HOW DO YOU FIND SOLID STOCKS?

STOCK MARKET VOCABULARY
In order to better understand how to pick better stocks, you need to understand some key terms. We are going to use investopedia.com to try and enlighten you! Use the following link to get to the right page: http://www.investopedia.com/university/stockpicking/.

Questions:

1. First off, let’s clear up a common misconception …. Is there an infallible strategy that guarantees you success in picking stocks? Explain three reasons why or why not?
2. Perhaps more important is figuring out your stock picking ‘outlook’, time frame and risk tolerance? Click on the word risk tolerance and tell me what it means. Give an example of how risk tolerance changes with age.
3. Why is picking stocks so important? Tell me about the Microsoft example they provided in this article?

4. Click on the word ‘fundamental analysis’ and tell me what it means? What kind of information does this method of evaluating stocks use?

One of the most common ways of evaluating stocks is to analyze the financial statements for the companies you are considering. Click on the following link to learn a little more about some key terms involved with this type of analysis: http://www.investopedia.com/university/ratios/
Questions:
1. What is Earnings Per Share (EPS)? How is EPS calculated?

2. By itself EPS doesn’t tell you everything. It’s most useful when compared to what?

3. What is the Price/Earnings (P/E) Ratio? How the P/E calculated?

4. List four things to remember about P/E ratios?

5.  Read the section titled “Price-Earnings Analysis. What is the idea behind the P/E ratio?  
6. Does the P/E ratio by itself tell you much? What is the most useful way to compare P/E ratios?

EVEN MORE ABOUT P/E RATIOS

Chances are you’ve heard of the P/E Ratio before … we’ll you better have, you just answered a question about it a minute ago! This ratio is widely used and widely misunderstood. Let’s see if we can explain it a bit better so that you can use it to your advantage! Click on the following link to answer questions about P/E Ratios!

http://www.investopedia.com/university/peratio/peratio5.asp
Questions:

1. P/E Ratios are most useful when they are compared to what?

2. This website gives you some great advice about P/E ratios. Tell me what it says in it’s points to remember:

· What is the average P/E ratio for the market in general?

· Theoretically, what does the P/E ratio tell us?

· The P/E ratio is a much better indicator of a stock value than what?

· A better interpretation of the P/E ratio is to see it as an interpretation of what?

· In general, it’s difficult to say whether a particular P/E ratio is high or low without taking what into account?

· Should you buy or sell a stock based on P/E alone? (You should know the answer to that one already!) 

Remember: you should use the P/E Ratio as one measure to help you assess the value of a stock. It shouldn’t be the only measure though! We’ll cover more over the course of the next week! (
