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Advanced Certificate in CFD Trading

Fundamental Analysis for CFDs

Accumulation/Distribution (A/D) Line – related terms: volume, price trend.
A technical indicator that combines price and volume to assess whether a security is being accumulated
(bought) or distributed (sold). In fundamental analysis for CFDs, the A/D line can corroborate earnings
expectations by revealing market sentiment.
Example: A rising A/D line while a company reports higher‑than‑expected earnings suggests genuine
buying pressure, supporting a long CFD position.
Challenges: volume data may be unreliable for thinly traded stocks, leading to misleading signals.

Adjusted Earnings Per Share (Adj. EPS) – related terms: net income, dilution.
Net income divided by the weighted‑average number of shares, adjusted for one‑time items, stock‑based
compensation, or restructuring charges. Provides a clearer picture of profitability for CFD traders assessing
valuation.
Example: A firm reports a GAAP EPS of $1.20 but an Adj. EPS of $1.45 after removing a $0.30 impairment
loss; the higher Adj. EPS may justify a bullish CFD stance.
Challenges: Companies may selectively adjust earnings, creating bias.

Analyst Consensus Estimate – related terms: earnings forecast, target price.
The average of earnings per share (EPS) forecasts from multiple sell‑side analysts. CFD traders compare
consensus estimates to actual results to gauge surprise magnitude.
Example: Consensus EPS of $2.00 versus reported $2.30 indicates a positive surprise, often driving CFD
prices higher.
Challenges: Consensus may lag market expectations; divergent analyst opinions can dilute signal strength.

Asset‑Backed Securities (ABS) – related terms: securitisation, cash flow.
Securities backed by pools of assets such as loans, leases, or receivables. Understanding ABS fundamentals
helps CFD traders evaluate credit risk when taking positions on related indices or issuers.
Example: A rise in default rates on auto‑loan ABS can depress the broader financial sector CFD.
Challenges: Complexity of underlying asset pools and limited transparency.

Balance Sheet Strength – related terms: liquidity ratios, leverage.
Assessment of a company's financial health based on assets, liabilities, and equity. Strong balance sheets
reduce default risk, influencing CFD margin requirements and position sizing.
Example: A firm with a current ratio of 2.5 and debt‑to‑equity of 0.3 is considered robust, supporting a
leveraged long CFD.
Challenges: Off‑balance‑sheet items and accounting policy differences can mask true risk.

Beta (β) – related terms: systematic risk, CAPM.
Measure of a security’s volatility relative to the market. In CFD trading, beta helps estimate potential price
swings and informs stop‑loss placement.
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Example: A stock with β = 1.8 is 80 % more volatile than the market, suggesting wider CFD stop‑losses.
Challenges: Beta is backward‑looking and may change after major corporate events.

Bond Yield Curve – related terms: interest rates, duration.
Graph of yields across different maturities for government or corporate bonds. Shifts in the curve affect
discount rates used in fundamental valuation of CFD underlying equities.
Example: A steepening curve raises long‑term discount rates, lowering present value of future cash flows
and potentially weakening equity CFDs.
Challenges: Curve movements can be driven by multiple macro factors, complicating attribution.

Cash Flow Statement – Operating Activities – related terms: free cash flow, EBITDA.
Section that reports cash generated or used in core business operations. Positive operating cash flow
supports sustainable dividend payouts, influencing CFD carry‑trade decisions.
Example: A company generating $500 million operating cash flow but reporting a net loss may still be a
viable CFD long due to cash strength.
Challenges: Seasonal fluctuations can distort short‑term analysis.

Capital Expenditure (CapEx) – related terms: investment, depreciation.
Funds spent on acquiring or upgrading physical assets. High CapEx may indicate growth ambitions but can
pressure cash flow, affecting CFD risk assessment.
Example: A tech firm announcing $1 billion CapEx for new data centres may justify a medium‑term bullish
CFD if revenue growth offsets spending.
Challenges: Forecasting the return on CapEx is uncertain, especially in emerging sectors.

