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1. The Dodd-Frank Wall Street Reform and Consumer Protection Act (the Wall
Street Reform Act) is signed into law by U.S. President Obama on July 21, 2010.
Please briefly review the Wall Street Reform Act. (6%)

2. Asstock price is currently $40. It is known that at the end of three months it will be
either $46 or $34. The risk-free interest rate is 12% per annum with continuous
compounding. What is the value of a 3-month European call option with a strike
price of $40? (8%)

(Note: ¢%'2=1.1275; ¢®1=0 8869; ¢2%~] .0305; €%%=0.9704)

3. Stock X has a beta of 1.5 and an expected return of 14 percent. Stock Y has a beta
0f 0.8 and an expected return of 9 percent. If the risk-free rate is 5 percent, are
these stocks correctly priced? If not, which stock is overvalued relative to the
other? (7%)

4. Consider the ROA (Net Income/Assets) and the ratio EBITD/Assets. What do
these ratios tell us? Which one is more useful for comparing two companies? Why?
(6%)

5. Briefly explain the following terminologies:

a. American depositary receipt
b. Private placement

¢. Spin-off

d. Green shoe provision (8%)

6. Taiwan Air Cor. (TA) expects it EBIT to be $120,000 every year forever. The firm
can borrow at 6 percent. TA currently has no debt, and its common has a beta of

' w i 1.5. The risk-free rate is 4 percent, and the market risk premium is 4 percent. If the
it tax rate is 25%,
::’ R a. What is the value of TA?

b. What will the value be if TA borrows $300,000 and uses the proceeds to
repurchase shares?

¢. What is the cost of equity after recapitalization? (15%)
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