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MAKING INVESTMENT DECISIONS

Goal of The Trading Game

The goal of The Trading Game is to make as much money as possible so that your team has the
portfolio (collection of shares and cash) with the highest value at the end of the trading period.
You do this by buying and selling shares through the online virtual trading room at
www.studentinvestor.org.
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What are shares?

The main way that the directors of a limited company raise money for their business is to sell
shares in the company. A person who buys a share owns a small part of the company and is called
a shareholder. As part-owners of the company, shareholders benefit when the company does well.
For example, when a company makes profits the directors will pay shareholders part of the profit.
This payment is called a dividend. If the company makes a loss or only a very small profit, the
directors may decide not to pay any dividends.

If shareholders want to get their money back, they sell their shares to someone else. The price
that a share is worth depends on how much other people want it. If a company is making profits
and growing in size, investors will want its shares and the share price will rise. If a company
makes losses, investors will not want its shares and the share price will go down.

People invest in shares because they hope to make money by:
1 Getting dividend payments when the company is doing well.
1 Buying shares for a low price and selling them at a higher price.

Activity 1
Jo bought 1000 Tesco shares on 21 November 2008 when they cost 285.9 pence each.

a) How much did Jo pay for these shares in total?

On 12 September 2011 Jo sold her shares for 363.7 pence each.
b) How much was she paid for her 1000 shares in total?

¢) How much money did Jo make by investing in the Tesco shares (before paying any
fees and taxes)?

The answers are at the back of this booklet.
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Some other investment words

Ordinary shares

Most of the shares in a company are ‘ordinary shares’. These shares usually give the owner voting
rights at the company’s annual general meeting and a dividend once or twice a year. The company
directors decide if they can afford to pay a dividend and how much the dividend per share will be.

Stock

‘Stock’ is used as a collective term to mean ‘lots of different shares’. So the markets where people
can buy and sell shares in lots of different companies are called stock markets. The professionals
who buy and sell shares for clients are called stockbrokers. In practice, the words ‘stock’ and
‘share’ are used to mean the same thing, that is a part ownership in a company.

Securities

‘Securities’ is another collective term that means shares, bonds and other investments such as
derivatives. For example, the Securities and Exchange Commission (SEC) is the regulator for the
investment markets in the USA.

Stock market and stock exchanges

Shares are bought and sold in the stock market via stock exchanges. Many of the major cities
around the world have their own stock exchange, for example London, New York and Tokyo. In
the past, stockbrokers would always go to the stock exchange building to buy and sell shares,
exchanging paper share certificates as proof of ownership. Now most buying and selling takes
place via dedicated computer networks and many share documents are electronic files rather than
paper certificates. The London Stock Exchange publishes information about the prices of the
shares being bought and sold there. See http://www.londonstockexchange.com/.

Activity 2

There are 13 investment words hidden in the grid below. Use the clues to find them.
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Clues:
1. Owning these means you own part of a company.
2. This is a collective word for the answer to clue 1.
3. Shareholders do this to get cash for their shares.
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4. The directors of one of these decide whether or not to pay dividends to their
shareholders.

People who buy shares are saidto _ _ _ _ _ _ in the stock market.
A person who buys and sells shares for clients is called a stock
People who own shares are called share _ _ _ _ _ _ _.

The cost of buying shares is called the share _ _ _ _ _

9. The collection of investments that someone holds is called their _ _ _ _ _ _ _ _ _
10. Directors can pay dividends if their organisation makes one of these.

11. The goal of buying and selling shares is to make this.

12. A place where people can buy and sell shares is called a stock
13. The opposite of sell.

© N oW

The answers are at the back of this booklet.

Why do share prices go up and down?

The price of a share goes up and down depending on how many investors want to own it.
Investors make buying and selling decisions based on how confident they are that a company will
make profits, pay dividends and continue to grow so it can make more profit in the future.

Investing in shares is risky. No one knows for certain if the price of an individual share will go up
or down because it depends on how well the company performs and that depends on lots of
different factors. The company can control some of these factors but not all. For example, a
company might lose customers and therefore profits because a competitor launches a new, better
or cheaper product. Or maybe its usual customers cannot afford to buy its products anymore
because they have lost their jobs.

Activity 3
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This chart shows the movements in the share price for Tesco over the last three years. It has been
copied from the Bloomberg website: www.bloomberg.com. The mouse points to the price on 21
November 2008 (Bloomberg is an American company so it writes this date month/day/year that is:
11/21/2008). This is when Jo from Activity 1 bought her shares. You can see that the chart has
time along the bottom axis and the share price along the vertical axes. The dark orange line
shows how the share price has moved up and down over time with peaks being when the share
price rose and troughs being when the share price dropped.