Cash‑Weighted Average Return (CWAR) – related terms: time‑weighted return, performance measurement.
Metric that weights returns by the amount of cash invested, useful for evaluating portfolio performance of
CFD positions over varying exposure periods.
Example: A trader’s CFD portfolio shows a CWAR of 12 % versus a time‑weighted return of 8 %, highlighting
the impact of scaling in/out.
Challenges: Requires precise tracking of cash flows and position sizes.

Cost of Capital – related terms: WACC, discount rate.
Weighted average of a firm’s cost of equity and debt, representing the required return for investors. CFD
traders use cost of capital to discount future cash flows in intrinsic value models.
Example: A company with a WACC of 9 % will have a lower present value of $100 million cash flow than one
with a WACC of 6 %.
Challenges: Estimating the equity risk premium and beta introduces subjectivity.

Credit Default Swap (CDS) Spread – related terms: credit risk, yield spread.
Premium paid to insure against default of a reference entity. Rising CDS spreads signal deteriorating credit
quality, often preceding equity price declines and influencing CFD short‑bias.
Example: A CDS spread widening from 50 bps to 150 bps suggests heightened default risk, prompting CFD
traders to consider a short position.
Challenges: CDS markets may be illiquid for smaller issuers, leading to noisy spreads.
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Current Ratio – related terms: liquidity, working capital.
Current assets divided by current liabilities; gauges short‑term solvency. A ratio above 1.5 is generally
considered comfortable for CFD exposure.
Example: A retailer with a current ratio of 2.0 indicates sufficient liquidity to meet obligations, supporting a
leveraged long CFD.
Challenges: Seasonal inventory buildup can artificially inflate current assets.

Debt‑to‑Equity (D/E) Ratio – related terms: leverage, financial risk.
Total debt divided by shareholders’ equity. High D/E may increase financial risk, prompting tighter margin
requirements on CFD positions.
Example: A utility with D/E = 1.8 may face higher borrowing costs, reducing the attractiveness of a long CFD.
Challenges: Different accounting standards (e.g., IFRS vs. GAAP) treat debt components differently.

Dividend Yield – related terms: pay‑out ratio, total return.
Annual dividend per share divided by current share price. CFD traders may incorporate dividend yield into
carry‑trade calculations, especially for long positions.
Example: A stock yielding 4 % while the CFD financing cost is 2 % provides a net carry of +2 %.
Challenges: Dividend cuts can drastically alter expected returns.

Economic Moat – related terms: competitive advantage, barriers to entry.
Sustainable advantage that protects a firm’s market share and profitability. Identifying a strong moat can
justify a long CFD despite short‑term volatility.
Example: A brand‑centric consumer goods company with a wide moat may maintain earnings resilience,
supporting a bullish CFD stance.
Challenges: Moats can erode with technological disruption; assessment is partly qualitative.

Earnings Before Interest, Taxes, Depreciation, and Amortisation (EBITDA) – related terms: operating profit,
cash flow proxy.
Metric that approximates operating cash generation. CFD traders often use EBITDA multiples to benchmark
valuation across peers.
Example: An EBITDA of $300 million and an enterprise value of $1.2 billion yields an EV/EBITDA of 4x,
indicating relative cheapness.
Challenges: Excludes capital‑intensive needs; may overstate profitability for asset‑heavy firms.

Earnings Guidance – related terms: forward outlook, management commentary.
Management’s projection of future earnings, often disclosed in earnings calls. Divergence between
guidance and consensus can trigger CFD price moves.
Example: Management raises FY EPS guidance from $1.00 to $1.15, exceeding consensus of $1.05,
prompting a CFD rally.
Challenges: Guidance can be overly optimistic; failure to meet expectations leads to sharp reversals.

