange Traded
FEI Funds
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Exchange Traded Funds (ETFs)

Open ended funds
which typically track an
index.

New ETF shares are
paid for with a portfolio
of shares (matching the
index being tracked),
not with cash

Objective is to match
the performance of an
index whilst minimizing
costs

ETF stock price typically
trades very close to
NAV

Price is quoted on an
exchange and trading
can take place intra day

Tax advantages as sale
of ETF shares on
exchange does not
require disposal of
underlying securities in
the fund
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Please do not redistribute these materials without
the express permission of Financial Edge Training.

FINANCIALEDGE!

© 2022 Financial Edge Training

12




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