Jo bought her shares when the share price had dropped a long way compared with the two months
before. At the time, the UK economy was in recession, meaning that it was shrinking rather than
growing. This meant that some people lost their jobs and others were afraid they could lose their
jobs. Wages stopped rising and, in some cases, fell. Savings interest rates were dropping as the
Bank of England reduced bank rate from 5.25% in February 2008 to 3.00% in November 2008. Also
inflation was rising, from 2.2% in January of that year to 4.5% in October.

a) What impact could this economic situation have had on investor confidence in Tesco
shares?

b) Jo sold her Tesco shares in September 2011 and made money. Could she have made even
more money if she had sold her shares earlier?

Finding the information you need

People who try to predict the winners of horse races make decisions based on what they know
about the horses (their ‘form’) and what they know about the race track - what lies ahead for the
horses. It is similar when investing in shares. A company’s ‘form’ is information about the
company and how it performs compared to its competitors. The race track is the world in which
the company operates, such as the local economy or government regulations for its industry.

Much of the information you need to make investment decisions can be found on the screens used
in the virtual trading room of The Student Investor Challenge. This information is provided by
Bloomberg and is also available on the Bloomberg website: www.bloomberg.com.

Activity 4

The following page has an example screen from the Bloomberg website, (Screen 1). Look at this
screen and then answer the following quiz questions:

a) What is the name of this share?

b) By what percentage has the share price increased?

¢) What is the trading currency of these shares?

d) What is the current price for one share?

e) Is this the highest price that this share has reached today?

f) If an investor bought some of these shares when trading started on September 14 and
sold them at about 10:15 am, would she have made a profit?

g) What does this company do?
h) Any ideas why this share is performing so well?

The answers are at the back of the booklet.
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Anywhere | Professional | Solutions | About W Sign in
Bloomberg

Quick NEWS VIEW [UECINEd  PERSONAL FINANCE MORE Search Quotes and News I

Last Update: 11:35 AM ET, Sep 14 cBmpany News

0 566(%] Associated British ‘;Eril;?:ﬁﬁ?g:jhpmﬂ“o Meet Goals on Sugar,
= Foods PLC (sF.Ln)

e = European Stocks Decline on Concern Greece May
FREE 1’066'000 E3 Default; French Banks Tumble

U.K.'s FTSE 100 Declines for Fourth Time in Five
Days

Snapshot

Britain Winces as Cameron's Government Wields
Austerity Ax to Cut Deficit

SUMMARY INTRA-DAY INTERACTIVE CHART

Change 6.000 (0.566%) Sep 14 4072
) More ABF News
Bid 1,065.000 1070
Ask 1,066.000 1088 Advertisement
1086
Open 1,055.000
1064
High 1,074.000 1062
Low 1,055.000 : 1060 News
52-Week Range 1,197.00 - 916.50 / 1058 Market snapshots
1056 World indexes
Volume 1,345,750 -
BAM  10AM  12PM 2P 4P 1= Quotes
1-¥r Return 1.851% ! ! < < ! Your portfolio
ated British Foods PLC (ABF) Bloomberg
MOBILE
EARNINGS FUNDAMENTALS
Earnings 0.693 Shares (Millions) 791.674
Price/Earnings (Trailing) 15.610 Market Cap (GBP) 8,439.247
(Millions)
Relative PIE 1.547 ROE 10.875 Company Profile
Last Dividend Reported 7.900 Interim 5 -
e Associated British Foods PLC processes and
Dividend Yield (ttm) 2.512 manufactures food products. The Company
Relative Dividend Yield 0.646 produces flour and cereals, baking and
confectionery ingredients, teas, vegetable oils
90-Day Volatility 19.175

and dairy products. They also refine sugar,
Betavs. UKX 0.719 process meats, manufacture textiles, and have
glass manufacturing operations. The Group
conducts business in Europe, Australia, New
Zealand, Asia, and the US.

Screen 1: Top part of the screen

What the other entries in the ‘Snapshot’ part of this screen mean

(ABF:LN) ABF means Associated British Foods. It is a standard code used to identify this
company. LN means London. This company’s shares are listed on the London Stock
Exchange. To find a share price on Bloomberg, type the company name or its code
(if you know it) into the ‘Search Quotes and News’ box.

INTRA-DAY | Share price movements for today (or last trading day if today is a weekend/holiday).

Change The difference between yesterday’s closing price and the latest price. This is shown
in currency (here it is pence) and as a percentage. Price increases are shown in
green and decreases in red.

Bid This is the price someone who wants to buy the share is willing to pay.

