LearnUNI GUIDE

LEARNING SHOULD BE FREE

Graduate Certificate in Investment Management for Care Home Administrators

Investment Fundamentals

Investment Fundamentals

Investment fundamentals are essential principles and concepts that individuals or organizations must
understand to make informed investment decisions. These fundamentals provide a framework for
evaluating investment opportunities, managing risks, and maximizing returns. In the context of the
Graduate Certificate in Investment Management for Care Home Administrators, understanding investment
fundamentals is crucial for effectively managing the financial assets of care homes to ensure long-term
sustainability and growth.

Key Terms and Vocabulary
1. Asset Allocation

Asset allocation refers to the distribution of a portfolio's investments among different asset classes, such as

stocks, bonds, and cash equivalents. Care home administrators need to carefully consider asset allocation to
achieve their investment objectives while managing risk. For example, a care home may choose to allocate a
larger portion of its portfolio to fixed-income securities to generate stable income for operational expenses.

2. Diversification

Diversification involves spreading investments across different asset classes, industries, and geographical
regions to reduce risk. By diversifying their portfolios, care homes can minimize the impact of market
volatility on their investments. For instance, a care home administrator may diversify their portfolio by
investing in both healthcare stocks and real estate investment trusts (REITs) to reduce exposure to sector-
specific risks.

3. Risk Management

Risk management is the process of identifying, assessing, and mitigating risks associated with investments.
Care home administrators must implement risk management strategies to protect the financial health of
their care homes. For example, administrators may use hedging techniques, such as options or futures
contracts, to reduce the impact of adverse market movements on their investment portfolios.

4. Return on Investment (ROI)

Return on investment (ROI) is a measure of the profitability of an investment relative to its cost. Care home
administrators need to calculate ROI to evaluate the performance of their investment portfolios and make

informed decisions about future investments. For instance, if a care home invests $100,000 in a new facility
and generates $20,000 in annual revenue from the investment, the ROl would be 20%.

5. Liquidity
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Liquidity refers to the ease with which an investment can be bought or sold without significantly impacting
its price. Care home administrators should consider the liquidity of their investments to ensure they can
access funds when needed. For example, investing in highly liquid assets, such as treasury bills or blue-chip
stocks, can provide care homes with the flexibility to meet unexpected expenses.

6. Time Horizon

The time horizon is the length of time an investor plans to hold an investment before selling it. Care home
administrators must consider their investment time horizon when making investment decisions to align with
their financial goals. For example, a care home with a long-term investment horizon may choose to invest in
growth stocks with higher potential returns, while a care home with a short-term horizon may prefer more
conservative investments.

7. Capital Preservation

Capital preservation involves protecting the principal value of investments to ensure the safety of capital.
Care home administrators should prioritize capital preservation to safeguard the financial stability of their
care homes. For instance, investing in low-risk assets, such as government bonds or certificates of deposit,
can help care homes preserve capital while generating modest returns.

8. Inflation Risk

Inflation risk is the risk that the purchasing power of money will decrease over time due to rising inflation.
Care home administrators need to consider inflation risk when making investment decisions to ensure their
portfolios can keep pace with inflation. For example, investing in inflation-protected securities, such as
Treasury Inflation-Protected Securities (TIPS), can help care homes hedge against inflation risk.

9. Market Risk

Market risk, also known as systematic risk, is the risk that the overall market will experience fluctuations that
impact the value of investments. Care home administrators must be aware of market risk and implement
strategies to mitigate its effects on their portfolios. For example, diversifying across asset classes and
industries can help care homes reduce exposure to market risk.

10. Active vs. Passive Investing

Active investing involves actively buying and selling investments in an attempt to outperform the market,
while passive investing involves replicating the performance of a market index through low-cost index funds
or exchange-traded funds (ETFs). Care home administrators must decide whether to adopt an active or
passive investment strategy based on their investment objectives and risk tolerance. For example, a care
home may choose passive investing to reduce costs and minimize the impact of market volatility.

11. Investment Horizon

The investment horizon is the length of time an investor plans to hold an investment before selling it for a
profit. Care home administrators should align their investment horizon with their financial goals and risk
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tolerance to achieve optimal returns. For example, a care home with a long-term investment horizon may
focus on growth investments, while a care home with a short-term horizon may prioritize income-
generating assets.

