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FN281 Individual Assignment 4

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

The relationship between a stock’s earning per share (EPS) and its market price is reflected by the P/E ratio. 
High P/E ratio means that the stock is either overvalued or people are expecting it to grow (hence the high market price).
Low P/E ratio means that the stock is either undervalued or people are not expecting it to grow as much, possibly due to its already good performance in relative to past trends (hence the low price).

2. Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
Preferred stocks would be ideal in term of helping personal investor in their investment and financial goals. The guaranteed dividends are ability to convert into common stocks are also helpful.

3. What sources of information would you use to evaluate a stock issue?
I would use P/E ratio, EPS, and the stock’s beta to evaluate a stock. The first two are fundamental index that can suggest its profitability while beta suggest its volatility and risk. Additional information I would use are also graph functions such as candlesticks or Bollinger’s band to check whether the stock is overvalued, undervalued, or is in its normal price range.
4. What is the difference between the primary market and the secondary market?
Primary market sells newly issued stocks such as IPO.
Secondary market sells previously owned stocks, bonds, and other securities.

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.
Purchased 100 shares at $31.50					=	$3,150
Sold 100 shares at $38						=	$3,800
Total commission fee						=	$70
Dividend Earning						=	$160

The total return is $740

