                     Finance Theory ADM 2352 
Assignment # 1 Due October 7 (in class) 
Chapter 3: Problem 19 
Chapter 10: Problems 12, 18, 21, and 24
Jiayue sun  7463899
KangKang Bai  6597471

Question 12
Bank A: ($1 million*0.95)*100=$95 million
Bank B: ($100 million*0.95) =$95 million
Thus, expected payoff for both banks are same.
And Bank A faces less risk because:
Bank A: for each outstanding, Variance = [(1-95)2*0.95+ (0-95)2*0.05]
		                                          = [8394.2+451.25] =8845.45
Bank B: for each outstanding, Variance = [(100-95)2*0.95+ (0-95)2*0.05]
[bookmark: _GoBack]				             = [23.75+451.25] =475
Since VarianceBankA > VarianceBankB, Bank is less risky. 
		  

18. Identify each of the following risks as most likely to be systematic risk or diversifiable risk:
a. The risk that the CEO of your firm is killed in a plane accident. 
b. The risk that the economy slows, decreasing demand for your firm’s products.
c. The risk that your best employees will be hired away.
d. The risk that the new product you expect your R&D division to produce will not materialize.
a. diversifiable risk
b. systematic risk
c. diversifiable risk6
d. diversifiable risk

21. What does the beta of a stock measure?
Beta measures is the amount of systemic risk in a stock

Question 12
Bank A: ($1 million*0.95)*100=$95 million
Bank B: ($100 million*0.95) =$95 million
Thus, expected payoff for both banks are same.
And Bank A faces less risk because:
Bank A: for each outstanding, Variance = [(1-95)2*0.95+ (0-95)2*0.05]
		                                          = [8394.2+451.25] =8845.45
Bank B: for each outstanding, Variance = [(100-95)2*0.95+ (0-95)2*0.05]
				             = [23.75+451.25] =475
Since VarianceBankA > VarianceBankB, Bank is less risky. 
		  



Asgnment 1 Duc October? (i s
Chapter 3: roem 19
Jioyue sun 7463899

Kangking Bl 659471

Quea 12

51 o503 i

ko o,V (1954095 0357051
e

@ The ik thot he CEO of your irm i il i plan ciden.

. The ik ht e cconcmy o dcrsin emad o ou i+
< The ik h you ot cnplopes il be i awey:
O ———— P ———

@il ik




