
  
 
                                        QUESTIONS 

NUMBER  ONE 

The Doom  Company Ltd. has issued 10,000,000, Sh. 10 par equity shares which are 
at present selling for Sh. 30 per share.  It has also issued 5,000,000 warrants, each 
entitling the holder to buy one equity share.  The warrants are protected against 
dilution. 
 
(a) The company has plans to issue rights to purchase one new equity share at a 

price of Sh. 20 per share for every four shares held. 
 

Required: 

(i) Calculate the theoretical ex-rights price of Doom Company Ltd.‟s 
equity shares. (1 mark) 

(ii) The theoretical value of a right of the Doom Company Ltd. before 
the shares sell ex-rights.      (2 
marks) 

 
(b) The chairman of the company receives a phone call from an angry shareholder 

who owns 100,000 shares.  The shareholder argues that he will suffer a loss in 
his personal wealth due to this rights issue, because the new shares are being 
offered at a price lower than the current market value. 

 
The chairman assures him that his wealth will not be reduced because of the 
rights issue, as long as the shareholder takes appropriate action. 
 
Required: 

(i) Explain whether the chairman is correct.  What should the 
shareholder do? (2 marks) 

(ii) A statement showing the effect of the rights issue on this particular 
shareholder‟s wealth, assuming: 

 He sells all the rights. 

 He exercises one half of the rights and sells the other half. 

 He does nothing at all.     (6 marks) 
(iii) Are there any real circumstances which might lend support to the 

shareholder‟s claim?       (3 
marks) 
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(c) As a senior financial analyst of an investment bank, you are charged with the 

responsibility of estimating the expected returns of various securities.  One o 
the securities you want to estimate is expected return in  Sheen works Ltd. 

 
You have decided to use arbitrage pricing model and you have derived the 
following estimates for the factor betas and risk premiums. 
 
 
Factor Beta Risk premiums 

% 
1 
2 
3 
4 
5 

1.2 
0.6 
1.5 
2.2 
0.5 

2.5 
1.5 
1.0 
0.8 
1.2 

 
Required: 

(i) Identify the risk factor for Sheen Works Ltd.                       
(2 marks) 

(ii) If the risk free rate is 5%, estimate the expected return on Sheen 
Works Ltd.                             
(2 marks) 

(d) On the basis of a one-factor model, Mwemai assumes that the risk free rate is 
6% and the expected return on a portfolio work unit sensitivity to the factor is 
8.5%.  Consider a portfolio of two securities with the following characteristics: 

 
Security Factor sensitivity Proportion 
A 
B 

4.0 
2.6 

0.3 
0.7 

 
According to the arbitrage pricing theory, what is the portfolio‟s equilibrium 
expected return?         (2 
marks) 
        (Total: 20 marks) 

 
NUMBER  TWO 

(a) The management of Iregi  Limited wants to make a decision whether to change 
its policy of purchasing raw material stocks. 
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The current policy is to purchase raw materials monthly, on the last day of each 
month, for consumption in the following month.  Suppliers are paid at the end 
of the following month – purchases at the end of January would be paid for at 
the end of February. 
 
The proposed policy is to purchase raw materials every 3 months; suppliers 
would then allow an extra 2 months‟ credit.  The extra cost of stockholding 
under the proposed policy would be Sh.600,000 per annum. 
 
The decision about which policy to adopt will be made in time to affect 
purchases at the end of December 2004, when the cost of materials for January 
2005 would be Sh. 20,000,000. 
 
A growth rate of 0.75% per month is expected in purchases into the indefinite 
future from January 2005 onwards. 
 
The cost of capital is 1% per month compound. 
 

Required: 

Which policy should be preferred? (ignore taxation)   (10 marks) 
 

(b) You have just finished reading the budget speech by the Minister of Finance 
where you came across the term “Public Sector Borrowing Requirements.”  
What is meant by this term?        
   (3 marks) 

 
(c) The Minister for Finance has stated that he wants to put a limit to the Public 

Sector Borrowing Requirements.  What difficulties and economic problems are 
likely to arise due to this?        
 (7 marks) 

(Total: 20 marks) 
 
NUMBER  THREE 

Wyck  Ltd. is contemplating a bid for the share capital of Kimbo Ltd. with an 
intention of buying the whole company.  The following data for the two companies 
have been provided. 
 
