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Week 6 Case Study – Client Meeting, Year Two
	Because of your insightful advice to Michael and Sonja last year, they have arranged another meeting with you to seek further financial advice.
	Sonja: We received our year-end account statement from the mutual fund, which included the following information:
Dividends received, 2014:		$325.23
Capital gains realized, 2014:		$4,212.80
Along with this tax rate schedule:
	2014 US Tax Rates
	Earned income:				30%
	Dividend income:			20%
	Capital gains income:			15%
And we don’t really understand how to calculate the taxes on the mutual fund investment income, and we don’t understand why the dividend tax rate is higher than the capital gains tax rate; can you help us?
	Michael: Also, my brother just completed an investments analysis course and was talking to me about “risk and reward”.  He gave me this example of two investments, and said “A is obviously the better investment!  Too much risk in B and not enough return!”
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I don’t really understand… it seems to me that B is the better investment, because the average return is 8.66%, which is higher than the average for A.  My brother said it is important to calculate the coefficient of variance (COV) to understand the relationship between risk and reward.  I see that the COV for A is lower than the COV for B, and I understand that this number has something to do with the relationship between the mean and the standard deviation, but I don’t know what the relationship is or what it means.  Can you help me?
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Scenarios A B

1 6.00% 5.90%

2 8.00% 11.20%

3 7.20% 7.30%

4 5.40% 2.10%

5 6.10% 16.80%

Mean 6.54% 8.66%

SD 0.93% 5.00%

COV 14.3% 57.8%
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