HOMEWORK #3
Name: 

1. The common stock of Perforated Pools Liners, Inc.(PPL) now sells for $50.00 per share. The table below shows the anticipated stock price and dividend to be paid one year from now. Both the price and the dividend will depend on the level of growth experienced by the firm.
	State
	Probability
	End-of-year Price
	Annual Dividend

	Super High Growth
	0.1
	$62.00
	$3.00

	High Growth
	0.2
	$58.00
	$3.00

	Normal
	0.4
	$56.00
	$2.00

	Low Growth
	0.2
	$50.00
	$2.00

	No Growth
	0.1
	$46.00
	$0.00


a. Calculate the HPR for each of the possible states. Assuming a one-year period.
b. What is the expected return for holder of  PPL stock?

c. What is the standard deviation of the returns?
2. With a portfolio of 75% Bonds and 25% Stock, find the correlation between the stock and bond portfolio given the following parameters:
	Economic Scenario
	Probability
	Stock Returns
	Bond Returns

	Recession
	25%
	-12%
	6%

	Normal
	50%
	8%
	2%

	Boom
	25%
	25%
	-4%


