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Market Capitalization

When we talk about big-cap, mid-cap.
and small-cap companies, market capi-
talization is the figure that measures a
company’s size and financial strength.
Market cap describes the value that
investors have ascribed to a given com-
pany. It's calculated by multiplying the
current price of a stock by the number
of shares outstanding on the market.
So, if 1 million shares are outstanding
and the share price is $50, the market
capitalization is $50 million.

In theory at least, the higgest, most
powerful market-leading companies
will have the largest market capitaliza-
l':.rm, Accordingly, buying stock in a
hig-cap company is usually viewed as
a more conservative, less risky invest-
ment. Buying into General Electri
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:;':n:mt.l $250 million (roughly 2.000
times smaller), &

Earnings Per Share

If you owned a company with three of
your friends, you would expect to take
of the company’s

home one-fourth
profits. Earnings per share is the same
idea: It describes how much income 15
credited fo your piece of a company,
that is. what you're going to make as
the “owner” of a business for every
share you owr.

Earnings per share is net income per
share of the company’s common stock
after taxes, depreciation allowances,
potential losses, payments to holders of
preferred stock and bonds, and other
costs have been deducted. If that's too
much to re

:mber, think of it as earn-
ings minus some costs divided by the
number of shares mlm;uulimj: For
example, if the company has 1 million
shares of common stock outstanding
and nets $1 million in a year, its i"i’:
would be $1 for that }'L‘:l-!'. lhpnlh‘rl.i—
cally speaking, if you rm.nr(l i’lm
shares and the company closed up
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Pretend you're bent on buying stock

in one of two toy compani

Corporation has a P/E ratio of 15

es. Gizmo

cand

Toys for Joys has a P/E ratio of 12.

Assuming both companies are pretty

similar on other dimensions, you

would be inclined to view Toys for

Joys as less expensive due to its lower

YR ¢ 3 3
P/E and Gizmo Corporation as morc

expensive, with a higher P/E.
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