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Introduction

A lot of people think that the most expensive merchandise is oil or gold, but it is proved that information
is the most expensive merchandise available. Thus, the most important step an investor should take
before investing in the stock market is to search for and ask about the information available on the
company he is interested in investing in to try to understand its potential future performance. For
example, the investor should have some knowledge on several factors critical to his decision in investing
in this company like the expectations for the risk level in the company’s stock and its growth level.



Types of Information

It is a fact that financial markets change rap-
idly. This is a result of the instant market in-
teraction with the sudden periodical and daily
information and news whether their source
was the media, the government or the com-
panies themselves. Information and news can
be divided into two independent categories

each one has its own characteristics.

Partial Information (Corporate
Information)

Partial information, as the name suggests, fo-
cuses on specific news that are related to the
developments in local companies such as is-
suing and publishing quarterly reports, annual

reports and detailed press releases. Although
such news could leave relatively large-scale ef-
fects on the financial markets especially if the
information is associated with a leading indus-
trial company. However, the effect of partial
information is usually limited to the targeted
company and might reach its primary com-
petitors in the sector.

Overall Information (Informa-
tion on Macroeconomics )

Overall information focuses on what is relat-
ed to the macroeconomics that exceeds the
level of production units and establishments.
Information on the underlying sectors of the
overall economy falls under the same catego-



ry as well. When overall information such as
changes occurring in the GDBP inflation rate
and government spending is released, it of-
ten affects the entire local market and it may
reach to international markets as well. For ex-
ample, a report referring to a large increase
in the government spending rate might have a
positive effect on the market. It will lead most
of the investors to believe that the levels of
public demand will improve and growth levels
will help the benefiting companies to increase
their capital, thus, contributing to higher de-
mand for factors of production and utilizing
more of them.

International economic and political instabil-
ity is another example for the effect of over-
all information on financial markets. Interna-
tional financial markets have become largely
interdependent, which makes it possible for
the political and economic developments in
any country or region to leave their influence
on all international markets.

Information Sources

Information may come in different forms.
It might come as statistics, graphs or state-
ments and media reports. The ways of pre-

senting it also differ greatly. It might come
out as printed material or recorded CDs,
audio and video broadcasts or available on
the internet. Information can be obtained
free of charge, usually, or charged. What-
ever the information was, the sources to
get it can be categorized as the following:

The Company's Source

The report on the quarterly and annual
preliminary financial statements, released
by the company, is a good starting point
to know the company. The regulations and

rules issued by the Capital Market Authori-

ty require the companies listed on the mar-

ket to provide the CMA with their annual

and initial financial statements and publish



them immediately after being approved by

the company’s board. This will give it cred-

ibility and transparency. Financial state-
ments contain detailed information on the

company’s current financial position.

CMA has issued a comprehensive booklet on
“Reading Financial Statements” to help the
investor to have a clear picture of the com-
pany’s financial position.

Companies also publish annual reports in
which they review the productive, admin-
istrative, investment and financial achieve-

ments in the past fiscal year. They give

indicators of future plans and financial dif-
ficulties they may encounter.

Such information can be reached, in addition
to the press releases and other related cor-
porate news, by visiting the company’s head-
quarter, logging on to its website (if it has one)
or the “Tadawul” website.

Other Sources

In addition to the information provided to
investors by the companies about their busi-
ness which usually aims to draw a bright pic-
ture of the company, there is a various range
of external sources that can be described as
more comprehensive. A good example can
be newspapers, financial satellite channels,
specialized investment websites and newslet-
ters.All of them can give the investor a broad
idea on corporate stocks and the industry in
which the company operates in addition to
the macroeconomics.




Many consulting and financial intermediary
companies have specialized websites that
offer the service of emails providing inves-
tors with accurate and in-depth informa-
tion that commensurate with their needs
whether the information and reports are

derived from official reports and data on

the national economy, the stock prices or
the material news on the companies the in-
vestor owns in his portfolio.

How to Use Information Wise-
ly

Unfortunately, it is not enough to have the in-
formation on time to be a successful investor.
The most vital factor is the credibility and ac-
curacy of the information, the investor’s abil-
ity to study and interpret it, what it means
to his portfolio, what he should do when he
has all the information and whether he should

buy, sell or do nothing.

Although gaining profits is not guaranteed at
all when it comes to investment, the investor
can develop his investment strategy to reach

his financial goals if his investment decisions

were made based on reliable sources not ru-
mors or assumptions that do not represent a
dependable approach to achieve goals.

The Power of News

News headlines can have a huge impact on
the market. Markets rapidly interact with daily
news whether it was new information related
to the microeconomics like local companies’
developments or changes in the macroeco-
nomics. It is agreed that the market is affected
by the news, but the most important thing is
what this information means, especially to the
individual investor.

