
The Stock Market and Other Investment Vehicles Explained 
 
When discussing any form of investment this basic fundamental must be understood: Investment vehicles are a 
marriage between: 
 people/corporations with need for money and  

 people/corporations with money that they don't know what to do with 
 
Think of a tug-of-war between the interests of these two parties. Businesses need more money, and investors want to 
make more money from their savings. 
 

Businesses Want         Investors want 
 
 
 
 
 
 
 
 
 
It looks as though business and investors should get along great, since they have the same wants. But when investors get 
a great return on their investment, it comes as a cost to the business that they invested in. If investors want guaranteed 
returns, it comes at a cost: they may not be permitted to sell whenever they want. 
 

Corporations have two main ways to gather more money: 
1. Issuing debt: borrowing money either via a bank or issuing bonds: certificates that state the exact amount of interest 

paid over a stipulated period. 
2. Selling shares in the company: the company gives up part of its control to strangers.  
 
Corporations need extra money for various reasons: 
1. Expand operations 
2. Cover "temporary" losses 
 

Why would a company choose to go into debt rather than issue more shares? 
1. Interest expenses are tax deductible. If a company goes into debt to buy a machine that replaces 4 workers, the 

company gets a tax deduction on the loan interest as well as a "Capital Cost Allowance": tax back for the 
"depreciation" of the asset that facilitated to release of Canadian workers. (These tax incentives were created so 
that Canadian workers could become more "productive") 

2. The existing owners do not want to give up control of their company to strangers  
3. The need for this money is temporary 
4. If the company ends up doing VERY well, the money given to new shareholders will prove to be much more than the 

interest paid on debt. 
 

Why would a company issue more shares rather than get a loan or issue bonds? 
1. Failure to pay interest on debt is an act of bankruptcy: very inflexible. 
2. Debt must be paid back: money made from issuing more shares does not have to be paid back.  
3. Interest is a guaranteed expense: if the company starts going down, interest expenses will not go away.  
4. Maybe banks are unwilling to loan the company any more money. 
5. Many companies now offer shares as a form of compensation for their executives.  
 
Why would investors choose to buy shares in a company rather than loan them money? 
1. If a company really does well, shareholders make lots of money. 
2. They want to have a vote as to what goes on in the business. 
3. Money made from business ownership is taxed less than money made from interest. 

- more money 
- least cost 
- keep control 
- flexibility 

- guaranteed costs 

- more money 
- greatest return 
- controlling interest 
- flexibility to sell  

- guaranteed returns 



 
Why would investors choose to loan a company money rather than invest in shares? 
1. The interest income is guaranteed and the payout at the end is guaranteed: if a business fails to do so, it is an act of 

bankruptcy. 
2. The value of the investment does not drop - stock prices go up and down. 
3. If a company goes bankrupt, bondholders are the first in line to get their money. Share holders are last. 
 
Based on this comparison, it is easy to see that if a company is very optimistic about the future, they would rather go in 
debt than issue shares. If there are concerns about the future profitability, they would issue shares.  
 
EXAMPLE: 
Jimmy wants to open a fish and chips place, but the banks won’t give him the $200,000 that is needed to open it. Jim 
figures out that it could be easier to find investors if he breaks up his business into 20 shares worth $10,000 each. Jim is 
able to find them, and “Jimmy the Fish” is open for business. If you break up the OWNER’S EQUITY section of the 
balance sheet, it may look like this: 
 
  

 
 
The example of “Jimmy the Fish” was very simple. Since the business is so small, if Claire wanted to sell her sh are for 
$20,000, she may have difficulty finding a buyer, even if the BALANCE SHEET says that  her share is worth $60,000. 
Investors are not only concerned about the PRESENT VALUE of the BALANCE SHEET. They are worried about FUTURE 
INCOME. 
 
Also, you will notice that Jimmy now owns less than half of his business. He now has to ask his partners for a raise in pay 
if he thinks he deserves one. If he was able to control over 50% of the company, he would not have to ask anyone.  
 
