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6.	a.	The stock is purchased for: 300  $40 = $12,000
The amount borrowed = $4,000 at 8% per year

Equity (Margin) = $12,000 - $4,000 = $8,000


b. If the share price falls to $30, then the value of the stock falls to $9,000. 

By the end of the year, the amount of the loan (principal and interest) owed to the broker grows to:
$4,000 + $4,000 x 0.08 = $4,000  1.08 = $4,320

Therefore, the remaining margin (equity) in the investor’s account is:
$9,000  $4,320 = $4,680

The percentage margin = Equity/Stock value =  $4,680/$9,000 = 0.52, or 52%

Therefore, the investor will not receive a margin call.


c. The rate of return on the investment over the year is:

Rate of return = (Ending equity in the account  Initial equity)/Initial equity
= ($4,680  $8,000)/$8,000 = 0.415, or 41.5%
		


7.	a.	The initial margin (equity) was: 0.50  1,000  $40 = $20,000

As a result of the increase in the stock price from $40 to $50, Old Economy Traders loses:
($50 - $40) x 1,000 = $10  1,000 = $10,000

Therefore, margin (equity) decreases by $10,000 (= $20,000 - $10,000).
 
Moreover, Old Economy Traders must pay the dividend of $2 per share to the lender of the shares, so that the margin in the account decreases by an additional $2,000. 
Therefore, the remaining margin (equity) is:

$20,000 – $10,000 – $2,000 = $8,000


b.	The percentage margin is: $8,000/$50,000 = 0.16, or 16%
So there will be a margin call.


c.	The equity in the account decreased by $12,000 ($20,000 - $8,000) in one year

                
                    Rate of return = ($12,000/$20,000) = 0.60, or 60%





9.	a.	You buy 200 shares of Telecom for $10,000 ($5,000 equity + $5,000 borrowing). These shares increase in value by 10%, or $1,000. You pay interest of: 0.08  $5,000 = $400


The rate of return will be: 

b.	The value of the 200 shares = 200P.

Equity = 200P – $5,000.

You will receive a margin call when:


= 0.30  when P= $35.71 or lower




14.	a.	$55.50

b.	$55.25

c.	The trade will not be executed because the bid price is lower than the price specified in the limit-sell order.

d.	The trade will not be executed because the asked price is greater than the price specified in the limit-buy order.
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