
llnds rre rssersed nilnxsernenL lees nd incLrr oLher c\pcnses- \\hich rcrlrrcc lht inrL:.LLrr's r'.rtr

ol rclun. FrLn(l\ itl\).lir inxlc- \ornL'ol tht'irrtliritlLt.tl s corrlr{)l o\.r lhc lir irrs ol cltpiliLl siLin\
rclli/rLion\

l, \lulrLuL liLrd\ lLre oiler) cllclJori/ed b) ir\c\lnrcnl poliuy'. \liljor polic\ !roups include moncr
rlriLrkct lurJs: cqLrit-\ lilnLls. \\hich rrc furth.r -gr{)LrpcLl xrrorLlir! 1() crnfhri:i\ ()Il r rL!rrL \ ur\r\
!ro\llli li\cd-rrrollre lirrrls: h.rl:Lrrcrrllrnil irtconle iirrd\: lls\el lrLl()eilLioD lirfd\: indc\ lirnds: urd
sIc.1illi/.d s..lor lirrLls.

5. (rxt* ot inrcrting iu nrulurl lirnLls irrludc liolrl cnLi lorLls. \\hich rrc sulcs chxr!c\i blrk-c'r(l
InLlr. rr hic)r rLre retlerrrptiorr ]ces or. rrrorc li)r niu ll\. c()rtir!erl ,:lclcrr ed su lcr chelsc,i: lirnd opcr
irlllr! .\jror\c\: unl llb I .hxrsc\. \r hLch lrc' .ccurrir! li'c:, Lr\c(l lo l)r\ li)r lhc a\frn\!'\ oi rllr
Irting lhe lLLntltr tIc pLrbliu.

6, |rcont elLrrrrLlorr rrrrlrLrl liurdl)(i11io jo\i\r(i1 lir\ed ilL lhe le\e ol thc li rd. ln\Lcild. u\ lon! us

lha lunrlnrcals fcr(rir raquircnrart\ lor pl\s lhrolr-!h \txlLr\. lhcirc()nrr'islrcxlc(li.t\h('i r.:alIr]ad
b\ tlre if\a'lor\ if lha liUrd

7. Thc lLrcrLge rillL'{)l rclul]r oi lhr rL\arrsc erlLLity rrLrtLLul lLrnd irr the lilsl 10 \cilrs hils bcen
bcl{ lhxl 0l iL prssirc indcr lLrnil holLlin!: x l)onlolio ro rcl)licllc rr hrorLrl blrrcd irdcr iLc

lhc S.tl'j(10 or \Vil.hjrc t{)00 Sor)rc t)l lhc rcit\on\ lirr this rlisuppointin! rccorLi rrc lhr'
r1r\t\ irr.Lrr'd b\ rl.li\cl-\ rlrnrur'Ll lunrls. such rLs lhc L'\])L'rr:r'ol rorrdLrctlng llre rc\clrell
1r) !uide \t\ilk t el rg lrli\ iti.\. iln(l (lilLlinS r()sL\ duc to highcr forllolio turro\('r. Th('
Iar(lrd orl lhL'rorr\istL'nc\ oJ lrLn(l p('r lornriLnrc is rnir.t'r1. I :.orrrr sunrplc periorl\. lhe bcLlct
prrlirrnrnr lLrnils continLrc tr pcrlornr \\ cll in thc li)llo\\ ing pcriod\t in olhcr slrnplc l)r'rioLI\
lhr\ {lo nol.
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d llnrt in\ r\tnrdrl lru\ls
I Opcrt-crrd rrlrtLLul LLrrds

r. lnilL\Lduul \lorli\ iln(l l)lrnrl\ lhtl \otl .hr)o\c l0r rrrrLrsclJ.

I ()lx'n cfd cqrir\ rrulrLul JirnLl: llrI il nccr':\rr\ t() lic.l) x \isrrilicrrt I)L'rc.ftrLgr r)l t(itiLl ir\.\L
rlert'- rrPuiLlh iLrrLr!rl riri ()1 11. ]l()rlloli(). irr .,crr liqLLicl rrlonc\ nllrkcl rs\ct\. ( 11)\cLl clrl
lund\tlonothil\ctomrirtiLin\uchlpo\iti('rir-.r\hcrlrLi\ll.rl s.cLritics \\'lrtrt diilircncc
hcllccn rpen cnrlurrrl uloscd crd lirrrrl' rrisht rLccoLLnt lirl Lhcil tlilli'r'ing pr,licicsl

