Stocks and Shares



Stocks, shares and equities
Stocks and shares arg cernificates sepresenting part ownership of a company. The people who

own them are called stockholders

and shareholders, In Britain, stock is also used to refer to all

kinds of securitics, including government bonds. (Se¢ Unit 33) The ward equity o equities is

also used to describe stocks and s

quoted companies are bought ang

nares, The places where the stocks and shares of listed or
sold are called stock markets or stock exchanges.



Going public

A successful existing company wants to
| expand, and decides to go public.

The company gers advice from an
investment bank abour how many shares
| o offer and at whar price.

| The company gets imdependent accountants
l 1o produce a due diligence report.

go public: change from a privare company
to a public limited company (PLC) by
selling shares to outside nvestors for the
first time (with a flotation)

due diligence: a derailed examinarion of a
company and its financial situation



\

The company produces a prospectus which

| explains its Ainancial posirion, and gives

derails abour the senior managers and the

financial results from previous years.

Y

l The company makes a Hlotation ar 1IPO
[-(initial public offering).

Y

e — =

An mvestment bank underwrites the stock

[ ISSUC.

e o2

prospectus: a document inviting the public
to buy shares, stating the terms of sale and
giving informartion about the company

finanaial results: details abour sales, costs.
debrs, prohrs, losses, cte. (Sce Units 11-14)

tlotation: an offer of a company’s shares to
invesrors (Anancial mstirutions and the
general public)

underwrites a stock issue: guarantees 1o
buy the shares if there are nor enough other
buvers

| BrE: ordinary sharces; AmE: commaon stock |




Ordinary and preference shares

It a company has only one type of share these are ordinary shares, Some companies also
have preference shares whose holders receive a fixed dividend (e.g. 5% of the shares’
nominal value) thar must be paid before holders of ordinary shares receive a dividend.
Holders of preference shares have more chance of gerting some of their capital back if a
company goes bankrupt - stops trading because it is unable to pay its debrs. If the
company goes into liguidation = has to sell all its assets to repay part of its debrs ~ holders
of preterence shares arc repaid before other shareholders, but after owners of bonds and
other debts, If shareholders expect a company to graw, however, they generally prefer
ordinary shares to preference shares, because the dividend is likely to increase over time.



Marwch rhe wards in rhe box wirth the definions below. ook ar AL B and O apposite o
help vou.

bankrupr prospecnls
poing publi- ordinary sharcs
Aotaton preference sharcs
PN VUsTOrs stock exchange
Lhiguidartion o underarrine

sl

T a document describing a company and offering stocks for sale

U@~ nsLN

a marker on which companies” scocks are raded

buvers of stocks

changing from a privare company o a public one, guoted on a3 stock exchange
the firse sale of a company’™s stocks o the pablic

ror guarantee o buy newly issued shares if no one else does

shares thar pay a guaranteed dividend

the mose comumon form of shares

insolvent, unable o pay debrs

the sale of the assces of a failed company



Are the following starements rrue or false? Find reasons tor vour answers m A, B and C
OppuUsIe,

1 New companies can apply to join a stock exchange.

2 Investment banks somctimes have to buy some of the stocks i an [PO),

3 The due diligence renort s produced by the company’s own accountans.

& The dvidend paid on preference shares 15 variable.

5 If 2 company goes bankrupt, the Brst investors to get any money back are the holders of
peeference shares,



Make word combinanons using 2 word or phrase from each box. Then use the correct
forms of the word combinarions to complete the sentences below. Look ar A, B and C

apposite to help vou.

offer an Issue

Qi d prospectus |

prduce shares

underwrite puhlic |
After three very prohitable years, the company is planning to {1} o A2V e . and
we're (3) 100000 (4 o for sale. We've (3) a very atracrive
(B) s , and although a leading investment bank is (7} ... _the {8} ... e

we don’t think they'll have o buy any of the shares.



Buying and selling shares

Alter newly issued shares have been sold (usually by investment banks) for the first time —
this is called the primary market — they can be repeatedly traded ar the stock exchange on
which the company is listed, on what s called the secondary market.

