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Provide a short answer to each of the following.

1.  List but do not discuss two rights of common stockholders.

Two of:  Residual claim to income and assets, control, preemptive right

2.  Suppose your firm is planning to issue securities via a shelf registration.  What are two requirements of your firm before you can issue securities via a shelf registration?  

Two of:  (1)  Firm rated "investment" grade, (2)  Firm hasn't defaulted in the last 12 months, (3)  Market value of stock >$75 million, (4)  No violation of Securities Act of 1934 in the last 12 months.

3.  What evidence do we have regarding differences in capital structures across industries?

Differences exist and do not appear to be converging.  Note:  Low growth has more debt than high growth.

4.  Suppose the firm you own stock in has recently announced that it intends to issue debt and use the proceeds to repurchase stock.  What can you do to undo the impact of this action on the risk and expected return you face?

Sell shares and buy bonds that the firm is issuing.

5.  One of the costs associated with debt is costs associated with bankruptcy.  What are two examples of bankruptcy costs?

Two of:  legal fees, court costs, restructuring costs, administrative costs

6.  BRIEFLY discuss what evidence we have regarding the amount of debt outstanding at the average firm?

Low since average firm has less than 50% debt (book value) and pay significant taxes (not fully utilizing tax shield)

7.  Assume that capital markets are perfect, that investors have homogeneous expectations, that investments are optimally fixed, and that all of a firm’s surplus cash has been paid out, what are two reasons that stockholders should be indifferent to an additional dividend by the firm.  

Two of:  wealth unaffected, can undo dividend by using cash to purchase shares, can create own dividend by selling shares.

8.  What evidence do we have about how stock price behavior on the ex-dividend date?

Falls by an amount less than the dividend in the first few minutes of the day.

9.  List two advantages of using transferable put rights rather than a tender offer to repurchase shares.

Two of:  no wealth redistribution, no oversubscription problem, additional tax advantage

10.  How do investors sort themselves according to the dividend clientele theory?  

High tax buy low dividend and low tax buy high dividend.  

