ADM 3352 			  Quiz #6 Examination	Name: __________________________
October 30, 2014		           	  Version #1 Solutions		Student ID #: _____________________ 

	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. 


   




















The following equation decomposes the variance of a stock into systematic & firm-specific parts:


 

The following equation shows how R2 is related to systematic and total risks:


 

The following equation shows the relationship between a stock’s excess return Ri and its return ri.


 

The following equation shows the excess return of a stock in period t according to Fama-French:


  

The equation below shows the excess return of a stock in period t according to the 2-factor APT.


  


All problems are page 2. Problem 1 counts 1 mark. Problem 2 has 2 parts and each part counts 2 marks.

1.	(1 mark) Stock HiTek has the following regression results using the Fama-French factors:

  

If the risk-free rate is 4%, the market risk premium is 10%, the SMB factor is 3%, and the HML factor is 2%, what is the expected return E(rHiTek)? 


	 

	½ mark for substituting correctly into correct expected return formula
	½ mark for correct value of expected return

2. (4 marks) Stock Minard has the following regression results using the CAPM:


 

a. (2 marks) What is the variance of Minard’s stock?


 
[bookmark: _GoBack]
½ mark for correct R2 expression
½ mark for correctly rearranging expression to solve for variance
½ mark for correctly substituting into variance expression
½ mark for correct value for variance

b. (2 marks) Break down the variance into the systematic and firm-specific components.


 


 

½ mark for correctly substituting into correct systematic risk formula
½ mark for correct value for systematic risk
½ mark for correctly substituting into correct firm-specific risk formula
½ mark for correct value for firm-specific risk
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E(rypy ) =7, +1%+(8x10%)+(.2x 3%)+ (4 x 2%)

E(Fyipe ) = 4% +1%+8% + 6% + 8% = 14.4%
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firm-specific=total-systematic=.0960-.0576=.0384
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