Earnings Surprise – related terms: actual vs. expected EPS, price reaction.
Difference between reported earnings and analyst expectations. Positive surprises frequently cause upward
CFD price pressure, while negative surprises generate the opposite.
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Example: A 10 % earnings surprise on a high‑visibility stock can lift CFD prices by 3 % intraday.
Challenges: Market may have already priced in the surprise, muting impact.

Enterprise Value (EV) – related terms: market cap, net debt.
Sum of market capitalization, total debt, minority interest, minus cash and cash equivalents. EV provides a
capital‑structure‑neutral basis for valuation in CFD analysis.
Example: A firm with a market cap of $800 million, debt of $200 million, and cash of $100 million has an EV
of $900 million.
Challenges: Valuation of minority interests and off‑balance‑sheet items can be ambiguous.

Fundamental Valuation Model – related terms: DCF, relative multiples.
Framework that estimates intrinsic value based on discounted cash flows, earnings multiples, or asset‑based
approaches. CFD traders compare model output to market price to identify mispricing.
Example: A discounted cash flow (DCF) model yields a fair value of $50 per share, while the CFD is trading at
$45, indicating a potential long opportunity.
Challenges: Sensitive to assumptions about growth rates, discount rates, and terminal values.

Gross Margin – related terms: cost of goods sold, profitability.
Revenue minus cost of goods sold, expressed as a percentage of revenue. High and stable gross margins
support pricing power, beneficial for CFD positions.
Example: A software company with a 80 % gross margin can sustain profitability even with modest revenue
growth, reinforcing a long CFD.
Challenges: Margins may compress due to input cost spikes or competitive pressure.

Growth Rate – Sustainable (g) – related terms: terminal growth, DCF.
Long‑term growth assumption used in discounted cash flow models, typically aligned with GDP growth or
inflation. Choosing an appropriate g is crucial for accurate CFD valuation.
Example: Assuming a 2 % sustainable growth rate for a mature utility yields a terminal value consistent with
its stable cash flows.
Challenges: Over‑optimistic g can inflate intrinsic value, leading to false CFD signals.

Interest Coverage Ratio – related terms: EBIT, debt service.
EBIT divided by interest expense; measures ability to meet interest obligations. Low coverage may raise
default risk, influencing CFD leverage decisions.
Example: An interest coverage of 1.5 suggests marginal ability to service debt, prompting caution on long
CFD exposure.
Challenges: Seasonal earnings swings can temporarily distort the ratio.

International Financial Reporting Standards (IFRS) – related terms: GAAP, accounting policy.
Global set of accounting standards that dictate financial statement presentation. Differences between IFRS
and US GAAP can affect reported earnings, impacting CFD fundamental analysis.
Example: IFRS allows revaluation of property, potentially inflating asset bases compared with GAAP, altering
EV calculations.
Challenges: Cross‑border comparability requires adjustments for consistent analysis.
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Key Performance Indicator (KPI) – related terms: metric, benchmark.
Quantitative measure used to evaluate a company’s success in achieving strategic objectives. CFD traders
monitor KPIs such as subscriber growth or same‑store sales to anticipate price moves.
Example: A 15 % YoY increase in active users signals strong momentum, supporting a bullish CFD stance.
Challenges: KPI manipulation or selective disclosure can mislead analysis.

Leverage Ratio – related terms: debt‑to‑EBITDA, financial risk.
Metric that compares total debt to a measure of earnings capacity, often EBITDA. Higher leverage ratios
increase financial risk, affecting CFD margin requirements.
Example: A leverage ratio of 4.0 (debt/EBITDA) may trigger higher collateral demands for CFD traders.
Challenges: EBITDA can be inflated; cash flow‑based ratios may be more reliable.

Liquidity Ratio – related terms: quick ratio, cash conversion.
Metric that assesses a firm’s ability to meet short‑term obligations without selling inventory. Strong liquidity
reduces default risk, making the underlying more suitable for leveraged CFD positions.
Example: A quick ratio of 1.8 indicates ample liquid assets, supporting higher CFD exposure.
Challenges: Seasonal cash flows can cause temporary liquidity strain.

