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—. A game of chance offers the following odds and payoffs. Each play of the game costs $50, so the net profit
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per play is the payoff less $50.

Probability Payoff Net profit
0.1 $ 500 $ 450

0.5 $ 100 $ 50

0.4 $0 $-50
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What are the expected cash payoff and expected rate of return ? (5 %)

Calculate the variance and standard deviation of this rate of return ? (5 4~)

. A portfolio contains equal investments in 10 stocks. Five have beta of 1.3; the remainder have a beta of

1.6. What is the portfolio beta ? (5 %-)
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A bond’s rating provides a guide to its price. As we write this in 2009, Aaa bonds yield 5.45% and Baa
bonds yield 8.67%. If some bad news causes a 10% five year bond to be unexpectedly downated from Aaa

to Baa, what would be the effect on the bond price 7 ( Assure annual coupons with face value $1,000. )
(10 %)
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