4. Suppose that the risk-free return is 3% and the expected return on the market
portfolio is 15%. The capital structure of General Motors consists of equity and
debt in equal amounts. There may or may not be some risk of default on the debt.
The equity has a beta of 1. General Motors is considering an investment project
with an expected return of 12%. The riskiness of this project is about the same as

that on General Motors capital as a whole. You can ignore taxes.

Do you have enough information to determine whether GM should implement this
investment project? If so, determine whether it should do so. Il not, explain what
additional information you need; also, supply the missing information (any way

vou want) and determine whether GM should implement the investment project.
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