Margin of Safety – related terms: intrinsic value, price discount.
Difference between a security’s estimated intrinsic value and its current market price. CFD traders use a
margin of safety to limit downside risk when taking leveraged positions.
Example: If intrinsic value is $100 and CFD price is $80, a 20 % margin of safety exists, justifying a long CFD.
Challenges: Intrinsic value is model‑dependent; errors can erode the safety margin.

Market Capitalisation – related terms: enterprise value, size classification.
Total market value of a company’s outstanding shares. Size influences liquidity, volatility, and CFD spread
costs.
Example: Large‑cap stocks typically have tighter spreads, making them more cost‑effective for CFD trading.
Challenges: Market cap can be volatile, especially for small‑cap firms, affecting CFD pricing.

Mean Reversion – related terms: statistical arbitrage, price deviation.
Concept that prices tend to move back toward historical averages. CFD traders may pair fundamental
over‑valuation signals with mean‑reversion strategies to time entry and exit.
Example: A stock trading 30 % above its 5‑year average P/E may be expected to revert, prompting a short
CFD.
Challenges: Structural changes can shift the mean, leading to prolonged deviations.

Monetary Policy Impact – related terms: interest rates, inflation.
Effects of central‑bank actions on borrowing costs, currency values, and economic growth. CFD traders
incorporate policy outlook into valuation assumptions for interest‑sensitive sectors.
Example: A Fed rate hike raises discount rates, lowering present value of future cash flows for high‑growth
tech CFDs.
Challenges: Policy signals can be ambiguous; market expectations may already be priced in.
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Net Income – related terms: profit after tax, EPS.
Bottom‑line profit after all expenses, taxes, and interest. Core driver of earnings per share, a primary input
for CFD valuation.
Example: Net income of $200 million on 50 million shares yields a GAAP EPS of $4.00.
Challenges: One‑time items can distort net income; adjustments may be required.

Net Operating Profit After Tax (NOPAT) – related terms: ROIC, operating efficiency.
Operating profit after taxes, excluding financing costs. Used in EVA and ROIC calculations to assess true
operating performance for CFD analysis.
Example: NOPAT of $150 million on invested capital of $1 billion yields a ROIC of 15 %.
Challenges: Tax shields and differing tax rates across jurisdictions can affect comparability.

Operating Leverage – related terms: fixed costs, profit volatility.
Degree to which a change in sales translates into a change in operating income, driven by the proportion of
fixed versus variable costs. High operating leverage amplifies CFD price swings.
Example: A 10 % sales increase for a firm with high operating leverage may boost EBIT by 20 %.
Challenges: Fixed‑cost structures can change over time, altering leverage.

Operating Margin – related terms: EBIT margin, efficiency.
Operating income divided by revenue; reflects core profitability before financing and taxes. Consistent
operating margins support stable CFD returns.
Example: An operating margin of 25 % indicates strong profit generation, reinforcing a long CFD.
Challenges: Margin compression due to competitive pressure can signal future weakness.

Pay‑Out Ratio – related terms: dividend policy, retained earnings.
Proportion of earnings paid out as dividends. A sustainable pay‑out ratio ensures dividend continuity,
relevant for CFD carry‑trade strategies.
Example: A 40 % pay‑out ratio suggests room for dividend growth, enhancing CFD attractiveness.
Challenges: High ratios may be unsustainable during earnings downturns.

PE Ratio (Price‑Earnings) – related terms: valuation multiple, earnings yield.
Market price per share divided by earnings per share. Widely used to gauge relative valuation for CFD
underlying equities.
Example: A PE of 12× versus industry average of 18× may indicate undervaluation.
Challenges: PE can be misleading for loss‑making firms or those with volatile earnings.

