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1.The relationship between earning and stock’s market value
Answer: To understand the relationship between earning and stock’s market value, first we need to understand earning per share (EPS). The EPS tells you how much income the company generated for each share of stock. For example -- and let's assume the company pays no dividends -- if a company has $10,000 in earnings, and 1,000 shares, the EPS would be $10,000 divided by 1,000, or $10. The direct relationship between the price of a stock and its earnings is known as the price per earnings ratio, or P/E. To calculate P/E, simply divide the stock price by the EPS, typically over the most recent four quarters. For example, if the price of a stock is $50 and the EPS are $1, the P/E would be $50. The P/E tells you how much an investor must pay to capture $1 of earnings for a company. A high P/E means that investors are paying more to capture $1 of earnings, therefore, the lower the P/E ratio, the better it is for investors, as there are chances of higher appreciation.
2. Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
Answer: There are 2 types of stock; common stock and preferred stock. Preferred stock is the type of stock that the investors will receive the return from the stock in a fixed amount no matter how good or bad the company performs .To achieve my financial goal, I will go for common stock since the return on common stock depends on the performance of company. After the company pays the return for preferred stock in a fixed amount, the rest will go for the common stock. Even though common stock has higher risk, it can generate higher profit as well.
3. What sources of information would you use to evaluate a stock issue?
Answer: The most basic measure of a stock’s worth involves that company’s earnings. When you buy a stock, you’re acquiring a piece of the company, so profitability is an important consideration. The most common measure for stocks is the price to earnings ratio, known as the P/E. This measure, available in stock tables, takes the share price and divides it by a company’s annual net income. So a stock trading for $20 and boasting annual net income of $2 a share would have a price/earnings ratio, or P/E, of 10. Stocks with P/E higher than the broader market P/E are considered expensive, while stocks with a below-market P/E are considered cheaper. But P/E aren’t a perfect measure. A company that is small and growing fast may have a very high P/E, because it may earns little but has a high stock price. If the company can maintain a strong growth rate and rapidly increase its earnings, a stock that looks expensive on a P/E basis can quickly seem like a bargain. Conversely, a company may have a low P/E because its stock has been slammed in anticipation of poor future earnings. Other popular measures include the dividend yield, price-to-book and, sometimes, price-to-sales. These are simple ratios that examine the stock price.



4. What is the difference between the primary market and the secondary market?
Answer: The difference between the primary capital market and the secondary capital market is that in the primary market, investors buy securities directly from the company issuing them, while in the secondary market, investors trade securities among themselves, and the company with the security being traded does not participate in the transaction.

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 from the dividend
Purchase price = $31.5*100 (stock price) +$28 (commission) = $3178
Selling price = $38*100 (stock price) - $42 = $3758
	Capital gain = $3758-$3178 =$580
Total return =$160 (current return) + $580(capital gain) = $740
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