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Unit L

Investing in Stock

Suppose you want to become a stockholder of IBM, General Motors, Mcbonald’ S, O
some other company. How do you buy shares?

First, you call a brokerage house and talk to one of the company’s registered repre-
sentatives, or account executives, as these salespersons are frequently called.

“Well,” says the representative, “I’m certainly glad you thougih_Lp_f our company.
But what:are your investment plans?”

“T want to buy five shares of IBM,” you say eagerly.

“As you propably know, you must open an account with our f1rm before you can buy
or sell any stock. I will send you the necessary forms right away. Please sign them and re-
turn them as soon as passible. Then you can place youg order for the IBM stock,” says the
representative encouragingly.

Many begmmng investors make their mistake at this point. They 51mply say “Thank

you” and sit back and wait for the mail. Given the close personal relationship between the’

broker and the client and the large sums of money involved, they would be hetter off ar- ah

ranging a personal interview. By meeting thh the representative, the investor gets a et-
ter idea of how the two of them will work together and a glose-up view of the firm’s facili-
ties.

Brokerage offices almost look the same. They have a large open room;, usually called
a boardroom, filled with desks for the representatives. Letters and numbers describing the
ups and downs of the stock market silently slide across the long, narrow sign on the front
wall of each office. Whenever anyone buys or sells shares of a company listed on an ex-
change, the news of the transaction appears on this tape. By the way, the word “tape”
a holdcover from the old days when brokerage offices all had paper tape rather than elec-
tronic displays. ‘

Some of the letters and numbers moving across the tape are :

PRD 38 X 2556 GM 8s70&M,

. To save time and space, the tape carries abbrevmtlons mstead of the full name of the

companies. PRD stands for Polaroid. One hundred shares just sold at $38 a share. The X

represents U. S. Steel. Spectators can always tell the oldest and best-known companies by

their symbols — they usually have only. one letter., According to the tape, 200 shares of

U. S. Steel just traded at $ 56 a share — the “2s” in front of the “56” indicates the vol-
. 1 .



ume. The next symbol always receives instant recognition. It is “GM” for General Mo-
~ tors, and 800 shares just sold at $70 a share. The “M” after “&” indicates that the GM
“ trade took place on the Midwest Stock Exchange rather than the NYSE.

Investors have a great deal of flexibility in placing their orders. If they simply instruct
their broker to buy or sell shares at market, the order is executed almost immediately at
the best price available.

Some investors use limit orders rather than market orders. For example, they might
ask the broker to buy 100 shares of GM for § 52 or less. With a limit order they know
they will never pay more than the specified price. With a market order, they could theo-
retically end up paying almost any price.

Actually, stock prices seldom fluctuate by more than a fraction of a point during the
few minutes required to fill a market order. But cautious investors prefer limit orders, es-
pecially in inactive securities. And they usually pay a lower price because of their willing-
ness to wait. Of course, they also run the risk of letting the stock “get away” from them
when the price moves past their limit. .

Many other uncertainties can cloud the investment when an investor buys a security.
For example, if the issuer of the stock becomes financially troubled, financial risk threat-
ens not only the interest and dividend income from the investment, but also the principal
amount. If the issuer’s physical assets were destroyed and if the loss were not properly
covered by insurance, the value of the issuer’s stocks would diminish. ‘

In spite of the uncertainties, 1 in every 6 American adults has a staggermg sum of

T

money 1nvested in'stocks. What for? Spectacular gains.
ST =
New Words & Expressions

stock holder MR, FFREE, BEERKE | tape n. KWEADOBRHNBRE
share n. RBE, (BREH) R volume n. ¥E RZE
broker n. ZBHA,BLH price n. -HHfiL, frEE
brokerage house S/ H] market order T &L
registered representative £ M3, M | limit order [RNZRIE
RER ' ' | specified price M
account executives W H $ATE , FFMk P A | limit price R
N point n. (BOH
place one’s order for BIELEEE (AL | inactive securities FIEFKIEH (RE)
=) ‘ ‘ interest and dividend income % & 1 4L Fi
better off F{ EAE ' WA '
board room (GEHAF BEADBRELRT principal amount A&k, B4&
desk n. JE{L physical assets HEWHM™
sign n. EMBREGD issuer n. RETH.ETE

.2.




cover v. #pME

diminish .