Undoubtedly, an investor’s goals determine
the way he reacts to the received news. If
we assume that an investor has short-term
goals, and intends to buy a house for ex-
ample, the increase in the stock price of
a company he invested in due to released
data about its profits may encourage him

to sell some of his shares and buy the

house. On the other hand, If he has long-
term goals, he might consider increasing his

investments in the company.



Rumors and Speculation

There are sound procedures an investor
should adopt to develop his investment
strategy. There are also some practices

that should be completely avoided such as

spreading rumors, trading according to it
and speculating rather than investing.

Rumors

The Capital Market Law (CML) prohibits
anyone from, whether directly or indirectly,
deliberately spreading incorrect data about a
particular company which may have a negative
or a positive effect on the share price of this

company shares.

If a person leaks explicit criticism of the com-
pany and has prior knowledge that the ba-
sis for such criticism is untrue, then he is in
breach of the Law because the value of the
company’s share price may decrease as a re-
sult of this improper conduct. Similarly, it is
not legal that corporate executives keep qui-
et and do not give any material information
about their companies while knowing the im-
portance of such information in an attempt to
cause a change in the stock price.

Why is it so important to prevent rumors from
dffecting the market?

The answer can be summarized in the follow-

ing three reasons:

I. Rumors lead to generating unfair profits
for those who benefit from spreading
them.

2. Rumors lead to unfair losses among the
victims who were deceived.

3. Rumors may lead to exaggerated buy-
ing and selling prices for shares which
can affect the whole market reflected by
“Tadawul” index (TASI).



Speculation

Speculation is somehow similar to gambling

if it was based on rumors or weak informa-
tion. It is a fact that trading on the stock
market involves risks, but there are ways to
manage these risks. The most important of
which is to make the investment decision

based on reliable information.

On the other hand, a speculative behavior
means having a stock without a reasonable
reason except for anticipating a future in-
crease in its value. Although a speculation’s
risk and damage in general is not as that of
rumors because speculation does not usually
affect a large segment of traders in the mar-
ket, but it is still a harmful behavior for some
stockholders who embrace it as a basic tool
in their investments.

Rumors Vs. Research

Investors who want to eliminate rumors and
rely on accurate and credible information
face difficulty in distinguishing between the
two. There are several ways an investor can
use to draw a distinction between true infor-
mation and other false information that can

be harmful. In addition, the investor can ask
some questions when he hears some hard-
to-believe news or he has doubts about them.
Some of these questions can be:

I. What is the main source of this informa-
tion?

2. What is the level of experience of the
person, or the newsletter that released
that information?

3. What would the person gain if he dis-
closed this information?

4. Is it possible to get more evidence and
proof from a reliable source to support
the inaccurate information acquired?

5. Did the provider of the information ask

the investor not to disclose it?

If the answer to the last question was yes,



then the information acquired is unfortunate-
ly not true. It may also come under the name
of Irregular Information.

Researching the Company Invested in
Each investor, before making the decision to
invest in a company, should make an effort in
learning about the company he is investing
in. Examining financial statements is, without
question, the most important step in knowing
a company. Moreover, knowing the company’s
products, services, executive and senior man-
agement is equally important as well as its
growth potential.

There are signs that show that the investor
is aware of the status of the company he is
investing in. For example, the investor should
ask if the company belongs to a sector that is
always affected by international economic and
political changes,and whether the demand for
its products is increasing or decreasing? Are
there any upcoming changes in the manage-
ment’s team or strategies?

Clearly, the investor needs to follow all
the above-mentioned matters. Perhaps the
most suitable and available sources to get
this information are the company’s annual
report and prospectus. These two reflect

the company’s vision and objectives, its in-

vestment and production strategies out-
line, as well as a detailed presentation of its
financial statements.

Annual Reports

Annual reports are an important source for
highlighting the company’s performance and
operations in general during the past year.
Whilst quarterly financial statements give a
detailed explanation for the company’s finan-
cial performance to date, the annual report
illustrates more in-depth details regarding
the company and its philosophy in running its
business.

Under the Capital Market Law, joint stock
companies are obligated to inform the share-
holders of the developments in the company’s
general performance. As the name suggests,
the annual report, is published once a year.
It should be available to all investors without
any costs, and you do not have to be a share-



holder or owner in the company to have ac-
cess to the annual reports of joint stock com-
panies.

A company’s annual report, with its rich

content of information, can influence the
investor’s decision to invest in the company
or not.A copy of the annual report can be
obtained from brokerage firms, the com-
pany itself, or its website on the internet.

