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HW.5

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

Ans	Earnings are the revenues left over after all expenses are paid and losses are acknowledged. So Stock prices may be high or low depended on earnings of that company. High earnings lead to high demanded resulting in higher stock price, and vice versa. However, we can use EPS or price to earnings ratio to show the relationship between earnings and stock prices. Price per earning ratio is the direct relationship between the price of stock and earning. P/E tells how much an investor must pay to capture $1 of earnings for a company.


2.Which type of stock could help you obtain your investment and financial goals?  Justify your choice?

[bookmark: _GoBack]Ans	Facing slowdown economy in Thailand, I choose preferred stock, since preferred stock represents some degree of ownership in a company. With preferred shares, investors are usually guaranteed a fixed dividend forever. Another advantage is the event of firm facing with liquidation, preferred shareholders are paid off before the common shareholder. 
 
3.What sources of information would you use to evaluate a stock issue?

Ans	The price per earnings ratio. This is the ratio of the market price per share to the earnings per share for every share held. Earnings per share are usually listed on financial websites and can be calculated by dividing the annual net income by the number of shares outstanding. A P/E ratio that is higher than peer firm P/E ratios implies higher market expectations for earnings growth. On the other hand, a P/E ratio that is lower than peer P/E ratios implies lower expectations for earnings growth.
	Other price ratios such as the price/book ratios and price/sales ratios, which are commonly used to evaluate the market, price of a stock. The book value of equity per share is calculated by dividing the total equity value listed on a firm’s balance sheet by the number of shares outstanding. The price/book ratio is computed by dividing the market price of a stock by the book value per share. The price/sales ratio is computed by dividing the market price of a stock by sales per share. Sales per share are calculated by dividing the annual sales listed on a firm’s income statement by the number of shares outstanding. P/B and P/S ratios that are higher than those of their peers indicate high expectations for a company in the future, and low P/B and P/S ratios indicate investor pessimism for a stock.


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

Ans    The primary market is where securities are created and offered to the public such as IPO.
	Secondary market is where securities are traded after the company has sold all the stocks and bonds offered on the primary market. It creates liquidity.

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.

Ans     Purchasing price = ($31.5x100) + $28 = $3,178
Selling price = ($38x100) - $42 = $3,758
Capital gain = $3,758 - $3,178 = $580
She receives $160 in dividends.  
Therefore, total return of Ms. Jackson is $580 + $160 = $740
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