 Wyck  Ltd. Kimbo Ltd. 
Number of shares 
Share price 

3,000,000 
Sh. 150 

8,000,000 
Sh. 30 
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Latest equity earnings Sh. 675 million Sh. 80 million 
 
After acquisition, Bara Ltd. intends to sell a division of Kimbo  Ltd. which accounts 
for Sh.20 million annually in equity earnings. The division does not form part of the 
core business of the intended group.  The division has a current market price of Sh. 
50 million. 
 
Wyck Ltd.‟s management believes that by introducing better management, earnings of 
Kimbo Ltd. could be permanently increased by 25% although the price/earnings 
multiple will remain the same.  To avoid duplication, some of Wyck Ltd.‟s own 
property could be disposed of at an estimated price of Sh. 130 million.  
Rationalisation costs are estimated at Sh. 100 million, these comprise retrenchment 
and legal costs among others. 
 
Required: 

(a) Highlight the advantages of growth by acquisition.    (6 
marks) 

(b) Calculate the effect on the current share price of each company, all other things 
being equal, of a two for ten share offer by Wyck Ltd., assuming that Wyck 
Ltd.‟s estimates are in line with those of the market.     
  (10 marks) 

(c) Assume that Bara Ltd. is proposing to offer Kimbo Ltd.‟s shareholders the 
choice of a two for ten share exchange or a cash alternative.  Giving reasons, 
advise Wyck Ltd. whether the cash alternative should be more or less that the 
current value of the share exchange.   (4 marks) 

(Total: 20 marks) 
 
NUMBER  FOUR 

(a) The Nice Shoe Company is considering a major investment in a new product 
area, novelty umbrellas.  It hopes that this product will become a fashion icon.  
The following information has been collected: 

 
1. The project will have a limited life of 11 years. 
2. The initial investment in plant and machinery will be Sh. 10 million and a 

marketing budget of Sh. 2 million will be allocated to the first year. 
3. The net cash flows before depreciation of plant and machinery and before 

marketing expenditure for each umbrella will be Sh. 100. 
4. The products will be introduced both in Kenya and Uganda. 
5. The marketing costs in years 2 to 11 will be Sh. 5 million per annum. 
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6. If the product catches the imagination of the customers in both countries, 
then sales in the first year are anticipated at 1 million umbrellas. 

7. If the fashion press ignores the new products in one country but become 
enthusiastic in the other, sales ill be 700,000 umbrellas in year 1. 

8. If the marketing launch is unsuccessful in both countries, first year sales will 
be 200,000 umbrellas. 

      The probability of each of these events occurring is: 
       1 million sales  = 0.3 
       0.7 million sales  = 0.4 
       0.2 million sales  = 0.3 
 
9. If the first year is successful in both countries then two possibilities are 

envisages. 

 Sales levels are maintained at 1 million units per annum for the next 10 
years – probability of 0.3. 

 The product is seen as a temporary fad and sales fall to 100,000 units for the 
remaining 10 years – probability of 0.7. 

10. If success is achieved in only one country in the first year, then for the 
remaining 10 years there is: 

 A 0.4 probability of maintaining the annual sales at 700,000 units and 

 A 0.6 probability of sales immediately falling to 50,000 units per year. 
 

If the marketing launch is unsuccessful in both countries, the production will 
cease and the project will be scraped with zero value.  The annual cash flows 
and marketing costs will be payable at each year end. 
 
Assume: 

 Cost of capital is 10 per cent per annum. 

 No inflation or taxation. 

 No exchange rate charges. 
 

Required: 

(i) Calculate the expected net present value for the project.                                               
(7 marks) 

(ii) Calculate the standard deviation for the project.                                                 
(5 marks) 

(iii) If the project produces a net present value of less that Sh. 10 million, the 
directors fear that the company will be vulnerable to a hostile takeover.  
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Calculate the probability of the firm avoiding a hostile takeover.  Assume 
normal distribution.                (3 marks) 

 
(b) As a firm operating in a mature industry, Orchard Farms is expected to 

maintain a constant dividend pay out ratio and constant growth rate of earnings 
for the foreseeable future.  Earnings were Sh. 4.50 per share in the recently 
completed fiscal year.  The dividend pay out ratio has been a constant 55% in 
recent years and is expected to remain so.  Orchard Farms‟ return on equity 
(ROE) is expected to remain at 10% in the future, and you require an 11% 
return on the stock. 

