Stocks and Shares

About Stocks and Shares

What are Stocks and Shares?

Stocks and shares are a piece of a company. Each company may have a different amount of shares available, and the amount of shares the company releases for sale to private investors will reduce the ownership of the company by a percentage. For example, a company may have 10,000 shares. Someone who invests in 100 shares would have a 1% stake in the company. It would be rare, however, for a private investor to own as much as 1% of a company.

Shares don't have a fixed price, a share's value can go up and down and is affected by various things. For example, interest in the company, such as a takeover bid or a merger that can make the company a more desirable investment, or by some negative publicity that may make shareholders sell, and the prices drop. 

Why Invest?

The main reason that people invest in stocks and shares is that if they're successful, you can potentially make more money by doing this than simply leaving money in a bank or building society account. The interest rates in banks and building societies are set and don't move much, whereas a successful investment can get a much better return on your money. Also, investing in a company sometimes entitles you to certain privileges or perks, which will be made available when you become a shareholder.

Unit Trusts

Unit trusts are managed by a professional investment manager who looks after money from multiple investors. This is usually invested in large numbers of shares from various companies. The unit trust manager invests money to give the investors the best return. The value of investors' shares is directly related to the value of the trusts' shares. There are many different types of unit trusts so it's a good idea to shop around.

Some unit trusts are general and may be investing in various industries, others offer more specialised investments. For example, specific types of companies or ones based in particular geographical areas.

The plus side of unit trusts is that someone is managing your investment for you, so it can be a good way to invest in the stock market with little specialised knowledge. However, many experienced investors do not think highly of unit trusts as over the medium to long-term, 80-90% of these trusts under perform the market. In other words, you wouldn't get as much return as if your money had been invested in just one company because some companies in the trust may have been profitable, yet others may have under performed, bringing the total value of the trusts shares down. However, with good research, it's possible to invest in less risky unit trusts. For example, one that has shares in mainly blue-chip companies would be less risky than investing in one that only deals with little-known, emerging ones.

Expect to pay a fee on investing, which may range from 1%-6% of your investment. Some companies are changing to exit fees instead. Also expect to pay an annual fee, which may be between 0.75-2%

Penny Shares

Penny stocks and shares cost below £1. If successful they can rise steeply, but they can also drop steeply. A recent paper by the Financial Services Authority (FSA) has described penny shares as being hard to buy or sell in large quantities without affecting the price- i.e. they have limited liquidity.

The reason people invest in penny stocks and shares is that they can seem like good value, even though this may not necessarily be the case. The price can actually bear no relation to the value of the stock. If there is a takeover bid, or interest shown in the company, the price can rise more dramatically than in a similar situation in a more established, successful company.

The best advice is to keep a close monitor on share prices and be ready to sell if necessary. Penny stocks and shares tend to be listed on the Alternative Investment Market (AIM) or The Off-Exchange Market (OFEX). Others can be listed on exchanges abroad, whilst others will be unlisted.

Penny shares have different categories, such as recovery stocks, cyclical stocks, internet companies and biotechnical companies. It is important, as with all investments, to know your market. For example, cyclical companies may do better during summer than winter, which affect the share prices at different times of the year, whilst biotechnical shares may rise in price if a company releases a new product. The most important thing to keep in mind when considering investing in penny shares is that you should try and predict the market based on knowledge, rather than base your decisions on past performance. 

Starting to Invest

Choosing Where to Invest Your Money

As a first-time investor the choice of shares available can be quite daunting. So it's important to research companies thoroughly. Be wary of tips, particularly from brokers who have a vested interest in getting you to part with your money. It's very important to know your market, and a good exercise is to play the market virtually at first. Pick out some shares after some research, and monitor them over a period of time, working out how much you would have made in profit, or lost, if you'd really invested. Watch for what happens to make the share price increase or decrease.

Decide what kind of company you want to invest in. Do you have any specialist knowledge of particular companies and how they work? This gives you an added advantage and makes research easier. Check out your chosen company for management structure, future plans etc.

It's a good idea to look at a company's Annual Report and it's accounts. If you look at two years worth of these, you can see if future plans have been followed through with and whether these were successful. Look for companies with a good track record and consistent performance rather than one that fluctuates regularly. 

