
How to Invest in 
Corporations 

Describe the types of stock 
you can buy 

 
Explain the difference 
between investing in 

corporate stocks or corporate 
bonds 



Corporate Stocks 

• One way to invest in 
corporations is to buy its stock 
– You become part owner of the 

corporations 



Corporate Stocks (cont) 

• Share of Stock-a unit of 
ownership in a corporations 
• Stockholders--investors who 

own the corporation because 
they own shares of stock 
• Dividend--a share of the 

corporations profits paid to 
stockholders 



Corporate Stocks (cont) 

• Dividends are not guaranteed 
– Depends on corporation profit 

• The corporation only receives 
money the first time they sell 
the stock 
– Not when traded on stock 

exchange 



How Stock Exchanges 
Work 

• Investors can buy/sell stocks 
two ways 
– Through the stock exchange 
– Through NASDAQ (electronic 

system) 



How Stock Exchanges 
Work (cont) 

• Transactions--when shares are 
bought or sold 
– Usually through a stockbroker/ 

stock brokerage firm 

• Stockbroker--person who 
handles the transfer of stocks 
and bonds between buyer and 
seller 



How Stock Exchanges 
Work (cont) 

• Brokerage Firm--company 
specializing in helping people 
buy and sell stocks and bonds 
– Charge a fee for their service 

• Stock Exchange--location 
where orders to buy and sell 
stock are carried out 
– NYSE (New York Stock Exchange) 
• Largest/there are others  



How to Trade on 
NASDAQ 

• National Association of 
Securities Dealers Automated 
Quotation System 
– Electronically links brokerage 

firms 
– Most common way to trade stock 

(since 1990’s) 



Advantages of 
NASDAQ 

• Less expensive to operate 
– No need to pay the cost of 

maintaining an exchange facility 

• Not limited by space of a single 
building 
• Can trade more kinds of stock 
• Able to operate longer hours 



How Stockholders 
Earn Returns 

• Dividends 
– If company makes a profit, 

stockholders may receive a 
percentage of that profit 

• Selling stock 
– If you sell shares for more than 

you paid for them 



Capital Gain/Loss 

• Capital Gain is the profit you 
earn from selling stock at a 
higher price than you paid for 
it 
• Capital Loss is selling stock at 

a lower price than you paid for 
it. 



Why Stock Prices 
Change 

• Price of stock depends on what 
other people are willing to pay 
to buy it 
• If dividends are high, people 

want to own the stock 
– They will pay more if they want it 
– Sellers make capital gain/loss 



Types of Stock 

• Preferred Stock 
– Non-voting share 
– Fixed dividend 

• Common Stock 
– Voting share 
– No set dividend 



Board of Directors 

• Board of Directors is a group of 
respected business people 
chosen by the stockholders to 
oversee the operating of a 
company 
– Sets dividend based on 

corporation’s profits 
– May reinvest profits 



Some Considerations-
Preferred Stock 

• Preferred stock is less risky 
than common stock 
• Preferred stockholders receive 

their dividends before common 
stockholders 
• Preferred stockholders receive 

their share of company assets 
first if company fails 



Some Considerations-
Common Stock 

• Common stockholders only get 
paid when a company fails if 
there are assets left after 
paying preferred stockholders/
debts of company. 
• Common stock generally has a 

higher return on investment 
than preferred stock 



Some Considerations-
Common Stock 

• Common Stock generally has a 
better return than preferred 
stock 
• Common stock prices tend to 

change more than preferred 
– Better chance of capital gain/loss 



How to Earn Returns 

• Not all corporations are 
created equal 
– Some earn more profit than 

others 
– Some fail 
– Investigate financial histories 
• Past performance is one way to 

judge future performance 
– No guarantee 



Blue Chip Stocks 

• Blue Chip Stocks--shares in 
large, well-established 
corporations 
– GE, IBM, P & G 
– History of steady sales and profits 
– Generally pay dividend every year 
– Stock prices usually don’t change 

very quickly 
– Lower risk than other stock 



Growth Stocks   

• Small/young corporations that 
produce new products 
– Little to no dividend 
– Stock price is expected to 

experience rapid growth 
– Buy in hopes of earning capital 

gains 



Income Stocks 

• Stocks that do not experience 
rapid growth 
• Stocks that consistently pay 

dividends 
• Buy to provide a regular 

income payment 
– Blue chip stocks are often income 

stocks 



Corporate Bonds 

• A bond is a written promise to 
pay interest and a debt by a 
specified date 
– Corporate bonds 
– Government bonds 

• Corporate bonds may be sold 
to other investors 
– Just like stock 



Why Own Corporate 
Bonds? 

• You are lending money 
• Interest payments must be 

made 
• Bonds must be repaid 
• Less risky than stock 
– Smaller return 



Junk Bonds 

• Junk Bonds are high-return, 
high risk bonds 
– Also called high-yield bonds 
– Called junk because of high risk 
• Don’t invest if you can’t afford to lose 



Bond Rating Service 

• Compare rate of return 
– Higher rate = higher risk 

• Moody’s 
• Standard   & Poors’ 
– Rating services that evaluate 

corporation financial situations 

• AAA = safest 
• C or D = poor bond/high risk 