 
Required: 

(i) Using the constant dividend growth model, calculate the current value of 
Orchard Farms‟ share.                                                                                 
(2 marks) 

(ii) After aggressive acquisition and marketing programme, it now appears that 
Orchard Farms‟ earnings per share and ROE will grow rapidly over the next 
two years.  Assuming the Orchard Farms‟ dividend will grow at a rate of 15% 
for the next two years, returning in the third year, to the historical growth and 
continuing at the historical rate of the foreseeable future. 

 
Calculate Orchard Farms‟ current market rate.                            

(3 marks) 
                              (Total: 20 
marks) 

 

NUMBER  FIVE 

(a) The financial manager of Kanju Ltd. is concerned about the volatility of 
interest rates.  His company needs to borrow Sh. 100 million in six months 
time for a period of two years.  Current interest rates are 15% per year for the 
type of loan that Town Ltd. needs.  The financial manager does not wish to pay 
an interest rate higher than this.  He is considering using different alternatives.  
For the following four alternatives, briefly explain how each could be useful to 
the financial manager: 
 

(i) Forward rate agreement.     (2 marks) 
(ii) Interest rate futures      (2 marks) 
(iii) Interest rate options.      (2 marks) 
(iv) Interest rate swaps.      (2 marks) 
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(b) (i) What assumption underlie the capital asset pricing model (CAPM)?
 (5 marks) 
(ii) Many of the underlying assumptions of CAPM are violated in the real 

world.  Does that fact invalidate the model‟s conclusions?  Explain. 
 (4 marks) 

 
(c) The managing director of Smart  Ltd., a company quoted on the Nairobi Stock 

Exchange (NSE) has asked you to assist in estimating the firm‟s equity beta co-
efficient.  The firm is all equity financed and listed in the NSE five years ago.  
You have gathered the following information from the NSE for the last four 
years: 

 
 
 
 
 

Smart Ltd. Nairobi Stock Exchange 

Year  Average 
share Price 
 
Sh. 

Dividend 
per share 
 
Sh. 

Average 
NSE index 
 
 

NSE 
Dividend 
yield 
% 

Return on 
Government 
stock 
% 

2000 
2001 
2002 
2003 

69.5 
73.5 
81.5 
92.5 

3.5 
4.25 
4.5 
5.0 

2,600 
2,990 
3,040 
3,280 

3 
5 
5.5 
5.5 

7 
9 
8 
8 

 

 Required: 

 Use the capital asset pricing model (CAPM) to estimate the beta of Smart  Ltd.  
(3 marks) 

                              (Total: 20 
marks) 
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                                                               ANSWERS 
 
NUMBER  ONE 

(a) (i) The firm will make a one for four rights issue 
 

4 existing 
shares @ 
1 new share @ 
5 shares valued 
at 

Sh  30 = 
Sh 20 = 
Sh  

120 
 20 
140 
 

Ex – right M.P.S    =  Sh 
5

140
         =   Sh  28 

 
 (ii) Value of right = cum – right  ex – right   
    M.P.S  M.P.S 
             =   30 – 28   =  Sh 2.00 
 
(b) (i) The chairman is right. If the market is efficient, there is no dilution in 
wealth if the    shareholder either exercises the rights or sells the rights. 
 
  Wealth is diluted if the rights issue is ignored. 
 
 (ii) Wealth before rights issued = 100,000 shares x 30 = Sh 3,000,000 
 
The investor has 100,000 rights attached to 100,000 shares and priced at Sh 2.00 per 
right. 
  
  After the rights issue, shares will sell at Sh 28.00 
 

Sell the rights 
 
Wealth in shares 
= 
Cash from sale    
= 
             Total 
wealth 

100,000 shares x 
sh 28 
100,000 rights x sh 
2.0 
 

2,800,000 
   200,000 
 3,000,000 

 
Exercise one – half of the rights and sell the other half 
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NOTE 

 New shares bought given a 1 for 4 rights issue = 
4

000 100
 x 50% = 12,500 

shares at sh 20. 
  