Ask This is the price that someone who wants to sell the share is asking buyers to pay.
Also known as the offer price.
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Open The share price when trading started today

High Highest price today

Low Lowest price today

52-week The highest and lowest prices over the last year

range

Volume The number of shares bought and sold today

1-YR return | The return on investors’ money if they had held the shares for one year

(The Earnings box shown on this screen is discussed in detail on page 7. If you want to know now
what the words mean, please see the Glossary at the back of this booklet.)

The ‘Snapshot’ shows that the company share price is doing well. But you need to find out why to
decide if the share price might rise further or fall in the future.

Investigating the reasons for the share price rise

Clicking on the news item ‘AB Foods Says Profit to Meet Goals on Sugar, Primark Growth’ on the
Bloomberg screen (Screen 1) on 14" September took you to a news report. This report was based
on an announcement made by the company.

You can see this announcement itself by going to the London Stock Exchange:
www.londonstockexchange.com. Search for ABF under the ‘Prices and Markets’ tab and you will
see this information:

All prices search

Search for companies & prices

Nameicode Iﬂbf

SEARCH
List companies starting with:

09 ABCDEFGHIJKLMNOPQRSTUVWXYZ

All data delayed by at least 15 minutes | as at 03:45

ABF A.B.FOOD GBX 1,066.00)  +6.00~ 057 |4 TE ¥

Clicking the document icon (in the last but one box on the bottom row) opens the announcements
from Associated British Foods. The ‘Pre Close Period Trading Update' made on 12 September 2011
explains that:

1 The company’s accounting year end is on 17 September (this is when it will work out its
profit and other figures) and it will announce its yearly results (including profit or loss) on
8 November 2011.

1 Operating profit is in line with expectations, 'similar to last year's very strong result'.
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1 The company has operations in sugar, agriculture, grocery (including Twinings, Ovaltine,
Kingsmill bakery snacks and rolls, Silver spoon sugar, Blue Dragon and Patak ready
sauces, and Jordans Ryvita) and retail (Primark).

1 Primark sales are expected to be up 13% on last year.

1 19 new Primark stores have been opened. A new, large Primark store will be opened in the
new Westfield Stratford City shopping centre next to the 2012 Olympic Park.

1 Grocery profits are also expected to be ahead of last year.

1 The company’s new tea plant in Poland is now fully operational and it has made a
significant investment to upgrade its tea production in Andover.

Activity 5

There is a lot of good news for Associated British Foods in the ‘Trading Update’ described above.
Use the information to answer the following quiz questions:

a) Does this announcement give actual company results?

b) What could happen to the share price on 8 November 20117

¢) Do you think that the Primark part of the business is likely to make profits in 2012?
d) Why is it good news for the company that the tea plant is operational?

The answers are at the back of the booklet.
Activity 6

Associated British Foods is not the only retailer who has announced expected profits. So has Next
PLC. See the Bloomberg screen on the next page.

Complete these boxes using the information on Associated British (A B) Foods in Screen 1 on page
5, and Next in Screen 2 on the next page. We will then discuss what the numbers mean.

Earnings box

A B Foods Next

Earnings

Price/ earnings (trailing)

Relative P/E

Fundamentals box

A B Foods Next

Shares (millions)

Market Cap (millions)

ROE

Last dividend reported

Dividend Yield

Relative Dividend Yield

90-day Volatility

Beta vs UKX
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Bloomberg Anywhere | Professional | Solutions | About -W_ Signin
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‘ Next Shares Jump to Record as Retailer Sees
6 338% Next PLC (nxTn Botter Outiook
m

11 hours ago

ﬂ QuIcK NEWS VIEW NECIAAEI S PERSONAL FINANCE ™ RADIO

price: 2,483.000 cep

European Stocks Advance Amid Speculation China
May Buy Euro Region Bonds
11 hours age

Snapshot - Next PLC
LK. Stocks Advance for a Second Day as Next,

SUMMARY INTRA-DAY INTERACTIVE CHART :
Kingfisher Shares Increase
Change 148.000 (6.338%) Sep 14 ooog 12 hours ago
Bid HA. 2500 U.K. Retail Sales Decline as Britons Fret About
Ask HLA. 2475 Jobs, BRC Says
Open 2,410.000 2450 More NXT News
High 2,530.000 2425 :
2400 Advertisement
Low 2,408.000
2375
52-Week Range 2,530.00 - 1,836.00 -
235 1
ELECTED
1-Yr Return 18.270% BAM 10AM 12PM 2PM 4P | B EST
Earnings - Next PLC (NXT) OFFSHOHE
EARNINGS FUNDAMENTALS
Earnings 2.220 Shares (Millions) 172.390
Price/Earnings (Trailing) 10.532 Market Cap (GBP) 4,280,438 re -
(Millions) ~ _I_ oy
Relative PIE 1.035 ROE 219.240 w
OFFSHORE ONLINE EROKER
Last Dividend Reported 27.500 Interim
Dividend Yield (ttm) 3.490
. . Company Profile
Relative Dividend Yield 0.902
90-Day Valatiity 24.411 Next Ple conducts retailing, home shopping,
and customer services management
Betavs. UKX 0.755

operations. The Company's retail stores sell

Screen 2: Next PLC screen

The answers are at the back of the booklet.

