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ADM 3352	                                                                            Name: ________________________________
December 16, 2015                                                               	Student ID#: ___________________________


ADM 3352 			       Final Exam	Name: __________________________ 
December 16, 2015		        Solutions     	Student ID #: _____________________ 

Section A Prof. William Rentz (Mon. 2:30 PM – 4:00 PM & Thur. 4:00 PM – 5:30 PM)

Section B Prof. William Rentz (Wed. 4:00 PM – 5:30 PM & Fri. 2:30 PM – 4:00 PM)

	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 headsets), 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 without this signed statement will NOT be graded and will receive a final exam grade of ZERO. 



General Instructions:

1. Please CIRCLE YOUR SECTION and SIGN the academic integrity statement above.
2. There are 14 pages to this exam.
3. Please put your Name and Student ID# on ALL 14 pages.
4. This is a closed book and closed notes exam as per the current course policy. A formula sheet, however, is provided for this exam.
5. The use of scientific and financial calculators is encouraged.
6. Laptop computers or other devices that allow for communication are NOT permitted.
7. Please do NOT take apart the pages of this exam.
8. You have 3 hours to work this exam.
9. There are 5 multiple choice conceptual questions in Part I of this exam worth 1 mark EACH for a TOTAL of 5 marks. It is highly recommended that students allocate NO more than 5 minutes to EACH multiple choice question for a TOTAL of 25 minutes. 
10. There are 5 problems in Part II of this exam worth 5 marks EACH for a TOTAL of 25 marks. It is highly recommended that students spend NO more than 25 minutes for EACH problem for a TOTAL of 125 minutes or 2 hours and 5 minutes.
11. The estimated TOTAL time to work both Parts I and II is 2 hours and 30 minutes. This will allow you 30 minutes to review your work.

part i: there are 5 multiple choice questions worth 1 mark each in this part for a total of 5 marks. credit will be earned only for the one answer to each question that is the best answer. no credit will be earned if the question is left blank, if more than one answer is selected, or if a wrong answer is selected. it is strongly recommended that no more than 5 minutes be allocated to each question for a total of 25 minutes.

1.	(1 mark) a perfect market timer maintains a _____ portfolio beta and a _____ portfolio alpha.

a. shifting; zero

b. constant; shifting

c. zero; zero

d.	shifting; shifting

2.	(1 mark) the difference between an arithmetic average and a geometric average of returns:

a. increases as the variability of returns increases.

b. is always negative.

c. increases as the variability of returns decreases.

d.	is not sensitive to the variability of the returns.



3.	(1 mark) according to the capm, the expected rate of return of a portfolio with  and is :

a. between rm.and rf.
.
b. the risk-free rate rf.

c. 
.
 
d. the expected return on the market rm.

4.	(1 mark) what feature of the apt offers the greatest potential advantage over the capm?

a. requires that markets be in equilibrium.

b. superior measurement of the risk-free rate of return.

c. uses several risk factors instead of a single market risk factor.

d. superior measurement of the single market risk premium.

5.	(1 mark) two basic assumptions of technical analysis are that security prices adjust:

a. gradually to new information and are not based on market fundamentals.

b. rapidly to new information and are based on fundamental supply and demand factors.

c. rapidly to new information and are not based on market fundamentals.

d. gradually to new information and are based on fundamental supply and demand factors.

part ii: there are 5 problem in this part and each problem counts 5 marks for a total of 25 marks. blank pages are provided after each problem to provide sufficient work space for calculations. it is strongly recommended that no more than 25 minutes be allocated to each problem for a total of 125 minutes or 2 hours and 5 minutes.
 
6.	below are the weights returns of the supreme growth equity fund (sgef) decomposed into its two principal asset classes and compared to benchmarks for these classes:

				weight				return (%)
asset class		sgfe		benchmark		sgfe		benchmark
large-cap growth	70		50			16.5		16
smid-cap		30		50			20.5		20

  	a.	(1 mark) what is the allocation effect for each individual asset class?

	b.	(1 mark) what is the security selection effect for each individual asset class?

	c.	(1 mark) what is the total contribution effect for each individual asset class?

d.	(1 mark) what is the overall performance of sgef compared to its overall benchmark?

e.	(1 mark) what is the principal cause of sgef’s overall underperformance?

a. 
allocation effect for large cap: 

     allocation effect for smid cap: 

½ mark for correct large cap value
½ mark for correct small cap value

b. 
security selection effect for large cap: 

	security selection effect for smid cap: 

½ mark for correct large cap value
½ mark for correct small cap value

c. 
tot. contrib. effect large cap

	tot. cont. effect smid cap

½ mark for correct large cap value
½ mark for correct small cap value




additional space provide here for problem 6

d. sum of total contribution effects: 3.55% - 3.85% = - 0.30% 
	sgef underperforms its benchmark portfolio by 0.30%


check:	 

½ mark for correct performance expression (i.e. sum of tot. cont. effects or differ. in returns)
½ mark for correct performance value

e. sgef is outperforming in both asset classes with respect to security selection. its underperformance is due to poor asset allocation, as it is overweighting the underperforming asset class and underweighting the outperforming asset class.


