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	Statement of Academic Integrity:
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Signed:______________________________________  

Note: An examination copy without this signed statement will NOT be graded and will receive a final exam grade of ZERO. 


This is a SCANTRON Final Exam. It is STRONGLY recommended that you record EACH answer on the provided SCANTRON sheet as you finish EACH question, as you will NOT be provided extra time at the end of the exam to do this.

There are 30 questions on this exam. EACH question counts 1 mark. Please make sure that you put your name and student number in the places provided on ALL 16 pages of this exam and to circle your section on p. 1.
Questions 1-2 are based on the following information:
The annual rate of return for the common stock of MARIE has been:



2011
2012
2013
2014
2015
2016
Return

20%
10%
20%
10%
10%
20%
1) What is the arithmetic average return for the common stock of MARIE?
a) 19%
b) 17%
c) 15%
d) 13%
e)  None of the above
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2) To the nearest xx.xx%, what is the geometric average return for MARIE’s common stock? 
a) 12.89%
b) 18.89%
c) 16.89%
d) 14.89%
e)  None of the above
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3) The compound or geometric average return is always 
a) GREATER than or EQUAL to the arithmetic average return.
b) LESS than or EQUAL to the arithmetic average return.

c) GREATER than the arithmetic average return.
d) LESS than the arithmetic average return.
e)  None of the above
4) Which of the following portfolio performance measures give the same ranking order as the Sharpe ratio?
a) Jensen performance measure
b) T2
c) Treynor measure
d) Information or appraisal ratio
e) M2 
5) Overconfidence refers to investors
a) Being too slow in updating their beliefs in response to new evidence.
b) Holding local securities to keep wealth aligned with neighbours.
c) Tending to overestimate the precision of their beliefs or forecasts.
d) Inferring a pattern too quickly based on a small sample size.
e)  None of the above
6) Suppose that you can choose one of the following four portfolios:

Investment
Expected Return E(r)
Variance 
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       0.12
If your utility function is 
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, which portfolio would maximize your utility? 
a) Portfolio 1
b) Portfolio 2
c) Portfolio 3
d) Portfolio 4
e) None of the above
Portfolio 1: 
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Portfolio 2: 
[image: image7.wmf](

)

2

40.1540.040.01

UEr

s

=-=-´=-

 

Portfolio 3: 
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Portfolio 4: 
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7) A Canadian defined benefit pension plan sponsor wants to hedge against inflation because plan benefits are inflation-indexed. Which of the following investments is NOT likely to provide good inflation protection?
a) Real return Government of Canada bonds
b) Real estate
c) Infrastructure investment
d) Money market fund
e) All of the above
8) The risk-free rate rf = 5% and the required rate on the market portfolio E(rM) = 15%. Find the beta of stock that has a required rate of 20%.
a) 0.67
b) 1.25
c) 1.50
d) 2.00
e) None of the above
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9) Find the required market rate if the risk-free rate = 4% and a portfolio with beta = 1.20 has an expected return that equals its required return of 16%.
a) 10%

b) 12%

c) 14%
d) 16%

e) None of the above
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10) Stock A has an expected return of 18% and beta coefficient of 1.2 while Stock B has an expected return of 10% and a beta of 0.6. Suppose that the required rate of return on the market portfolio rM = 15% and the risk-free rate of return rf = 5%. Calculate the required rate of return for EACH stock according to the SML of the CAPM and select from the following statements the one that BEST describes the current valuation of EACH stock.
a) Stock A is OVERVALUED and Stock B is UNDERVAUED.
b) Stock A is UNDERVALUED and Stock B is OVERVAUED.
c) BOTH stocks are OVERVALUED.
d) BOTH stocks are UNDERVALUED.
e) BOTH stocks are FAIRLY PRICED.