12. Yield

Yield is the income generated by an investment, expressed as a percentage of its value. Care home
administrators should consider the yield of their investments to assess their income-generating potential.
For example, a bond with a 5% yield will generate $500 in annual income for every $10,000 invested.

13. Volatility

Volatility measures the degree of price fluctuation of an investment over time. Care home administrators
should be aware of volatility when selecting investments to manage risk effectively. For example, volatile
stocks may experience significant price swings, while stable bonds may exhibit lower volatility.

14. Expense Ratio

The expense ratio is the annual fee charged by mutual funds or ETFs to cover operating expenses. Care
home administrators should consider the expense ratio when selecting investment funds to minimize costs
and maximize returns. For example, a mutual fund with a 1% expense ratio will deduct $100 in fees for every
$10,000 invested annually.

15. Alpha and Beta

Alpha measures the excess return of an investment relative to its benchmark, while beta measures the
volatility of an investment compared to the overall market. Care home administrators can use alpha and
beta to assess the performance and risk of their investment portfolios. For example, a positive alpha
indicates that an investment outperformed its benchmark, while a beta of 1 indicates that an investment
moves in line with the market.

16. Sharpe Ratio

The Sharpe ratio is a measure of risk-adjusted return that considers the excess return of an investment
relative to its risk. Care home administrators can use the Sharpe ratio to evaluate the efficiency of their
investment portfolios. For example, a higher Sharpe ratio indicates that an investment has generated higher
returns relative to its risk.

17. Modern Portfolio Theory

Modern Portfolio Theory (MPT) is a framework for constructing diversified investment portfolios that aim to
maximize returns for a given level of risk. Care home administrators can apply MPT principles, such as asset
allocation and diversification, to build well-balanced portfolios that align with their investment objectives.
For example, MPT suggests that by combining uncorrelated assets in a portfolio, investors can achieve
higher returns with lower risk.
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18. Efficient Market Hypothesis

The Efficient Market Hypothesis (EMH) posits that asset prices reflect all available information, making it
impossible to consistently outperform the market. Care home administrators should consider EMH when
making investment decisions and focus on building diversified portfolios that capture market returns. For
example, EMH suggests that actively picking stocks is unlikely to beat the market consistently over time.

19. Value Investing

Value investing involves identifying undervalued securities with the potential for long-term growth and
purchasing them at a discount. Care home administrators can apply value investing principles to select
investments that offer attractive returns relative to their intrinsic value. For example, value investors may
look for stocks trading below their intrinsic value based on fundamental analysis.

20. Growth Investing

Growth investing focuses on investing in companies with strong growth potential that are expected to
increase in value over time. Care home administrators can pursue growth investing strategies to capitalize
on emerging trends and technologies in the healthcare sector. For example, investing in innovative
healthcare companies developing new treatments or technologies may offer significant growth
opportunities.

21. Dividend Investing

Dividend investing involves investing in companies that pay regular dividends to shareholders, providing a
steady income stream. Care home administrators can consider dividend investing to generate income for
care home operations or reinvestment. For example, investing in dividend-paying healthcare companies can
provide a reliable source of income and potential capital appreciation.

22. Risk Tolerance

Risk tolerance is an individual's willingness to endure fluctuations in the value of their investments to
achieve higher returns. Care home administrators must assess their risk tolerance to build investment
portfolios that align with their financial goals and comfort level. For example, administrators with a low risk
tolerance may prefer conservative investments, while those with a high risk tolerance may seek higher-risk,
higher-reward opportunities.

23. Dollar-Cost Averaging

Dollar-cost averaging is an investment strategy that involves investing a fixed amount of money at regular
intervals, regardless of market conditions. Care home administrators can use dollar-cost averaging to
reduce the impact of market volatility on their investment returns. For example, investing $1,000 in a
healthcare fund every month can help administrators average out the cost of their investments over time.

24. Capital Gains
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Capital gains are profits realized from the sale of an investment at a higher price than its purchase price.
Care home administrators should be aware of capital gains tax implications when selling investments to
optimize their tax efficiency. For example, long-term capital gains from investments held for more than one
year are typically taxed at lower rates than short-term capital gains.

