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Name ______________________________

1.  What is a preemptive right?

2.  How are shares issued via a rights offering?

3.  What evidence do we have that an agency conflict does in fact exist between stockholders and bondholders?

4.  What are two ways that debt helps resolve conflict between stockholders and managers?

5.  Assume there are 5 firms with identical expected cash flows from operations and identical current levels of debt.  Assume also that the expected tax savings for an additional dollar of interest paid is lowest for firm 1.  What characteristic of firm 1 would cause it to have the smallest tax savings?

6.  Assume that two firms have identical assets that produce identical expected cash flows.  Assume also that the market value of these assets is $400,000.  Finally, assume that Firm #1 is funded entirely with equity while Firm #2 is funded with $150,000 of debt and with equity.  How would you duplicate the payoff from investing in Firm #2’s equity by using the equity issued by Firm #1?

7.  What is the significance of the ex-dividend date?

Quiz II; F5360; Summer, 2000; page 2 of 2

Use the following information to answer questions 8 and 9.

Clumdee Corp. has 5 stockholders as follows:

Name
Shares
Tim
25,000

Greg
15,000

Sally
30,000

Jane
20,000

Kelly
50,000
Total
140,000

Clumdee’s shares have a current market value of $80 per share but Clumdee is expecting to repurchase 20,000 shares for $100 each.

8.  What is the value per share for the firm’s stock after the repurchase?

9.  If the firm repurchases shares by issuing one transferable put right for every outstanding share, what is the value of each put?

10.  If we assume perfect capital markets, homogeneous expectations, optimally fixed investment and that any surplus cash has been paid out to stockholders as a dividend, then stockholders will view dividends as irrelevant.  Give a very short explanation of why stockholders will view the dividend as irrelevant.

