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1. What effect do you think the announcement of cash dividend will have on the price of a put option on
the stock of the firm? (5%)

2. Suppose you will begin your graduate study six months from today. School of expense of NT$50,000
will need to be paid at the beginning of each of four semesters. You can borrow and lend at the market
annual interest rate of 10%. What is the duration of the liability for your graduate study? (10%)

3. According to the report by Wall Street on May 2013, Sony said that its board has denied the spin-off
proposal from the hedge fund Third Point (a large shareholder of Sony). Why might a company conduct
a spin-off? (8%)

4. A Taiwanese listed stock with imputation tax rate of 20% will distribute cash dividends of $2 per share
to its shareholders. An investor in a 40% tax bracket has 2 ,000 shares of this stock. Please analyze the
tax liability of cash dividends received for this mnvestor. (10%)

5. The Growth Company and the Value Company and are two firms whose business risk is the same but
that have different policies. Growth pays no dividend, whereas Value has an expected dividend yield of
6%. Suppose the capital gains tax rate is zero, whereas the dividend tax rate is 40%. Growth has an
expected earnings growth rate of 12 percent annually, and its stock price is expected to grow at the same
at the same rate. Because they are in the same business risk, the after-tax expected returns on the two
stocks are equal. What is the pre-tax required return on Value stock? (9%)

6. As introduced in Question 5, the CFO of the Value Company has two choices to distribute its earnings to
shareholders: cash dividends versus stock repurchase. Please compare the effects of the two
dividend-paying methods on the agency costs of Value Company. (8%)

7. Please describe and comment on the academic contributions of Eugene F. Fama, Lars Peter Hansen, and
Robert J. Shiller. (12%) ‘
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