[image: image12.wmf](

)

(

)

(

)

(

)

5%1.215%5%17%

5%0.615%5%11%

AfAMf

BfBMf

rrrr

rrrr

b

b

=+-=+´-=

=+-=+´-=

 

Stock A expects to earn MORE than its required rate of return. Hence, A is undervalued. The opposite holds for Stock B.

11) Portfolio D has an expected return rD = 10% and a standard deviation
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. If I want to combine these 2 portfolios to earn an expected return rp = 16%, what will be my portfolio standard deviation to the NEAREST xx.xx%?   
a) 20.88%
b) 24.00%
c) 26.91%
d) 29.39%
e) None of the above
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12)  Find the expected market return E(rM) and risk-free rate rf if a portfolio with beta = 1.2 provides a 18% expected return while a portfolio with beta = 0.6 provides a 12% expected return. Assume that both stocks are in equilibrium.
a) 14%, 6%
b) 14%, 4%
c) 16%, 4%

d) 16%, 6%
e) None of the above
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13) Which statement below appears to contradict the STRONG FORM of market efficiency?

a) Prices reflect ALL available information.

b) Technical analysis on average generates POSITIVE Jensen performance.

c) HIGHER than average dividend yields are made by holding LOW capital gains yield stocks.

d) Both b) and c)

e) None of the above

Note: c) does NOT violate any form of the efficient market hypothesis. Consider 2 stocks with the SAME BETA and hence the SAME REQUIRED RATE OF RETURN, The stock with the HIGHER DIVIDEND YIELD must have LOWER CAPITAL GAINS YIELD in order to meet the same required return. POSITVE Jensen performance using technical analysis is a violation of weak form efficiency. However, violation of weak form implies a violation of all higher forms.

Questions 14-15 are based on the following information:
The regression estimate for the excess return on Stock BKR is 
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 The coefficient of determination R2 is 0.36 for this regression. The variance of the market return 
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14) What is the variance 
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 for the return of Stock BKR?

a) 0.0144
b) 0.0064
c) 0.0036
d) 0.0100
e) None of the above
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15) What is the variance 
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 of the residual error term for Stock BKR?
a) 0.0144
b) 0.0064
c) 0.0036
d) 0.0100
e) None of the above

Residual variance = Total variance – Systematic variance
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16) Within the context of the Capital Asset Pricing Model (CAPM), assume that the required return on the market 
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 = 0.80. What is the Jensen performance measure 
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 for this stock? 
a) + 1%