gains n. WL, HEE
list v. k7

Proper Names

NYSE #4lZE#3 5
General Mortors B HKRELH

McDonald’s FWEMNEHIRETE
IBM  EFRE LR 7 G H IBM 28D

Notes

1. Given the close personal relationship between the broker and the client; If the personal

relationship between the broker and the client is good

2. the ups and downs of the stock market; the fluctuation of the stock prices

o dividend -
dividend @ BH, B E.IH © 8
accrued dividend - H GRAD B (R F
accumulated dividend it (3 K) B F)
asset dividend BFP=HECE .4HF]
bogus dividend YR (B L)F
capital dividend WFAREF
cash dividend FEREH
common-stock dividend %3 B 4T F|
consent dividend [B] &
cum dividend i BEF]
disguised dividend ZFAH & |
ex-dividend FREH
debenture dividend (g F) R4
declared dividend B2AHRF
deferred dividend % %t Bt Fi|
deficiency dividend 45841 F)
extra dividend ZHSMRF
final dividend H#BEA], B F
guaranteed dividend FH{REF]
illegal dividend JEBEAEF]
interim dividend B+ EH|
year-end dividend EZ&EEF]

Word Study

liquidating dividend 3RZAS 4R
non-taxable dividend % B i H|
participating dividend 254> 4 H)
pass dividend (BIHA)RATHEF
patronage dividend %3541 F]
proposed dividend 8L JE B F
regular dividend EHRAREF] A
unclaimed dividend 3R () $HEUREF)
dividend mandate BRF|EIEH
dividend-price ratio B F|-REHr &
dividend requirement fEEK
dividend restraint J B R #l :
dividend warrant (GO ff (B%) BEH
dividend yield &R S IREHR
investment
investment (O #¥,HBHH © WHAH
K »
gross investment J# ¥
average investment I H
housing investment 5=+ ¥F
intermediate term investment FREIYE
joint venture investment ERE Y

minority investment /¥ (BRADIRF

«3e
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* working capital investment

HEFR A BB v
i REIR 8

~portfolio investment

RCD
investment advisor B WA )
547813

BFETA

investment account

investment capital

" investment corporation /AT

BHEATL
issue
issue (iss.) ®KIT,RTE,KIfTY
a FD B ELT
MITHIBR
BT
VN RAT
HRER, BB
Bir 21T
W RIT
EFET
‘stock
stock @ BramH,&kHE @ [%]Hﬁ%
® [HE)ftE @ EHF.HFR
blue chip stock | THEER
capital stock A ‘
government stock A5 L&Fﬁ’fﬁ#
growth stock R, TR
high-flying stock. #HL¥E KT M8 E 3K

investment allowance

bonus (share) issue
hot issue
over-issue
par issue
prospectus issue
tender issue
term issue

securities issue

AR :

high-priced stock By, #u T

kiting stocks HEHY(EBLOBR

listed stock LT GGEE)RE

long stock  (FIRI47 T A & Bk # % bed 3L 3
WELRE - |

margin stock (BEEHHEHARIEEZ :
[ ZEH ) BL R

motor stock RER

outside stock JE LT

penny stock. R (BEMHBE

premium stock 4 A5 . B

yo-yo stock  Hrs i BT E (B BRR

stock certificate HRE, B EIE

stock equity A

stock-jobber {EF (5. ﬁk\%‘%)ﬁ

&) 7Y )ﬁ#ﬁﬁfi

stock quotation FREHr o .

P 7 T AR 5 A BREAR

a4

stock warrant - JARRIE

stockholder &K, BEHEH

dummy stockholder 4% L& ZR

common stockholder EBRAR

A ZH AL

stock list

stock right
stock split

majority stockholder

BRR

Exercises

1. Answer the following questions:

1. How does an investor open an account?

2. Where do many beginning investors usually make their mistake?

3. Before opening an account at a brokerage house, investors should always meet with

whom? why?

4. What are the advantages and disadvantages of using a market order? What; abaut

limit orders?

. 5. What are the uncertainties that can cloud the investment when an investor buys a

stock?

6. Why does the tap carry only abbreviations of the companies?

'4-



7. What does “2s.56” indicate on the tape?
8. Which investment do you prefer, stocks or gold?
II. (sive the meaning of the following phrases formed with broker, dividend, issue, share
and stock; ‘
~1. commodity broker exchange broker {loor broker pawn broker real estate
broker insurance broker TR
2. capital dividend cash dividend disguised dividend ex-dividend regular divi-
dend dividend yield ‘
-3, glamor (stock) issue par issue stock issue term issye initial issue bonus

