FINA3361 SSII 2020 Assignment #1

Instructions:

Use this assignment as a template and submit the completed assignment in a word document. The use of other applications may make your submission un-readable for the markers and you will receive a mark of 0.
DO NOT PDF the document. DO NOT SCAN YOUR HAND WRITTEN REPSONSES AND COPY THE SCANNED ANSWERS INTO THE WORD DOCUMENT.
Read the requirements for the naming of the assignment file.
Submit the assignment in the appropriate drop box. There are no alternatives so do not be late.
Total 61 marks

Question 1. (27 marks)
You have been following the prices of Stock A and recording the following information:

* Remember to show all of your work *
a. Using the adjusted close, calculate the ex-post returns for stock A for each period. (6 marks)

	
	Solutions 
	

	Date
	Close
	Adj Close*
	EX post return
	EX post return

	1-Jul-20
	    61.75 
	    61.75 
	0%
	=(B18-C18)/C18

	1-Jun-20
	    61.90 
	    61.28 
	1%
	=(B19-C19)/C19

	1-May-20
	    62.71 
	    62.09 
	1%
	=(B20-C20)/C20

	1-Apr-20
	    63.38 
	    62.75 
	1%
	=(B21-C21)/C21

	1-Mar-20
	    61.37 
	    60.15 
	2%
	=(B22-C22)/C22

	1-Feb-20
	    61.06 
	    59.85 
	2%
	=(B23-C23)/C23

	1-Jan-20
	    61.39 
	    60.17 
	2%
	=(B24-C24)/C24

	1-Dec-19
	    60.54 
	    58.25 
	4%
	=(B25-C25)/C25

	1-Nov-19
	    60.33 
	    58.05 
	4%
	=(B26-C26)/C26

	1-Oct-19
	    60.72 
	    58.42 
	4%
	=(B27-C27)/C27

	1-Sep-19
	    62.31 
	    59.41 
	5%
	=(B28-C28)/C28

	1-Aug-19
	    59.47 
	    56.17 
	6%
	=(B29-C29)/C29

	1-Jul-19
	    60.54 
	    57.18 
	6%
	=(B30-C30)/C30



b. Calculated the arithmetic mean for stock A.  (2 marks)
c. Calculate the geometric mean for stock A.  (3 marks)
d. Calculate the standard deviation or the risk associated with stock A. (3 marks)
There are a couple of methods available – choose 1
Arithmetic Mean = Averages of the closing and adj closing prices 
Formuas
	b) A.M
	=AVERAGE(B18:B30)
	=AVERAGE(C18:C30)
	=AVERAGE(B32:C32)

	c) G.M
	=GEOMEAN(B18:B30)
	=GEOMEAN(C18:C30)
	=AVERAGE(B33:C33)

	d) stdev
	=STDEV.S(B18:B30)
	=STDEV.S(C18:C30)
	=AVERAGE(B34:C34)


The answers: 
	b) A.M
	        61.34 
	        59.66 
	                    60.50 

	c) G.M
	61.33526
	59.62468
	                    60.48 

	d) stdev
	1.069428
	1.989395
	                       1.53 



e. Based upon your calculations, what do you think the expected price will be on August 1 and what assumptions did you make to arrive at this expected price? (4 marks)
=AVERAGE(C18:C30)

	e) 
	        59.66 



f. 	What form of market efficiency did you use to calculate the expected price? Explain. (2 marks)

The Expected price is calculated assuming strong form efficient market such as CAPM or dividend discount model to calculate the expected return with an assumption of a strong form efficient market.
g.	You were listening to the news at supper time and you heard a report of a pending new product that company A will introduce to the market next week that will change the company’s product offering.  Will this information have a potential of changing your estimate that you provided in part e? Explain. (3 marks)

Assuming product offering will increase revenues and profit, expected return calculations will have to be revised upwards to incorporate good news. However this will be reflected into stock price in short time period where there is a chance of making profit if we buy the stock before this information is incorporated in stock prices. This is semi strong form efficient market.

h.	What form of market efficiency did you incorporate in part g? Explain. (2 marks)

Semi strong form efficient market is assumed in part g as there is a chance of making profit if we buy the stock before this information is incorporated in stock prices.

i.	If the market is strong form efficient, would your expected price estimate change? Explain (2 marks)
If markets were strong form efficient the news would have instantaneously reflected into the stock prices and one could not have been able to make profit. A strong form efficient would have already reflected into the stock prices and expected price estimate would not have changed.