Major stock exchanges, such as New York and London, have a lot of requirements about
publishing financial informaton for shareholders. Most companies use over-the-counter
(OTC) markers, such as NASDAQ in New York and the Alternanve Investmenty Market
(AIM) in London, which have fewer regulations.

The nominal value of a share — the price written on it — is rarely the same as ws market
price — the price it is currently being traded at on the stock exchange. This can change
every minure during trading hours, because it depends on supply and demand - how many
sellers and buyers there are. Some stock exchanges have computerized automatic trading
svstems that macch up buyers and sellers. Other markers have market makers: rraders in
stocks who quote bid {buying) and ofter Iselling) prices. The spread or difference berween
these prices is their profit or mark-up. Most customers place their buying and selling
orders with a stackbroker: someone whao trades with the marker makers.




New share issues

Companies thar require turther capital can issue new shares, If these are offered to
existing shareholders firse chis is known as a rights issue - because rhe current
sharcholders have the first right to buy them. Companies can also choose to capitalize
part ol their profr or retained earmings. This means turning their prohts into capital by
msuing new shares 1o existing shareholders instead of paying them a dividend. There are
various names for this process, mcluding scrip issue, capitalization issue and bonus issue.
Companies with surplus cash can also choose to buy back some of their shares on the
secondary market. These arce then called own shares.

BrE: own shates; l
-AmE: treasury stock




Categories of stocks and shares

Investors tend to classify the stocks and shares available in the equity markets in different
categories.,

Blue chips: Stocks in large companies with a reputation for qualiey, reliability and
prohtability. More than two-thirds of all blue chips in industralized countries are owned
by insuturional investors such as insurance companies and pension funds.

Growth stocks: Stocks thar are expected to regularly rise in value. Most technology
companies are growth stocks, and don’t pay dividends, so the shareholders’ equity or
Owners' cquity mereases. This canses the stock price 1o rise. (See Umit 11)

Income stocks: Stocks thar have a history of paying consistently high dividends.

Defensive stocks: Stocks thar provide a regular dividend and stable earnings, but whose
vitlue 1s nort expected to rise or fall very much.,

Value stocks: Stocks rhat investors believe are currently trading for less than they are
worth = when compared with the companies’ assets.



Match the words in the box with the defininons below. Look at A and B opposite 1o help vou,

| o e - . -
(o camtalize marker price primary market 0wl shares
rights issuc secondary marker norminal value

1 new shares pffered to existing shareholders

2 the price written on a share, which never changes

3 to turn profis into stocks or shares

4 the marker on which shares can be re-sold

5 the price at which a share is currently being raded

6 shares thar companies have booght back from their owners
T the market on which new shares are sold



Are the following statemenes erue or false? Find eeasons for your answers i A and B opposite.

| Stocks that have already heen bought at least once aze teaded on the primary marker.

2 NASDAQ and the AIM have aore regulations than the New York Stock Exchange and he
London Stock Exchange,

3 The market price of stocks depends on how many buyess and sellers there are

& Autornatic trading systems do not require market makers,
5 Market wakers make a profir from the difference berween their bid and offer prices



Complete the senrtcnces. Look at [ and O appasite o help vou.

T

A stock whose price has suddenly fallen
a lor atrer a company had bad news
couldbea _ . as i will
probably mse again.

The stocks of food, cobaceo and o1l

companies are usvally .

as demand doesn™t nisc or fall vervy much
173 perlcl::la of CeonoMmIC cxpansion or
COMIracTion.

Pension funds and Imsurance companies,

which can't take risks, usually only
inyest iy v

[

The best way roomake a profic 1o the
lop, formm s o v est in

o i n A e

5

This stock used o be considered an

B e » BUT WO years amo
the l'_‘ll.jl'l'tpﬂl'l'}? srartod o cuc its dividend
and reinvest its cash 1n the business.

The Anancial direcror announced a
fortheoming . v Of new
shares to existing shareholders.

The company is planning a
___________________________________ of ane addiciomal
share for cvery dhrec exisung sharcs.

We have bought back 2080,000) ordinary
shares, which mcreases che valoe of our

R pey = 7 25 (i,

B B el

—_—




Over 4o fou ﬁ»

If you had a lot of money o invest in stocks, what kind of stocks would you buy, and wiy?
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