-.(share) issue

.. 4...active share amusement share blue chip share’ "common share f{ractional share
growth share | . .
5. barometer stock commercial stock’ housing stock kiting stocks long stock
. watered stock
III. Translate the following English sentences into Chinese:
1. In spite of the uncertainties, 1 in every 6 American adults has a staggering sum of
" money invested in stocks.
-2. By meeting with the representative, the investor gets a better idea of how the two
of them will work together and a close-up view of the firm’s facilities.
3. Letters and numbers describing the ups and downs of the stock market silently
slide across the sign on the front wall.
- 4. ;Toysave, time and space, the tape carries abbreviations instead of the full name of
., the company.
. 5. Investors have a great deal of flexibility in placing their orders.
6. Some use limit orders rather than market orders. _ ,
7. Stock prices seldom fluctuate by more than a fraction of a point during the few
minutes required to fill a market order. ,
8. Many other uncertainties can cloud the investment when an investor buys a securi-
ty. A
9. If the issuer’s loss were not properly covered by insurance, the value of the
issuer’s stocks would diminish.

10. Cautious investors prefer limit orders in inactive securities

Reading Material

Wise Investor’s Selection

The earnings and dividends on common stock are not fixed by contract but are deter-.

mined by the success of the business. Since the common stockholders are the owners of the

c5.'



_business, they receive the profits, but they also assume the risk of loss. The stokholder
has the right to receive a certificate as evidence of ownership, to receive dividends, to vote

on corporate matters, and in many states, to maintain a proportionate share in earnings,

" . assets, and voting control through the prebmptive right.

‘ Preferred stock has prior claim on the assets of the corporation over common stock if
the company should be dissolved, liquidated, or merged. Preferred stock also has prior
- claim on the earnings of the company, and dividends on preferred stock must be’paid be-
fore those on common stock. Preferred stock offers two promises: (1) a return on par or a
stated value in liquidation and (2) a secure dividend superior in claim to the common stock
- dividend. Preferred stock is usually nonpaticipating in the earnings of the company, but
the earnings are frequently cumulative. Preferred stock is nonvoting and has no' maturity
date, but a sinking fund and a call feature are often provided for possible retirement of the
stock. Some investors consider preferred stock a hybrid security possessing all" the disad-
vantages of debt and none of the advantages of the common stock. However, high-grade
preferred stocks offer stable income and security of principal and are not as risky as com-
mon stock. ‘

Convertible preferred stocks offer not only income but also the opportunity to share in
the profits of the company. They are excellent securities for safety of income. They usual-
ly pay a higher dividend than common stocks, and they offer the possibilities of apprecia-
tion.

Wise investors can combine a diversified selection of individual securities to form a
portfolio. Professional investment managers have formed portfolios called mutual funds,
which offer another investment alternative. A judicious person can select one or more of
the various kinds of mutual fund irivestient and enjoy the benefits of wide diversification

"~ with only a small investment.
New Words & Expressions

certificate n. JEH,FIE sinking fund  CBURF . 28] S & 0 ) it 2

preemptive /pri'emptiv/ adj. EBREL| £

B, PR SE R EA A call n. MEHBFENH
preferred stock B (E) hybrid security JBE4RiE (—IAHLIH R
liquidate v. 324}, 1E% convertible preferred stock W] 1§ # & {1 56
par value ZEEHHE | K
stated value BYEME, HEME portfolio n. RYFIEFHFAS GHFER)
cumulative adj. FHEH : | mutual funds HBh&

matturity date Bl BifY



Unit 2

‘Types of Common Stock

Four types of common stock available for investments are blue chip, growth, income
and speculative.

‘Blue Chip Stocks. The term “blue chip” is related to poker, where blue chips have the
highest values. Firms whose stocks are blue chip are highly stable and financially strong.
Blue chip firms are generally the industry leaders in their product or service markets. They
have a long, established history of earnings and dividend payments. The firms have wise
managements who do not subject the:firms to unnecessary risks. Because of their stability
in earnings, blue chip firms are locdked upon toprovide their stockholders fairly stable re-
turns. That is, blue chip stocks have a history of consistent annual dividend payments:
Bécause: investors have very high confidence in blue chip firms, their stocks sell at P/E ra-
tios that are higher 'than other firms in their industries. Examples of blue chips are Exxen,
General Electric and IBM. Blue chip stocks are characterized by low risk, average dividend
yields, and average potential for capital gains. -

Growth Stocks. Firms whose sales and earnings have grown rapidly for several years
in a row and who are expected to sustain the high growth rates are called growth firms. By
definition, their growth rates have to be higher than those for the economy as well as for
their industries. Growth companies typically are in high technology areas. There are ex-
ceptions to this rule. Fast-food retailing and general merchandising, for example, are not
technology dependent, yet growth-oriented Mc Donald’s and K-Mart come from these in-
dustries. ' .