Problem 2 (34 marks)
You have done your research for the following investments and your friend has provided their expectations for the markets for next year.
	
State of
Economy
	Probability of
State of Economy
	
Stock
A
	
Stock
B
	
Stock
C
	
Stock
D
	

T-bills
	
Stock
Market

	Boom
	.30
	20%
	25%
	20%
	-10%
	3%
	20%

	Normal
	.40
	15%
	12%
	16%
	15%
	3%
	15%

	Recession
	.30
	-16%
	-15%
	-8%
	25%
	3%
	-8%


		* Remember to show all of your work *
	a) 
	Expected Return
	

	
	Return 
	Prob
	R*P

	Boom 
	20%
	0.3
	6.00%

	Normal 
	15%
	0.4
	6.00%

	Recession 
	-16%
	0.3
	-4.80%

	
	
	E.R stock A
	7.20%




	b) 
	
	
	

	
	Return 
	Prob
	R*P

	Boom 
	25%
	0.3
	7.50%

	Normal 
	12%
	0.4
	4.80%

	Recession 
	-15%
	0.3
	-4.50%

	
	
	E.R
	7.80%



	c) 
	
	
	

	
	Return 
	Prob
	R*P

	Boom 
	20%
	0.3
	6.00%

	Normal 
	16%
	0.4
	6.40%

	Recession 
	-8%
	0.3
	-2.40%

	
	
	E.R
	10.00%

	
	
	
	

	d) 
	
	
	

	
	Return 
	Prob
	R*P

	Boom 
	-10%
	0.3
	-3.00%

	Normal 
	15%
	0.4
	6.00%

	Recession 
	25%
	0.3
	7.50%

	
	
	E.R
	10.50%

	e) 
	
	
	

	
	Return 
	Prob
	R*P

	Boom 
	3%
	0.3
	0.90%

	Normal 
	3%
	0.4
	1.20%

	Recession 
	3%
	0.3
	0.90%

	
	
	E.R
	3.00%

	f) 
	
	
	

	
	Return 
	Prob
	R*P

	Boom 
	20%
	0.3
	6.00%

	Normal 
	15%
	0.4
	6.00%

	Recession 
	-8%
	0.3
	-2.40%

	
	
	E.R
	9.60%




	g)
	0.1532841
	
	

	
	
	
	

	h)
	0.1586695
	
	

	
	
	
	

	i)
	0.1189958
	
	

	
	
	
	

	j) 
	0.1404457
	
	

	
	
	
	

	k)
	0
	
	

	
	
	
	

	l)
	0.1170641
	
	

	
	
	
	

	m) Calculation of Covariance of A and B:

	
	
	
	

	Probability 
	Return-Expected return of A
	Return-Expected return of B
	Covariance

	0.3
	12.800%
	17.200%
	0.0066048

	0.4
	7.800%
	4.200%
	0.0013104

	0.3
	-23.200%
	-22.800%
	0.0158688

	 
	 
	Covariance
	0.023784

	
	
	
	

	Correlation coefficient = Covariance/Risk A*Risk B

	
	0.9779003
	
	

	n)
	
	
	

	Probability 
	Return-Expected return of A
	Return-Expected return of C
	Covariance

	0.3
	12.800%
	10.000%
	0.00384

	0.4
	7.800%
	6.000%
	0.001872

	0.3
	-23.200%
	-18.000%
	0.012528

	 
	 
	Covariance
	0.01824

	
	0.9999913
	
	

	
	
	
	

	o)
	
	
	

	Probability 
	Return-Expected return of A
	Return-Expected return of D
	Covariance

	0.3
	12.800%
	-20.500%
	-0.007872

	0.4
	7.800%
	4.500%
	0.001404

	0.3
	-23.200%
	14.500%
	-0.010092

	 
	 
	Covariance
	-0.01656

	
	-0.769228
	
	

	
	
	
	

	p)
	
	
	

	Probability 
	Return-Expected return of B 
	Return-Expected return of C
	Covariance