Earnings and Fundamentals
Let’s look at the entries in the order that they appear on the screen above.

Earnings

Earnings per share: the company’s earnings from its last report and accounts divided by the
number of shares issued. This is expressed in pounds, so for A B Foods, £0.693 = 69.3p per share
and Next £2.22 = 222p. You can also find this information in the company’s latest Report and
Accounts (usually available from the company’s website). You can see that Next made more
money per share than A B Foods did. This could be important to investors because it can indicate
how large the dividend payments will be. To find out what the dividend has been in the past and
what is proposed by the company for the future, go to the company websites and look up the
Report and Accounts.

Price / earnings (trailing)
This is the share price divided by the company’s annual earnings per share. Investors use this
ratio to compare companies. A higher P/E ratio means that investors are willing to pay more for
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this company’s shares because they think it will perform well. A lower P/E ratio means investors
are less confident in that company’s ability to make money. ‘Trailing’ means that the calculation
uses the profit figure from the last company Report and Accounts. If expected profits had been

used, it would be labelled ‘forward.” A B Foods has a higher P/E ratio than Next.

Relative P/E

The current P/E (price/earnings) compared to the price / earnings ratio for the sector. A relative
P/E of 1 means the share has the same ratio as the average for the sector. So it is doing as well as
other companies in the same type of business. A relative P/E above 1 means the share is doing
better than the sector average and a relative P/E of less than 1 means it is performing less well. As
you can see, compared to this benchmark figure, A B Foods and Next are both doing at least as
well as the average in their sector with A B Foods doing better.

Fundamentals
The fundamentals are the key financial data for the company.

Shares (millions)

This is the number of shares that the company has issued. These shares are held by investors. As
you can see, A B Foods has issued about four and a half times the number of shares that Next has
issued. This could mean that each individual A B Foods share will get a smaller dividend payment
as any dividend money has to be divided between a larger number of shares. We will need to
check by looking at other numbers in the fundamentals list.

Market Cap

This means ‘market capitalisation’ which is the total value of the company’s shares. As you can
see, A B Foods is about twice the size of Next. Some investors prefer large companies because
they think they are less risky. However, size does not always mean safe as the large banks
discovered during the banking crisis.

ROE

Return on Equity. This measures how profitable a company is and is best used when comparing
companies in the same industry. Return on equity is calculated as net profit after taxes divided by
stockholders’ equity. Shareholders’ equity is the total assets minus the total liabilities of the
company. This is also called Return on Investment. Investors use this measure to compare
companies, preferring to buy shares in a company with a high or increasing ROE. Next has a much
higher ROE than A B Foods.

Last dividend reported

This means the amount of the last dividend per share that the company announced in its Report
and Accounts. In this case, the amount is expressed in pence. Interim means it was announced in
the Report and Accounts that are produced half way through the company’s trading year, the
Interim Accounts. Interim reports are also known as half year results. As you can see, Next has
reported a dividend that is more than three times as much as the A B Foods dividend. Against this
information, investors need to consider that Next shares are twice as expensive to buy as A B
Food shares. Therefore, they could buy twice as many shares in A B Foods.

Dividend Yield

Annual dividend payment divided by the total market capitalisation, (the ‘ttm’ in brackets means
this year’s dividend payments are being compared ‘to total market’ capitalisation). Higher
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dividend yields are more desirable because they can mean that the share is under priced and will
rise in value. Low dividend yields can mean that the share is over priced and will fall. Next has a
higher dividend yield than A B Foods.

Relative Dividend Yield

Dividend yield of a share compared with the dividend yield of the Standard and Poor’s 500 Index
(S&P 500). The S&P 500 is the equivalent of the FTSE 100 for US shares. Again, Next has a higher
dividend yield than A B Foods when compared to this benchmark.

90-day Volatility

This figure measures how much the share price has changed over the last three months. Volatility
is a measure of risk. You can see that Next shares are more volatile than the ones for A B Foods.
The 90-day volatility numbers seem quite different, but look at the Beta vs UKX numbers.