  Total shares = (100,000 + 12,500) @ sh 28 = 3,150,000 
  Sale of 100,000 x 50% = 50,000 rights @ sh 2=    100,000 
  Cash spent buying 12,500 shares @ sh 20    (250,000) 
    Net wealth    3,000,000 
 
Do nothing (ignore rights issue) 
 
The investor will remain with the original 100,000 shares valued at sh. 28 each after 
rights issue  
Net wealth = sh 28 x 100,000 = sh 2,800,000 
  
(iii) It is possible for the shareholder‟s claim to be realistic if 
 
The new capital raised is not invested but is misused 
 
If the new capital is invested in a project whose rate of return is lower than the firm‟s 
cost of capital 
 
If the market is inefficient and ex – right M.P.S is infact not sh 28 hence loss in wealth 
of investors who exercise the right. 
 
NOTE 

If market is efficient and the project is highly profitable, the future share price will 
raise leading to increase in wealth of the investor. 
 
(c) (i) If market is efficient as assumed by arbitrage pricing Model (APM), the 
risk factor  is 1.0 
 
 (ii) Risk premium = (ERA – Rf) 
 
  ERA = expected returns of Alpha under a given factor  
  Rf = risk free rate 
  Using APT Required return RA = 
  Rf + (ERA– Rf) B1  + (er2 – Rf) B2+ -- -- + (Ern – Rf) Bn 
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  ER1 , ER2 - - - -ERn = Expected returns of Alpha under factor 1, 2 - - -
n 
   
  (ER1 ,B2 - - - Bn = Beta of factor 1,   2,- - -n or sensitivity factors 
   
  RA = 5 + (1.2 x 2.5) + (0.6 x 1.5) + (1.8 x 1.0) + (2.2 x 0.8) + (0.5 x 1.2) 
= 12.76% 
 
(d) Portfolio Beta or sensitivity factor = (0.3 x 4) + (0.7 x 2.6) = 3.02 = Bp 
 Rp = Rf + (Erm – Rf) Bp 
 Rp = 6% + (8.5 – 6) 3.02 = 13.55%s 
 
 
NUMBER  TWO 

(a) Existing policy 
 
 The purchases at end of December 2004 are for January 2005 
 
 Therefore: Expected purchases/payments = sh 20 millions in 1 months time 
       
    Growth rate  , g = 0.75% 
      Cost of capital , Ko = 1.0% 
  
 Using dividend yield model or approach, 

 Present value  = 
 g- Ko

puechses Expected
 

   = 
0.0075 - 0.01

20
  = Sh 80.00m 

 
 New policy 

 
Assuming it‟s now 31st December and 0.75% growth rate in purchases and the firm 
has to make a 3 month purchase “now” the total amount of cost would be as follows 
 
 For January 20m (1.0075) 0  = sh 20.00m 
 For February 20m(1.0075) 1 = sh 20.15m  
For March 20m(1.0075) 2  = sh 20.30m 
Total cost for 3 months purchases sh 60.45m 
 
- If  g = 0.75% per month, then 3 months (1+2) 
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  Compounded growth rate = (1+g)3 – (1.0075)3 – 1 = 0.022669  
         = 2.27% 
 
- If cost of capital is 1%p.m, then the 3 months 
  Cost of capital (compounded)  = (1+ Ko)3 – 1 = 0.0303 = 
3.03% 
 

- Extra cost p.m = 
12

60,000
  = 50,000 

- P.V in perpetuity at 1% p.m  = 
0.01

50,000
 = 5,000,000 = sh 5m 

 
This is the cost for every 3 months purchase  
 
 
Summery  
 
P.V of purchases under = 60.45 7,954m 
New policy in perpetuity  0.0303 – 0.0227 
 

 Sh „m‟ 
P.V of cost purchases 
Add P.V of etra cost 
        Total cost of new policy 
         Total cost of existing policy 
Net savings = 8000 – 79859 =  

7,954 
      5 
7,959 
8,000 
sh 41m 

 
(b) Public sector borrowing requirement (PSBR) 
 
 Government utilizes its revenue in 2 major ways 
  
Revenue/current expenses 
Capital expenditure  
 
The government revenue is in form of taxes, fees, fines, rates, profits from parastatals 
etc  
 
 Deficit =  Total revenue – (Current + Capital expenditure) 
PSBR represents this deficit that should be borrowed to partly meet current and 
capital financing needs. 
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(c) Difficulties and Economic problems of Limiting PSB 
  
It may lead to printing of money by the government which will increase money supply 
and inflation 
 
External borrowing from donors may not be available 
 
Without borrowing, investment by the government is reduced and this will impair 
economic growth  
 
The government may not be able to implement its fiscal and monetary policies with 
Limited borrowing 
 
 

