Week eight session two tutorial and cases
Question one
[bookmark: _GoBack]Shares in Louie and Dewie have a beta of 0.9. The expected returns to the market are 10% and the risk free rate of return is 4%. What would be the expected return from a share in Louie and Dewie?

Question two
The risk-free rate of return is 7%. The average market return is 11%.
(a) What will be the return expected from a share whose Beta factor is 0.9?
(b) What would be the share's expected value if it is expected to earn an annual dividend of 5.3c, with no capital growth?

Question three
(a) What does beta measure, and what do betas of 0.5, 1 and 1.5 mean?
(b) What factors determine the level of beta which a company may have?


Useful formulas to use to tackle the above
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The valuation of equity – constant growth rate in dividends
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E(r)=R + B, (E(r,) - R,)

where:
R, = the risk-free rate, and
E(z,) = the return from the market
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Ihe formula 15:1
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where: D, = the current dividend

1, = the shareholders required rate of return
g= the expected rate of growth in dividends pa.