b) + 2%

c) – 1%
d) – 2%
e) None of the above
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17) A stock has been recently estimated to have a beta of 1.30. What would Merrill Lynch compute as the “adjusted beta” for this stock? 
a) 1.30
b) 1.10
c) 1.20
d) 1.00
e) None of the above
Merrill Lynch adjusts the regression beta by placing a 1/3 weight on the average market beta of 1 and a 2/3 weight on the estimated regression beta.
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18) Larry is a highly regarded Canadian equity manager. His twin sister Mary is a highly successful investment banker. Recently, at a family dinner, Mary casually mentioned that her client AMOS wants to acquire FLYNN to extend its geographical market presence. If Larry acts on this information, what would be the likely outcome for his action?
a) It would have the effect of window dressing his clients’ portfolios.
b) He is enhancing the SEMI-STRONG FORM of market efficiency.
c) He could be subject to severe penalties for insider trading.
d) He is enhancing the WEAK FORM of market efficiency.
e) All of the above.
19) According to the efficient market hypothesis,
a) Fundamental analysis that generates POSITIVE alpha violates STRONG form efficiency.
b) Fundamental analysis that generates POSITIVE alpha violates WEAK form efficiency.
c) Fundamental analysis that generates POSITIVE alpha violates SEMI-STRONG form efficiency.
d) Both a) and c) are correct.
e) Both b) and c) are correct.
20) Which of the following are consistent with the tenets of Prospect Theory?
a) A dollar loss is LESS painful than the satisfaction from the same dollar gain.
b) Individuals are risk LOVERS with respect to INCREASES in wealth.
c) Individuals are risk LOVERS with respect to DECREASES in wealth.
d) Both a) and b).
e) Both a) and c).
21)
Great grandfather Marion told his children to NEVER sell an investment for less than what you paid for it. His children gave their children this advice, and these grandchildren have in turn given their children the same advice. Great grandson Stuart thinks that this advice is a type of behaviour bias known as ____________.
a) Conservatism
b) Mental accounting (anchoring)
c) Representativeness
d) Overconfidence
e) None of the above
22)
Michael Porterfield bought undeveloped land 30 years ago. The asset generates yearly negative cash returns, as there is no rental income but there are property taxes. The asset does have some unrealized capital gains. However, these gains have been modest in the past. Nevertheless, Michael insists that land is a good investment because “They ain’t making it anymore”. What type of behavioural bias is this investor primarily exhibiting?
a) Loss avoidance
b) Representativeness
c) Conservatism
d) Mental accounting
e) None of the above
23) The Fama and French five-factor model includes all of the factors EXCEPT the
a) Market factor 
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b) Investment policy factor CMA
c) Liquidity factor LIQ
d) Profitability factor RMW
e) None of the above
24) Hedge funds are usually set up as _________ and provide __________ information about portfolio composition and strategy.
a) Public corporations, extensive
b) Public corporations, minimal
c) Limited partnerships, extensive
d) Limited partnerships, minimal
e) None of the above
Questions 25-26 are based on the following information:
Below are the World Growth Fund (WGF) & Benchmark (BM) regional weights & returns:

Region             WGF Wt.          BM Wt.          WGF Ret.          BM Ret.
NA
                    50%                    40%                 15%                   12%

EAFE Cap          40%                    45%                18%                    14%

Emerging           10%                    15%                 20%                    15%

25) For the North American (NA) region, what is the contribution from regional allocation?
a) + 1.6%
b) - 1.6%
c) + 1.2%
d) - 1.2%
e) None of the above
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26) For the European Australian Far East (EAFE) region, what is the contribution from selection?
a) + 1.6%
b) - 1.6%
c) + 1.2%
d) - 1.2%
e) None of the above
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Questions 27-30 are based on the following information:
Albert Richard is a Canadian investor who is considering buying shares of the U.S. high tech firm RaDiCal. The shares of RaDiCal are currently selling for USD20.00. Albert forecasts that these shares will be selling for USD24.00 in one year immediately after the payment of a USD1.00 dividend. The indirect spot rate for USD from a Canadian perspective is USD0.750000/CAD. Albert forecasts that the indirect spot rate in one year will be USD0.937500/CAD.
27) What is Albert’s rate of return in USD if he buys the RaDiCal shares?
a) -  20.00%
b)      0.00%
c) + 12.50%
d) + 25.00%
e) None of the above
1 plus the rate of return rFC in the foreign currency is simply the ratio (P1+D1)/P0 of the estimated future price plus dividend all divided by the current price of the asset, with all prices and the dividend expressed in the foreign currency.
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28) What will be Albert’s foreign exchange (FX) rate of return?
a) -  20.00%

b)      0.00%
c) + 12.50%
d) + 25.00%
e) None of the above

When spot rates are expressed as indirect quotes from the home perspective as we do in Canada with respect to the USD, 1 plus the foreign exchange rate of return rFX is simply the ratio S0/S1 of the current and future spot rates.
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29) What is Albert’s rate of return in CAD if he buys shares of RaDiCal? 

a) -  20.00%
b)  0.00%

c) + 12.50%
d) + 25.00%
e) None of the above
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30) Suppose that Albert buys CAD in the forward market for USD0.833333/CAD. What will now be Albert’s rate of return in CAD if he buys shares of RaDiCal?
a) -  20.00%
b)      0.00%
c) + 12.50%

d) + 25.00%
e) None of the above

The forward rate 
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