Reading the Annual Report

Unlike financial statements which only in-
clude figures, an annual report contains sev-
eral chapters that have texts and illustrations
explaining the company’s business. The texts
written in the report aim, in some parts, at
explaining the figures mentioned in the finan-
cial statements which reveal the performance

level of the company.

Note that the message conveyed in the writ-
ten texts of the annual report may differ from
the one communicated by the figures of the
financial statements. For example, a company
may include, in its financial statement report,
achieving an increase in its profits during the
past year, and this is of course good news
about the company. However, the investor
might find, by reading the general text of the
annual report or in some footnotes at the
end of the report, that this increase was a re-
sult of non-operating profits such as: selling a
land owned by the company or selling shares
of another company which was cofounded by
the company he invested in. This might not
be repeated next year. Thus, one of the ben-
efits of reading the annual report is to know
whether the text is compatible with the stat-
ed financial figures and make sure that they
both offer a clear exact image of the com-
pany’s performance and its future prospects.

Annual Report Contents

The annual report provides detailed infor-
mation on the company’s business and per-
formance as well as future performance pre-



dictions. The report usually begins with the

chairman’s statement that summarizes the

most prominent achievements in the preced-

ing year. After that, it includes general future

expectations for the company in the upcom-
ing year.

The annual report contains the following sec-

tions:

* An introduction that describes the com-
pany’s general philosophy in running its
business.

* An overview or detailed reports on each
part of the company’s operations.

* A glimpse of the financial aspects of the
company. It includes net income and sales,
stocks profit, and the market value of the

company.

° A balance sheet that indicates the com-
pany’s assets, liabilities and shareholder’s
equity at the end of the year in compari-
son to the previous year.

°* An income statement that shows the
company’s profitability including last year’s
expenses and revenues compared to pre-
vious years.

* A cash flow statement that explains the
cash flows from and into the company
during the year compared to previous

years.

The Annual Report's Introduction

One of the golden rules in investments is to
avoid investing in a company the business of
which is not fully known to the investor or he
does not have any idea about the sector it op-
erates in. The best place to look for these as-
pects is the introduction of the annual report.

The introduction is often extensive rather
than being an introductory insight on the
company’s performance in the past year. The
introduction gives a historical glimpse of the
company, its basic business, and then a gen-
eral outline on the company’s structure. For



example, the report refers to the size of the
company and its activities, and whether a va-
riety of other establishments come under the
same corporate name, or whether it is com-
posed of a limited business that does not go
beyond one or two production units.
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The report also explains the business strategy
of the company, or what is sometimes called
the company’s vision, that answers the follow-
ing:

* How ambitious are the company goals?

* Does the company have any plans to

achieve its goals?
*  Which business does the company engage

in and commit to?
The answers to these questions can be found
in the introduction while the other chapters
of the report include all the supporting evi-

dence.

Chairman’s Statement

The chairman’s statement is a message from
the highest power in the company often sent
to its investors. In this part of the report, the
chairman gives some evidence in examples
and numbers to prove what was mentioned
at the beginning. In the opening of the state-
ment, the chairman focuses on the strengths
of the company and his quest to assist inves-
tors in understanding and interpreting the
figures included. He will, for example, explain
the reasons behind the increase and decrease
in past year’s revenue compared to the previ-
ous two years.The chairman will explain in his
statement the direction in which the compa-
ny will go on based on its vision or he would
detail the goals and objectives that are going
to be achieved. For example, the chairman

indicates whether the company is going to



change its business strategy, expand its main
business circle, concentrate on one of its oth-
er sub-businesses or make a huge investment;
all these issues are usually highlighted by the
chairman. It is a norm that the chairman is the
one who takes full responsibility if the com-
pany could not achieve these goals.

What Should be Taken into Account in the
Chairman’s Statement

The investor should take into account, and
pay attention to what the chairman has
to say regarding the expected challenges
and competition, or the threats the com-
pany may face. He should also identify the
strategy prepared to face such risks, and

will these risks lead the chairman to adopt

more conservative vision or expectations
next year?

Financial Indicators

The annual report’s section on financial indi-
cators shows the figures that reflect and high-
light the strengths of the company’s perfor-
mance. For example, if a company had a big
rise in sales last year which led to hitting a re-
cord level in net profits, then all this informa-
tion would be documented and highlighted in
this section of the annual report. Examples of
the information that can be gathered by read-
ing the section on financial indicators include:
increase in earnings per share, increase in the
company’s market value as a result of the in-
crease in the shares value or the decrease in

the operating expenses and so on.

If the company had a bad fiscal year, the in-
vestor probably would not find any indica-
tion to that in the financial indexes chapter
in the annual report. The investor should
not expect the company to release any
negative information on the figures of the

financial operations in the section on finan-

cial indicators. If the investor is trying to
identify the vulnerabilities in last year’s fi-
nancial performance, he has to rely on self-

skills in reading the financial indicators or



in considering the figures and graphs that
illustrate the company’s performance in the

past five or ten years.

