Key to Quiz VI; F4360; Spring, 1998

1.  What is the implication for you as an investor of buying a stock on the ex-dividend date?

Don’t receive next dividend

Use the following information to answer questions 2 and 3.

Overcoming Stereotypes Inc. currently has 350,000 shares outstanding with a current market value of $38 per share.  Overcoming is planning to repurchase 25,000 shares at $45.  

2.  What will be the value per share after the repurchase?
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3.  Suppose that Overcoming plans to repurchase the shares using transferable put rights by issuing one put per outstanding share.  How many puts will stockholders have to surrender with each share that they sell back to the firm?
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4.  Suppose Embarrass Baylor Inc. has just announced an unexpected increase in dividends.  What does the signaling theory suggest will happen to Embarrass’ stock price?  Will rise

5.  Will an investment banker tend to be most involved when a firm issues stock through a cash offering, a rights offering, a shelf registration, or a private placement?  Cash offering

6.  Suppose stock you own has a preemptive right.  What does this mean?

Have right to buy new shares in proportion to current ownership

7.  How does the current corporate tax code affect the optimal capital structure of firms in the U.S.?

Incentive to have higher debt

8.  What is one cost associated with high debt levels that lead to a loss of confidence in the firm?

One of:  lost sales, loss of best employees, higher credit costs, lost credit purchases

9.  How does the presence of a conflict of interest between stockholders and managers affect a firm’s optimal capital structure?

Incentive to have higher debt

10.  What evidence do we have that stockholder-bondholder conflict does play a role in capital structure decisions?

Most indentures include restrictive covenants and provisions for monitoring
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