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a. If the rate of return on risk-free assets is 4% and you think the rate of return on the A portfolio will be 14%, then what expected rate of return would you have to have before deciding whether to invest more in the mutual fund?
CAPM links the systematic market risk and the returns of all securities. The measure of systematic risk is the beta coefficient (β) (Ehrhardt & Brigham, 2016). It measures the sensitivity of return of a security to changes in returns on the market portfolio. Beta ( β) is usually computed for a stock as;
 Ki = Rf+bi(Km ─ Rf) 
Where;
Ki is the required/expected return on security i
Rf is the risk-free rate
bi is the Beta coefficient of systematic risk of security I, and
Km is the required rate of return on the market portfolio
Given that
bi=0.8  that is (β) < 1, so the security has less systematic risk than the market portfolio
 Rf = 4, Km = 14,  bi =0.8
So as per CAPM
Ki = Rf + bi * (Km - Rf)
=4+0.8(14 - 4)
=4 + 0.8 * 10
=4+8
=12
Hence the required return is 12%
b. Is this mutual fund attractive?
The risk is always associated with the return levels. Since there is less risk, the return is also less. Since it is greater than the expected 11% with less risk, he can go for it. A typical risk-averse investor will go for it. Unusually, Beta shows how much the price of a particular stock jumps up and down compared with how much the entire stock market jumps up and down. Therefore mutual fund is attractive. 
c. If the T-bill rate is 4% and the expected return for the market is 12%, then using the CAPM – compute the following:
1.  What is the risk premium on the market?
Given that T bill rate =4 % (that is risk free rate, Rf)
Km=12%
 Risk premium= (Km-Rf )
                        = (12-4)
                       =8                
Therefore the risk premium is 8%        
2. What would the required return be on an investment that has a beta of 1.5?
 β = 1.5
Ki= Rf + bi( (Km-Rf)
      =4+1.5(12-4)
       =4+ (1.5*8)
        =4+12
          =16
Hence if with a Beta of 1.5, the required return will be 16%.
3. If a mutual fund B with a beta of .8 offers an expected rate of return of 9.8% – is the NPV positive?
bi=0.8
As per CAPM
Ki = Rf + [bi x (Km - Rf)]
=4 + 0.8 (12-4)
= [4+ (.8 x 8)] = 4 + 6.4
=10.4
Thus the rate of return of the security is 10.4%. Comparing it with the required rate of return of 9.8%, 9.8% is less than 10.4% hence the investment has a negative net present value. 
4.  If the market expects to return 11.2% from Mutual Fund X, what is its beta?
Given Ki=11.2
As per CAPM
Ki = Rf + [bi x (Km - Rf)]
11.2 = 4 + [bi x (12-4)]
11.2 - 4 = bi x 8
7.2 = 8 bi
bi = 7.2/8 =o.9
Hence Beta will be 0.9
d. How could you mix an equity mutual fund with a risk–free position in Treasury bills or Certificates of Deposit to increase the expected rate of return on the portfolio but keep the risk level the same or even reduce the risk?
The portfolio, in this case, is created by mixing stock index mutual fund and the T-Bill, which has a risk free interest rate (Fracassi, 2017). If we have 80% of investment done in stock index mutual fund whose bet is 1.0 and 20% is T-Bill, then the Beta would remain the same as that of the manager's risk, which is computed as;
Beta of portfolio = weight * beta + weight *beta
		= (0.08 * 1.0) + (0.20 * 0)
		= 0.8 + 	0
		= 0.8
Hence, in this case, the Beta of the portfolio is computed as 0.8.
Using CAPM, the return expected of the market is;
Expected Return = Rf + bi(Rm – Rf)
		= 0.2*4% + 0.8*14
		= 0.8 + 11.2
		= 12%
The expected return is 12%, which is higher than that of the managers as he expects to earn a return of 11%. This is because the maximum investment is made in the stock index mutual fund, but Beta is 1, which means that it has got an average response to the fluctuations in the market.  
On the other hand, the beta portfolio is 0.8, which shows that the portfolio is not much responsive to the market fluctuations. Although the portfolio does not respond to the market fluctuations but to the individual stock mutual fund index, it has an average response to the market fluctuation (Hull et al., 2013). Generally, the return is higher since some risk is involved in the investment with a maximum weight of 80%.
e. As part of your assessment in this assignment, explain why a mutual fund needs to provide an expected rate of return that exceeds the security market line that is predicted in order for investors to find the fund attractive
According to CAPM, the SML precisely shows the linear relationship between the fair required rate of return of individual security and its sensitivity to the expected market rate of return (Ross et al., 2019). It is given by the formula;
r = ri + bi(rm – rf)
Any security that falls on the SML indicates the security’s fair expected or required rate of return that can be earned by mixing the market portfolio with the risk-free asset. Whenever the mutual fund provides returns equal to the fair expected or even the required rate of return as predicted by SML, the fund will not be that attractive for investment. This is because that kind of return can be earned by the investor herself by mixing the market portfolio and risk-free asset in a proportion as per risk appetite. Therefore, only if a mutual fund provides a return in excess of the returns predicted SML, it can be attractive for investment opportunity by investors. 
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