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1. A bond is issued with a 5% coupon rate and a market current yield of 7%. Which of the tollowmg

statements is correct?

(A) The bond’s yield to maturity is 5%.

(B) The bond’s price at maturity is higher than its issue price.
(C) The bond’s price decreases as it approaches maturity.

(D) The bond’s price at maturity is lower than its issue price.

2. Which of the following statements about dividend policy theories is incorrect?

(A) Modigliani and Miller (M&M) argue that dividend policy does not affect firm value, largely because
shareholders can create “homemade” dividends.

(B) M&M contend that a firm’s value is determined entirely by the success of its investment decisions;
therefore, it is independent of dividend policy. ' '

(C) Under the information-content hypothesis, a dividend cut conveys negative information about

expected future earnings; hence, dividend policy matters.

(D) The dividend clientele effect suggests that a firm’s dividend policy attracts particular types of
investors; that is, dividend policy arises only in response to clientele demand when higher stock prices
are an incentive, and once stock prices are in equilibrium, dividend policy is again irrelevant to firm.

value.

3. Based on the following dividend distribution plans:

Plan Stock Dividend Cash Dividend
A 10% 2.5 per share
B 5% 8 per share

Assume the stock price before the ex-dividend/ex-rights date is NT$100. Which plan results in a lower
stock price after going ex-dividend and ex-rights?

(A) Plan A

(B) Plan B

(C) The two plans result in the same price

(D) Cannot be determined

4, A, B, and C are three stocks with the same expected return. Their return standard deviations are 0.35,
0.25, and 0.45, respectively. The correlation coefficients are given below:

Correlation Matrix | A B ' C

A 1.00 -0.10 -0.40
B -0.10 1.00 -0.30
C -0.40 -0.30 1.00

Which of the following portfolios has the lowest risk? What is the standard deviation of the minimum-
risk portfolio?

(A) Invest equally in stocks A and B

(B) Invest equally in stocks A and C

(C) Invest equally in stocks B and C

(D) Invest all funds in stock C

5. Orion Technologies is currently all-equity financed {zero debt) and could issue debt at an interest rate
of 6.4%. Tts current WACC is 10.0%, and the corporate tax rate is 24%. If the firm changes its target
capital structure to 30% debt (and 70% equity), what will be its cost of equity?
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(A 11.07%
(B) 11.17%
(C) 11.27%
(D) 11.37%

6. The stock price of A Inc. will be either $65 or $85 one year from now. One-year European call options
on the stock are available. The current T-bill rate is 5%. Suppose the cutrent stock price is $70 and the
exercise (strike) price is also §70. What is-the value of the call option today?

(A) $5.79 :

(B) $6.38

(C) $6.07

(D) $7.14

7. A firm has issued a 30-year callable convertible bond with a par value of $1,000. The bond pays a
3.5% annual coupon, semiannually. Comparable nonconvertible bonds are priced to yield 5 percent,
compounded semiannually. The bond’s conversion price is $48, and the current stock price is $28.
Compute (i) the conversion premium and (ii) the bond’s minimum value (floor value). 1/ 1.025%0=
0.2276, Which answer is correct? '

(A) Conversion premium = 71.43%; Minimum value = $583.33

(B) Conversion premium = 71.43%; Minimum value = $768.28

(C) Conversion premium = 41.67%; Minimum value = $768.28

(D) Conversion premium = 71.43%; Minimum value = $795.88

8. Currently, the spot exchange rate is JPY 150.00 per USD. Forecasts indicate that the annual inflation
rate is expected to be 2.8% in the United States and 1.2% in Japan. Using the inflation differential to
project the exchange rate, what is the predicted exchange rate five years from now?

(A)JPY 121.50 per USD

(B) JPY 129.90 per USD

(C) JPY 138.38 per USD

(D) JPY 149.40 per USD

9. A European call option has a strike price of $50 and expires in 12 months. The current stock price is
$95. The risk-free interest rate is 3% per year, compounded continuously. If the stock’s volatility is 0%
per year, what is the current value of the call option?

(A) $42.69 '

(B) $45.00

(C) $46.48

(D) $47.89

10. Holding all else constant, which of the following changes would increase a firm’s cash cycle?
I. The inventory period increases.

I1. The accounts receivable period increases.

ITI. The accounts payable period decreases.

{A) I only

(B)Iand Il

(C) L and IIT

(D) L, 11, and ITI
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11. Which of the following is the most effective defense against a hostile takeover?
(A) A poison pill
(B) A golden parachute

(C) Restructuring the firm’s capital structure
(D) None of the above

12. An investment project requires an initial investment of $3.2 million today and is expected to generate
annual cash inflows of $0.95 million for 5 years. If the annual discount rate is 4%, what is the project’s

net present value (NPV)?
(A) $1.185 million
(B) $1.094 million
(C) $1.029 million
(D) $0.962 million

13. A sponsor supports a project by pre-ordering the creator’s future product and later receives the
promised product upon delivery. Which type of crowdfunding is this? '
(A) Equity crowdfunding
(B) Donation-based crowdfunding
(C) Reward-based crowdfunding
(D) Asset-based crowdfunding

14. What corporate governance problem can a pyramidal ownership structure create?
(A) Conflicts between controlling and minority shareholders

(B) Separation between voting and cash-flow rights

(C) Conflicts between shareholders and management

(D) All of the above

15. Apple Corp is evaluating two alternative capital structures. Under Plan A, the firm would have
13,000 shares outstanding and $110,000 of debt. Under Plan B, the firm would have 10,500 shares
outstanding and $220,000 of debt. The interest rate on the debt is 9 percent. Under an all-equity plan, the
firm would have 15,000 shares outstanding., What are the break-even levels of EBIT for Plan A and Plan
B relative to the all-equity plan?

