
1. Marv sells a stock short for 4600. The proceeds of the sale are retained by the lender until close and do not
accumulate interest. Marv is required to post margin equal to 76% of the value of the sale. The lender pays interest
at an annual effective rate of 5% on the margin account. Marv closes the short 11 months later. At that time, the
price of the stock is 3800. A dividend of 10 was paid by the stock 2 months prior to close. Marv had to pay this
dividend to the lender at close with interest, calculated at 5% annual effective. Determine Marv's annual effective
yield on the short sale.

A) 29.98% B) 30.88% C) 31.78% D) 32.68% E) 33.58%
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2. John short sells a stock for $7500. The proceeds of the sale are retained by the lender. (Ignore interest on the
proceeds.) John must deposit $4500 with the lender as collateral. He earns 5% effective on this haircut. At the
end of one year, he closes his short position by buying the stock for $6500 and returning it to the lender. A
dividend of$350 was payable one day before he covered the short. What was John's effective rate of interest on
his investment? [10 #12]

� 19% B) 16% C) 17% D) 18% E) 21% 
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