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	Statement of Academic Integrity
The Telfer School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a quiz exam grade of zero. 


   
























Please turn over the page and work all three problems.

Problem 1 counts 1 mark and Problems 2 and 3 EACH count 2 marks. 

1.  (1 mark) Suppose that the yield to maturity or nominal interest rate is 20% on a government bond that matures in 1 year. Assume that you expect inflation to be 15% over the next year. Using the exact relationship, NOT the approximation, what real rate of return do you expect to earn over the next year?


 

½ mark for correctly substituting into the formula
½ mark for correctly calculating the inflation rate

2. (2 marks) A zero coupon bond is selling for $40 per $100 of face value and matures in 20 years. What is the effective annual interest rate that you would earn if you bought the bond?


 

	½ mark for correctly substituting in to the formula
	½ mark for correct effective 20-year rate

	 
½ mark for correctly substituting in to the formula
	½ mark for correct EAR

3. (2 marks) The estimated returns and probabilities for the Orange Company appear below.

State of the World		Probability		Rate of Return
Boom				0.30			+40%
Most Likely			0.50			+10%
Bust				0.20			- 40%

What is the expected return and the variance of the return for Orange?


	 

	½ mark for correctly substituting in to the formula
	½ mark for correct expected return


	 

	½ mark for correctly substituting in to the formula
	½ mark for correct variance
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