PEG Ratio (Price‑Earnings‑Growth) – related terms: growth‑adjusted valuation, PE ratio.
PE ratio divided by earnings growth rate; adjusts valuation for expected growth. CFD traders prefer lower
PEGs for growth‑oriented positions.
Example: PE = 20, growth = 10 % yields PEG = 2.0; a PEG below 1.5 may be considered attractive.
Challenges: Growth estimates are uncertain; differing time horizons affect comparability.

Price‑to‑Book (P/B) Ratio – related terms: book value, asset valuation.
Market price per share divided by book value per share. Useful for assessing valuation of asset‑intensive
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firms in CFD markets.
Example: A P/B of 0.8 suggests the market values the firm below its net asset value, potentially indicating a
buying opportunity.
Challenges: Book values can be outdated; intangible assets are excluded.

Price‑to‑Free Cash Flow (P/FCF) Ratio – related terms: cash‑based valuation, liquidity.
Market capitalization divided by free cash flow. Provides insight into cash generation relative to price, aiding
CFD position sizing.
Example: A P/FCF of 12× signals reasonable cash‑flow pricing; a higher multiple may warn of overvaluation.
Challenges: Free cash flow volatility can cause large ratio swings.

Price‑to‑Sales (P/S) Ratio – related terms: revenue multiple, early‑stage valuation.
Market cap divided by annual sales. Helpful for evaluating companies with little or negative earnings, often
used for CFD speculation on high‑growth sectors.
Example: A P/S of 1.5× may be acceptable for a SaaS firm, whereas 10× could indicate overpricing.
Challenges: Sales quality varies; high P/S does not guarantee profitability.

Pro Forma Financials – related terms: adjusted statements, M&A impact.
Financial statements that incorporate hypothetical scenarios such as acquisitions, divestitures, or accounting
changes. CFD traders use pro forma data to assess post‑transaction valuation.
Example: After a merger, pro forma EPS of $1.20 may be higher than historical EPS, suggesting accretive
value for CFD holders.
Challenges: Pro forma assumptions may be optimistic; require scrutiny.

Quarterly Earnings Report – related terms: financial disclosure, earnings call.
Company’s financial performance for the most recent three‑month period, released typically every quarter.
CFD traders monitor report content for surprises, guidance changes, and commentary.
Example: A quarterly revenue beat of 5 % can trigger a rapid CFD price rally.
Challenges: Seasonal effects and one‑off items can obscure true performance.

Relative Valuation – related terms: peer comparison, multiples.
Assessing a company’s value by comparing its multiples (e.g., PE, EV/EBITDA) to those of peers. CFD traders
employ relative valuation to spot mispricings within sectors.
Example: A stock trading at EV/EBITDA of 6× while peers average 8× may be undervalued, supporting a
long CFD.
Challenges: Peer selection bias and differing growth prospects can distort conclusions.

Return on Assets (ROA) – related terms: asset efficiency, profitability.
Net income divided by total assets; measures how efficiently a company uses its assets to generate profit.
Higher ROA can justify CFD exposure.
Example: ROA of 8 % versus industry average of 4 % indicates superior asset utilization.
Challenges: Asset base can be inflated by acquisitions, lowering ROA artificially.

Return on Capital Employed (ROCE) – related terms: capital efficiency, ROIC.
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Operating profit after tax divided by capital employed (total assets minus current liabilities). Indicates how
well a firm generates earnings from its capital.
Example: ROCE of 12 % suggests effective capital use, supporting a bullish CFD stance.
Challenges: Different definitions of capital employed can affect comparability.

Return on Equity (ROE) – related terms: shareholder return, leverage effect.
Net income divided by shareholders’ equity; gauges profitability relative to equity investment. High ROE
often correlates with strong CFD performance.
Example: ROE of 20 % exceeds the cost of equity, indicating value creation.
Challenges: High ROE may be driven by excessive leverage rather than operational excellence.

Revenue Growth Rate – related terms: top‑line expansion, compound annual growth rate (CAGR).
Annualized percentage increase in revenue over a period. CFD traders assess growth sustainability to
forecast future cash flows.
Example: A 15 % YoY revenue growth for a cloud provider suggests strong market demand, reinforcing a
long CFD.
Challenges: Growth may be unsustainable if driven by acquisitions or temporary contracts.

