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Question 1

Question 2

Question 3 For each of the following situtations, provide the stock's beta by the CAPM. (a) 
Johnson & Johnson historically and on average has risen 0.80% when the market 
falls 2.00%. (b) Equinix falls 2.80% when the market rises 4.00%. (c) IPG 
Photonics Corp historically has fallen 0.40% when the market has fallen 1.00%. 
Finally, (d) which of these three stocks has the greatest sensitivity to the market?

-0.40, -0.70, 0.40, Equinix

a = 9.50%; 10.50% b = ANSYS is undervalued; undervalued

Print and write your answers in the boxes below each question. On separate paper, neatly show your
work, done by hand, for each question. No credit will be awarded if you provide an answer but
show no work. When completed, use the Adobe Scan app to take a picture and save as a single PDF
file with this as the first page. Save the file as V# where the # is your version number from the top
right of this page. Example: "V101.pdf" if you have Version 101. Upload to
https://josephfarizo.com/assignments.html. Correct answers are important, only minimal partial
credit is awarded. 

The average return of a market index, the Wilshire 5000, is 11%. We determine by
the index model that JJJ Corp's sensitivity to the market index is 1.1. Risk-free 90-
day T-bills yield 3%. (a) What is the expected return of this stock? (b) In your
scratch work, draw the SML, labelling the (i) axes, (ii) the stock's E(r), (iii) the
market's E(r), (iv) the risk-free rate, and (v) the stock's alpha if the stock's actual
return is 9%.

0.1180

ANSYS has a beta of 1.1, and you predict its return will be 13% in the coming
year. Philip Morris International has a beta of 1.3 and predicted return of 13%. The 
market risk premium is 5%, and the risk-free rate is 4%. What is the (a) expected
return for each stock by the CAPM? (b) If your predictions are true, does the
CAPM under- or over-value each stock?



Question 4

Question 5

Question 6

Question 7

Rate this homework from 1 to 5, with 1 being "very easy" and 5 being "very difficult." (circle one)
1 2 3 4 5

About how many minutes did you spend on this homework? (circle one)
<45 45 60 75 >75

Beta = 1.6, -24.00%

Determine both the (a) CAPM and (b) Fama-French alphas for Ross Stores stock
given the following information: your projection of what the stock will actually
return is 36.8%, the market beta = 1.5, expected return of the market = 23%,
sensitivity to the SMB and HML factors = 0.1 and -0.2, respectively. The risk-free
rate is 4%, and the SMB and HML factors are 4% and 7%.

CAPM Alpha=4.30%; FF Alp = 5.30%

Determine the market risk premium by the CAPM given the following 
information: Agilent Technologies Inc's expected return and beta are 24.80% and 
1.2, respectively. The risk-free rate is 2.00%.

3.80%

Your expectation for the return of the S&P 500 is 10%. Risk-free 90-day T-bills 
yield 3%. The expected return of Juniper Networks is 14.20%. By the CAPM, (a) 
calculate the stock's beta. Then use this beta to (b) predict how much this stock 
would fall if the market were to fall 15.00%?

Nielsen Holdings has a market beta of 0.4, and sensitivities to the SMB and HML 
Fama-French factors of -0.5 and -0.6, respectively. The expected return on the 
market is 15%, and the SMB and HML factors are 2% and 5%, respectively. What 
is the expected return on this stock by the Fama-French model, given a risk-free 
rate of 3% (show two decimal places)?

19.00%