	0.3
	0.172
	0.1
	0.00516

	0.4
	0.042
	0.06
	0.00101

	0.3
	-0.228
	-0.18
	0.01231

	 
	 
	Covariance
	0.01848

	
	0.9787617
	
	



	q)
	
	
	
	

	Probability 
	Return-Expected return of B
	Return-Expected return of D
	Covariance
	

	0.3
	0.172
	-0.205
	-0.0106
	

	0.4
	0.042
	0.045
	0.0007
	

	0.3
	-0.228
	0.145
	-0.0099
	

	 
	 
	Covariance
	-0.0198
	-0.888512

	
	
	
	
	

	r) 
	
	
	
	

	Probability 
	Return-Expected return of C
	Return-Expected return of D 
	Covariance 
	

	0.3
	0.1
	-0.205
	-0.00615
	

	0.4
	0.06
	0.045
	0.00108
	

	0.3
	-0.18
	0.145
	-0.00783
	

	 
	 
	Covariance
	-0.0129
	-0.77188
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Date Open High Low Close

Adj 

Close*

Dividend Volume

01-Jul-20      62.50      62.50      61.35      61.75      61.75        0.625    27,454,900 

01-Jun-20      62.90      64.35      61.32      61.90      61.28     35,919,800 

01-May-20      63.37      64.69      61.33      62.71      62.09     31,563,300 

01-Apr-20      61.61      64.40      60.78      63.38      62.75        0.625    28,179,500 

01-Mar-20      61.41      62.80      60.54      61.37      60.15     43,585,500 

01-Feb-20      61.55      62.88      60.35      61.06      59.85     34,410,600 

01-Jan-20      60.83      65.24      60.28      61.39      60.17        1.130    30,801,200 

01-Dec-19      61.00      62.84      58.12      60.54      58.25     35,638,500 

01-Nov-19      60.91      61.73      57.36      60.33      58.05     58,022,600 

01-Oct-19      62.52      63.00      60.11      60.72      58.42        0.565    21,743,700 

01-Sep-19      59.51      63.41      58.98      62.31      59.41        0.565    30,764,200 

01-Aug-19      60.09      62.44      58.76      59.47      56.17     30,263,900 

01-Jul-19      59.06      61.44      58.15      60.54      57.18     43,506,900 


Microsoft_Excel_Worksheet1.xlsx
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		Date		Open		High		Low		Close		Adj Close*		Dividend		Volume

		1-Jul-20		62.50		62.50		61.35		61.75		61.75		0.625		27,454,900

		1-Jun-20		62.90		64.35		61.32		61.90		61.28				35,919,800

		1-May-20		63.37		64.69		61.33		62.71		62.09				31,563,300

		1-Apr-20		61.61		64.40		60.78		63.38		62.75		0.625		28,179,500

		1-Mar-20		61.41		62.80		60.54		61.37		60.15				43,585,500

		1-Feb-20		61.55		62.88		60.35		61.06		59.85				34,410,600

		1-Jan-20		60.83		65.24		60.28		61.39		60.17		1.130		30,801,200

		1-Dec-19		61.00		62.84		58.12		60.54		58.25				35,638,500

		1-Nov-19		60.91		61.73		57.36		60.33		58.05				58,022,600

		1-Oct-19		62.52		63.00		60.11		60.72		58.42		0.565		21,743,700

		1-Sep-19		59.51		63.41		58.98		62.31		59.41		0.565		30,764,200

		1-Aug-19		60.09		62.44		58.76		59.47		56.17				30,263,900

		1-Jul-19		59.06		61.44		58.15		60.54		57.18				43,506,900







FINA3361 SSII 20


20


 


Assignment #1


 


 


Due 


Wednesday


, July 1


5


, 2020 before 


6:00 pm


 


Page 


1


 


 


Instructions:


 


 


Use this assignment as a template and submit the completed assignment in a word 


document. The use of other applications may make your submission un


-


readable for the 


markers and you will receive a mark of 0.


 


DO NOT PDF the document. DO NOT SCAN YOUR HAND WRITTEN REPSONSES AND COPY THE 


SCANNED ANSWERS INTO THE WORD DOCUMENT.


 


Read the requirements for the naming of the assignment file.


 


Submit the assignment in the appropriate drop box. There are no alternatives 


so do not be 


late.


