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125 Terms.
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chapter-6-the-meaning-and-measurement-of-risk-and-return-2. 7)
Investment A and Investment B both have the same. expected
return, but Investment A is more risky than Investment B. In the.
technical jargon of modern portfolio theory, Investment A is said
to. “dominate” Investment B.
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With a risk premium of 8% over the risk-free rate of 6%, the
required rate of return is 14%. Therefore, the present value of the
portfolio is: $135,000/1.14 = $118,421. b. If the portfolio is
purchased for $118,421 and provides an expected cash inflow of
$135,000, then the expected rate of return [E(r)] is as follows:
$118,421 x [1 + E(r...
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6 Risk and Return Learning Objectives Explain the relation
between risk and return. Describe the two components of a total
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Selection from Fundamentals of Corporate Finance [Book]

Chapter 6: Risk and Return - Fundamentals of Corporate

However, the CAPM can be used as a conceptual framework to
evaluate the relationship between risk and return. 6. Chapter 5
Risk and Return Find out more at www.kawsarbdl.weebly.com
Last saved and edited by Md.Kawsar Siddiqui118 SOLUTIONS TO
PROBLEMS 5-1 LG 1: Rate of Return: 1t tlttt P )CPP(k — — +— =
a.
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Chapter 6. Tool Kit for Risk and Return RETURNS ON PROBABILITY DISTRIBUTION. A probability distribution is a listing
INVESTMENTS (Section 6.1) Amount invested $1, Amount of all possible outcomes and their corresponding probabilities.

received in one year $1, Dollar return (Profit) $ Rate of return =



