Investing in Stocks

Why buy stocks?

· Can earn better returns than any other type of investment

· Over short periods of time stocks can be very volatile and chances of losing money can be high

· Over long periods of time stocks as a group tend to do better than any other investment

Choosing a company to own:
When looking to invest in stocks you must do RESEARCH

· Into the company

· Into the industry

· Into the outlook of the economy

Annual Report
· Are document the company uses to show investors how the company is doing

· Include info from the executives and financial reports

· The financial statements are most important in the annual report

· Balance sheet

· Income Statement

Balance Sheet

· Lists assets and liabilities
· The difference between assets and liabilities is called owner’s equity (what would be left if all assets were sold and debts paid off) this is what the shareholders would be entitled to
Balance Sheet Calculations

· Working capital ratio = current assets/ current liabilities

· A company must have enough working capital to cover expenses and obligations

· It is best to have $2 in current assets for every $1 in current liabilities 

· You should investigate the company’s previous working capital ratio and see if it is better or worse

· Debt Equity ratio = total debt/total share holders equity

· Companies should never borrow more than they can repay (interest)

· A company should never have more that $0.50 in debt to every $1 in shareholders equity

Income Statement (Earnings Statement)

· Shows how much money the company earned and how much they spent on materials, wages, and other expenses.  The difference between the two is the net income or loss

· Dividends are paid to shareholders out of net earnings

Income Statement Calculations

· Earnings per share (EPS) = net earning / # of share

· You should invest in a company whose profit continues to increase over time

· You should compare the EPS for the current year to previous years

