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PROBLEMS
. L. You are the president and chief executive officer of a family  price of §20 per share) by using $10,000 of your own funds and
} i KEY TERMS T prospectus owned manufacturing firm with assets of $45 million. The company  borrowing $10,000, Determine your percentage profit or loss under
| ‘ e s house bro J public offering articles of incorporation and state laws place no restrictions onthe the following situations ( ignore borrowing costs, dividends, and taxes).
: i a ' sl R independent brokers registered traders sa!e of stock to outsiders, An unexpected opportunity to expand  In addition, what would the bercentage profit and loss be in these
i American depository initial margin . arises that will require an additional investment of $14 million. A scenarios if margin were not used?
i ask price initial public offering (IPO) toungac commitment must be made quickly if this Opportunity is to be taken a. - the stock price rises to $23  shage
| ¢ : secondary market Existing stockholders are not in a Position to provide the additiona] :
| best-effort agreemen . ehanicers . . S ; - b. the stock price rises to $30 a share
1 i investmen shelf registration mnvestment. You wish to maintain family control of the firm regard- ' p
| 1 bid price limit order W less of which form of financing you might undertake, As a first step, ¢ the stock price falls to $16 a share
| | blue-sky laws maintenance margin i you decide to contact an investment banking firm, d. the stock price falls to $10 a share
| I sprea i " f . 3 ;
| 1; broker N— P — a. What considerations might be important in the selection of 5 Currently the price of Mattco stock is $30 a share. You have
\ I buying on margin margin call st an mvestment banking firm? $30,000 of your own funds to invest. Using the maximum margin
} comian brokess ks street name » \ders (SLPs) b. A member of your board has asked if you have considered EHOWEd; what is your bercentage profit or loss under the follow-
| | desles Mgkt Supplemental Liquidity Providers competitive bids for the distribution of your securities ing situations (ignore dividends and taxes)? What would the
| ea_ et markets (DMMs) market order syndicate compared with a negotiated contract with a particular firm, bercentage profit or loss be in each situation if margin were not
| designated mar ' market stabilization AT What factors are involved in this decision? used?
. - ir : o
: due diligence oddlot bstones €. Assuming that you have decided upon a negotiated contract, 4 You purchase the stock and it rises to $33 a share
SRR offer price ton; g what are the first questions that you would ask of the firm b. you purchase the stock and it rises to $35 a share
| underprici ? )
| ! 1 floor brokers pre-empfiveights . P ers ‘ chosen to represent you? ¢ Youpurchase the stock and it falls to $25 a shae
1§ | . underwriters | i % acti :
il 1i: flotation primary market derwriting agreement & g:f;?:;;‘:?;r;eg;bgker’ what would be your first AL d. you purchase the stock and it falls to $20 a share
| | . underwr ring advice? , : . : . ;
I flotation costs rivate placement : i . N L 6. The Trio Index s comprised of three stocks, Eins, Zwei, and Tri,
ot N p ' €. Assuming the investment banking firm is willing to distrib- Their current prices are listed below
w our ' ceipt (GDR) program trading ute your securities, describe the alternative plans that might ) '
l \ global depository receip , be included in a contract with the banking firm,
{ ! ' . How does the investment banking firm establish a selling EPL—%_“M_%—‘M--»%—H—W—EML
i f strategy? Eins $10
] | P AT . Lo Zwei $20
& How might the investment banking firm protect itself against Tri
} i ‘ adrop in the price of the security during the selling process? 2 il
1l ‘ , e U = h. What follow-up services will be provided by the banking firm i B At - jod, the stoek ne r
l , i \ ) . v @ o3 a, ween now and the next time period, the s ock prices o
! | ) ed exchanges following a successtul distribution of the securities? ) 2 ;
i I DISCUSSION QUESTIONS . . e eral differences between the organiz | 8 Eins and Zwei increase 10 percent while Tri increases 20
1 | 17. Describe sev T ;
1 ations employ investment bankers? \ d the over-the-counter (OTC) market. - 1. Three years later, as an individual investor, you decide to add percent. What is the percentage change in the price-weighted
} 1. Why do corporations emp ) Finvestmant Balcars: | andthe ) iate a “good market” from a “poor market”? to your own holding of the security but only at a price that Trio Index?
2. Identify the primary market functions of ir . ¢\ 18. What factors differentiate a “g . o you consider appropriate. What form of order might you . : ;
in investment bankers assume risk in the process of \\ rity’s liquidity is affected by what influences? Place with your broker? b. Suppose instead that the price of Eins increases 20 percent
3. Distuss: iow .u?veatme tions. How do investment bankers | 19. A security hat takes 1 second to execute be ‘ ' while Zwei and Trj rige 10 percent. What is the percentage
marketing securities of corporations. | 29, Why may a stock trade tha s 2.1n late 2010, you purchased the common stock of a company that change in the price-weighted Trio Index? Why does it differ
try to minimize these risks? itive bidding and discuss its ~ preferable to a trade that takes 9 secon = diter ko R h.as reported significant earnings increases in nearly every quarter from the answer to part a?
Briefly describe the process of competitive bidding < 21, How do the third and fourth markets di SInce your purchase, The price of the stock increased from $12 4 7 The f ks below ; , ; .
4.la.tive :dvantages and disadvantages. ;etéon dary markets? ol share at the time of the purchase to a current level of $45. Notwith- /- The four stocks below are part of an index. Using the information
Ie ’ - 0oCcK .
Explain market stabilization. 22, What are some factors that influence the commission onas sanding the success of the company,
5. Explai ‘ _ .
; sociated with going public.
6. Identify the costs associa