WHAT ABOUT BIG COMPANIES AND THE STOCK EXCHANGE? 
Right now, Bell Telephone has THOUSANDS of investors (not just five), and these SHAREHOLDERS don’t just wait to FIND 
OUT what their shares are worth when a BALANCE SHEET is shown by the company president. Shareholders can look in 
the business pages of their newspaper everyday to find out how much they can sell their shares for. There are thousands 
of buyers for stocks (for the right price) and thousands of shareholders willing to sell (for the right price).  
 
WHAT MAKES THE PRICE CHANGE? 
Rumors and news of a business doing very well or poorly will change the price quickly. Investors are not going to wait for 
the Balance Sheet to change before they make their decisions. This is an example of a stock market page:  
 
 
 

Jimmy and four other people are now 
investors in “Jimmy the Fish”. Jimmy now 
owns $90,000 of the $200,000 business. Over 
the next year, if the OWNER’S EQUITY section 
of the balance sheet grows, to $400,000, how 
much will each SHARE be worth? 
___________. 
If the OWNER’S EQUITY drops in value to 
$100,000, how much will each share be 

worth? ___________. 
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Shopify 4061854 $16 13 15 +2 26 11 

Coscan 42154 95 83 91 -2 155 83 

Dakota 173848 300 250 295 +40 300 140 

 
Note:  online tools allow greater depth of analysis. 
 
Volume: This shows how many shares have  been traded ON THAT DAY. You can see that Shopify is getting a lot of 
action as people react to their recent successes.  (All numbers ficticious)  
Bid or High: This shows the last price that investors will willing to SELL their shares for.  
Ask or Low: This shows the last price that investors will willing to BUY their share for.  
Last price: This shows the value of the shares at the price they were last successfully traded.  
Change: This shows how much the value of the stock has changed THAT DAY. 
Last 52 Weeks High/Low: This shows what the highest and lowest value of the shares over the last year. You can see 
that Corel is currently selling for $15, but has sold for as high as $26 and as low as $11. Dakota is selling for almost as 
high as their highest value for the year. 
 
Is Dakota selling for $295 a SHARE?  
NO. If a stock is selling for under $5.00 a share, the price is listed in cents, so Dakota is selling for 295 cents, or $2.95. The 
Stock page will put a dollar sign on the value of a share if it is in dollars rather than cents. 
 
What gives a "share" its value? 
1. Expectations of future profits from the company. 
2. Supply and demand in the market.  
 
Some vocabulary: 
Liquidity: A measure of how easily the asset can be converted into cash. Shares in Bell Canada stock is much more liquid 
than a share in "Jimmy the Fish". 
Net Earnings: also known as profit. Total Revenue (money coming in) minus total expenses (money going out)  
Earnings per share (EPS): Net Earnings divided by the total number of outstanding shares. If a company made $1000 
that year and if there was 100 shares outstanding then the EPS would be $10.  
Price/Earnings ratio: The price of the share divided by the EPS. If shares in the previous example were selling for $40 
then the price/earnings ration would be 40/10 = 4. 
 
 
Futures: 
Future contracts were initially created to protect buyers and sellers. Simply put, people agree to buy or sell at a future 
time at a set price. If you were a jeweler, you could buy gold futures so that you could guarantee the price of  gold for 
future months of business; if the price of gold went up in that time, you would get the price agreed to when it was 
lower, therefore allowing you to guarantee a major cost of doing business. If you were a gold miner, by agreeing to sell 
gold in the future at a guaranteed price, you would be covered just in case the price of gold dropped. What can be said 
about gold can also be said about soy beans, pork bellies, and any other commodity include other countries' currencies. 
 
Options: 
Here companies and individuals pay for the "option" to buy (a "call") or sell (a "put") a stock or commodity at a future 
time at a set price. Let's say a jeweler purchases a $1 call to buy an ounce of gold next year at $300. If the price drops to  
$250 an ounce, then the jeweler does not exercise that option; it cost her a buck. If the price goes up to $350, then the 
jeweler exercises the option, and buys the ounce of gold for $300. Purchasing an option is a guaranteed expense, 
regardless of where the price goes: it just becomes a question of whether the investor exercises the option or not.  
 