NUMBER  THREE 

 
(a) Advantages of growth by acquisition 
 
Diversification of risk especially where the returns of acquired firm are uncorrelated 
to those acquiring firms 
 
Operating and financial synergies resulting from economies of scale 
 
Asset backing thus generation of higher returns due to efficient asset utilization 
 
New business opportunities e.g accessing foreign markets, intellectual capital etc 
 
Larger market share and competitive advantage 
 
Tax advantage when the target has accumulated loses 
 
(b) Determine the maintainable profit of Kimbo Ltd equity  
 

 Sh‟M‟ 
Equity earning 
Add loss of profits 
 
Add 25% profits 
Maintainable equity profits 
 

 80 
(20) 
 60 
 15 
 75 
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Market value = P/E x E.P.S x number of shares 
         = P/E x equity profits 

              = 
m 80

240m Sh
x 3 x 75 = 

 
225 

Add proceeds from disposal of 
branch 
Total market value 

  50 
275 

Wyck Ltd 
Existing market value 3m share x 
150 
Add sale of property 
Less rationalization cost 
 

450 
130 
(100) 
 480 
 

Combined market value =275 + 
480 = 

755m 

New shares issued = 
10

8 x 2
 = 1.6 + 

3m= 

   4.6 shares of Wyck 

Post – acquisition M.P.S of Wyck 

= 
4.6

755
 = 

Sh 164.13 

 
Post – acquisition M.P.S of Kimbo  
                                     = 2/10 x 
164.13 = 

 
 
Sh 32.83 

 
 
(c) The cash offer has the following implications 
 
It has a certain value compared to value of a share. Due to certainity , it will be lower 
than the value attached to share for share exchange 
 
Shareholders of Kimbo can dispose off their shares without incurring any transaction 
cost 
 
Any capital gains realized may be subjected to tax where possible 
 
Kimbo  shareholders will use cash to buy Treasury bills and bonds thus reduce the 
risk of their portfolios 
 
NUMBER  FOUR 
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 (a) The various sales revenue are as follows 
 
 1m  units x  100  =  100m 
 0.7m units  x  100  =  70m 
 0.2m  units  x  100  =  20m 
 0.1m  units  x  100  =  10m 
 0.05  units  x  100  =  5m 
 
 Marketing costs 
 
 Year 1 = sh 2m 
 Year 2 – 11 = sh 5m p.a 
 PVIF10% , 1 – 11 = 0.909 
 For year 2 – 11, PVAF  = (PVAF10% 11 – PVAF10% , 1) = 5.586 
 
Let SB = Success in both countries 
 SO = Success in one country 
 SZ = Success in none of the countries 
 
 
 
Year 0  Year 1    Year 1 Year 2 - 11 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Outcome  NPVn J.P ENPV 

(10m) 

20 – 2 = 18 

0.3 

0.4            70 – 2 = 68 

0.3  100 – 2 = 98 

1.0 

.6   05 – 5 = 0 

0.4  70 –5 =65 

0.3  100 – 5 = 95 
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1 
2 
3 
4 
5 

(98 x 0.909) + (95 x 
5.586) - 10 
(98 x 0.909) + (5 x 5.586) 
- 10 
(68 x 0.909) + (65 x 
5.586) - 10 
(68 x 0.909) + (0 x 5.586) 
- 10 
(18 x 0.909) + (0 x 5.586) 
– 10 
                               
Overall NPV 

6.09.8 
107.0 
414.9 
5.8 
     6.4 
1189.9 

0.09 
0.21 
0.16 
0.24 
0.30 

54.9 
22.5 
66.4 
12.4 
  1.9 
ENPV 
158.1 
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(b) (ii) SNPV = )  ENPV(NPNn
2 J.P 

  
(609.8 – 158.1)2 0.09 = 
(107.0 – 158.1)2 0.21 = 
(414.9 – 158.1)2 0.16 = 
(51.8 – 158.1)2 0.24 = 
(6.4 – 158.1)2 0.03 = 
 

18 363.0 
    548.4 
10 551.4 
   2 711.9 
    6903.9 
   39078.6 

SNPV = 39078.6  =            197.7M 

 

 (iii) Z value= 
SNPV

ENPV -X 
 

 

   = 
197.7

158.1 - 10
 = - 0.749 

 
  Normal distribution table not given 
 
 
 
 
 
 
 
 
 
 
                                                                                                           
 
 
