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The relationship between company earnings and stock market value can be complicated. High profits don’t mean the higher stock price and big losses don’t mean the lower stock prices. But for earning per share (EPS), investors will compared among firm that which firm is have higher price to earning ration (P/E ratio). If one stock has market price at $10 and the another one is $100, but both stock have same P/E ratio value, these two stock have equal value relative to P/E ratio in the view of investor



2. Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
	
   	Each people has different financial status lead to different goal, However, “Investment risk pyramid” can determine the goal of each people clearer 
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   For me, at this age I can take some risk in quite high level of stock or securities but I also cannot effort the high value one. So I will choose some among good corporate bond, blue chip stock, growth stock or some real estate company. 









3. What sources of information would you use to evaluate a stock issue?
· Revenue : Will give you an idea of how much money that company earns in each quarter and look for the field of industry that company in. that we can forecast about trend of those field and about the income of the company in the future. If their revenue consistently increasing, this means the company is growing and the stock price will appreciate in value. 
· Earnings per share (EPS): we look at revenue to see how much money company will earn, but for EPS will tells us about how much money do we get. The higher EPS, the more money or value that you will gain from the stock 
· Return on equity (ROE): ROE gives us a glimpse into how efficiently company management is producing a return for the owners of the company---based on the amount of equity in the company. To calculate ROE, you divide the average shareholders’ equity during the past 12 months by the net profit the company has made during those same 12 months.

4. What is the difference between the primary market and the secondary market?
A difference between the primary and secondary market is that in the primary market, investors will buy securities directly from the company issuing them But in secondary market, investors will trade securities among themselves while company who issuing securities does not participate in the transaction.
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5. Calculating Total Return. Tammy Jackson purchased 100 shares of All-American Manufacturing Company stocks 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.

Dividend = $160. 
Purchase price = ($31.50[image: ]100 shares) + $28 (commission) = $3,178 
Selling price = ($38 [image: ] 100 shares) - $42 (commission) = $3,758
Capital gain = $3,758 - $3,178 = $580. 
In conclusion, total return = $160 (Dividend) + $580 (Capital gain) = $740. 
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INVESTMENT RISK PYRAMID

Speculative Stocks, Junk Bonds,
4 Collectibles, Options, Futures Contracts

Specalacion

Blue Chip Stocks, Growth Stocks,
Real Estate, Mutual Funds

Corporate Bonds, Preferred Stock,
D Treasury Securities, Government Bonds

Safety and Income

Savings Bonds, Certificates of Deposit,
1 Cash Value Life Insurance, Annuities,
Pension Funds, Money Market Accounts,

Financial Security Bank Accounts




