Market

Capitalization

Irvvestors typically measure Com-

pany size oy market capital-
ization, &1 expression of the
roveal roar ket va'ee of ooasiand-

ing cormmon stock, Capita-

Zation s computad By mulily-

ing the tazal numoer of sharss
by their current market price
Andhysis Compare a companys
Capta zation 1o its actual "boox
value” [0 determing invesior
cxpeciations of the comparys
umre. [Book valus s the value
of & company's assets a shers-
nolder would thecretically
eceive it @ camparny

ware liquicarcd)

Lapitzlizabor 1§ diided ints
Categones, but investors and
anatysts tend o define those
catogones diferently. Generally,
large-cap socks are thoso of
companiss with more than 55
tillicn in rarket capitalization
Mid-cap Lsually indicates capr
taization heraseen S1 Eillion
Anel 55 Bil'on, winl= small-cap
cormparEs normally Rave capk

radzation af less than 51 bllicr.
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Company
Life Cycle

To gran, companies eguire

news capital for imvesiments in
faciibes, maternals, and personne

In the early stages, Bank 'oars

are the primary source of capital,

bt & growing companty's Needs
soor exceec wihal Danks car
provide. Mary companiss ther
o venure cacialise who
frvest in the Comoarsy In returm
for a shzre of ownership.
Financing at th.s stage 15 often

retomed to as mezzanine capizs

Evrmally, the compary ray
issue publicly traded stoce o
raise even more capital. A comr
parw® first stock sale is called an
Imitial Pubiic Offenrng, or IPC. In
Sclehition e prowicing caguial,
[P0 allinas e ribal irmestors

ancd drw veriue

capitalists 1o profic from rhsir
rvEstTErts, Decalse ther owirr
ership will hiave A public marker
value. The orice of stocks during
and after an IPD generally
reflects e rmarkets sxpeclaqors

for the companys perfonmanrce,

Later, if the stock price cimizs to
a hign leval, the directars may
Choose 10 spIit it o (Swer the
price making It more affordable
[0 mom Imvestars, IF & carmpany
WM 15 million shares, whose
stock (s rrading ar 580 per share,
undergoes a 2for-1 spit, the
number of shares will doubie (o
3G rmiflicn, but the price of sach
share will be cutin balt 1o 540
Splits do not affect e comparyd
capialization Companics wha
believe their stock price is [oo
v rray INSLILLE & reverse
split, which reduces the
rmbeEr of shares and raises

the [fice Again. capitalizaton

isrt affected.




