	

	Probability of Returns 
	(Ri)(Pi)
	(Ri −Ȓ)2(Pi )

	10%
	0.1
	-0.010
	(−0.10 − 0.20)  2 (0.10)

	5%
	0.2
	0.010
	(0.05 −0.20)  2(0.20)

	20%
	0.4
	0.080
	(0.20 −0.20)  2(0.40)

	35%
	0.2
	0.070
	(0.35 −0.20)   2 (0.20)

	50%
	0.1
	0.050
	(0.50 −0.20)  2 (0.10)

	
	
	= 0.20=Ȓ
	
√0.027=16.43%=


  Corporate Finance
Week 5:- Risk and Return Analysis
Answers to Seminar Questions
Solution to Question One

Solution to Question Two

SECURITY A

	STATE OF ECONOMY	PROB.	RETURN	[Ri - E(Ri)]²	[Ri - E(Ri)]Ri

	Recession	0.25	10.0%	12.25%	3.0625
	Average	0.50	14.0%	0.25	0.125
	Boom	0.25	16.0%	6.25	1.5625
	                                               	Expected Return 13.5	     	Σ[Ri - E(Ri)]² = 4.75%

	Variance			=	4.75%

	Standard deviation	=	2.179%

	Coefficient of variation	=	3.179
						13.5		0.16
SECURITY B

	STATE OF ECONOMY	PROB.	RETURN	[Ri - E(Ri)]²Pi

	Recession	0.25	9.00%	4.515625%
	Average	0.50	13.00%	0.03125
	Boom	0.25	18.00%	 5.640625
		E(R)	13.25%	10.1875%

	Variance			=	10.19%

	Standard deviation	=	3.19%

	Coefficient of variation	=	3.19 
						13.25	=	0.24

	SECURITY C

	STATE OF ECONOMY	PROB.	RETURN	[Ri - E(Ri)]²Pi

	Recession	0.25	14%	1
	Average	0.50	12%	0
	Boom	0.25	10%	1
		E(R)	12%	2

	Variance			=	 2%

	Standard deviation	=	 1.41%

	Coefficient of variation	=	 1.41
						12	= 0.1%


[bookmark: _GoBack]Project C is better- it has the lowest risk per unit of return, has the lowest CV
