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FN221: Assignment 5

1. Explain the relationship between earnings and a stock’s market value.

When investor expect a higher earning from the firm, it’s mean that firm would gain more profit and able to pay more dividend to the stock’s holder.  When investors have and expectation like that, they will be willing to pay for the stock if they expect stock to give them a higher return in the future. And if many investors expect the same thing, the value of stock will rise up.

2.  Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
 
	I would diversify my portfolio for both short-term and long-term   
[bookmark: _GoBack]investment. For Short-term, I would choose some small-cap stock with good fundamental and have a high potential to growth. For, Long-term investment, I would invest in a mature stock in big firm which can perform well and quite sustain to gain the dividend.

3.What sources of information would you use to evaluate a stock issue? 

There are various approaches to evaluate stock value:
· News: Investor can follow the news to evaluate the whole stock market from economics news to see which direction overall economy. Moreover, investor can read news for the firm or industry to get the direction of each specific stock.
· Firm’s Ratio: Stock investors always take a look at firm ratio such as PE, EPS, PEG, MBV, etc. to see the firm performance. Firm’s financial report should have been taken into consideration when evaluating stock. Firm’s financial report, 56/1, can shows how the firm performed.

4.  What is the difference between the primary market and the secondary market?

Primary market: Primary market is the market for financial assets  
                                    which firstly traded or launched into the market. It’s  
                                    trade from the firm who really own that stock to the  
                                   investors.
Secondary market: Secondary market is for the financial assets which 
                                   have already been traded. These assets are 
                                         traded among the investors in the secondary 
                                        market.

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.

Cost of investment = (Market price * No. of share) + Commission fee
			       = ($31.50 * 100) + 28 
       = $3,178
     
      Received amount when sold = (Market price * No. of share) –   
                                                            Commission fee
					 = ($38 * 100) - 42
					 =  $3,758

     Total amount return = (Cost of investment + Received amout when    
                                              sold) + Dividend
			         = ($3,758 – 3,178) + 580
			         = $740
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