Beta vs UKX

This is another measure of volatility. The beta measures volatility relative to the market. In this
case the market is measured by the FTSE 100 Index (UKX is Bloomberg’s code for the FTSE 100
Index). Shares with beta values above 1.0 react quickly to changes in the market, moving in the
same direction as the index. They are more risky investments. Betas of less than 1.0 move less
quickly than the index and are therefore less volatile. When compared to the average risk of the
shares in the FTSE 100 index, the shares for Next and A B Foods are both less risky than average
(under 1).

Activity 7

Now you have all this information about the Associated British Foods (A B Foods) and Next shares,
which do you think would be likely to make you money if you bought some on 14" September
20117

Charts

The bottom half of the Bloomberg screen shows a chart of share price movements. Please see
Screen 3 on the next page. This shows the chart for Next PLC over the past six months.

Activity 8

At the top of the chart there are nine buttons labelled 1D to YTD. What do you think these labels
mean? (The answers are at the back of this booklet.)

What else this chart shows

Investors can change the information displayed on the chart using the large, orange tabs.
However, we recommend you use the standard display (which is shown when you enter the screen)
when you start the Challenge.

Starting from the top this chart shows:

Add a comparison You can add other shares or indexes to the chart by typing in the share or
index code and clicking the ‘Add’ button. Use the ‘Search Quotes and News’
box at the top of the screen to find the codes you need. You can add up to
three other items. See page 12 for an example.

Bloomberg
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NXT:LN Is the share code for Next PLC. LN means London Stock Exchange.

Open, High, Low These are the share prices on the day highlighted by the vertical red line on
and Close the chart. You position the red line using the mouse.

07/22/2011 This is the date of the day highlighted by the red vertical line. As Bloomberg

is an American company, the date is written as month/day/year. In this
example, 22 July 2011.

Bold orange line This maps the share price movements with peaks when the price rises and
troughs when the price drops.

Vertical axis Shows the share price. For this chart, the price ranges from 1,750 to 2,500
pence.

Horizontal axis This shows time. The highlighted tab ‘6M’ means the six months up to
today.

Interactive Chart - Mext PLC (NXT)

1 1 1 ]
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m NXT:LN Open 2435.00 High 2445.00 Low 2403.00 Close 2421.00
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Screen 3: Next PLC over 6 months

Judging from the Earnings and Fundamental numbers for Next shares, we expected Next shares to
be performing well. So what happened in August to make the share price drop? News websites
report that consumer confidence fell in August due to the turmoil in the equity markets, slow
economic recovery from the recession and inflation being higher than wage growth. Perhaps this
is the cause of the share price dips rather than any profitability problems for Next? To find out,
let’s compare Next share price movements with the movements in the FTSE 100 Index. This index
shows the average share price changes for the UK’s top 100 companies and therefore what is
happening in the UK economy as a whole.

The chart on the next page compares these two items.
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Screen 4: Comparison between Next shares and the FTSE 100 Index

As you can see, the dip in Next share prices in August follows exactly the same dips in the FTSE
100 Index. So the share price fell because of the economy rather than any profitability problems
that were unique to Next. In fact, Next shares perform much better than the economy as a whole.
(In case you are reading this in black and white, Next share prices are mapped by the line at the
top of the graph).

The comparison feature is also very useful to compare the performance of different shares.
Activity 9

The chart on the next page (Screen 5) shows a comparison between three retailers: Burberry, Next
and Associated British Foods over one year.

Judging from this chart:
a) Are the shares of these retailers on an upward trend?

b) Were they all affected by the economic problems in the UK that we saw demonstrated by
the movements in the FTSE 100 Index?

¢) Which share is performing best?
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Screen 5: Comparison between Burberry, Next and Associated British Foods shares

News

Getting up-to-date news about companies and the conditions in which they operate is vital to
making good investment decisions. As well as the websites for Bloomberg and the London Stock
Exchange, you can find relevant news, analysis and tips in online and paper newspapers, for
example, Financial Mail. www.thisismoney.co.uk and MoneyWeek www.moneyweek.com. Company
websites also have information for investors, including the latest Report and Accounts.

Tips for picking winners

1. Find out about the companies available to you in The Trading Game. What industry are
they in? How big are they? What do you think is the demand for their goods or services?

2. Which company share prices are going up or down at the moment? Investigate why by
reading the related news items. Companies that are household names may not be the
most profitable. Investigate all the companies available to you.

3. When you are using the online share price information, remember to keep refreshing your
computer screen so you can see the latest data.

4. Are any companies performing better than the FTSE 100 Index?

You can find out which FTSE 100 companies are doing well by going to the Bloomberg
website, clicking the downward arrow beside ‘MARKETS’ and selecting ‘Movers By Index’.
Then you need to click on the FTSE 100 tab.
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6. Investigate the shares you are interested in by comparing their earnings, fundamentals
and charts with other companies in the sector. Look for companies that grow their
earnings and dividends every year.