 


Total 


61
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Question 1.


 


(


27


 


marks)


 


You have been following the prices of Stock A and recording the following information:


 


Date


Open


High


Low


Close


Adj 


Close*


Dividend


Volume


01-Jul-20


     62.50 


     62.50 


     61.35 


     61.75 


     61.75 


       0.625 


   27,454,900 


01-Jun-20


     62.90 


     64.35 


     61.32 


     61.90 


     61.28 


   35,919,800 


01-May-20


     63.37 


     64.69 


     61.33 


     62.71 


     62.09 


   31,563,300 


01-Apr-20


     61.61 


     64.40 


     60.78 


     63.38 


     62.75 


       0.625 


   28,179,500 


01-Mar-20


     61.41 


     62.80 


     60.54 


     61.37 


     60.15 


   43,585,500 


01-Feb-20


     61.55 


     62.88 


     60.35 


     61.06 


     59.85 


   34,410,600 


01-Jan-20


     60.83 


     65.24 


     60.28 


     61.39 


     60.17 


       1.130 


   30,801,200 


01-Dec-19


     61.00 


     62.84 


     58.12 


     60.54 


     58.25 


   35,638,500 


01-Nov-19


     60.91 


     61.73 


     57.36 


     60.33 


     58.05 


   58,022,600 


01-Oct-19


     62.52 


     63.00 


     60.11 


     60.72 


     58.42 


       0.565 


   21,743,700 


01-Sep-19


     59.51 


     63.41 


     58.98 


     62.31 


     59.41 


       0.565 


   30,764,200 


01-Aug-19


     60.09 


     62.44 


     58.76 


     59.47 


     56.17 


   30,263,900 


01-Jul-19


     59.06 


     61.44 


     58.15 


     60.54 


     57.18 


   43,506,900 


* Remember to show all of your work *


 


a.


 


Using the adjusted close, calculate the ex


-


post


 


returns for stock A for each period.


 


(6 marks)


 


 


 


Solutions 


 


 


Date


 


Close


 


Adj 


Close*


 


EX post return


 


EX post return


 


1


-


Jul


-


20


 


    


61.75 


 


    


61.75 


 


0


%


 


=(B18


-


C18)/C18


 


1


-


Jun


-


20


 


    


61.90 


 


    


61.28 


 


1%


 


=(B19


-


C19)/C19


 


1


-


May


-


20


 


    


62.71 


 


    


62.09 


 


1%


 


=(B20


-


C20)/C20
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Date Open High Low Close

Adj 

Close*

Dividend Volume

01-Jul-20      62.50       62.50       61.35       61.75       61.75         0.625    27,454,900 

01-Jun-20      62.90       64.35       61.32       61.90       61.28     35,919,800 

01-May-20      63.37       64.69       61.33       62.71       62.09     31,563,300 

01-Apr-20      61.61       64.40       60.78       63.38       62.75         0.625    28,179,500 

01-Mar-20      61.41       62.80       60.54       61.37       60.15     43,585,500 

01-Feb-20      61.55       62.88       60.35       61.06       59.85     34,410,600 

01-Jan-20      60.83       65.24       60.28       61.39       60.17         1.130    30,801,200 

01-Dec-19      61.00       62.84       58.12       60.54       58.25     35,638,500 

01-Nov-19      60.91       61.73       57.36       60.33       58.05     58,022,600 

01-Oct-19      62.52       63.00       60.11       60.72       58.42         0.565    21,743,700 

01-Sep-19      59.51       63.41       58.98       62.31       59.41         0.565    30,764,200 

01-Aug-19      60.09       62.44       58.76       59.47       56.17     30,263,900 

01-Jul-19      59.06       61.44       58.15       60.54       57.18     43,506,900 

* Remember to show all of your work *   a.   Using the adjusted close, calculate the ex - post   returns for stock A for each period.   (6 marks)    

 Solutions    

Date  Close  Adj  Close*  EX post return  EX post return  

1 - Jul - 20       61.75        61.75   0 %  =(B18 - C18)/C18  

1 - Jun - 20       61.90        61.28   1%  =(B19 - C19)/C19  

1 - May - 20       62.71        62.09   1%  =(B20 - C20)/C20  