How Much Should I Invest?

Work out your essencial outgoings - housing, food, bills etc, in order to work out how much money you can invest without leaving you short of money. Stick to this amount. Always bear in mind that in a worse-case scenario you may lose all your money. Stock prices can go down as well as up so never depend on the money you’re investing.

As you become more familiar with the stock exchange, you may wish to start investing more, or re-investing any profits you may have made. As long as you keep in mind that the stock market is ever-changing, you'll make the right decision for you. Some people invest constantly, others may make a profit and quit while they're ahead. 

Pros and Cons of Investing

A successful investor can earn more by investing in the market, and it also be a lot more fun, than simply leaving money in a building society account. Investing in stocks and shares can be exciting and if your shares do well, you may end up with a substantial sum depending on the amount of your investment and how well the company has done.

On the other hand, a major disadvantage of investing is that there is always the possibility that you may lose your money. But if you've budgeted properly and only invested money that is surplas to your living requirements, it shouldn't be as traumatic as if you were dependant on the money that you may have lost. 

When Should I Buy Stocks and Shares?

If you’ve been studying your market properly you will know when the time is right. The best time would obviously be when prices are low but on the increase. Knowing when the price is right will come instinctively once you've studied the market for a while, combined with a knowledge of your chosen company for investment.

Where Do I Buy Stocks and Shares?

The main way to invest in stocks and shares is to go through a broker or a share dealer, but on-line trading is becoming more popular too. Look for a company that's monitored by a regulatory body to ensure that your investment is with a legitimate company with a complaints procedure in case things go wrong.

To find a company for online share dealing, type 'Online share dealing' into a search engine, and look at the results in the directory section, which has listings selected for quality of content.

Similarly, type in 'shares for sale' in the directory section to find large and small companies, brokers and individuals with shares on offer.

The FSA regulates the UK stock market and financial institutions, and has a website http://www.fsa.gov.uk which lets you search for a company to see if it's listed and whether any action has been taken against them. American companies are regulated by NASD, which regulates virtually all U.S. stockbrokers and brokerage firms. It lists complaints filed and actions taken. Similar sites will be available for regulatory bodies of all reputable companies around the world so you'll always be able to check out the company you're interested in.

Where Do I Sell Stocks and Shares?

If the time is right and you're ready to cash-in on your investment, contact your broker or investment manager, and they'll put the shares on the market. 

Stock Exchanges

There are many stock exchanges around the world, catering for many different companies. The following is a list of some of them that you may find useful:

London Stock Exchange

http://www.londonstockexchange.com

NASDAQ Stock Market

http://www.nasdaq.com

New York Stock Exchange

http://www.nyse.com

American Stock Exchange

http://www.amex.com

Toronto Stock Exchange

http://www.tse.com

Copenhagen Stock Exchange

http://www.xcse.dk

Stock Exchange of Hong Kong

http://www.sehk.com.hk

New Zealand Stock Exchange

http://www.nzse.co.nz

Swiss Stock Exchange

http://www.swx.ch

After Investment

How Do I Monitor My Stocks and Shares?

There are several ways to monitor your investment. Reports are in available daily in the major newspapers. Market prices are listed in real-time on Teletext and Ceefax. You can also monitor in real-time online, and regular updates are available on television. Sky Digital and Cable companies have information posted on news bulletins throughout the day, and there are several programmes available about stock markets and investments.

You can either look at share indices, such as the FTSE, or at individual share prices. You can find out the last closing price, and the daily high and low price, to see how much it's changed during the day. You'll be given a number it has increased or decreased by i.e. 9> means an increase of nine pence, or 9< would be a decrease of the same value.

Share indices have a set score that they work by, eg 1000 points, and an increase of 9 would be nine points on the indice, not nine pence. 

What Payments Can I Expect?

As an investor, you will either get money from Capitol Appreciation or Dividends.

Capital Appreciation is where you leave your shares alone and sell them when share prices have gone up.

Dividends are payments from companies that have made a profit. Large companies who are doing well will dish out part of the profit to each of its shareholders in the form of a dividend. Normally, there is a fixed rate of money per share, i.e. a penny per share.