7. Remember you are looking to make money over the four months of the game. To include
dividends in the value of your portfolio, you need to ensure that a company makes the
dividend payment before The Trading Game ends. You can find this information on the
company’s website.

8. Consider how much risk you feel comfortable with in your portfolio as a whole. Maybe you
want some shares that are steady climbers and some that are more volatile but could
make you more money?

9. Go to news websites such as www.thisismoney.co.uk and www.moneyweek.com or get
newspapers and read their investment pages for the latest information on companies,
which share prices are rising and analysis of shares to buy and sell.

10. Keep up-to-date with the news and consider how changes and world events might impact
share prices.

Good luck!
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Activity Answers

Activity 1

Jo bought 1000 Tesco shares on 21 November 2008 when they cost 285.9 pence each.
a) How much did Jo pay for these shares in total?
1000 x 285.9 = 285,900 pence that is £2,859

On 12 September 2011 Jo sold her shares for 363.7 pence each.
b) How much was she paid for her 1000 shares in total?
1000 x 363.7 = 363700 pence that is £3,637

c) How much money did Jo make by investing in the Tesco shares?
£3,637 - £2,859 = £778.

Alternatively you could calculate the gain per share: 77.8 pence and multiply by 1,000. That
makes 77,800 pence which is £778.

Activity 2
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Answers to the clues:
1. Owning these means you own part of a company. Shares
2. This is a collective word for the answer to clue 1. Stock
3. Shareholders do this to get cash for their shares. Sell
4

The directors of one of these decide whether or not to pay dividends to their
shareholders. Company

People who buy shares are said to invest in the stock market.
A person who buys and sells shares for clients is called a stock broker.
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7. People who own shares are called share holders.

8. The cost of buying shares is called the share price. Written upside down in the grid
9. The collection of investments that someone holds is called their portfolio.

10. Directors can pay dividends if their organisation makes one of these. Profit

11. The goal of buying and selling shares is to make this. Money

12. A place where people can buy and sell shares is called a stock market.

13. The opposite of sell. Buy

Activity 3

a) Rising unemployment, wage freezes and reductions, reduced income from savings and
higher inflation meant that people had less money in their pocket to spend and were more
careful about where they spent it. The result was that people changed where they did their
grocery shopping. German discount supermarkets Aldi and Lidl saw sales increase and
shops like Tesco saw sales decrease. Investors lost confidence that Tesco could make the
same level of profit as it had before, so the shares became less desirable and the share

price fell.

b) Yes, if Jo had sold her shares in April 2010, she would have got the highest price for them

in the last three years. But she could not have known that at the time.

Activity 4

a) What is the name of this share?
Associated British Foods PLC.

b) By what percentage has the share price increased?

0.566%. This is shown in the green box at the top left of the screen. The Snapshot
SUMMARY box also shows this change as 0.566% and as 6 pence.

c) What is the trading currency of these shares?

GBp this means Great British pence. This information is in the green box and the black

box at the top of the screen.

d) What is the current price for one share?
1,066.000 pence which is £10.66.

e) Is this the highest price that this share has reached today?
No, the highest is 1,074.000 pence, as shown in the Snapshot SUMMARY box.

f) If an investor bought some of these shares when trading started at 8:30 am and sold

them at about 10:15 am, would she have made a profit?
Yes! The Intra-Day chart shows that the price rose between 8:30 am and 10:15 am.

g) What does this company do?

The Company Profile on the right of the screen explains what this company does. There is
also a brief description of the industry sector under the name of the share in the black
box: ‘Food-Misc/Diversified’. You also get a clue by looking at the Company News that

appears in the top right of the screen. Associated British Foods PLC owns Primark.
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h)

Any ideas why this share is performing so well?

Yes. The Company News box has an article which says that the company has announced
‘Profit to Meet Goals on Sugar, Primark Growth’.

