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Q1.
You buy 110 shares of Tidepool Co. for $37 each and 195 shares of​ Madfish, Inc., for $19 each. What are the weights in your​ portfolio?
SOLUTION
The portfolio value is:
[image: ::::Screen Shot 2016-11-28 at 4.10.10 PM.png]
Where P1 x n1 is the amount invested in Tidepool Co. stock and P2 x n2 is the amount invested in Madish, Inc. stock. Then: 
[image: ::::Screen Shot 2016-11-28 at 4.10.14 PM.png]
The weight of stock i in the portfolio is: 
[image: ::::Screen Shot 2016-11-28 at 4.10.51 PM.png] The weight of Madfish, Inc. stock in the portfolio is:[image: ::::Screen Shot 2016-11-28 at 4.11.26 PM.png]

The weight of Madfish Inc. Stock in the portfolio is 47.7%.

The weight of Tidepool Co. stock in the portfolio is: 
[image: ::::Screen Shot 2016-11-28 at 4.10.58 PM.png]
The weight of Tidepool Co. Stock in the portfolio is 52.3%.
Q2 .
Fremont Enterprises has an expected return of 16% and Laurelhurst News has an expected return of 23%. If you put 52% of your portfolio in Laurelhurst and 48% in Fremont, what is the expected return of your​ portfolio?
SOLUTION.
[image: ::::Screen Shot 2016-11-28 at 4.17.33 PM.png]
If wI is the portfolio weight of the i investment in a portfolio and this investment has return Ri, then the formula for the expected return on the portfolio is: 
[image: ::::Screen Shot 2016-11-28 at 4.21.32 PM.png]
Therefore, the expected return on the portfolio for this problem would be calculated as follows:
E[RP]=0.52X23%+0.48X16%= 

The expected return = 19.68%
Q3
a) Let n be number of shares

nG = (400000x 0.52)/ 29= 7172.41

  nM = (400000x0.08)/79= 405.06
nV = (400000X0.4)/4= 40000
New value= 36(7172.41)+ 66(405.06)+ 15(40000) = 884940.72
b) Return 884940.72/400000= 2.21%

c) 
Gold Finger = (7172.41x36)/884940.72= 0.29%
Moosehead= (405.06x66)/884940.72= 0.03%
Venture=  (40000x15)/884940.72= 0.68%

Q4
There are two ways to calculate the expected return of a portfolio. Either calculate the expected return using the value and dividend stream of the portfolio as a whole, or calculate the weighted average of the expected returns of the individual stocks that make up the portfolio. Which return is higher?
Correct answer is  D Neither--both calculations give the same answer.
Q5.
a) Expected Return 

Stock A= 1/5(0.08+0.05+0.12+-0.01+0.09)= 0.066
Stock B= 1/5(0.05+0.02+0.06+0.03+-0.02)= 0.028

b) Variance for Stock A=1/4(0.08-0.066)2 + (0.05-0.066)2 + (0.12-0.066)2 + (-0.01-0.066)2 + (0.09-0.066)2 = 0.00243
Standard Deviation= 0.00243= 0.05%
Variance for Stock B= ¼(0.05-0.028)2 + (0.02-0.028)2 + (0.06-0.028)2+ (0.03-0.028)2+ (-0.02-0.028)2 = 0.00097
Standard Deviation = 0.00097 = 0.03%
C) 
E(Rp )= 0.76(0.066)+ 0.24(0.028)= 0.05688
Var = 0.76 2(0.5)2 +0.242 (0.3)2 + 2(0.74)(0.24) (0.5) (0.3) (0.46) = 0.175
Standard Deviation
S.D= 0.175 = 0.418%
Q6.
Suppose Intel stock has a beta of 1.44, whereas Boeing stock has a beta of 0.82. If the risk-free interest rate is 4.4% and the expected return of the market portfolio is 11.7%, according to the CAPM,
a. What is the expected return of Intel stock?
To find the expected return for each stock, use the following formula:
E[Ri]=4.4%+1.44X(11.7% -4.4%)=  46.25%
Intel’s expected return is  46.25
b. What is the expected return of Boeing stock?
The expected return for Boeing can be found using the formula above:
E[Ri]=4.4+0.82X(11.7%- 1.44%) = 12.81%
Boeing’s expected return is 12.81%
c. What is the beta of a portfolio that consists of 70 % Intel stock and 30 % Boeing stock?
To find the beta of the portfolio, use the following formula:
[image: ::::Screen Shot 2016-11-29 at 12.34.18 AM.png]
Therefore, βp= 1.44X70%+ 0.82X30=  1.25
The portfolio beta  is 1.25	
d. What is the expected return of a portfolio that consists of 70% Intel stock and 30% Boeing stock? (There are two ways to solve this.)
To find the expected return for the portfolio, use the  following formulas: 
[image: ::::Screen Shot 2016-11-29 at 12.37.12 AM.png]
The expected return of the portfolio can be found using the CAPM and the portfolio beta as show here:
E[RP]=4.4%+1.25X( 11.7% -4.4%) =13.52%
The expected return of the portfolio Is ; 13.52%.
Q7
Suppose Intel stock has a beta of 1.44, whereas Boeing stock has a beta of 0.82. If the risk-free interest rate is 4.4% and the expected return of the market portfolio is 11.7%, according to the CAPM,
e. What is the expected return of Intel stock?
To find the expected return for each stock, use the following formula:
E[Ri]=4.4%+1.44X(11.7% -4.4%)=  46.25%
Intel’s expected return is  46.25
f. What is the expected return of Boeing stock?

