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Finance
1. 8% Coupon bond paid semiannually, $1,000 Face Value. YTM= 12%, Time to maturity = 15. 
FV - $1,000
Coupon = $80/2 = $40
N = 15= 15/6
YTM rate = 12%/2 = 6%
Market price = PV of Coupons + PV of par Value
= 40{[1- (1+0.06)^15/6]/ 0.06} + 1000 (1+0.06) ^15/6
= 90.37 + 864.44
= 954.81
2. FPR is expected to pay a $0.7 dividend next year. The dividend is expected to grow at a 30% annual rate for years 2 and 3, at 20% annually for years 4 and 5, and at 5% annually for year 6 and thereafter. If the required rate of return is 10%, what is the value per share?
= 0.70/1.12+0.70/1.12*(1.30/1.12) +0.70/1.12*(1.30/1.12) ^2+0.70/1.12*(1.30/1.12) ^2*(1.2/1.12) +0.70/1.12*(1.50/1.12) ^2*(1.2/1.12) ^2+0.70/1.12*(1.50/1.12) ^2*(1.2/1.12) ^2*1.05/ (12%-5%)
=25.89
3. What are the expected return, variance and volatility?
State 		Prob. of state 		Return in state
Boom 		0.25			40%
Normal	0.40			20%
Recession 	?			-20%
Expected return = Return in boom +Return in normal state + return in Recession. 
= 0.25*40% + .40*20 + .35*-20%
		= 11%
Variance  
= (0.25^2) (0.4^2) + (0.4) ^2(0.2) ^2+ (0.35) ^2(-0.2) ^2
		= 0.0115
Volatility = Square root of the variance 
	    = 
	    = 0.1072 or 10.72%
4. Using CAPM model, rf = 40%, E (rM) = 20%, E (ri) = 8%, what is Beta?
Beta = E (ri) – Rf / (E (rm) – Rf) 
	= 0.08 – 0.4/ (0.2- 0.4)
	= -0.32/-0.2
	= 1.6
5. A respected analyst forecasts that the return of S&P 500 Index Portfolio over the coming years will be 10%. The one year T – bill rate is 3%. Examination of recent returns of the S&P 500 Index suggest that the standard deviation of returns will be 18%. What is the Sharpe measure of portfolio?
[bookmark: _GoBack]Sharpe ration = (Rp – Rf) / Std deviation p
	= (10-3)/ 18
	= 0. 387
6. Stock XYZ has an expected return of 15% and a beta of 1.25. The market’s expected return is 10% and risk free rate is 3%. What is the Alpha of the stock?
Expected Rate of return for portfolio is given by E(r) = rf + ß {E (rm) – rf}
	= 3%+1.25 (10%-3%)
	= 3% + 1.25(7%)
	= 11.75%
Now Alpha = Actual expected return – Expected rate of return 
	= 15%- 11.75%
	= 3.25
7. The risk-free rate of return is 3%. The risk premium of the market index is 6%, the risk premium of the T-bond portfolio is 3%. Northeast Airlines has a market beta of 1.2 and a T-bond beta of 0.7. What is the expected return of Northeast stock? 
Overall risk premium = 4 %+( 1.2) (.6) + (.7) (.03) = 13.3%
Expected return E(r) = rf + ß {E (rm) – rf}
= 3% + 1.2 (6%-3%)
= 6.6%
