1.3  Stock Research

AIM

Research and interpret stock data

LESSON OBJECTIVES

You will be able to:

read and interpret stock data

research stock data and company information on Internet

identify types of stock and categories of stock

identify industry groupings

identify dangers of fraudulent investor schemes on the Internet

PROJECT CONNECTION

You will learn to identify categories of stock and industry groupings.  Teams will begin learning to research stock and company data on the Internet and to interpret the data they find. This information will be useful when students begin making stock selections that reflect a diversified portfolio for their SMG client.   

BACKGROUND

Learning to read stock data is a skill investors need to acquire. As you learn about stocks, you will learn to research stocks and interpret stock data. In addition to the data presented in the newspaper, you will come across even more data on the Internet as they research stocks.  The data in the newspaper is the closing price from the previous market day. (Note too, that most newspapers use abbreviations for company names rather than ticker symbols.)  Stock data on the Internet uses ticker symbols and is updated continuously, with a 15 to 20 minute delay.

Stocks are often classified into categories to classify and group them. These classifications can help an investor as they research stocks--seeking the appropriate diversification strategy for their portfolio. 

Stock categories most often recognized are:  blue chip, growth, income, cyclical, non-cyclical, defensive, value, cap, speculative and foreign.  Investors select stocks from different categories based on their need, risk tolerance, and timeline for investing.  

Another way stocks are grouped is by industry.  By grouping stocks into sectors and industries, it is easier for investors to evaluate stocks within the same industry and assess the economic strength or weakness of that industry. 

Knowing where to find valid stock research data and to interpret some of that data can give an investor the ability to select stocks with value for their portfolio.  Learning stock research skills can also make the investor more knowledgeable and informed and less likely to fall for  investor scams and schemes.

SPRINGBOARD

>>>>Let’s pretend that you inherit $1,000 and you must invest that $1,000 in a stock.  How would you decide what stock to invest in?

>>>>Where would you look to find information about this stock?

LESSON DEVELOPMENT

>>>> How many of you have ever looked at the stock tables in the financial section of your newspaper prior to taking this class?

>>>>Can you understand the data?

>>>>A basic skill investors learn is how to track their stock’s performance by reading the financial sections of major newspapers or reading the data on the Internet. Let's learn how to decipher the "shorthand" reporting in the stock tables.

>>>>Refer to Figure 1-How to Read the Stock If you have newspapers with stock listings or the Wall Street Journal, look at these to see if they can find this same data in the newspapers.  Discuss the differences and similarities. 

>>>>Now that you can interpret stock data in the newspaper, look at stock data on the Internet.  Why would people want to read stock data on the Internet?

>>>> Divide class into 3 teams. Research on the Internet, using one of the many Internet sites that provide stock data.  Each team should select a site to review.  Then, find out as much information they can about a company of their choice.  (Some websites offer more information and statistics than others.)  Print out this data. 

Suggested websites to use:

Finance.yahoo.com

Nasdaq.com

NYSE.com

Amex.com

MSN.com

CBS.marketwatch.com

Hoovers.com

>>>>Ask students why there are so many different “prices” reflected for each stock?  Ask if they can explain what they think the “bid”, “ask”, “closing price” and “last trade” mean. 

Worksheet 1:  Interpreting Stock Data on the Internet
>>>>Review headings.  

>>>>Ask student teams to record data from the stock they researched in the activity above on the Stock Data Record.  

>>>>Let each team then make a presentation to the other teams, sharing how and what they found at the website about the company, i.e., stock data, news, charts, profiles, analyst recommendations, company websites, etc. 

>>>>Why do you think there is so much data available on the Internet?

>>>>As you saw from your research, some stocks pay dividends, some don’t.  Some have high PE ratios, and others low.  What are investors looking for in stocks?

>>>>People identify stocks in different ways.  Basically, there are two types of stock (common stock and preferred stock)—we discussed these in Lesson 1.   But people also place stocks into different categories.

>>>>>Let’s look at the categories of stocks there are.  Reading 1-Categories of Stocks 

>>>>Why are stocks grouped by categories?

>>>>Write each of the categories on the board. Discuss with students each of the categories and see if they can suggest stocks that might fit each category. 