25. Portfolio Rebalancing

Portfolio rebalancing involves adjusting the asset allocation of an investment portfolio to maintain a desired
risk-return profile. Care home administrators should regularly rebalance their portfolios to ensure they
remain aligned with their investment objectives. For example, if stocks outperform bonds in a portfolio,
administrators may need to sell some stocks and buy more bonds to maintain the desired asset allocation.

26. Annuities

Annuities are financial products that provide a guaranteed income stream for a specified period or for life in
exchange for a lump sum payment. Care home administrators can consider annuities to secure a reliable
income source for care home residents or for long-term care planning. For example, purchasing an
immediate annuity can provide residents with regular payments to cover living expenses.

27. Real Estate Investment Trusts (REITs)

Real Estate Investment Trusts (REITs) are companies that own, operate, or finance income-producing real
estate properties. Care home administrators can invest in healthcare REITs to gain exposure to the real
estate sector while diversifying their portfolios. For example, investing in a healthcare REIT that owns senior
living facilities can provide care homes with rental income and potential capital appreciation.

28. Exchange-Traded Funds (ETFs)

Exchange-Traded Funds (ETFs) are investment funds that trade on stock exchanges and hold a basket of
securities, such as stocks, bonds, or commodities. Care home administrators can use ETFs to gain diversified
exposure to various asset classes or sectors efficiently. For example, investing in a healthcare ETF can
provide broad exposure to healthcare companies without the need to select individual stocks.

29. Mutual Funds

Mutual funds pool money from multiple investors to invest in a diversified portfolio of securities managed
by professional fund managers. Care home administrators can invest in mutual funds to access professional
management and diversification. For example, investing in a healthcare mutual fund can provide care
homes with exposure to a broad range of healthcare companies.

30. Hedge Funds

Hedge funds are alternative investment vehicles that employ sophisticated strategies to generate returns for
high-net-worth individuals and institutional investors. Care home administrators should carefully evaluate
the risks and fees associated with hedge funds before considering them as investment options. For
example, investing in a healthcare-focused hedge fund may offer the potential for high returns but also
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comes with higher fees and risks.
31. Private Equity

Private equity involves investing in privately held companies or businesses that are not publicly traded on
stock exchanges. Care home administrators can consider private equity investments to gain exposure to
companies with growth potential or to participate in buyouts or restructuring. For example, investing in a
private equity fund focused on healthcare startups can provide care homes with access to innovative
companies in the sector.

32. Venture Capital

Venture capital is a type of private equity investment that focuses on providing funding to early-stage or
high-growth companies with the potential for significant returns. Care home administrators can explore
venture capital opportunities to support healthcare startups or innovative healthcare technologies. For
example, investing in a venture capital fund specializing in healthcare can offer exposure to cutting-edge
companies in the sector.

33. Environmental, Social, and Governance (ESG) Investing

Environmental, Social, and Governance (ESG) investing considers environmental, social, and governance
factors in investment decision-making to achieve sustainable and responsible outcomes. Care home
administrators can incorporate ESG criteria into their investment strategies to align with their ethical values
and contribute to positive social impact. For example, investing in ESG-focused healthcare companies can
support sustainable healthcare practices and innovation.

34. Impact Investing

Impact investing aims to generate positive social or environmental impact alongside financial returns. Care
home administrators can explore impact investing opportunities to support healthcare initiatives that
address critical societal needs. For example, investing in a healthcare fund that focuses on improving access
to healthcare services in underserved communities can create both social impact and financial returns.

35. Behavioral Finance

Behavioral finance examines how psychological biases and emotions influence investment decisions and
market outcomes. Care home administrators can apply behavioral finance principles to better understand
investor behavior and improve decision-making. For example, recognizing cognitive biases, such as
overconfidence or loss aversion, can help administrators make more rational investment choices.

36. Financial Planning

Financial planning involves setting financial goals, creating a budget, and developing a strategy to achieve
those goals over time. Care home administrators should engage in financial planning to ensure the long-
term financial health of their care homes. For example, creating a financial plan that outlines investment
objectives, risk tolerance, and retirement goals can help administrators make informed investment
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decisions.
37. Tax Efficiency

Tax efficiency refers to strategies that minimize taxes on investment returns, such as capital gains and
dividends. Care home administrators should consider tax-efficient investment strategies to optimize their
after-tax returns. For example, holding investments in tax-advantaged accounts, such as individual
retirement accounts (IRAs) or 401(k) plans, can help care homes reduce tax liabilities and maximize
investment growth.