Overview on the Company’s
Activities

It is difficult to describe all the operations of a
huge company to explain how it runs its oper-
ations and the reasons behind choosing these
approaches in management in just a few pages
of the annual report. Nevertheless, the inves-
tor might find some of this in the overview on
the company’s businesses section.

In this section of the report, the company
describes its business operations and proce-
dures in detail which some might regard as
boring sometimes. For example, when read-
ing the annual report of an industrial com-
pany, this section will explain the manufactur-
ing steps the product goes through, how they
affect the operating expenses, especially by
mentioning the nature of the material used in
manufacturing, and the issues related to sup-
ply and demand for the material or the final
product.

The investor who has a previous good knowl-
edge on the sector that the company belongs

to, will definitely benefit from the information
mentioned in this section. However, when he
is not aware of the company’s business mech-
anisms, then the section of the annual report
discussing on the overview of the company’s
businesses along with its new topics will make
him curios to look for more to have a good
idea on the company’s business.

Prospectuses

I. Securities Offering Prospectus

A prospectus is an official document required
by the CMA for offering securities. The CMA
does not allow the initial public offering (IPO)
of any security unless this prospectus is pre-
sented and fulfilled all the requirements and
conditions set by the Listing Rules. The pro-
spectus includes an adequate description
of the company issuing these securities and
those going to be offered as well as a detailed
description of the company’s financial posi-

tion or any other information required by the
CMA.

Since the prospectus is a legal document,
it has the highest levels of transparency. Is-

suing companies tend, by regulatory con-

trols, to state all the information and facts




that ensure that there is no uncertainty for

those investing in the company in its IPO.

The Capital Market Authority (CMA) re-
views the prospectus before approving it to
make sure that all the necessary informa-
tion is there, and to indicate all the expected
risks in the security to be issued, which can
be adequate for the investor to make an in-
vestment decision. Civil responsibilities, (the
victim’s right to compensation) resulting from
the lack of accuracy of the data mentioned
in the prospectus or the omission of some
information that should be stated, are usually
bared by the company issuing the securities
and its senior executives, board members and
the financial advisor, who all have been identi-

fied in the prospectus.

Reading the prospectus a joint stock company
prepares when going public might not be in-
teresting, but it definitely gives the investor
a lot of information on the company’s goals,
plans and financial position. The most impor-
tant part when reading this document is that
the investor can differentiate between all the

information mentioned in all prospectuses

and those discussing the quality aspects of the
company itself.

When looking at the company’s aspects of
quality, the investor should concentrate on
the section where there is a description of
its business and the kinds of products or

services it offers in addition to the expect-

ed risk factors as well as an analysis of the

competitive advantages in its markets.

The investor should also examine the future
strategic goals of the company and its plans
to reach these goals. After having a look at
the data, he can decide how suitable is the
company’s business scope for his investment
goals. He can also form his own vision on
the company’s potential to achieve its goals.
When discussing the risks that might encoun-
ter the company, the investor should know
the kind of operating risks, especially the ones
related to sales in the market it operates in,
and whether the nature of this market helps

it in reaching its goal.

We should not forget the risks related to the



sector in which the company operates. One
of the common questions in this area is when
the investor asks if the company can have se-
cure raw materials for its products at com-
petitive prices, and the availability of these
raw materials. He would also ask about the
level of competitiveness among the compa-
nies within the same sector.

One of the things that an investor should be
extra cautious about is that all the data writ-
ten in the prospectus are expectations and
predictions that are based on certain hypoth-
eses. There is nothing that can guarantee that
all or some of these predictions will happen,
even if the company reached the expected
level of sales and profitability.

The investor should check the financial
risks related to the company which come
under the section on the financial state-
ments in the prospectus. He can calculate
the company’s significant accounting per-

centages to have an idea about the level of
these risks. The fourth awareness booklet
published by the CMA “Reading Financial

Statements”
risks.

can help in calculating such

2. Investment Funds’ Prospectuses
Financial markets’ commissions or authori-
ties require the issuers of investment funds to
have special prospectuses for each investment
fund accordingly. They are not allowed to re-
ceive the investors’ money until the CMA
approves their prospectuses. The prospectus
should explain the necessary information re-
garding the level of risks related to the invest-
ment products in which the fund invests in. It
discloses the investment products of the fund
and whether it invests in stocks, bonds, mon-
ey, commodities, or a combination of them
all. It also explains the fund’s policy and goals,
and whether it maintains its capital or allows
the possibilities of exposing the capital to the
profit and loss risks.
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