additional space provide here for problem 6

 
7.	(5 marks) suppose that three factors have been deemed appropriate to “explain” returns on stocks, and the covariance between the factors is zero. you have the following information on two stocks, x and y and the three factors, 1, 2, and 3. what is the variance of the rate of return of a portfolio consisting of $4,000 invested in stock x and $6,000 invested in stock y?

		beta (factor 1)	beta (factor 2)	beta (factor 3)	residual variance
stock x		0.8			0.4			0.6			0.04
stock y		0.4			0.8			0.4			0.05

	the variance of factor 1 is 0.01, the variance of factor 2 is 0.16, and the variance of factor 3 is 0.25.





 

½ mark for correct weight formula
½ mark for each correct weight for a total of 1 mark 
½ mark for correct beta formula
½ mark for each correct beta given student weights for a total of 1½ marks
½ mark for correct portfolio variance formula
½ mark for correct value of portfolio variance given previous student answers
½ mark for correct value of portfolio variance of 0.150672 provided student obtains this value without making any mistakes

additional space provide here for problem 7



8.	(5 marks) the following information applies to stocks lois and lane:

					lois (%)	lane (%)

expected return, e(r)		15		10

standard deviation, σ		30		20

a. (2 marks) assume that the returns on stock lois and stock lane have a correlation coefficient of + 0.2. if the risk-free rate of return rf = 4%, what are the weights for the investments in stock lois and stock lane for the portfolio that is tangent is to the highest feasible capital allocation line cal? 

b. (1 mark) what is the risk premium for the tangent portfolio in part a.?

c. (1 mark) what is the slope of the cal for the tangent portfolio in part a.?

d. (1 mark) assume that a rational investor has a risk parameter value of a = 2. what will be the proportions of the investor’s money invested in the risk-free asset and in the tangent portfolio from part a.?

a. 
 

½ mark for correct weight formula
½ mark for correctly substituting into weight formula
½ mark for correct lois weight value
½ mark for correct lane weight value

b. 
 

½ mark for correct risk premium expression
½ mark for correct risk premium value


additional space provide here for problem 8

c. 
 

¼ mark for standard deviation expression
¼ mark for correct standard deviation value
¼ mark for correct slope expression
¼ mark for correct slope value

d. 


¼ mark for correct y* expression
¼ mark for correctly substituting into the expression
¼ mark for correct portfolio weight value y*
¼ mark for correct risk-free weight value 1 – y*



9.	(5 marks) stock hudon has the following regression results using the capm:

 

a. (3 marks) what is the variance of hudon’s stock?

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

a. 
 

1 mark for correct formula for r2
1 mark for correctly substituting into r2 formula
1 mark for correct value of total variation

b. the explained variation is the systematic component of 0.0576. the residual variation or unexplained variation of 0.0324 is the firm specific component.

1 mark for correct value of systematic component
1 mark for correct value of firm specific component


additional space provide here for problem 9

10.	(5 marks) your rich great aunt has learned that you have taken the course portfolio management. she has considerable personal wealth that is in a very broadly based market index fund. she is considering two actively managed mutual funds and is asking your advice as to what fractions of her total investment that she should put in each fund. she plans to put only a small portion of her total wealth in the two actively managed mutual funds so that her total portfolio will still be reasonably diversified. after researching the two funds, you find that fund 1 has a sample mean return of 10%. fund 2 has a sample mean return of 15%. your estimated beta for fund 1 is 0.4 and for fund 2 is 0.8. the respective residual standard deviations for the 2 funds are 20% and 30%. the sample mean return for the market index is 15% with a standard deviation of 16%. the sample mean return for the risk-free asset is 5%.

a.	(1 mark) compute the jensen performance measure for each fund.


 

¼ mark for correct formula
¼ mark total for correctly substituting into formula
¼ mark for each correct alpha for a total of ½ mark

a. (1 mark) compute the weights for each active fund in the active subportfolio.


 

¼ mark for correct initial weight formula
¼ mark for correct final weight formula
¼ mark for each correct final weight given student alpha for a total of ½ mark so long as weights sum to 1.

b. (1 mark) compute the jensen performance measure for the active subportfolio in part b.


 

½ mark for correct formula
½ mark for correct jensen active subportfolio measure given student weights and portfolio alphas so long as weights sum to 1.

c. (1 mark) compute the beta for the active sub-portfolio in part b.


 

additional space provide here for problem 10

¼ mark for correct formula
¼ mark for correctly substituting into formula
¼ mark for correct value of beta given student weights and betas
¼ mark for correct value of beta provided everything is correct

e.	(1 mark) compute the weights of the active subportfolio and the index portfolio in the combined portfolio.


 

¼ mark for correct value of residual variance of active subportfolio
¼ mark for correct initial weight of active subportfolio
¼ mark for correct final weight of active subportfolio
¼ mark for correct weight of index portfolio


additional space provide here for problem 10
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