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Problem solving at the end of
Chapter IV
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Problem 4-1
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Rate of return

y = 0.1*-50% +02*-5% +047%16% +0.2*25% +0.1760%

- —14.4%
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Standard deviation

n

0=\Z(n—f)2Pi
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Standard deviation calculation

0=\/Zn:(r,- ) P

o= \/(—50% —11.4%)*>*#0.14+ (=5% —11.4%)* ¥0.2+ (16% —11.4%)" *0.4+ (25% —11.4%)" *0.2+ (60% —11.4%)" *01
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Problem 4-2

« $35,000 stock with beta 0.8
« $40,000 stock with beta 1.4

» What is the portfolio beta?
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Answer

bp = Zn:w b

L =1
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Calculations
Investment Beta >
35000 0.8 _
40000 1.4 b, = Z;W b,
mmm)> 75000 =

Ty 4 $35000 £0.8 4 $40000

o - 14 =1.12
$75000 $75000




Problem 4-3

 Risk free rate is 5%
* Market risk premium is 6%
« Market expected return

« Rate of return of stock of beta of 1.27




-

iy e 4 b :—-._- i f
< e L) o I
= (e Il 1 3 :
F 2 ¥ —
>4 ==l r-
v -

Answer

o7 RF+(RPM)bi
e =B

= 5% + 60/0 ) =1 10/0




]/'l.

= 5% + 6% 1 2 =12.2%
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