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— ~ Answer the following questions (15 %~ » /83 4°)
a. If the one-year discount factor is .912 » what is the one-year interest rate ?
b. If the two-year interest rate is 10.8% > what is the two-year discount factor ?
c. Given these one- and two-year discount factors » calculate the two-year annuity factor.
d. If the PV of $10 a year for three years is $25.65 » what is the three-year annuity factor ?
e. Form your answers to (c¢) and (d) » calculate the three-year discount factor.
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0 -$10,000 -$10,000
1 6,500 3,500
4 3,000 3,500
3 3,000 3,500
4 1,000 3,500

a 3t EE— BT Ee$RMA (NPV) ~ mB % (IRR > 5 XF) ~ @ik (payback
period » /B4 =4 ) ~ 47 BL1& Wi HA F (discounted payback period » BB =) o (16 %)
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5% 2% 3.5%
20% 32% 14%

a. HHRERZHPEAM? (55)
b. XIS B %R 20%MMEIE  BRBEFFFKER 8% » R XX ZHTAIRRE R

A B ? (54)

vg 340k Fama AR B AR A X R ETHERALRBAHETAES? (10 %)

F v 4L BE A3 B o9 Miller and Modigliani (1961) "A&#] & Bl 3&” ( dividend irrelevance theory ) 2
Lintner and Gorden #”— & & ¥ 32 %" ( bird-in-the-hand theory ) $1” # #3 #, £ £ 3%”( tax preference
theory) - (15 %)
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4+ ~ Here are returns and standard deviations for four investments ° (20 %)

Return Standard Deviation
Treasury Bills 5% 0%
Stock P 8% 12 %
Stock Q 16 % 28 %
Stock R 22 % 25 %

Calculate the standard deviations of the following portfolios.
a. 30% in Treasury bills » 70% in stock P. (5 %)
b. 50% each in Q and R » assuming the shares have (15 a)
perfect positive correlation '
perfect negative correlation
no correlation
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