The expected return for Boeing can be found using the formula above:
E[Ri]=4.4+0.82X(11.7%- 1.44%) = 12.81%

 
Boeing’s expected return is 12.81%

g. What is the beta of a portfolio that consists of 70 % Intel stock and 30 % Boeing stock?

To find the beta of the portfolio, use the following formula:
[image: ::::Screen Shot 2016-11-29 at 12.34.18 AM.png]
Therefore, βp= 1.44X70%+ 0.82X30=  1.25

The portfolio beta  is 1.25	

h. What is the expected return of a portfolio that consists of 70% Intel stock and 30% Boeing stock? (There are two ways to solve this.)

To find the expected return for the portfolio, use the  following formulas: 
[image: ::::Screen Shot 2016-11-29 at 12.37.12 AM.png]
The expected return of the portfolio can be found using the CAPM and the portfolio beta as show here:
E[RP]=4.4%+1.25X( 11.7% -4.4%) =13.52%

The expected return of the portfolio Is ; 13.52%.
Q8.
Suppose the risk-free return is 5.2% and the market portfolio has an expected return of 8.9% and a standard deviation of 16%. Johnson & Johnson Corporation stock has a beta of 0.33. What is the expected return?
Here’s how the expected return for an investment can be calculated using the Capital Asset Pricing Model.
[image: ::::Screen Shot 2016-11-29 at 12.27.36 AM.png]
The risk premium for systematic risk can be estimated as follows:
[image: ::::Screen Shot 2016-11-29 at 12.27.42 AM.png]
Therefore:
[image: ::::Screen Shot 2016-11-29 at 12.27.54 AM.png]
Using the formula above:
  E[RI]= 5.7% +0.30 X(9.8%-5.7%)=6.93%
The expected return is  6.93%.
Q9 .
(a). Excess return for Zynga = Zynga beta * Market Excess return
= 1.2* ( 1.1%)
= 1.32%
(b). Excess return for Proctor and Gamble = Proctor and Gamble beta * Market Excess return
= 0.4 * ( 1.1%)
= 44%
Q10.
Given $100,000 to invest, construct a value-weighed portfolio of the four stocks listed below:  
Solution :
Total value of all stock
= 11x1.1+24x1.59+42x28.56+14x8.72=1,371.86  billion 
Portfolio weight for Golden seas.
11x1.1      x 100=   0.88%.
1371.86
Q 11 
When aportfolio is given  and there is an option to add another stock to it, then we have to choose the stock that when added to the portfolio lowers the portfolio standard deviation given the risk of the newly added stock, the portfolio and the correlatioin between them .Therefore, we need to find which one of the two-stock A and B fits this .
By simply looking at the table that has given the expected returns ,standard deviation and correlation with portfolio, we notice the following;
The expected returns of both A and  B stock is the same 14%
Stock A has a higher standard  deviation  than B
Stock B  is higherly correlated top the portfolio than stock A.
Therefore , based on the correlation ,we can make adecision that choosing stock A which has a low correlation with the portfolio gives  us the “diversification benefits ;so it makes sense to add stock A TOP the portfolio
Calculations 
The standard deviation  after we add stock A with  a Weight   of  20% to the portfolio using the formula;
Std New Port= W stdv+Wport +2WaWport Corr(A,port)stdv A stdvport
                    =0.802x0.302)+(2x0.20x0.4x0.23x0.30)
                                          =00    =2.45%
Standard deviation of the new port is 0.245%
Now , calculation of the  portfolio standard Deviation after we add stock B WITH a wweight of 20%  the portfolio using the formula:
= W stdv+Wport +2WaWport Corr(A,port)stdv A stdvport
= (0.20 2 X 0.202) +(0.802 x0.282)+(2x0.20x0.80x0.7x0.20x0.30) = 0.0652 or 6.52%
