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1. (50 points) - Returns of 3 assets for last 4 years are given in the table:

Return

Year | Stock A | Stock B | Stock C

2015| 6% | 9% | 30%

2016| 12% | 18%| -20%

2017| -10% | -15% | 24%

2018|  15% | 23%| -12%

a. Calculate average returns for assets A, B, and C.

b, Calculate Standard deviation for A, B, and C. Explain which asset is riskier.

¢ Calculate the average return and standard deviation for the portfolio AB which has
invested 60% in asset A and the rest in asset B.

d. Calculate the average return and standard deviation for the portfolio AC which has
invested 60% in asset A and the rest in asset C?

e. Compare risk of the portfolio AB with the risk of portfolio AC. Which portfolio provides

better diversification? Why?

2. (20 points) - XYZ corporation has beta of 0.90; Risk free rat

5%; Expected market return is
15%.

a. Is ABC Corporation riskier than market? Explain why.

b. What is market risk premium?

. Whatis the required rate of return on the ABC Corporation?
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3. (30 points) — Rate of returns for A and B companies in different states of economy are provided

in the following table:

State of Probability | Rateofreturn | Rate of return
economy on A’s share on B's share
Weak 02 4% 10%
Average 03 15% 8%
Strong 03 20% 6%
Very strong 02 30% 5%

a. Find the expected return on companies A and B shares.
b. Calculate the standard deviation of return for both shares.

c. If an investor invests 80% in A share and 20% in B share, find the expected return and the
standard deviation of return on this portfolio.




