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, ‘ou are give ollowing information about the return ¢ “a security, using
18)  You arc given the following inform ga

two-factor model.
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Factors C Beta fikwpcctév Return
T 00 25 %
——— ]

1 U i 0.15 20 %

The annual effective risk-free rate of return is 5%.
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Calculate the expected return of this security using the given two-ractor model.
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(B) 8.33%

= 0.05+ 0.40(0.25 -0.05)
v0.45 (0.20-0.05)

=0.05+0.02 +0.0225 = 0.0925
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