Most companies choose to invest the profits back into the company to help it grow. The basic general rule to keep in mind is that smaller companies will reinvest, larger companies tend to pay out dividends.

Income stocks are shares in companies that pay dividends and that provide an income. Growth Stocks are shares in companies that reinvest their profits

Complaints Procedure For Investors

If you have a complaint about a company listed on the London Stock Exchange, they have a complaints department, and you can contact them online via www.fsa.gov or at the following address:

Regulatory Complaints & Enquiries

Trading Services

London Stock Exchange

Old Broad Street

London EC2N 1HP

Telephone 020 7797 3523

NASD have an online form to fill in on their website http://www.nasdr.com, and it's their recommended way to file a complaint against a company, though they do have a form you can print off if you prefer.

Sites are available for all the regulatory bodies so check out which one your chosen company is registered with, and follow their complaints procedure if necessary.

Glossary

AGM

Annual General Meeting. These are attended by the company's shareholders and are a chance to have your say and vote over certain matters. These are usually held 3 weeks after the annual report has been published.

At Best

The best possible price for selling and buying.

Bear Market

A market with falling prices that are expected to fall further in the short to medium term future.

Bid Price

The price shares can be sold to the market by an investor.

Blue Chip

A company seen as being solid, well established and that is often perceived as a safe investment.

Broker

The agent who goes between the investor and the market. They charge commission for their services.

Broker-Dealer

Member firm of the London Stock Exchange, which acts as a market dealer and a stockbroker, but not at the same time.

Bull Market

A market with prices that are rising and are expected to continue doing so.

Capital Gain

The profit made on stocks when sold. Loss on stocks is called Capital Loss.

Dividend

A payment made to shareholders, usually twice a year, net of tax.

EBIT

Earnings before interest and tax.

Emerging Market

Term describing less well-established markets.

EPS

Earnings per share, worked out by dividing total profits by number if issued shares.

Ex Dividend

Companies can set a date whereby shares sold before that time will lose their dividend. If you sell shares after this date, you'll still recieve the dividend.

Final Dividend

Dividend paid to investors at the end of the financial year.

Fiscal Year

The time-frame used for assessment of tax - income and capital gains - running between 6th April to 5th April following year.

Flotation

The first time shares are issued onto the stock market, also called an IPO.

FSA

Financial Services Authority, regulatory body overseeing the investment industry.

FTSE

Financial Times Stock Exchange Authority.

Hostile Takeover

When one company tries to buy a company out, against their wishes.

Inflation

Prices rising over a period of time.

Insider Dealing

Price-sensitive information about a company used before it's made public used for financial gain. This is illegal and carries a maximum of a seven year prison sentence or unlimited fines.

IPO

Initial Public Offering, where shares are first put onto the Stock Market. Also called Flotation.

Liquidity

How easy it is to trade in a stock. Liquid Markets are ones with a large number of people holding equities and a high number of shares in the public domain.

LSE

London Stock Exchange.

Market Size

Number of shares a securities house will deal with at the price quoted.

Merges

When two companies become one and combine clients, assets and debts.

NET

The amount you'll receive once tax has been taken off.

Offer Price

The price an investor can buy from the market, also called the ask price.

PBT

Profit Before Tax.

P/E Ratio

The price to earnings ratio, which is worked out by dividing the share price by the company's EPS. The higher the P/E ratio is, the more positive the market views the future earning potential of the company.

Premium

The increase in price of a new stock, which is the opposite of a discount.

Private Placing

Shares not available to general public.

Prospectus

Before issuing new shares, companies issue a prospectus outlining details of their company.

Real Time

Current prices being used to trade on the market, with no delay.

Securities

Stocks and shares issued to investors by the company, also called equities.

Settlement

Transfering ownership of stocks, and cash, between the seller and the buyer.

Share Certificate

The certificate of a stock ownership.

Share Split

If a share price in a company has become large and grown in value, extra shares can be issued at a lower price to make them a better size. This doesnt change the 'real' value of the shares. Americans call this a stock split.

Spread

The difference between the price a share is bought and sold for.

Yield

This is the annual dividend earning of a share, divided by the share price.

Useful Resources???

