Anatomy of a Doomed Stock: 5 Telltale Signs

by Brent Wilsey

Just how DO those serially successful investors know precisely the right time to unload, or avoid, a stock before the bottom falls out?  Without a crystal ball from which such perpetually profitable investors derive secret knowledge, the answer lies not in magical lore but in a public company’s telling fundamentals.  Often, by simply cross referencing just 5 specific line items on a company’s financial statement, even the most inexperienced investor can know if it’s time to cut losses and sell – or preempt what would likely be a regretful stock buy.

Here are 5 telltale signs that a stock is infinitely doomed:

1) High PE ratio: paying more for earnings than is advisable 

2) Low current ratio: early sign of possible bankruptcy

3) Long term vs. short-term debt: in today’s interest rate environment, risk to future earnings

4) Low inventory turnover: possible adverse impact to earnings potential

5) Low A/R turnover: increases bad debts which reduces bottom line

Want proof?  Consider this comparison of 3 companies whose stock has suffered, as evidenced by indicators cited above, with 3 currently traded companies that are potentially in the same ominous situation:

Have Suffered:

1) Taser International, Inc. (NASDAQ:TASR)

“Unusually high PE indicated inflated stock price; could not endure bad PR”

2) Boston Chicken, Inc. (NASDAQ:BO)

“Bad debt caused liquidity crisis”

3) Cisco (NASDAQ:CSCO)

“Low inventory turnover led to write off, which negatively impacted earnings”

May Suffer:

4) Equity Office Properties Trust (NYSE:GM)

"Company has lost $11 billion over the past year and still struggles with high cost of labor along with health care and pension costs"
5) Apple Computers (NYSE:AAPL)

“The introduction of Microsoft’s new Zune MP3 player sure to take away iPod market  share”

6) American Home Mortgage (NYSE:AHM)

“Earnings expected to decline in the current interest rate environment”
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