Risk‑Adjusted Return – related terms: Sharpe ratio, alpha.
Metric that evaluates return relative to the risk taken. CFD traders compare risk‑adjusted performance
across strategies to allocate capital efficiently.
Example: A CFD strategy with a Sharpe ratio of 1.2 is more attractive than one with 0.8.
Challenges: Accurate risk measurement requires reliable volatility estimates.

Scenario Analysis – related terms: stress testing, forecasting.
Evaluating how different economic or company‑specific events affect valuation. CFD traders model
best‑case, base‑case, and worst‑case scenarios to gauge potential CFD price ranges.
Example: A base‑case EPS growth of 5 % versus a downside scenario of 0 % helps set stop‑loss levels.
Challenges: Scenario assumptions can be subjective; over‑reliance may mask underlying risks.

Shareholder Yield – related terms: dividend yield, buyback return.
Combined return to shareholders from dividends and share repurchases relative to market cap. Higher
shareholder yield can enhance CFD attractiveness.
Example: A 5 % dividend yield plus 3 % buyback yield yields an 8 % shareholder yield.
Challenges: Buyback programs may be discontinued, affecting future yield.

Short‑Interest Ratio – related terms: short‑covering, market sentiment.
Number of shares sold short divided by average daily volume; indicates potential for a short‑squeeze. CFD
traders monitor short‑interest to anticipate rapid price moves.
Example: A short‑interest ratio of 10 days suggests a substantial short position that could trigger a squeeze
on positive news.
Challenges: Short‑interest data can be delayed or inaccurate for some markets.

Standard Deviation of Returns – related terms: volatility, risk metric.
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Statistical measure of dispersion of returns around the mean. CFD traders use standard deviation to set
appropriate stop‑loss distances and position sizes.
Example: A 2 % daily standard deviation may prompt a 4 % stop‑loss for a high‑volatility CFD.
Challenges: Assumes normal distribution; extreme events can produce fat tails.

Strategic Acquisitions – related terms: synergies, integration risk.
Mergers aimed at expanding market share, product lines, or capabilities. CFD traders assess acquisition
rationale and potential earnings accretion before taking positions.
Example: An acquisition projected to add $200 million of EBITDA can lift the target’s valuation, supporting a
long CFD.
Challenges: Integration failures can erode expected benefits, causing price declines.

Supply‑Chain Disruption – related terms: operational risk, inventory buildup.
Events that hinder the flow of raw materials or finished goods. CFD traders factor supply‑chain risk into
valuation, especially for manufacturing sectors.
Example: A semiconductor shortage raises component costs, compressing margins and weakening CFD
performance.
Challenges: Disruption impact is often unpredictable and can be short‑lived.

Sustainable Growth Rate (SGR) – related terms: ROE, pay‑out ratio.
Maximum growth a company can sustain without external financing, calculated as ROE × (1 − pay‑out ratio).
CFD traders use SGR to assess whether growth forecasts are realistic.
Example: ROE = 15 %, pay‑out = 40 % yields SGR = 9 %; a projected 12 % growth may be unsustainable,
cautioning CFD exposure.
Challenges: Changes in capital structure or earnings volatility affect SGR accuracy.

Technical‑Fundamental Confluence – related terms: price action, fundamental catalyst.
Situation where both technical indicators and fundamental data signal the same direction. CFD traders
prioritize confluence for higher probability entries.
Example: A breakout above resistance coinciding with an earnings beat reinforces a long CFD.
Challenges: Over‑reliance on confluence can lead to missed opportunities when only one side signals.

Trailing Twelve‑Month (TTM) Figures – related terms: rolling data, trend analysis.
Financial metrics calculated over the most recent 12‑month period, continuously updated. CFD traders
prefer TTM data for timely valuation.
Example: TTM EBITDA of $500 million provides a current view versus static annual figures.
Challenges: Seasonal businesses may experience distortions in rolling data.

