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Chapter 10

Assessing Investment Systems
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By the end of the chapter, students should
be able to know about:

»the way In which investment systems
work

» problems with some of the investment
systems
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This chapter will cover 3 hours:

» 2 hours for the introduction of
background information and
explanations of terms and the text

» 1 hour for discussion and practice
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» Translation: key sentences

» Paraphrasing: key words and
expressions

» Summarizing: key passages
» Discussion: important issues

» Questions and answers: interaction
between teachers and students
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Investment system Is a kind of software
which offers portfolio analysis and
evaluates the performance of various
securities. It collects real-time
Information and data of all kinds of
Investment Instruments , such as bonds,
stocks, futures, options, funds, etc.



These data cover prices, sales volumes, other
news about the company, and the outside
Investment climate.

The investment assessing software would
provide a system to draw an overall conclusion
based upon the above mentioned indices - data
and information.

Then users or clients of the system could make
their Investment decision according to the
conclusion of the system.



Price-earning ratio

"P/E" for short, Is a commonly used way to
simplistically value a company (determine what a
company's stock should be worth). It is simply a
company's stock price divided by a company's
earnings per share. The price to earnings ratio,
also known as "P/E", Is calculated by dividing the
company's stock price by the company's earnings
per share, or "EPS". The P/E ratio gives you an
Indication of how many times you are paying for a
company's stock verse a company's earnings.




The reason why some companies have a high
P/E Is because investors believe that the
company's earnings will be higher in the future.
P/E ratios can not be applied to companies
without any earnings.

To calculate its P/E ratio, you simply divide the
current stock price by the annual earnings per
share (EPS). If its current annual EPS is $3 and
the stock is trading for $111 per share, the P/E
IS $111 divided by $3, or 37.



Blue chip stock:

the stocks of well-established and stable
companies. Blue chip stocks are typically from
financially-sound companies that have a good
record of producing earnings and paying dividends.
Blue chip stocks are sometimes referred to as
bellwether issues. The term blue chip stock Is
derived from poker since the poker chip with the
highest value Is blue. For example, the 30
companies that make up Dow Jones Industrial
Average are some of the bluest of blue chip stocks.




A "blue chip" Is the nickname for a stock that
IS thought to be safe, in excellent financial
shape and firmly entrenched as a leader in its
field. Blue chips generally pay dividends and
are favorably regarded by investors. A few
examples of blue chips are Wal-Mart, Coca-
Cola, Gillette, Berkshire Hathaway and
Exxon-Mobile.
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Gross return: the
total sales revenue
of an organization
less the cost of the
goods sold
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<>Bld-ask spread: the difference between

the prices at which securities are wanted
and at which they are offered for sale




<-Discount: the
selling price
of a bond, a
price below
Its par value




Premium:

1. Amount paid for a bond above
the par value

2. The price of an option contract;
also, In futures trading, the
amount the futures price exceeds
the price of the spot commodity




Stamp duty:

a tax on specific

transactions collected by stamping

the legal docL

ments giving rise to

the transactions. The most

common In th

e UK Is the stamp

duty on the transfer of land.



Earnings vield:

The earnings yield Is just one of many investor
tools. Many investors use the earnings yield in the
form of the PE ratio to determine If a stock or the
stock market as a whole Is expensive or not. For
example, the average PE ratio for the S&P 500
Index from 1950-2000 was 15.4. When the market
peaked in early 2000 the PE ratio of the S&P 500
was a relatively high 30 suggesting that stocks
were expensive. It shouldn't dictate any decision
for you, but it can be a helpful factor when
evaluating a company.




Earnings yield is equal to the annual
earnings per share divided by the stock
price. For example, If the price of a stock
IS $20 per share and that particular
company earned $2 per share over the
past 12 months, then the trailing twelve
month earnings yield would be $2 / $20
or 10%.



Portfolio:

A term used to describe all of the investments
and assets a person or company owns. It can

Include such things as stocks, bonds, baseball
cards, real estate, fine art, etc...

When you hear an investor talk about their
portfolio, they are referring to all of the stocks,
bonds, mutual funds, and other investments
they own.

If you owned 20 shares of McDonalds and 10
shares of Wal-Mart, your entire portfolio
would consist of those thirty shares of stock.



Gearing: concerned with the relationship
between the long terms liabilities that a
business has and its capital employed. The
Idea Is that this relationship ought to be In
balance, with the shareholders' funds
being significantly larger than the long
term liabilities.

Long Term Liabilities

Gearing =
Equity Shareholders' Funds
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1) Who needs reminding that they have bought
one of the worst performing shares in the
market? But when you look at the list you find
that the worst performing share has lost “only”
92% of its value, or some such number.
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2.1n general, It Is changes that are of Interest In
forecasting returns and many graphs of levels
should be converted to graphs of changes to
see the value of the relationship for timing or
selection purposes.
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3) This means there only a one in hundred or a
one In twenty chance of the findings being the
result of chance rather than being true findings.
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