ADM 3352 			  Quiz #1 Examination	Name: __________________________
September 18, 2014		  Version #1 Solutions		Student ID #: _____________________ 
	Statement of Academic Integrity
The Telfer School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a quiz exam grade of zero. 


   



















 


There are 4 problems on this quiz. Problem 1 is on this side and problems 2, 3, and 4 are on the back side. All problems count 1 mark EXCEPT for Problem 3, which counts 2 marks. 

[bookmark: _GoBack]The information directly below applies to all 4 problems.

Suppose that the Bank of Canada is worried about excessive speculation in the stock market. The Bank strongly encourages the provincial and territorial stock market regulators to increase the initial margin ratio to 60% and the minimum or maintenance margin ratio to 40%. Assume that the stock market regulators accede to the Bank’s request.

1. (1 mark) You plan to buy 400 shares of a stock that is currently selling for $60 per share. What is the market value of this purchase?

Initial market value of assets = N x P0 = 400 shares x $60/share = $24,000

½ mark for correct expression
½ mark for correct value 
2. 
(1 mark) How much equity do you need to buy the shares in Problem 1, assuming that your equity position will exactly meet the initial margin ratio of 60%?

Initial equity = Initial margin ratio x Initial market value of assets = 0.60 x $24,000 = $14,400

½ mark for correct expression
½ mark for correct value 

3.  (2 marks) If the share price falls to $48, what is the value of your margin ratio? In calculating this ratio PLEASE clearly show the loan value, the current market value of assets, and the current equity value.

Loan = Initial market value – Initial equity = $24,000 - $14,400 = $9,600

Current market value of assets = N x P1 = 400 shares x $48/share = $19,200

Current equity = Current market value – Loan = $19,200 - $9,600 = $9,600

Current margin ratio = Current equity/Current market value = $9,600/$19,200 = 0.50 or 50%

½ mark for correct answer to EACH calculation for a total of 2 marks

4.  (1 mark) At what share price would you exactly meet the minimum margin ratio of 40%?


 

½ mark for correct margin ratio expression
½ mark for correct Pmin value
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