Activity 5

a) Does this announcement give actual company results?
No. The report tells investors what the company expects to happen when it works out its
final profit / loss figures.
b) What could happen to the share price on 8" November 2011?
If the company makes the profit it expects (or even more profit) the share price could rise.
But if the company’s actual profit is less, the share price could fall. It depends on what
investors think are the long-term prospects for the company.
c) Do you think that the Primark part of the business is likely to make profits in 2012?
It sounds likely as all of the people visiting the Olympic stadium will walk through the new
shopping centre to get there and at least some of them may stop at Primark to buy
something. The 19 new shops are also likely to attract customers. Primark’s prices are
also likely to appeal to people at the moment as the economic problems mean that many
people are looking for bargains.
d) Why is it good news for the company that the tea plant is operational?
The company sells Twinings tea. Being able to make the tea themselves means it probably
costs less than buying in the tea from another company. People in Poland earn low wages
compared to the UK so this will keep costs down too, and a new plant is likely to be more
efficient than an old one. These low costs probably mean that the company can make
more profit on the tea sales.
Activity 6
Earnings box
A B Foods Next
Earnings 0.693 2.220
Price/ earnings (trailing) | 15.610 10.532
Relative P/E 1.533 1.035
Fundamentals box
A B Foods Next
Shares (millions) 791.674 172.390
Market Cap (millions) 8,439.247 4,280.438
ROE 10.875 219.240
Last dividend reported 7.900 Interim 27.500 Interim
Dividend Yield 2.512 3.490
Relative Dividend Yield 0.649 0.902
Bloomberg
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90-day Volatility 19.282 24.411

Beta vs UKX 0.719 0.755

Activity 7

There is no right or wrong answer to this question. It is down to your point of view. Both shares
look strong and likely to make some money as long as their actual performance figures match the
expectations. But who knows what might happen over the months of The Trading Game?

Activity 8

1D = one day

1W = one week

1M = one month
3M = three months
6M = six months
1Y = one year

3Y = three years
5Y = five years
YTD = year to date

These tabs allow you to change the time period for the chart.

Activity 9

a) Are the shares of these retailers on an upward trend?

Yes, all the share prices were rising between October 2010 and July 2011, although the
Next and Associated British Foods shares both had dips in March 2011. The Associated
British Foods shares only rose in price by a small amount over this time period.

b) Were they all affected by the economic problems in the UK that we saw
demonstrated by the movements in the FTSE 100 Index?

Yes, they all show the same pattern of price falls in August as the FTSE 100 Index.

c) Which share is performing best?

Burberry looks like it is performing best. It is worth looking for analysis in the financial
press to find out why. Maybe luxury brands are less likely to suffer in the recession?

Bloomberg
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Glossary

1-YR return (on Bloomberg screen)
The return on investors’ money if they had held the shares for one year.

52-week range (on Bloomberg screen)
The highest and lowest prices over the last year.

90-day Volatility (on Bloomberg screen)

How much the share price has changed over the last three months. Volatility is a measure of risk,
that is the risk that the share price could go down. Please also see Beta vs UKX.

Ask (on Bloomberg screen)

This is the price that someone who wants to sell the share is asking buyers to pay. Also known as
the offer price.

Bank Rate

This is a rate of interest set by the Bank of England once a month. Banks and building societies
work out other interest rates (on savings and on borrowings) from this rate. You can find out what
the latest Bank Rate is by going to the Bank of England website at www.bankofengland.co.uk and
looking at the ‘Key Facts’ box on the home page.

Beta vs UKX (on Bloomberg screen)

Another measure of volatility and therefore risk. The beta measures volatility relative to the
market. In this case, the market is measured by the FTSE 100 Index (UKX is Bloomberg’s code for
the FTSE 100 Index). Shares with beta values above 1.0 react quickly to changes in the market,
moving in the same direction as the index. They are more risky investments. Betas of less than 1.0
move less quickly than the index and are therefore less volatile.

Bid (on Bloomberg screen)
This is the price someone who wants to buy the share is willing to pay.

Bloomberg

This company provides share information from stock exchanges around the world, as well as news
and analysis for financial and business decision makers. Their website is at: www.bloomberg.com.
The share prices on the Challenge website are supplied by Bloomberg.

Change (on Bloomberg screen)

The difference between yesterday’s closing price and the latest price. This is shown in currency
(for example, pence) and as a percentage. Price increases are shown in green and decreases in
red.

Dividend yield

Annual dividend payment divided by the total market capitalisation, (the ‘ttm’ in brackets means
this year’s dividend payments are being compared ‘to total market’ capitalisation). Higher

Bloomberg
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dividend yields are more desirable because they can mean that the share is under priced and will
rise in value. Low dividend yields can mean that the share is over priced and will fall.

Earnings (on Bloomberg screen)

Earnings per share: the company’s earnings from its last report and accounts divided by the
number of shares issued. Also written as EPS.

FTSE 100 Index

An index that measures the changes in share prices for the top 100 UK companies. It is used as an
indicator for how well the UK economy is performing. The base level of the index was set at 1,000
on 3 January 1984. Since then rises and falls in the share prices of its constituent companies (the
companies that are on the index’s list) have added to this base level and it is now around 5,300.

