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Today Agenda

» Common stocks in various perspective
» Evaluate a stock issue

» Numerical measures that influences your investment
decision

» Stock selection: Fundamental VS Technical analysis
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Common stocks in various
perspective
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What is common stock?

Definition of 'Common Stock’

A security that represents ownership in a corporation.
Holders of common stock exercise control by electing a board
of directors and voting on corporate policy. Common
stockholders are on the bottom of the priority ladder for
ownership structure. In the event of liquidation, common
shareholders have rights to a company's assets only after
bondholders, preferred shareholders and other debtholders
have been paid in full.

In the U.K,, these are called "ordinary shares."

Read more:
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http://www.investopedia.com/terms/c/commonstock.asp
http://www.investopedia.com/terms/c/commonstock.asp

Common shareholders’ four main rights

I. Voting power on major issues

Electing directors and proposals for fundamental changes
affecting the company such as M&A

Voting normally takes place at the company’s annual meeting
(AGM)

If you can’t attend, you can do so by proxy and mail in your
vote (mail documents of financial reports and other essential
information before AGM date)
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Common shareholders’ four main rights (2)

2.

Ownership in a portion of the company

As these assets generate profits, and as the profits are
reinvested in additional assets, shareholders see a return in
the form of increased share value as stock price rises.

The right to transfer ownership
Allowed to trade on the stock exchange

Liquidity is a prime factor (what is liquidity?)

An entitlement to dividends
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Dividend: Pros VS Cons

» Arguments against dividends

The consideration of a dividend policy is irrelevant because
investors have the ability to create “homemade” dividends.

NO dividend payout is more favorable for investors since a
firm that reinvests funds will increase the value of the firm and
consequently increase the market value of a stock

Taxation on a dividend is higher than on a capital gain.
» Arguments for dividends

A high dividend payout is important for investors because

dividends provide certainty about the company’s financial well-
being

Attractive for investors looking to secure current income
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Why corporation issue common stocks?

» To raise money for start-up costs and help pay for
expansion and their ongoing business activities

» They don’t have to repay the money a
stockholder pays for stock

» The investor can sell a share of stock to another
investor
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Why corporation issue common stocks? (2)

» Dividends are not mandatory. Most corporations
distribute 30-70% of their earnings to stockholders

» In return for investing in the company, stockholders
have voting rights
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Evaluate a stock issue
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Sources of evaluating a stock

Most corporations have a Website, and the information is
useful in the following ways

The Website is easily accessible
More up to date information than the printed material

Websites like Yahoo and other search engines can also be
used to obtain information about stock investments
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Company website
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Sources of evaluating a stock (2)
STOCK ADVISORY SERVICES

» Prepare printed materials that are more detailed than
information in newspapers

» Charge a fee

» As an investor, your job is to interpret the information
provided
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Stock advisory website
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Sources of evaluating a stock (3)

HOW TO READ THE FINANCIAL SECTION OF THE
NEWSPAPER

» Stock quotes are still available in most metropolitan
newspapers such and The Wall Street Journal

» Basic information is provided
Name of company
Stock symbol
Price
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Newspaper website
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Sources of evaluating a stock (4)

Corporate News

» The government requires companies to disclose information
to the public.
» Use of annual report
learn about the company
learn about management
learn about past performance
learn about goals
footnotes have important information

3
4
» www.settrade.com
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http://www.set.or.th/
http://www.sec.co.th/

SET website
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Numerical measures that
influences your decision
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Numerical measures that influences your
investment decision — stock’s perspective

» Stock variables

» Stock return

» Market return

» Risk

» Active return/risk
» Sharpe ratio and Information ratio
» Stock liquidity
» Dividend yield
» Beta
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Stock’s variables

» Recall the law of demand and supply

» The primary variables are Price (P) and Quantity (Q). In
the stock market, we called stock price and volume in
number of shares for every trading day.

» During the market hour, there will be multiple prices and
trading volume. The most important variables are:

Open/Closing price
Daily traded volume in number of shares unit

Daily traded value in currency unit
High/Low
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An illustration
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Stock’s return

» On each trading day, there will be OPEN price and
CLOSING price.

» In order to calculate for an individual’s stock return, we
use the CLOSING price of TODAY price and PREV price.

» Stock’s return of day t:

P
rt= In{ t J
Pt—l

» Is this always held true?
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Stock’s return (2)

» Of course NOT, there are two components of an
individual stock’s return

» Stock’s return of day t = dividend yield(t) + capital gain(t)

» Dividend yield(t) = Dividend/Price(t-1) where day t is
Xdate

» What is Xdate!?
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Market return

» What is market return?

» Why do we need market return as the benchmark!?

» What would be our appropriate benchmark?

» Suppose that market index = SET

t

t-1

rt=|n
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Market return (2)

» However, since the market index should represent the

entire basket of underlying stocks, where is the return
from dividend of those stocks?

» What is total return index?
» Where could we find it?
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Risk

» What is risk?

» An uncertainty of return

» Risk = the standard deviation of daily stock’s return in a
given period (e.g., 30, 60, 90 days)

» How can we calculate an annualized return and risk unit?
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Active return/risk

» An active return, also known as ALPHA, is an excess
return of an individual’s stock from its benchmark index
(mostly market index).

» An active risk is calculated from the standard deviation
from alpha.

» Why do we need to calculate active return and risk?
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Sharpe /information ratio

» Sharpe ratio, also known as the reward-to-variability ratio,
measures the return per unit of deviation (stock return
divided by risk)

» Information ratio measures the excess return per unit of
deviation (active return divided by active risk)

» What is the rationale of these ratios? How investors
would use them?
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Stock liquidity

» The liquidity of stocks can be measured in various ways:

Turnover

Turnover ratio

Average daily traded value (ADV)

» Why do investors need to know about this?
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Stock’s beta

» Beta is a measure of volatility compared to the
benchmark (market) index.

» What is the implication of beta toward stock price
movement!

» What is the range of beta value?

» How can we use beta in equity investment!?
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Spreadsheet calculation

» After | give you a lecture about most frequently numerical
variables in stock’s perspective, let’s practice ©

» Step by step calculation will be shown.

» Important questions:

How can | calculate each variable!?
What is it for?

What is the implication?
How can | draw a conclusion on the stock investment?
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Numerical measures that influences your
investment decision — firm’s perspective

» Profitability ratios
» Liquidity ratios

» Activity ratios

» Market ratios

» Debt ratios
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Numerical measures that influences your
investment decision — mixed perspective

» Price-to-earnings

» Price-to-book value (also known as market value to book
value)

» Dividend payout ratio
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Stock selection
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Investment style

» Fundamental style

Based on the assumption that a stock’s intrinsic or real value
is determined by the company’s future earnings

Fundamentalists consider the...
Financial strength of the company
Type of industry company is in
New-product development
Economic growth of the overall economy
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Investment style (2)

» Technical style

37

Based on the assumption that a stock’s value is
determined by the forces of supply and demand in the
stock market as a whole

Not based on expected earnings or the intrinsic value
of a stock but rather on factors found in the market as
a whole

Chartists plot past price movements and other market
averages to observe trends they use to predict a stock’s
future value
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6th Class assignment
» Due Mar 16,2013 IN CLASS

» Individual task

» Please write a one-page summary of your analysis on
selecting ONE particular stock listed in SET:

What is stock ticker? The name of the company?

Background information: industry group, current price, market
capitalization

One paragraph on company summary
3-4 reasons why you pick this stock

Reference of source of your information is required
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