Growth firms have great need for money to finance their expansions. Consequently,
growth firms choose to retain most of their earnings and have low dividend payout ratios.
Dividend yields on growth stocks are low. However, the potential for capital gains is very
high. The prices of growth stocks tend to fluctuate a lot, making them relatively high risk
investments.

, Income Stocks. Income stocks, as the name implies are characterized by high dividend
yields. However, not all high dividend yielding stocks are income stocks. Income stocks
are generally very safe investments. They are attractive for persons seeking a steady in-
come with low levels of risk. Some stocks have high yields because their prices are low due
to possible future bad news. For example, the price may be low and the yield high for .
stock of an oil company that may have its overseas assets nationalized. The high yield here

« T



would reflect the very high risk for the investor.
Income stocks are also called mature stocks. Mature firms are in low- growth 1ndqs-,

tries. Their potential for growth in sales and earnings is low. As a result they have high

" . dividend payout ratios. Income stocks have high yields, low potential for capital gains and

relatively low risk. Examples of income stocks are American Telephone and Telegraph and
other utilities. .

Speculatlve Stocks. Speculatlve stocks aré characterlzed by tKe potential of very hlgh'
returns. Speculative stocks are also highly risky., Many speculative stocks are “glamour”
stocks, that is, investors have a belief that there is something special about the. firms.
. Some years ago, firms with the syllable “tronics” in their names were considered to be
glamour stocks. Recently, computing manufacturing firms have been regarded as glamour
firms. S y i

Sometimes firms are working on a technological breakthrough and attract investars.
Some firms may be desirable because investors are speculating that these firms will be tak-
en over by other firms. Sometimes investors are attracted to those firms whose assets .are
expected to appreciate in value. Some gold and silver mining stocks fall in this category.
Any variety of reasons may attract investors to speculative stocks, The driving force for
investments in speculative stocks is potential for very high gains. Speculative stocks seem
to go'in and out of investor favor. As.such, they tend.to be high risk.investments.

Besides the categories of stocks discussed above, investors occasionally mention cyclic
and defensive stocks. Cyclic firms are those whose sales and earnings fluctuate with the e-
conomy. Many of the blue chip stocks fall in this category. Defensive stocks belong to
firms whose earnings do not change with changes in economic activity. Many income

stocks fall in this category.
New Words & Expressions

blue chip stocks &L sustain /sos'tein/ v. X{E.%ERF

growth stocks KA , growth rate BLKE

" income stocks UWRZRAR retailing n. FE '
speculative stocks RHLAL. general merchandising #tL&
cyclic stocks G PEFA AL , | technology dependent. ﬁ‘{#)ﬁ&?ﬁ&‘] .
defensive stocks BH<FYERR growth-oriented AHRKBHEM
poker  /'pouka/ . m. FPFEREPEIR . | finance /faineens/ v. HIBEH
divident payments ZFJRARE ; FLLIKE expansions. n. PIK ‘ S
dividend yields B EWA . | retain v. RE,RFF - "
potential for capital gains - ?%ﬁillﬁﬁ‘?%jj low dividend payout ratio ﬁﬁ'ﬁ.ﬂlﬁﬁ%

(AT 88D | fluctuate v. PW3I . R

inarow EE ) high risk investment, %ﬂ@ﬁ?‘fy

.8.




#E 2 H

\a steady income FREWA.
overseas assets JEAMNU FE a technological breakthrough ${A Bt
nationalize v. EHA{L appreciate in value  F{H
mature stocks B gold and silver mining stocks ¥ 4T
utility n. HEEZH;ILE the driving force By
“glamour” stocks #[TH category n. JiB% :
computing manufacturing firms +EHLH | cyclic adj. TEFHT, FHIH
Notes -

1. blue chip: J§ B FMFERMEAT 8 H & B, 54 . AW EEHMHE L, BELRAEE R T

B,

2. common stock; ¥ R2 F] 49 FeA R , 3 4> 2R IR SC 4R B iy LA Sb, 35 % 07 3| perfor-

mance stock (FEFLRE) , X F concept stock GES ) , BIEFEN S FK —

A LE R 20 BB

BN 5 —e R ATRRITH BRI EEE RO RR.
3. Speculative stocks seem to: gd in andfout of investor favor. ﬁﬁﬂﬁﬁj‘%ﬁ‘j‘ﬁ\ HREE

LoD T

SFE R BRI D

4. P/E ratios; the price to earnings ratios (%5 4H#% 3K v LL@ s A EPS(E B 28 B2

IR H{ERR. .