.1 llir urreerl lrLrIl'. lilr'-.\rl. lur](l\. art,l lssct rloerLtirrr iLrdr ir in\e\t in brth thc \Locl xrd boud
rurkcl\ \\hrl ilfc th. Lljllcr.n.!\ lnlon-! thc\. L\pc\ {)J lLrnrl\ r

5 \\h\ .iln rlo\cJ crtl lirnLls.cll lL priccs thlt dilli'r ll\rnr rct x:\ct \xln. \!bilc'o|cr crrrl lL rls

6 \\'hrl urc lhc l(l\ iLnlrl.rr's :r rrl LliraLlr altalrs r)1 .\chiLrlrrc-llrdrrl lLrrLls r ersLL' rrrLrLLrlL lirnds l

lnlernrediate I
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8.

9.

I l.

10.

b.

14 u.

b.

15.

r6.

If the ofTering price of an open-end fund is $12.30 per share and the fund is sold with a fronl-
end load of57o. what is its net asset value?

The composition of the Fingroup Fund portfolio is as tbllows:

Stock Shares Price

A 200,000

B 300,000

c 400,000

D 600,000

The tund has not borowed any funds, but its accrued management fee with the portfolio
manager currently totals $30,000. There are 4 million shares outstanding. What is the net assel

vulue of the fund?

Reconsider the Fingroup Fund in the previous problem. Ifduring the year the portfcrlio manager
sells all of the holtlings of stock D and replaces it with 200,000 shares of srock E at $50 per

sharc and 200,000 shares ol stock F at $25 per share, whal is the portfblio turnover [ate?

The Closed Fund is n closed end investnrent company with a porttblio currently worth
$200 million. lt has liabilities of !i3 million and 5 nrillion shares outstandins.

d. What is the NAV ol'the fund'l
/2 tf the fund sells for $36 per sha-re, what is its premium or discount as a percent of net i$s€t

value?

Corporate Fund staned the year with a net asset value of$12.50. By year-end, its NAV equaled

$ 12.I0. The fund paid year end distributions of income and capital gains ol $1.50. What war

the (pretax) rate of retum to an investor in the iund?

A closed-end fund stalts the yeal with a net assel value oi !i12.00. By year-end, NAV equals

$ 12.10. At the beginning of the year'. the furd was selling at a 2rl. premium to NAV By rhe end

of the year. the iund is selling at u 77. discount b NAV The tirnd paid year-end distriburions 0f
income and capital gains of$1.50.

What is the rate of rcturn to rn iDvestor in the fund during the year?
What would have been the rate of rcturn to an investor who held the same securities as the

l'und manager during the year?

lmpressive Fund had excellent investment performance last year, with ponlblio returns thot

placed it in lhe top l07c ofall funds with the same invesrDenl policy. Do you expect it to be

a top pedormer next year? Why or why not?
Suppose instead that the lund was among the poorcst pertbnners in its comparison gra,up.

Would you be more or less likely to believe its rclative pefo nance will persist into the fit-
krwing year? Why'l

$3s
40

20

25

12.

13.

Consider a mutual lund with $200 rnillion in assets at the start of the year and with l0 nillion
shar€s outstanding. The fund invests in a porttblio of stocks that provides dividend income at

the end of the year of $2 million. The stocks included in the fund's portfolio increase in price

by 87ir, but no securities are sold, and there are no capital gains distributions. The fund charges

l2b-l fees of 17., which are deducted fiom portfolio assets at year-end. What is net asset value

at the start and end ofthe year? What is the rate of retum for an investor in the fund?

The New Fund had average daily assets of $2.2 billion last year The tund sold $4O0 nrillion
worth of stock and purchased 3500 million during the year What was its turnover ratio?

17. If New Fund's expense ratio (see the previous problem) was L I 70 and the managemenr fee was

.77o, what were the total fees paid to the fund's investment managers during the year'l What

were other adrninistrative expensesJ

I 8. You purchased 1,000 shares of the New Fund at a price of $20 per share at the beginning of
the year You paid a fronFend load of 47.. The securities in which the t'uDd invests increase in
value by l27o during the year The fund's expense ratio is I .2olo. What is your rate of rcturn on

the lund if you sell your shares at the end ol the year?



CHAPTER 4 Mutuai Funcls and other lnvestnent ConpaDies

19. Loaded tip Fund charces a l2b I fcc of 1.0?i and nrainlains an exPense rntlo of .75%. Econ

orny Funcl char-ges a liont cncl load ol27 but hiLs no l2b I lee and an exfcnse ralio ll1 257.