From some of your stock research, you probably also found that stocks are grouped in other ways. What are some of these ways?  

One of these ways is by sector and industry.

Why do you think stocks are grouped by sector and industry and sector?

Let’s look at a website that can help us find stocks from different sectors and industries. 

Worksheet 2-Identifying Stocks in Different Industries (work individually to complete the worksheet.)

SUMMARY

There are literally thousands (and probably hundred of thousands) of websites on the Internet that provide stock data and research—and the research becomes more sophisticated everyday.  Today, the investor can find stock screeners, stock wizards, stock and industry analyzers, and portfolio managers, just to name a few, of the resources available on the Internet.  

The Internet serves as an excellent tool for investors, allowing them to easily and inexpensively research investment opportunities. But the Internet is also an excellent tool for fraudsters. That's why you should always think twice before you invest your money in any opportunity you learn about through the Internet. 

 Learning to discern between “advice” and “research” is just one of the many skills you will learn using the Internet. (See “SEC Investor Alert” link below.)

HOMEWORK

Research the SEC website http://www.sec.gov/investor/alerts.shtml to learn about scams and schemes investors can encounter on the Internet.  In a short essay, explain why there are so many newsletters, etc. with “advice” about stocks on the Internet.  How can an investor determine “good” advice from “bad” advice.

OTHER RESOURCES

· Try some of the calculators and interactive features at SIA Investor to learn how asset allocation and diversification can affect a portfolio growth.

http://www.siainvestor.com/calcs.htm
· Learn about investor fraud and scams.  Check out the links at the “SEC Investor Alert” website. http://www.sec.gov/investor/alerts.shtml
· Learn about Stock Screeners. 

http://prosearch.businessweek.com/businessweek/general_free_search.html
http://screen.yahoo.com/stocks.html
Figure 1: How to Read the Newspaper Stock Tables
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Worksheet 1: Interpreting Stock Data Found on the Internet

· Opening Price is the first price paid after trading starts, usually when the stock exchange "opens its trading doors", usually in the morning.  Sometimes, opening price is higher or lower than the closing price of the previous day (orders are placed overnight, and can affect the demand- and, thus, the opening price.)

· Ask price is the price you will pay to buy a stock

· Bid price is the price you will get if you sell your stock

· Spread is the difference between the bid price and the ask price.

· Last Trade is the time and price of the last trade made for the stock. (The date is reported if the stock hasn’t traded that day.) 

· Net Change is the price difference from the current price to the last trade price. 

· Change is the change in price for the day.  This is the difference between the last trade and the previous day’s closing price (Prev Close). The change is reported as “0” if the stock hasn’t traded that day.

· Bid Size/Ask Size represents the number of shares a buyer is willing to purchase for the bid or ask price.

· Prev Close is the closing price for the trading day prior to the last trade reported. 

· Vol is the volume of trading (number of shares)

· Avg Vol is the Average Daily Volume which is the monthly average of the cumulative trading volume during the last 3 months divided by 22 days.

· Div Date is the Dividend Pay Date.  The date on which the dividend was last paid, or the date on which the next one will be paid.

· Div/Shr is the Dividend Per Share.  Annual dividend per share of stock, as reported by the company.

· Yield is the annual dividend per share divided by the previous closing stock price, as a percentage (multiplied by 100).

· EPS is Earnings Per Share – stated for the most recent 12 months.  EPS is calculated by dividing earnings by the average number of shares of common stock outstanding during the period.

· P/E is Price to Earnings Ratio.  This number is the previous closing stock price divided by the earnings per share, and reflects the value the market has placed on a stock.

STOCK DATA RECORD

Record the data for your stock on this worksheet.  (Add any other data you may find.)

Stock Name_____________________   Ticker Symbol_____________________
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Print out from the website any other information you were able to collect, e.g., key people, products/services, financials, industry ranking, etc.

Reading 3: Categories of Stock

Categories of Stock

Stocks may be divided into the following common categories.

Blue Chip
Blue Chip stocks are considered to be the most prestigious stocks on Wall Street.  The term "blue chip" comes from poker, where the blue chips carry the highest value. Companies which fall into this category are companies like Dupont, General Electric, IBM, Proctor & Gamble. These companies are generally leaders in their industries and are considered likely candidates for long-term growth.  They have usually paid dividends for a long time during good years and bad years. 