High (on Bloomberg screen)
Highest price today

Inflation

This is the rate at which prices in the country are rising. It is important to compare the rate of
inflation to the rate of interest earned on savings and the rate at which wages are growing. If
inflation is a higher number, living costs are rising more quickly than incomes. People will not be
able to afford to buy as many goods as before. They may also choose to buy cheaper goods. You
can find out what the latest inflation rate is by going to the Bank of England website at
www.bankofengland.co.uk and looking at the ‘Key Facts’ box on the home page.

Intra-day (on Bloomberg screen)
Share price movements for today (or last trading day if today is a weekend / holiday)

Last dividend reported
The amount of the last dividend per share.

Low (on Bloomberg screen)
Lowest price today

Market Cap (on Bloomberg screen)

This means market capitalisation. The amount of money that all the shares in the company are
worth, worked out by multiplying the number of shares by the value of one share. This shows how
large the company is. A larger company may be less likely to suffer a loss unless something
unusual happens, such as the worldwide economic problems caused by the global banking crisis.

Open (on Bloomberg screen)
The share price when trading started today.

Ordinary shares

Most of the shares in a company are ‘ordinary shares’. Ordinary shares usually give the owner
voting rights at the company’s annual general meeting but no guarantee that a dividend will be
paid. The company directors decide if they can afford to pay a dividend and how much the
dividend per share will be.

Bloomberg
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Preference shares

Preference shares give the owner the right to a fixed dividend but usually no voting rights. This
does not mean that preference shareholders will always be paid the dividend. If the company has
not made enough money to pay the dividend in one year, the preference shareholders will have to
wait until the company can afford to pay them to get their dividend. Company directors will place
a higher priority on paying dividends to preference shareholders than paying dividends to ordinary
shareholders.

Price / earnings (trailing) (on Bloomberg screen)

This is the share price divided by the company’s annual earnings per share. ‘Trailing’ means that
the calculation uses the profit figure from the last Report and Accounts. If expected profits had
been used, it would be labelled ‘forward.” Investors use this ratio to compare companies. A higher
P/E ratio means that investors are willing to pay more for this company’s shares because they
think it will perform well. A lower P/E ratio means investors are less confident in that company’s
ability to make money.

Relative Dividend Yield (on Bloomberg screen)

Dividend yield of a share compared with the dividend yield of the S&P 500. Standard and Poor’s
500 index is the equivalent of the FTSE 100 for US shares.

Relative P/E (on Bloomberg screen)

The current P/E (price/earnings) compared to the average price / earnings ratio for the company’s
industry sector that is, the type of business that it does. A relative P/E of 1 means the share has
the same ratio as the average for the sector. So it is doing as well as other companies in the same
type of business. A relative P/E above 1 means the share is doing better than the sector average
and a relative P/E of less than 1 means it is performing less well.

Report and Accounts

A document a company must supply which reports on its performance and gives financial
information (such as profit and loss) for a trading year.

ROE (on Bloomberg screen)

Return on Equity. This measures how profitable a company is and is best used when comparing
companies in the same industry. Return on equity is calculated as net profit after taxes divided by
stockholders’ equity. Shareholders’ equity is the total assets minus the total liabilities of the
company. This is also called Return on Investment. Investors use this measure to compare
companies, preferring to buy shares in a company with a high or increasing ROE.

Savings interest rate

This rate determines the amount of money that your savings earn in a bank or building society.
This affects how much money people have to spend and therefore how much companies can sell
and how much profit they can make.

Securities

‘Securities’ is another collective term that means shares, bonds and other investments such as
derivatives. For example, the Securities and Exchange Commission is the regulator for the
investment markets in the USA.
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Shares (on Bloomberg screen)

This is the number of shares that the company has issued. When people buy shares they are
buying ownership of part of the company. Most of the shares that a company issues are ‘ordinary
shares’. Ordinary shares usually give the owner voting rights at the company’s annual general
meeting but no guarantee that a dividend will be paid. The company directors decide if they can
afford to pay a dividend and how much the dividend per share will be.

Shareholder
A person or an organisation that owns shares.

Stock

‘Stock’ is used as a collective term to mean ‘lots of different shares’. So the markets where people
can buy and sell shares in lots of different companies are called stock markets. The professionals
who buy and sell shares for clients are called stockbrokers. In practice, the words ‘stock’ and
‘share’ are used to mean the same thing; that is a part ownership in a company.

Stockbroker
Person or organisation that buys and sells shares for clients.

Stock exchange

Place where shares are bought and sold. In the past, stockbrokers would always go to the stock
exchange building to buy and sell shares. Now a lot of buying and selling takes place via
dedicated computer networks and many shared documents are electronic files rather than paper
certificates.

Volume (on Bloomberg screen)
The number of shares bought and sold.
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