The standard deviation of the portfolio with 20% of stock A in it is 2.45% and with 20% of stock B is 6.52.Thus ,the volatility opf the portfolio is lower when stock A  is added to i.Therefore,ADD STOCK A TO the portfolio 
Q12.
To find the average monthly return use the following formular:
[image: ::::Screen Shot 2016-11-28 at 5.24.41 PM.png]
The average monthly return for coca cola :
1/12 ( -0.90+-1.6+4.2+-2.6+-9.1+-8.2+12+-0.7+-7+1.2+9.2+-1.1)=  -1.13%
Q.13
RP  . X1r1 +X2  r2……………… Xn rn
Where X= weight of stock in portfolio 
               r= return on stock 
Portfolio return for year 2010
RP  . X1r1 +X2  r2……………… Xn rn
RP     = (-2%X50%)+ (20%X25%)+(8%X25%) = 6.00%
Portfolio return for year 2011
RP  . X1r1 +X2  r2……………… Xn rn
RP =  (-5%X50%)+(31%X25)+(20%X25%) = 10.25%
Portfolio return for year 2012.
RP  =. X1r1 +X2  r2……………… Xn rn
RP  =(8%X50)+(8%X25%)+(8X25%) =16.00%
Portfolio Return for 2013
Rp = (-5%x 25%)+ (-2%x 25%) +(20%x50%) = 8.25%
Portfolio Return for 2014
Rp = (-2%x25%) + (-5%x25%)+ (31%x50) = 13.75% 
Portfolio Return for 2015
Rp = (8%x25%) + (31%x25%)+ (8%x50%) = 13.75%
(B)The lowest annual return ;  is 6.00%  
Q14.
SOLUTION:
Total value for all stocks: ( 12x1.22+21x1.29+46x34.94+12x13.48)=1,810.73 billion.
(a) Portfolio weight for Golden seas.
= {(12x1.22) /1,810.73} x100%= 0.82%
(b) Portfolio weight for:
= {(21x1.49) /1,810.73} x100% =1.73%
(c) Portfolio weight for MAG:
= {(46x34.94)/ 1,810.73}x100%=88.76%
(d). Portfolio weight for PDJB:
{(12X13.48)/1,810.73}X100% = 8.93%
Q15
Execute:Using B:   E[Rp]= 0.48(0.15)+0.48(0.14)= 0.1392
                  Var(RP)=0.482 0.482 + 0.482 0.382+ 2(0.48)(0.48)(0.48)(0.38)(0.12)= 0.095%
                    StadDev(Rp)=0.095 =0.308
Execute:
You can confirm that this is lower than the standard deviation of a portfolio with A and C: 
E[RP]=0.48(0.15)+0.48(0.14)= 0.139
Var(RP)=0.482.0.482+0.4820.382+2(0.48)(0.48)(0.48)(0.38)(0.29)= 0.1107
 StdDev(Rp)= =0.333
Evaluate:By choosing the stock that has the lower correlation with A, you can achieve the goal of an expected return of 14% with a lower standard deviation than if you had chosen the stock with the higher correlation
Q16.
SOLUTION:
To find the average monthly return use the following formula:
[image: ::::Screen Shot 2016-11-28 at 5.24.41 PM.png]
(a). Calculate the average monthly return for Cola Co::
	1/12 [0.9+10.3+1.22+-5+8.7+-5.8+0.8+2.2+3.3+0.5+12.5+-0.20]	=2.46%
(b) Average monthly return for Gas Co.
1/12[11.8+-3.4+3.6+3.5+-0.6+-5.1+2.5+-0.4+-2.8+7.8+5.4+5.9] =2.26%
To find the volatility, first find the variance for each stock using the following formula:
[image: ::::Screen Shot 2016-11-28 at 5.28.08 PM.png]
Calculate the variance for Cola Co.:
1/11[ (0.9-2.46)2 +(10.3- 2.46)2+(1.22-2.46)2+(-5-2.46)2+(8.7-2.46)2+(-5.8-2.46)2+(0.8-2.46)2+(2.2-2.46)2+(3.4-2.46)2+(0.5-2.46)2+(12.5-2.46)2+(-0.2-2.46)2  =32.41
Volatility of Cola. Co.
[image: ::::Screen Shot 2016-11-28 at 5.31.22 PM.png] =  = 5.69%
Calculate the variance for Gas CO..:
1/11[(11.80-2.26)2 +(-3.40-2.26)2+(3.60-2.26)2+(3.50-2.26)2+(-0.60-2.26)2+(-5.10-2.26)2+(2.50-2.26)2+(-0.40-2.26)2+(2.80-2.26)2+(7.80-2.26)2+(5.40-2.26)2+(4.90-2.26)2  = 24.45
Volatility of Gas Co.
[image: ::::Screen Shot 2016-11-28 at 5.31.22 PM.png]  =4.94%.
Q 17.
[image: ::::Screen Shot 2016-11-28 at 4.17.33 PM.png]
If wI is the portfolio weight of the i investment in a portfolio and this investment has return Ri, then the formula for the expected return on the portfolio is: 
[image: ::::Screen Shot 2016-11-28 at 4.21.32 PM.png]
E[RP]=0.63X23%+0.37X17%=  20.78%
Q 18
(a) 30%
(b)  =1.64%
(c)  =1.96%