Assune Ihc rete of retu on both finds' portlblios (befbrc rny ttcs) is 6?i Per year. I lo$' nruch

will x]l inlestnrenl in crch tilnd lrrow to lllter':

119
i

I

i

zr. I yeur /). -t )ejlr\. r. l0 vcars.

20. City Streer Fund has a portlblio ol $450 rnillion and lirLrilitie\ of $ l0 million.

a. Il ,ll nrillion shales rre oulstarding. \\hirt is nel rsset valLlcl

D. If r lar-re investot rcclccnrs I nlillion shNrei. whitt happens to the porttblio valtte. to shares

oulsllnding. xnd to NAV?

The lnveslnrcnts Flrnd sells Cliiss A sharcs with r li()lll-end lotd ol6% ancL Class B shucs widl
1lb 1leesol.57.annlallvasrvellasback-ettdlordfteslhutstarlll 57&nd1:r11 by IT li)r eacl'l

f0ll year thc in\cs()r holcls the po.ttblio (Lrntil the lllth yeir). A\surne the Portlblio rate of rcturn

nctofoperllingexpcnscs is l{J11 lunually. lfyoupllnk)sellthellidalicr'1)ears-arcCl|\\A
or Cliis\ B sharcs thc betterchoicc tin youJ WhaL ifyoLr plan Io scll afiel l5Iearsl

You are consiclcring an inlestnent in a mutual lirnd with a 47r load ancl expenre rrtio of.57..
You can inlest instead in r bank CD pitying 6% inlcrcsl

a. IfyouplantoinvestfirrI1ea|s.whalr ttllel rltc ofrcturn nlusl the funcl poflii)lio elun ibr

)ou to bc bctter oll- in the hrnd than in dre CD I Assurne nltnuel conpotrnding ol retul ns.

lr HoN does yolu-ans\\'cr change il you pliln to invcst tin 6 yetrsl why clocs your iulswea

chlnge l
.. No\\,supposelhirtirrstcedoiationtendlotdthctilndilssessesallb-llccof.75%peryell.

What rnnual rrtc of retun nust the tlnd poltfi)lio eurn lbr you to hc hetter oll in the fulld

thil| in Ihc CD I Does your answcr in this case depend on yotrr- tine hor'izon l
Supposc thlt clery tirne a fund manlger tftldes stock. hlrnsilcliotl cosls sllch ils Lonllni\\iL,ll\
and bid asked sp|ceds rnrount t().;17 ofthc lllluc ol_the trade. If thc por-tfirlio ttrrnuter r.rtc is

507.. by how nuch is the lolal rcturn of thc ponlilio reduccd hy trading costs ?

YoLr cxpcct r lax llee l]luniciprl boncl ponli)lio to providc a rate ol rclurn of'17.. Nlanlgenlenl

fees ol lhe tilnd arc .(r{. What lilclion 01'poltti)lio irrcone is givctt tlf to teesI 11 lhe mlnllc
mert tccs firr an equity lirnd also rlc .6%- bLrl vou expect lr portti)lio return of 126l.. what tl ac

tion ol porltblio irrconlc is given up lo lees I Why nlighl lnttnlgenlen! fccs be iI bigller liiclor in

rour illlcstnrcnt clecisit)n lor bond funds than lir stock lunds l (len your conclusion hclf cxplain

$hy unlnanaged Llnit investnlenl lrLrsls lend lo lbcus on the llxed-incolnc lnarkel l

21.

24.

25. Supposc 1_ou observe the irr\'csturcrlt pedbrnllnce ttf 350 poltlblio nanagers tbr 5 vears ancl

rrnk lhem by i Vc\InlcnI rctulrs during each vcar. Atter'5 years.,!ou tlnd that I I ol lhe lirnds

hale invc\tirent relurns thrl plilcc thc tind in tlre lop hilll ol the silmple in elch and cvcry

rcu ol your sanrplc. Sllch consislency ol pe.tbrntucc indicates lo you thllt these nust be lhe

funds whosc nlanagers ilre in licI \killccl. ancl tou invest youl nloncy in these llnds. Is your

conclu\ion \\,arrirnledL

choosing a Mutual Fund

Go to finance.yahoo.<om. Click on Mutual Funds under the lnvestlng tab. Look Jor the
Fund Screener. Use the drop down boxes to select the criteria for mutua funds that are of
nterest to you. How many fLrnds are shown in your resu ts? lf there are no funds or only

a few funds that rneet your crileria, try oosening your standards. l{ there are too many

funds, try stricter standards. You can c ick on any co umn headlng in the results list to sort
by that crlterion.

E-Ellrestf$Snts