¥ - below:
competitors are gaining much ‘

: ? Your analysis indicates that the stock may be over-
trade with a broker?

man i i l'if.ec[ b
23. Give some examples of market indexes. Why are there so ¥ fn . 1 sg sv e(::r
. ipts (ADRs)? finued to increase. Actions that you might take ran
mmercial banks. dhean | 24 What are American Depository Receipts ( = ? .
co 2003, several investment banking firms were fined ﬁi.flh!.):lll;:)g |‘ o Wi sl trdisniosfienionma AT
?0 Ir;‘:hics ,abuses related to the underwriting process. Will this
I

Strength. Further,
7. Briefly describe how investment banking is regulated.

price Welghted
e mnr i1l stment 11 g eing [
. & » P“te a

time #and time ¢ + 1. Wha
nings have index?

ndex by adding their prices at
tis the percentage change in the

b. Compute a value-weighted index by adding their market

values at time t and time ¢ + 1. What is the percentage
ding? h u reflect on change in the index?
) i t security trading: € Choices as well as other actions that could be taken, Describe : ; .
a6, Whats ReguladlosshD; antlhomdnes fafies fainstitute.0rg Various actions that you might take and theijr implications © WAy there a difference between your answers to @) and
deterrent for ethical lapses? ; ities | 27, Visit the Web site of the CFA Institute, http://www.c |  Which . T o (b)z
e of the characteristics of an organized securities | 27 visj < to the site’s search function. DiscU _ dl'C of the following securities is likely to be the most liquid
10; $hat areisem Type the word “ethics” into the itute is analyzini SOrding to this datay Explain.
exchange? k Stock | P n words, the ethics issues that the CFA Institu | # OF SHARES PRICE AT PRICE AT
ibe the types of members of the New Yor j ymér O] g » 4 STOCK OUTSTANDING TIME (1) TIME (¢ + 1)
11. Describe > ' or discussing, fp.net. 13 BID ASK
, d, http://www.cIP-HEE n—— Eeny 100 10 15
SR : bid and ask prices at some \ 2g Visit the Web site of e C,FP BOE;: ﬁmCt?on. Describe a 1€ $39.43 $39.55 Meeny 50 20 22
12. Why is there a difference between bi the word “ethics” into the site’s sea}:c 136 e Mitioy =0 Py -
o y ific security? the search. ¢ . .
point in time for a specific s Y following three types of | the pages that appear from ; cialist-based or % 116.02 116.25 Moe 20 40 42
13. Describe the differences among the fo 29. What are the advantages of having a -Spterading system
orders: market, limit, and stop loss. (open outcry) trading system? An electronic balizati
14, What is a short sale? 30. Discuss this statement: “Technology and glo

pany using 50 percent g The Quad Index is com
15. Describe buying on margin.

» otal of $20,000 (buying 1,000 shares at 2 Fgre,
current forces impacting stock exchanges. s

prised of four stocks, Uno, Dos, Tres, and
16. What is program trading?

s