(c) do  = 55% x 4.50 = 2.475 
 Ke  = 11% 
 g  = ROE x retention ratio =10% x 45% = 0.045 = 4.5% 

 Po  = 
 g- ke

 g) (1 do 
  = 

0.045 - 0.11

5)2.475(1.04
 = sh 39.79 

 
 
 (ii)  

-0.75 
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Year Expected D.P.S PVIF11% , 

n 
P.V 

1        
2       15%
  
 
3 - ∞     
4.5% 
 

2.475(1.15) = 2.85   
2.846(1.15) = 3.27  
3.27(1.045) = 52.57 
0.11 – 0.045 
                      Price of 
share 

0.901 
0.812 
0.812 
 

2.57 
2.66 
42.69 
_____ 
  47.92 

 
 

 

 

NUMBER FIVE 

(a) (i) Forward rate of agreement (FRA) 
 
This is a contract between a bank and a company to lend or borrow a given amount 
of money at an agreed future interest rate. 
 
IA case of borrowing the Bank will loose if leading rate at the time of borrowing by 
the borrower is higher than the agreed interest rate 
 
FRA involve one year borrowing and the borrowing is in batches of UK ƒ500,000 
 
(ii) Interest rate futures 
 

 This is a contract to borrow or lend a fixed amount of money at a given rate 
and within a specified future period typically 3 months 

 Futures are closed out and people can buy or ell the futures e.g. the purchase of 
a interest rate futures entitle the buyer to receive interest which the sale of 
futures involve obligations to pay interest charges 

 Interest rate futures are closed out by reversing earlier e.g if one sold the 
 contract today, he will buy it at a future date. Initial deposits called 
margins  are required 

 

 The contracts must be in whole 
 
(iii)  Interest rate options 
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 This are also called interest rate Guarantee (IRG) and involve the right to 
borrow or lend at a guaranteed interest rate at a fixed future date. 

 If on exercise date the interest rate guranteed turns out to be unfavourable, the 
borrower/depositor will allow the option to lapse 

 A cost called premium is paid to buy options 
 
(iv) Interest rate Swaps 
 

 an agreement  to exchange interest rate obligations between two parties where 
one party has a fixed interest rate bond but anticipate decline in interest rate 
while another  has floating interest bond but anticipate increase in interest rate. 
Both parties would swap the interest obligations to take advantage of 
anticipated charges in interest rates. It does not involve actual cashflow of the 
principal loan 

 The loan, interest rate and period of loans must be equal 
 
(b) (i) Assumptions of CAPM 
 

 Investors are single period wealth maximisers 

 There is no inflation 

 Investors have homogeneous expectations regarding risk and return of a 
security 

 There is no inflation 

 Capital markets are perfect with no Taxes and there is free flow of information  

 Risk free rate is known and constant 

 All investors can lend and borrow unlimited amount of funds at risk free rate 
 
(ii) Empirical studies have not completely invalidated C.A.P.M. It is still applicable in 

computing the cost of equity, valuation of securities and gearing adjustments 
among others. 

 

 However, the existence of frictions in the market such as taxes, transaction 
costs, information costs and information asymmetry tend to invalidate CAPM 

 
(c)   (i) The total returns from a share will consist of returns from capital gains plus 

returns  on 
            dividend (dividend yield) 
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The average % returns over the 3 years period for Smart Ltd stock market would be 
determined as follows  
 
Smart  Ltd 

 

% Capital gains returns = 3
69.5

92.5
 - 1 = 0.10 = 10% 

    

 % Dividend yield = 









92.5

5.0

81.5

4.5

73.5

4.25

69.5

3.5
 / 4 

 
 = (5.03% + 5.78% + 5.52% + 5.41)/ 4 = 5.44% 
 
 Total % return  = 10% + 5.44%  = 15.445 
 
Overall market  

 

% Return from increase in share prices = 3
2600

3280
 - 1  = 0.08  = 8% = Rf 

 
 Average dividend yield = (3 + 5 + 5.5 + 5.5) /4 =4.75% 
 
 Total market % returns = 12.75%   = ERM 
Average risk free rate  = (7 + 9+ 8 + 8)/4 = 8% = Rf 
 
Expected return of Smart,  ERB = Rf + (ERM – Rf) Beta 
 
 15.44 = 8 + (12.75 – 8) Beta 
 7.44  = 4.75 Beta 

 Beta  = 
4.75

7.44
  = 1.57 
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