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1.

Suppose you just borrowed $500,000 from a bank. The bank loan is for a period of five years

at an annual interest rate of 10% compounded annually. It requires that you make five equal

end-of-year payments to fully amortize the loan.

(a) How much would you have to pay each year to payoff the loan? $ .

(b) How much would you still owe the bank at the end of Year 2 (What would be the remaining
balance of your loan account at the end of Year 2? $

(c) How much is the interest payment in Year 2?2 § .

(d) How much is the total interest payment for the five-year loan? $ .

PVIF]O%, 1=0.9091, PVIF[()%, 2 =0.8264, PVIFlo%S 3 =0.7513, PVIF]()%, 4=0.6830,

PVIF]O%, 5=0.6209, PVIFAlo%, 1=0.9091, PVIFA}()%, 2'—"1.7355, PVIFAlo%, 3=2.4869,

PVIFA]()%, 4=3. 1 699, PVIFAIO%, 5=3.7908

State of Economy Recession Normal year Boom
Probability 0.20 0.50 0.30

Return on Stock X -20% 18% 50%

Return on Stock Y -15% 20% 10%

(a) What is the expected rate of return for Stock X? %

(b) What is the standard deviation of returns for Stock Y? %

(c) What is the correlation coefficient between the returns on Securities X and Y?

(d) What is the standard deviation of returns for a portfolio consisting of 30% invested in Stock
X and 70% in Stock Y? %N

(e) Assume the correlation coefficient between the returns on Stock X and market portfolio is
0.8, and the correlation coefficient between the returns on Stock Y and market portfolio is
0.6. The standard deviation of returns for the market portfolio is 15% . What is the
systematic risk (beta) of stock Y? )

(f) What is the systematic risk (beta) for the portfolio consisting of 30% invested in Stock X
and 70% in Stock Y? .
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A

Agency problems
Market Risks

Time Values of Options
Arbitrage Pricing Theory (APT)

6. Bond Convexity

7. Hedge Funds

8. Capital Budgeting

9. Interest Rate Parity (IRP)
10. Leverage Buyout (LBO)