Word Study

cash dividend BLE&BH| (stock dividend Bl
BERB TR AV EEXRENNRETX
T8 BB A ERFFRA D

capital gains FEAULE (B, —BHEEH
60RITE T IRIEBR . 145 , FF L LA 65
EILEH, BIBSFTT.X5ER L& capital

gains,)

‘ right
right - #F
right of'ownership B #L
1EAAY

right to limit on loss

- | value

right to establish major policies

BURAL

right-to vote AL -

right to share in the distribution of assets
SRR

value

HEEE

e

book value MEHMHE
book value per share
EEME
m{E

Rk E A 1E

par value

market value

Exercises

1. Answer the following questions:

1. Briefly explain the returns one would obtain from investing in common stocks.

2. Explain the concept of total returns ([E## ,¥{2%) from common stock investments?

._9-



How many stockholder rights do you know? Which right is most important? Why?

4. Explain the following terms by using some reference books:

Authorized shares
Issued shares
Treasury shares

Outstanding Shares

5. What is the'P/E ratio?

6. What are the risk and return differences between the four types of common stocks?

7. What do you know about the advantages and disadvantages of common stock own-

8.

ership?

What is a mature stock? Would you buy mature stock? Explain your answer. -

II. Translate the following into English;

1
3
3.
7
9

- BT 2. WAL
. HEB : 4. BKAH
B B X By ) L 2 6. BEF 7 H A REFHER A FH]
RSN 8. MEABRME
. REIREE 1 HEBE 10. R KL

II1. Translate the following English sentences into Chinese:

1.
2.

Firms whose stocks are blue chip are highly stable and financially strong.

The firms have wise managements who do not subject the firms to unnecessary
risks. }

Blue chip stocks are characterized by low risk, average dividend yields, and aver-

age potential for capital gains.

4. Growth companies typically are in high technology areas.

5. Fast-food retailing and general merchandising, for example, are not technology de-

pendent,
The prices of growth stocks tend to fluctuate a lot, making them relatively high

risk investments,

7. Not all high dividend yielding stocks are income stocks.’

8. They are attractive for persons seeking a steady income with low levels of risk.

9. Income stocks have high yields, low potential for capital gains and relatively low

risk.

10. The driving force for investments in speculative stocks is potential for very high

gains,

e 10




Reading Material | '

Analysis for Investing

-

There are probably as miany different investment philosophies as there are investors,
but all of the avajlable advice can be boiled down to one simple truism — the object is to
“buy low, and sell high”. Half of this object can be accomﬁlished by identifying and pur-
chasing undervalued securities. These “bargain” securities are those selling for less than
other securities with similar earnings records, growth potential, and risk characteristics.

In buying undervalued securities, it is the investor’s expectation that ultimately other
investors will recognize these bargains and start buying them., The buying by investors
will force upward the prices of these undervalued securities, thereby producing healthy
profits for those investors who correctly identified the undervaluation. '

Another important aspect of analysis is the correct identification of the investment cli-
mate. For example, an investor may identify the undervalued nature of a particular stock
and buy shares, Other i investors may recognize the undervalued nature but they may not be
feeling confident enough ta invest money. In this case, the undervalued security will con-
tinue to remain undervalued. - ‘

Analysis for investing is a three-step process. First the investment climate needs to be
analyzed. Next, the right industries should be identified. Last, 'undervalued securities in
the right industries should be selected for investing.

The Investment Climate. Individual stocks, as well as the stocklmarkets in general,
react to the economic environment. News about inflation, war, unemployment, taxes, e-
conomic growth, etc. , affects stock prices. Investors’ perceptions or feelings about the e-
conomic environment make them optimistic or pessimistic about investing. The economic
environment and the mood of investors in general form the investment climate. Investors
should have a feel {or the investment climate before making investment decisions. Business
and fipancial publications are excellent sources for information on economic and investment
trends. _ _

The Leading Industries. The second step is to identify the leading industries, those
industries whose prospects for profits and growth are 6utstanding. For example, in recent
years the mineral extraction or mining industry has done very well. The reason is that oil
companies, in efforts to diversify, have been seeking out mining firms.to buy, Similarly,-
at one time the electronics industry was considered to be desirable for investing. The lead-
ing industries tend to change over time. Again, business periodicals and investment advi-
sory services are excellent sources for identifying leading industries.

Undervalued Securities. Once the leading industries have been identified, the next
step is to find undervalued securities in these industries, Undervalued securities have the

e 11 »



