ADM 3352 			  Quiz #9 Examination	Name: __________________________
November 27, 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 gives the expected excess return:

            E(ri) – rf
 
The following equation gives the expected Jensen alpha performance measure:

i = E(ri) – [rf  + i(E(rM) – rf)]

The following equation gives the optimal weight wi in the active portfolio for each asset i:

 

1. A portfolio manager summarizes the inputs from the micro and macro forecasters in the following tables:
Micro Forecasts
	Asset
	Expected Return
	Beta
	Residual Std. Dev.

	Stock 1
	0.22
	1.4
	0.80

	Stock 2
	0.18
	1.2
	0.70



	Macro Forecasts
	Asset
	Expected Return
	Standard Deviation

	T-bills
	0.05
	0.00

	Passive equity portfolio
	0.15
	0.20


						
a. (½ mark each calculation, 3 marks total) Calculate the expected excess returns, alpha values, and residual variances for these two stocks.

	E(r1) – rf = 0.22 – 0.05 = 0.17	E(r1) – rf = 0.18 – 0.05 = 0.13

1 = E(r1) – [rf  + 1(E(rM) – rf)] = 0.22 - [0.05 + 1.4 x (0.15 – 0.05)] = 0.22 – 0.19 = 0.03

2 = E(r2) – [rf  + 2(E(rM) – rf)] = 0.18 - [0.05 + 1.2 x (0.15 – 0.05)] = 0.18 – 0.17 = 0.01


 


b. (2 marks) Construct the optimal composition of the active portfolio.


 


 
[bookmark: _GoBack]Thus, w1 ≈ 0.70 and w2 ≈ 0.30.
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