Turnover Ratio (Asset Turnover) – related terms: efficiency ratio, revenue generation.
Revenue divided by total assets; measures how efficiently a company uses its asset base. Higher turnover
can support higher valuations in CFD analysis.
Example: Asset turnover of 0.8 indicates $0.80 of revenue per $1 of assets, suggesting efficient use.
Challenges: Asset‑intensive industries naturally have lower turnover, requiring sector‑specific benchmarks.
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Unlevered Free Cash Flow (UFCF) – related terms: FCF, valuation.
Cash flow generated by operations after capital expenditures, before interest payments. Used in DCF
models to value the firm independent of capital structure, informing CFD position sizing.
Example: UFCF of $150 million discounted at WACC yields enterprise value.
Challenges: Estimating future UFCF requires assumptions about growth, margins, and reinvestment rates.

Value at Risk (VaR) – related terms: risk measure, confidence interval.
Statistical technique that estimates the maximum expected loss over a given horizon at a specific
confidence level. CFD traders employ VaR to determine capital allocation and stop‑loss levels.
Example: A 1‑day 95 % VaR of $10,000 implies a 5 % chance of losing more than $10,000 in a day.
Challenges: VaR assumes normal distribution and may underestimate tail risk.

Variable Cost Ratio – related terms: cost structure, margin sensitivity.
Proportion of total costs that vary directly with production volume. Higher variable cost ratios can cushion
profit margins during demand downturns, relevant for CFD risk assessment.
Example: A variable cost ratio of 30 % means 70 % of costs are fixed, making earnings more sensitive to
volume changes.
Challenges: Accurate classification of costs requires detailed cost accounting.

Volatility Index (VIX) – related terms: market fear gauge, implied volatility.
Measure of expected 30‑day volatility of a broad market index derived from option prices. CFD traders
monitor VIX to gauge market risk sentiment, influencing spread and margin decisions.
Example: A VIX surge from 15 to 30 often widens CFD spreads and raises margin requirements.
Challenges: VIX reflects equity market volatility; sector‑specific CFDs may behave differently.

Weighted Average Cost of Capital (WACC) – related terms: cost of equity, cost of debt.
Average rate a company is expected to pay to finance its assets, weighted by the proportion of equity and
debt. Central input for discount rates in DCF models used for CFD valuation.
Example: WACC of 8 % applied to projected cash flows determines intrinsic value.
Challenges: Estimating market risk premium and beta introduces subjectivity.

Yield Curve Spread (Yield Curve Steepness) – related terms: term premium, interest rate expectations.
Difference between long‑term and short‑term bond yields. CFD traders interpret steepening or flattening as
signals of economic outlook, affecting sector valuations.
Example: A widening 10‑year/2‑year spread may signal expectations of higher growth, boosting cyclical CFD
positions.
Challenges: Yield spreads can be influenced by policy interventions, complicating interpretation.

Zero‑Coupon Bond – related terms: discount bond, duration.
Bond that pays no periodic interest and is issued at a deep discount to face value, maturing at par.
Understanding zero‑coupon pricing helps CFD traders assess implied discount rates for long‑duration
exposures.
Example: A 5‑year zero‑coupon bond priced at $80,000 with face value $100,000 implies a yield of about
4.5 %.
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Challenges: Lack of cash flow until maturity makes duration high, increasing sensitivity to rate changes.

Zero‑Based Budgeting (ZBB) – related terms: cost management, budget allocation.
Budgeting approach that starts from a “zero” base each period, requiring justification for all expenses. CFD
traders may view ZBB as a sign of disciplined cost control, potentially improving margins.
Example: A firm adopting ZBB reduces SG&A by 10 %, enhancing operating margin and supporting a bullish
CFD outlook.
Challenges: Implementation can be time‑consuming and may lead to under‑investment in growth areas.
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