38. Estate Planning

Estate planning involves preparing for the distribution of assets and wealth after death to ensure that care
homes and beneficiaries are taken care of. Care home administrators should engage in estate planning to
protect their assets and minimize tax implications for heirs. For example, creating a will or trust that
specifies how assets should be distributed can help administrators ensure a smooth transition of wealth.

39. Regulatory Compliance

Regulatory compliance refers to adhering to laws, rules, and regulations governing investment activities to
protect investors and maintain market integrity. Care home administrators must comply with regulatory
requirements when managing investment portfolios to avoid legal repercussions. For example,
administrators should be familiar with securities laws, such as the Investment Advisers Act of 1940, to
ensure they operate within legal boundaries.

40. Fiduciary Duty

Fiduciary duty is a legal obligation to act in the best interests of clients or beneficiaries when managing
their investments. Care home administrators have a fiduciary duty to act prudently and ethically when
making investment decisions on behalf of care home residents or stakeholders. For example, administrators
must prioritize the financial well-being of care homes and make decisions that align with their investment
objectives.

41. Investment Policy Statement (IPS)

An Investment Policy Statement (IPS) is a document that outlines an organization's investment objectives,
risk tolerance, asset allocation, and guidelines for managing investments. Care home administrators should
develop an IPS to provide a roadmap for making investment decisions and ensure alignment with care
home goals. For example, an IPS may specify target asset allocations, rebalancing frequency, and
performance benchmarks for the care home portfolio.

42. Due Diligence

Due diligence involves conducting thorough research and analysis before making investment decisions to
mitigate risks and ensure informed choices. Care home administrators should perform due diligence on
investment opportunities, fund managers, and financial products to protect care home assets. For example,
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conducting background checks on fund managers and reviewing investment prospectuses can help
administrators make well-informed investment decisions.

43. Investment Horizon

The investment horizon is the length of time an investor plans to hold an investment before selling it for a
profit. Care home administrators should align their investment horizon with their financial goals and risk
tolerance to achieve optimal returns. For example, a care home with a long-term investment horizon may
focus on growth investments, while a care home with a short-term horizon may prioritize income-
generating assets.

44 Yield

Yield is the income generated by an investment, expressed as a percentage of its value. Care home
administrators should consider the yield of their investments to assess their income-generating potential.
For example, a bond with a 5% yield will generate $500 in annual income for every $10,000 invested.

45. Volatility

Volatility measures the degree of price fluctuation of an investment over time. Care home administrators
should be aware of volatility when selecting investments to manage risk effectively. For example, volatile
stocks may experience significant price swings, while stable bonds may exhibit lower volatility.

46. Expense Ratio

The expense ratio is the annual fee charged by mutual funds or ETFs to cover operating expenses. Care
home administrators should consider the expense ratio when selecting investment funds to minimize costs
and maximize returns. For example, a mutual fund with a 1% expense ratio will deduct $100 in fees for every
$10,000 invested annually.

47. Alpha and Beta

Alpha measures the excess return of an investment relative to its benchmark, while beta measures the
volatility of an investment compared to the overall market. Care home administrators can use alpha and
beta to assess the performance and risk of their investment portfolios. For example, a positive alpha
indicates that an investment outperformed its benchmark, while a beta of 1 indicates that an investment
moves in line with the market.

48. Sharpe Ratio

The Sharpe ratio is a measure of risk-adjusted return that considers the excess return of an investment
relative to its risk. Care home administrators can use the Sharpe ratio to evaluate the efficiency of their
investment portfolios. For example, a higher Sharpe ratio indicates that an investment has generated higher
returns relative to its risk.

49. Modern Portfolio Theory
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Modern Portfolio Theory (MPT) is a framework for constructing diversified investment portfolios that aim to
maximize returns for a given level of risk. Care home administrators can apply MPT principles, such as asset
allocation and diversification, to build well-balanced portfolios that align with their investment objectives.
For example, MPT suggests that by combining uncorrelated assets in a portfolio
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