	BUSINESS ANALYSIS

A business can be valued by capitalizing its earnings stream (see example 6.19).  How might you use the same idea to value securities, especially the stock of large publicly held companies?  Is there a way to calculate a value that could be compared to the stock’s market price that would tell an investor whether it’s a good buy?  (If the market price is lower than the calculated value, the stock is a bargain.)  What financial figures associated with shares of stock might be used in the calculation. Consider the per share figures and ratios discussed in chapter 3 including EPS, dividends, book value per share etc.  Does one measure make more sense than the others?  What factors would make a stock worth more or less than your calculated value. 
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Comment how a private company is valued by capitalizing a stream of earnings because all of a firm’s earnings are available to its owners.  


	 Private company methods of valuation include: valuation ratios, discounted cash flow (DCF) analysis or the rate of internal return. Price per share of private companies is readily available. Comparable company analysis is the common method of valuation which compares private company to a comparable public company. Valuation of private company shares is often a common occurrence to settle shareholder disputes. 

	Explain the relationship between the stocks of publicly held companies and dividends, as they represent cash received by stockholders.  

	 Stocks are securities that represent ownership of a fraction in a corporation. Stocks of publicly companies are distributed among general public shareholders through free trade of shares on stock markets. Stock selling helps companies raise the capital for expansion. Dividend is the distribution of a company’s returns to a class of its investors according to the money invested. Public companies have no legal obligation to pay dividends to common shareholders no matter the profit margin. A high stock will result to more dividends, thus making stock that acts as equity to determine the dividends rate income.

	Comment on dividends and why stockholders are interested in them.

	Dividends are profits that are distributed to various stockholders depending on the amount invested. Stockholders are interested in dividends as it can be re-invested into the business.

	What kinds of dividends do stockholders prefer, a stable stream or ones that vary from year-to-year? 

	Stockholders as they are business personnel prefer dividends that vary from year-to-year. Some financial years can make high margin profits thus a good dividend ratio as compared to a stable stream whereby when high margin profits are made the dividend ratio does not increase, thus preferred by dormant partners.

	Comment on the importance of EPS and Dividend Yield ratios. 

	EPS (Earnings per share) is defined as a company’s net profit by the number of common shares it has outstanding. EPS is used to indicate how much a company makes by each stock share. The data is used to estimate the corporate value of a company.
Divided Yield ratios show the percentage of a company’s share market price annual pay to stockholders in form of dividends. It helps investors in analyzing consideration to invest in the company as it represents stock annual return in form of dividends.



