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1.     Explain the relationship between earnings and a stock’s market value.
Answer:  Corporations are owned by shareholders, and common stock is evidence of that ownership. Companies raise funds by issuing, via initial public offerings, common stock that then trades on stock exchanges. Demand and supply dictate stock prices, and one of the biggest determinants of demand is earnings. Higher earnings usually translate into higher stock prices as investors seek to profit from the growth of a successful company. An unexpected drop in earnings can lead to a steep stock sell-off that can decimate prices.
2.     Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
Answer:   Common stock could help me obtain my investment and financial goals because I want to have lots of money to buy own house and travel around the world, also I am not a risk averse person, I can bear some risks (High risk, high returns) therefore I will invest in common stock. The returns from investing in common stock come from dividend income, investment growth as the dollar value of the stock increases, and profit potential if the company split its common stock. 
3.    What sources of information would you use to evaluate a stock issue?
Answer:  
• Safety and Risk
• Risk-Return Trade-Off
• Components of the Risk Factor
• Investment Income
• Investment Growth 
• Investment Liquidity
4.     What is the difference between the primary market and the secondary market?
Answer:  
1. Primary markets
• Markets for trading newly issued securities
2. Secondary markets 
• Markets for trading already issued securities
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5.    Calculating Total Return. Tammy Jackson purchased 100 shares of All-American Manufacturing Company stock at $31.50 a share. One year later, she sold the stock for $38 a share. She paid her broker a $28 commission when she purchased the stock and a $42 commission when she sold it. During the 12 months that she owned the stock, she received $160 in dividends. Calculate Ms. Jackson’s total return on this investment.
Answer:  Current Return = $160 in dividends over the past 12 months
Purchase Price = $31.50 x 100 shares + $28 commission = $3,178
Selling Price = $38 x 100 shares - $42 commission = $3,758
Capital gain = $3,758 - $3,178 = $580
Total Return = Current Return + capital gain 
                        = $160 + $580   
                         = $740.


