Investing Seminar Handout

I.
Brief understanding of stocks

A. Equity

What is the primary goal of a company?

Why do companies issue common stock?

What is the value of a stock?

B.
Schools of thought

Fundamental analysis-investing strategy based on a combination of earning streams, dividends, and interest rates. Main principle revolves around assuming stocks have intrinsic value.

Technical analysis-investing strategy that makes use of charts to indicate if a stock is oversold or over bought. Techniques include reviewing prior movements in stock price and trading volume. 

Firm foundation theory- each stock has an intrinsic value based on present conditions and future projections.

Castle in the air- stocks move based on psychological expectations. 

Res tantum valet quantum vendi potest

(A thing is worth only what someone else will pay for it)

II.
Indices 

Dow Jones industrial average-This is the best known U.S.index of stocks. It contains 30 stocks that trade on the New York Stock Exchange. The Dow, as it is called, is a barometer of how shares of the largest U.S.companies are performing. There are thousands of investment indexes around the world for stocks, bonds, currencies and commodities.

Standard & Poor's 500 (S&P 500)- A market-value weighted index of 500 blue-chip stocks, considered to be a benchmark of the overall stock market. 

NASDAQ Composite Index -A market-value weighted index of all common stocks listed on NASDAQ. 

III.
Investing Terms

EPS-Earning per share- is calculated by dividing a companies total after tax profits by the company’s outstanding common shares.

*Please note that EPS is the single most important indicator in stock selection. 

P/E ratio- Current price over primary earnings per share over the last four quarters.

What is an “attractive” P/E ratio?

Cash flow per common share-Cash flow from operations minus preferred stock dividends, divided by the number of common shares outstanding.

First call consensus-The Wall Street standard for estimated EPS.

Whisper number- The “unofficial” EPS estimates floating around wall street.

Institutional investor -Entity with large amounts to invest, such as investment companies, mutual funds, brokerages, insurance companies, pension funds, investment banks and endowment funds. Institutional investors are covered by fewer protective regulations because it is assumed that they are more knowledgeable and better able to protect themselves. They account for a majority of overall volume.

IV.
Investing Strategies

A.
Earnings gains

· Focus on current quarterly earnings gains from the same quarter of the prior year.

· Look for accelerated quarterly earnings growth. (Earning surprises)

B.
Catalysts 

· New management

· New marketing campaign 

· New innovation

· New product or service

C.
When to buy?

· Market conditions for the sector

· Economical and political climate

· Market peak or correction?

Analyzing techniques

1) Compare against Sector/Industry

A. Past performance of the company

B. Competitors

2) Compare against market trends (Nasdaq, DJI, S&P)

This reflects beta and price earning relative to the crowd.

A. Beta- A quantitative measure of the volatility of a given stock, relative to the overall market, usually the S&P 500.  A beta above 1 is more volatile than the overall market, while a beta below 1 is less volatile.

3) Stock buy backs

4) M&A (Mergers and Acquisitions)

Is it a takeover target?

What does M&A mean for the companies involved?

5) Earnings surprises

Are they consistent?

6) Management shake ups

Positive/negative effects of dismissal or resignation.

7) Analysts’ reports

What are the main points?

What insight does it give about the company?

About its industry?

About its future prospects?
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