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Name ______________________________

1.  A friend of yours has just come to you with a question about a bond he owns since he knows you are a finance major.  He states that the firm is able to retire the debt early by paying him par plus a premium.  He was trying to explain this to his dad but he can’t remember the name of this feature.  What is the name of this feature?

2.  Another friend of yours has decided to take the Internet firm he started this summer public.  However, he has heard that it can be quite expensive to take a firm public through a cash offering.  One of the expenses he has heard about is underpricing.  He doesn’t know what underpricing is but would like for you to tell him what it is.  What do you tell him?

3.  Suppose you own 0.6% of the common stock and 0.6% of the bonds of WTO Inc. (a sinister firm aiming to control the world...you only own the stock and bonds to keep informed of the firm’s evil activities...and of course to earn a nice return for yourself).  WTO has just announced that they intend to issue significant amounts of new debt and to use the proceeds to repurchase half of their outstanding equity.  How would you go about assuring that the risk of your portfolio is unaffected by this action by WTO?

4.  Assume that the government were to decide to change the tax code so that the firm’s interest expense were no longer tax deductible (much as it eliminated the personal deduction for non-mortgage interest a number of years ago).  How would this change affect the optimal capital structure for the typical firm?

5.  Equity usually earns more than debt since equity is typically riskier than debt.  In Miller’s analysis of capital structure, he examines the impact of personal taxes on the optimal capital structure of a firm.  What impact does Miller suggest personal taxes have on this spread between debt and equity returns?

6.  What two pieces of evidence do we have that suggests that the typical firm has fairly low levels of debt?
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7.  If nothing else changes, why should a stockholder be indifferent to a stock dividend by a firm that they own shares in?

8.  List (but do not discuss) the advantages that repurchasing shares through a transferable put right offers over repurchasing shares through a tender offer.

9.  Briefly discuss why the Signaling Theory of Dividends suggests that an unexpected increase in dividends will cause the stock price of the firm to rise.

10.  Give three reasons that given Modigliani and Miller’s assumptions stockholders, should be indifferent to whether or not the firm pays an additional dividend to stockholders.