(A) (74,250, 74,250)

(B) (66,000, 74,250)

(C) (73,500, 66,823)

(D) (74,250, 66,000)

16. You observe the following two securities:

Security Beta Expected return
Bubble beta 2.32  116.80%
Roberta beta (0.50) {9.30%

Assume both securities are correctly priced under the CAPM. Based on this information, what is the
expected return on the market portfolio?

(A) 12.74%

(B) 13.29%

(C) 13.88%

(D) 14.12%

%ﬁ%ﬁ%ﬁ'ﬁﬁ%ﬁ@ ’ %%%%%@%%%%




Bap k2 115 S5 EELgEEARE AL RRA

HH LA BHEE [HEABLERG] | BB 1 443002
s BREERR AT RAHAMREH) SAK4E

17. In behavioral finance, the affect heuristic is best described as:

(A) Investors predict future returns by assuming recent performance will continue.
(B) Investors use immediate feelings as a shortcut, which influences their perceptions of risk and

expected refurns.
(C) Investors give too much weight to information that is vivid and easy to remember, even if it is not

very informative.
(D) Investors tend to believe news that supports what they already think, and pay less attention to news
that goes against their view.

18. Which of the following are important indicators commonly used to assess a firm’s corporate
governance?

|I. Nomination committee

II. Shareholder election committee
I1f. Audit committee

IV. Supervisory board committee
V. Compensation committee

(A) I, 1L, and 111

(B) I, I, and IV

(O LI, and IV

(D)L 1, and V

19. Which statement correctly distinguishes a stock dividend from a stock split?

(A) Both transactions require a journal entry to reclassify retained earnings into paid-in capital.

(B) A stock split increases shares outstanding and increases total shareholders’ equity by the same
proportion,

(C) A stock dividend typically requires capitalization of retained earnings, whereas a stock split generally
does not require such capitalization.

(D) A large stock dividend is recorded at the market value of the shares issued, while a small stock

dividend is recorded at par value.

20. According to Taiwan’s Financial Supervisory Commission (&% &) Sustainability Roadmap for
listed firms, by which year must all listed finms complete a greenhouse gas (GHG) inventory, with the
inventory boundary aligned with the scope of the firm’s consolidated financial statements?

(A) 2025

(B) 2026

(C) 2027

(D) 2028

EINCTS SCTEEE> B
1. You want to evaluate the risk-adjusted performance of a stock (or a managed portfolio) using the

Fama—French three-factor model. Briefly explain, in a step-by-step way, how you would estimate (1)
Jensen’s alpha and (ii) the stock’s (or portfolio’s) loadings on the market, size, and value factors.

RAFHAYUD HEEFDATAA




Bid hRk2 115 LEeEELliLAEn L LR

HELH: MBEE [MEABLERE] R3% © 443002
MAHBREERE "ATU, EHTERCRAH) £5HESH

2. After finishing its capital expenditures for the year, Ford Manufacturing has $2,000 of excess cash.
Management must decide whether to invest the funds in Treasury bonds yielding 5%, or to distribute the
cash to shareholders, who would then invest the proceeds in the same bonds.

(a) If the corporate tax rate is 33%, what personal (ordinary income) tax rate would make shareholders
indifferent between receiving the dividend now and having Ford invest the cash on their behalf? (3
points)

(b) Is your answer in part (a) reasonable? Explain briefly. (1 point)

(c) Now assume Ford’s only investment alternative is preferred stock yielding 5%, and the 60%
corporate dividend exclusion applies. What personal tax rate would malke shareholders indifferent to
Ford’s dividend decision? (The 60% dividend exclusion applies to Ford (a corporation), not to individual

shareholders.} (3 points)
(d) Does this provide a strong case for maintaining a low dividend payout ratio? Why or why not? (3

points)

3. Show that, when corporate taxes are taken into account, the degree of operating leverage can be
written as:

DOL=1+[FCx(I-Tcy—-Tc x D]/ OCF

Assume there is no interest expense (1.e., ignore financing effects). Note that this expression reduces to
the no-tax case when 7¢ = 0. . .

Note:

OCF: After-tax operating cash flow

T¢: Corporate tax rate

FC: Fixed costs (excluding deprematlon)

D: Depreciation

4. Compaq Corporation is considering relaxing its current cash-only sales policy by offering customers
one-period net credit terms (payment due in one period). Assume costs are paid at the time of sale. Under

the new policy revenue is collected one period later.
(a) Using the information below, determine whether Compag should adopt the new policy. Assume the

required return is 4.5% per period. (5 points)

Current policy New policy
Price per unit $67 $75
Cost per unit $52 $52
Unit sales 3005 3100

(b) Based on your analysis in part (a), compute the break-even unit sales level under the proposed policy
(i.e., the quantity that makes Compaq indifferent between the two policies). (5 points)
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