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Problem 1-6
The rate of return on Cherry Jalopies, Inc., stock over the last five years was 16 percent, 11 percent, -2
percent, 5 percent, and 12 percent. Over the same period, the retum on Straw Construction Company's
stock was 16 percent, 21 percent, -3 percent, 5 percent, and 13 percent

Calculate the variances and the standard deviations for Cherry and Straw. (Enter variance as a decimal
and standard deviation as a percent. Round your variance to 5 decimal places and standard
deviation to 2 decimal places. Omit the "%" sign in your response.)

Chernry Straw
Variance 0006063 000898
‘Standard d 78 % 95 %
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Problem 2-6
You buy 400 shares of stock at a price of $92 and an Initial margin of 60 percent. If the maintenance
margin Is 30 percent. at what price will you receive a margin call? (Round your answer to 2 decimal
places. Omit the "$" sign in your response.)

Margin call price B 7886
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Problem 2-9
You short sold 450 shares of stock at @ price of $33 and an Initial margin of 50 percent. If the
maintenance margin is 30 percent, at what share price will you receive a margin call? What is your
‘account equity at this stock price? (Round your answer to 2 decimal places. Omit the
your response.)

Margin call price B 36.08
Account equity s[ 2275
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14.

Problem 2-14

‘Suppose you purchase 1,350 shares of stock at $36 per share with an nitial ca:

nt of $21,000.

The call money rate is 5 percent and you are charged a 1.5 percent premium over his fate.

a. Calculate your retum on investment one year later
simply purchased $21,000 of stock with no margin
(Round your answers to 2 decimal places. Omit

Rate of retum

Without margin, rate of
retum

b. Calculate your retum on investment one year later

if the share price is $44. Suppose instead you had
Whal would your rate of refum have been now?
the "%" sign in your response.)

%
%

if the share price is $36. Suppose instead you had

simply purchased $21,000 of stock with no margin. What would your rate of retum have been

now? (Negative amounts should be indicated
response.)

Rate of retumn

Without margin, rate of
retum

c. Calculate your retum on investment one year later
simply purchased $21,000 of stock with no margin

by a minus sign. Omit the "%" sign in your

if the share price is $20. Suppose instead you had
What would your rate of retum have been now?

(Negative amounts should be indicated by a minus sign. Round your answers to 2 decimal

places. Omit th

"%" sign in your response.)

Rate of retum
Without margin, rate of
retum
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Problem 2-10
You purchased a stock at the end of the prior year at a price of $83. At the end of this year the stock
pays a dividend of $2.00 and you sell the stock for $95. What is your retun for the year? Now suppose
that dividends are taxed at 15 percent and long-term capital gains (over 11 months) are taxed at 30
percent. What is your aftertax return for the year? (Round your answer to 2 decimal places. Omit the
%" sign in your response.)

Pretax retum

%
Aftertax retum %
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Problem 2-15
‘Suppose the call money rate is 6.8 percent, and you pay a spread of 1.9 percent over that. You buy
1,400 shares at $57 per share with an initial margin of 40 percent. One year later., the stock is selling for
$63 per share, and you close out your position. What is your retum assuming no dividends are paid?
(Round your answer to 2 decimal places. Omit the "%" sign in your response.)

Rate of retumn %
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Problem 2-21
‘Suppose you buy stock at a price of $58 per share. 5 months later, you sell it for $62. You also received
a dividend of 50.54 per share. What is your annualized return on this investment? (Round your answer
t0 2 decimal places. Omit the "%" sign in your response.)

5619 %

An
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Problem 2-22
You've just opened a margin account with $18,000 at your local brokerage firm. You instruct your broker
to purchase 500 shares of Landon Golf stock, which currently sells for $84 per share. Suppose the call
money rate s 7 percent and your broker charges you a spread of 1.25 percent over this rate. You hold
the stock for 6 months and sell at a price of $91 per share. The company paid a dividend of $0.46 per
share the day before you sold your stock

1. What is
Omit th

I total dollar retum from this investment? (Round your answer to 2 decimal places.
" sign in your response.)

Dollar return s 2740

2. What is your effective an
"%" Sign in your response.)

te of retum? (Round your answer to 2 decimal places. Omit the

Effective annual return 7015 %
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Problem 2-23

You believe that Rose, Inc., stock is going to fall and you've decided to sell 600 shares short. If the
current share price is $54, construct the equity account balance sheet for this trade. Assume the initial

margin s 50 percent. (Input all amounts as positive values. Omit the "$"

sign in your response.)

Assets Liabilties and account equity

Proceeds from sale
Initial margin deposit

Total

sf ‘Short position
Account equity

s Total

$

$
—




