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Stock Beta
A 0.70
B 1.00
C 1.15
D 1.40
E -0.30
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E(R;) = RFR+ B[E(Ry;) - RFR]

E(R,)=0.05+0.70(0.09 - 0.05)
=0.078 =7.80%

E(Rg) =0.05+1.00(0.09 - 0.05)
=0.09=9.00%
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E(Rc) =0.05 +1.15(0.09 - 0.05)
=0.096 = 9.60%

E(Rp) =0.05 + 1.40(0.09 — 0.05)
=0.106 = 10.60%

E(Rg) =0.05 + (-0.30)(0.09 - 0.05)
=0.05-0.012
=0.038 =3.80%
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Current Price  Expected Price Expected Dividend Estimated Future Rate
Stock (P (o) (D) of Return (Percent)
A 2 26 100 8.00%
B 40 7 050 6.20
¢ 33 37 1.00 15.15
D 64 66 110 516
E 5 53 - 6.00
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Required Return Estimated Estimated Return
Stock Beta E(R) Retumn Minus E(R;) Evaluation
A 0.70 7.80 8.00 0.20 Properly valued
B 1.00 9.00 6.20 -2.80 Overvalued
C 1.15 9.60 15.15 5.55 Undervalued
D 1.40 10.60 5.16 -5.44 Overvalued
E -0.30 3.80 6.00 2.20 Undervalued
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