Q19.
RP  . X1r1 +X2  r2……………… Xn rn
Where X= weight of stock in portfolio 
               r= return on stock 
Portfolio return for year 2010
RP  . X1r1 +X2  r2……………… Xn rn
RP     = (-2%X50%)+ (20%X25%)+(8%X25%) = 6.00%
Portfolio return for year 2011
RP  . X1r1 +X2  r2……………… Xn rn
RP =  (-5%X50%)+(31%X25)+(20%X25%) = 10.25%
Portfolio return for year 2012.
RP  =. X1r1 +X2  r2……………… Xn rn
RP  =(8%X50)+(8%X25%)+(8X25%) =16.00%
Portfolio Return for 2013
Rp = (-5%x 25%)+ (-2%x 25%) +(20%x50%) = 8.25%
Portfolio Return for 2014
Rp = (-2%x25%) + (-5%x25%)+ (31%x50) = 13.75% 
Portfolio Return for 2015
Rp = (8%x25%) + (31%x25%)+ (8%x50%) = 13.75%
(B)The lowest annual return ;  is 6.00%  
Q20.
RP  . X1r1 +X2  r2……………… Xn rn
Where X= weight of stock in portfolio 
               r= return on stock 
Portfolio return for year 2010
RP  . X1r1 +X2  r2……………… Xn rn
RP     = (-2%X50%)+ (20%X25%)+(8%X25%) = 6.00%
Portfolio return for year 2011
RP  . X1r1 +X2  r2……………… Xn rn
RP =  (-5%X50%)+(31%X25)+(20%X25%) = 10.25%
Portfolio return for year 2012.
RP  =. X1r1 +X2  r2……………… Xn rn
RP  =(8%X50)+(8%X25%)+(8X25%) =16.00%
Portfolio Return for 2013
Rp = (-5%x 25%)+ (-2%x 25%) +(20%x50%) = 8.25%
Portfolio Return for 2014
Rp = (-2%x25%) + (-5%x25%)+ (31%x50) = 13.75% 
Portfolio Return for 2015
Rp = (8%x25%) + (31%x25%)+ (8%x50%) = 13.75%
(B)The lowest annual return ;  is 6.00%  
Q21
Execute: $37,000/$68,000  0.5441, which is the weight on the second stock. Since the weights must sum to 1, the weight on the final stock is (1  0.5441 0.16). =0.2959

E[R]  (0.16)(0.11)  (0.5441)(0.15)  (1  0.5441 0.16)(0.19)  0.16%
Q22
(A)Return of  stock A : = 1/6[-5%+20%+3%+-10%+2%+7%]=2.83%
(b).Return of  stock B: =1/6 [22+34+13+-7+-3+32]= 15.16%
(c).The variance of stock A
[image: ::::Screen Shot 2016-11-28 at 5.28.08 PM.png]
1/5 [ (-5-2.83)2 +(20-2.83)2 +(3-2.83)2+(-10-2.83)2+(2-2.83)2+(7-2.83)2]  = 107.77%
(d). The variance of stock B:
[image: ::::Screen Shot 2016-11-28 at 5.28.08 PM.png]
1/5 [(22-15.16)2+ (34-15.16)2+(13-15.16)2+(-7-15.16)2+(-3+15.16)2+(32-15.16)2]=302.17%
(e)  The standard deviation of stock A :
[image: ::::Screen Shot 2016-11-28 at 5.31.22 PM.png]  = 10.38%
(f).The standard deviation of stock B.
[image: ::::Screen Shot 2016-11-28 at 5.31.22 PM.png] = 17.38%
Q23.
(a). In this case Xj=Xw =0.50.From Eq.11.3.
Expected return :
E[RP]=XjE[Rj] +Xw E[Rw]
0.5(6.6%)+0.50(9.4)= 8%
(b   0.01291=  0.11%
Q24.
Correct answer is;  ( A) If the price of one stock goes up, the other stock price always goes up as well.
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