Growth Stocks
Stocks of companies that reinvest their earnings rather than paying them out as dividends are often considered potential growth investments. So are stocks of young, quickly expanding companies. Growth stocks generally go up or down faster than other stocks.  They usually pay small or no dividends at all. 

Income Stocks
Some stocks are classified as income stocks, because they pay higher than average dividends, and investors, especially the elderly and retired, buy these stocks for the purpose of current income. 

Cyclical Stock
Cyclical stocks are stocks that move up or down in sync with the business or economic cycle. Cyclical stocks are strongly affected by changes in economic activity. The stock's price will rise when the economy turns up, and will fall when the economy turns down. Examples are the automobile and housing industries. Non-cyclical stocks, such as stocks within the food and hospital industries, are not directly affected by economic changes.


Defensive Stocks
Defensive stocks are generally stable and relatively safe in declining markets. They tend to decline less in recessions. And their products are necessary in any economic climate. Defensive stocks include: electric and gas utilities, food, and drug companies.

Value Stocks  
Value stocks are stocks that are currently selling at a low price and are undervalued. Companies that have good earnings and growth potential but whose stock prices do not reflect this are considered value companies. These stocks may have been beaten down in price because of some bad event, or may be in an industry that’s looked down upon by most investors.  Investors who buy value stocks believe that these stocks are only temporarily out of favor and will soon experience great growth. Factors such as new management, a new product or operations that are more efficient may make a value stock grow quickly. 

Large, Mid, and Small Caps
According to their size, all companies fall into one of three main categories: large-, mid- and small-capitalization (v-cap) stocks. 
Capitalization gives a picture of a stock's size. You can calculate a stock's capitalization by multiplying its market price by the number of its shares outstanding ("outstanding" means in the hands of the public). For example, if Stock A has a present value of $10 per share, and there are one million shares of it in the hands of public investors, then Stock A has a capitalization of $10 million

The approximate sizes of these categories is as follows: 

Large Cap: Over 3 Billion dollars (largest, typically blue-chip companies)
Mid Cap: 500 million - 3 Billion dollars (medium-sized companies-offer the growth potential with the stability of a larger company)
Small Cap: Less than $500 million (smaller, start-up companies)

Speculative Stocks
When investing in a speculative stock, an investor needs to remember the phrase: Caveat Emptor! Buyer Beware! These companies usually have a great story, but lack the earnings, revenue history, and the visibility of the more established companies. The stock price can be highly volatile because there is uncertainty that the company can meet expectations of future earnings and revenue

Foreign stocks
Many investors choose to diversify by investing a portion of their portfolio in foreign stocks. Investing in individual foreign stocks is difficult and would not be advised for most small investors. The best way for an individual investor to get exposure to foreign markets is to purchase an overseas mutual fund. 
Worksheet 2:  Sector/Industry Research

Go to a stock research website and find one stock in an industry under each sector listed below.  Provide the stock name, ticker symbol, current stock price, and products/services of that company.

SECTOR

COMPANY NAME
TICKER
PRICE
     PRODUCTS/SERVICES
Basic Materials 

   

Consumer, Cyclical 

   

Consumer, Noncyclical 

   

Energy 

   

Financial 

   

Healthcare 

   

Industrial 

   

Technology 

   

Telecommunications 

   

Utilities
52-week High and Low: These columns list the highest and lowest prices the stock reached over the last year, illustrating the range of prices investors were willing to pay.





Stock: The name of the stock is listed here. If the stock has a long name, it will be abbreviated to fit into the column. For example, Coca-Cola is often abbreviated as CocaCl. (Note: these are not ticker symbols.)





Dividend: This column indicates the current annual rate of the company’s dividend payment.





PE: This column show the stock’s price in relation to its earnings (profits), known as the P/E ratio, shown as a multiple, based on the last four quarters.





Last: Stock prices can rise and fall during any time when shares are traded. This column shows the final stock price of the day.





Change: This column shows how much the stock’s price changed from the previous day’s closing price.





Vol 100s: This column shows the number of shares that were traded, x 100.








