
Please use the following information to answer the next TWO questions.
ATI Technlgys (ATY) 20.64
X	Mat	Type	Vol	Bid	Ask	Open Interest
20 	Mar 	C 	25 	0.65 	0.75 	76 
22 	Mar 	P 	30 	1.40 	1.50 	975 
19 	Apr 	P 	10 	0.30 	0.40 	118 
20 	Apr	C 	40 	1.40 	1.50 	483 
20 	Apr	P 	40 	0.55 	0.65 	278 
Total option vol. 633 	Total open int. 11,482

1.  How much would it cost to purchase one contract (100 options) of the April call option, assuming you wanted to buy right now?
a) $4000
b) $2000
c) $150
d) $140
e) None of the above

You will need to buy at the Ask price.  The April call option has an Ask price of $1.50.  Multiplied by 100 you get $150

2. Why is the April call option more expensive than the March call option?
a) The stock has a greater chance of going down in value between now and April, in comparison to between now and March
b) The stock has a greater chance of going up in value between now and March, in comparison to between now and April
c) There is more time value associated with the April option, in comparison to the March option
d) There is more time value associated with the March option, in comparison to the April option
e) None of the above

 3. Clementi Inc. stock currently has a share price of $3.42.  The call option on Clementi Inc. stock with an exercise price of $3.30 currently costs (i.e, has a call premium) of $.25?  What is the intrinsic value of the call option?
a) $0
b) $.12
c) $.13
d) $.25
e) None of the above

The call option has an intrinsic value of $.12 because that is how much you would make if you exercised the option at this particular point in time (3.42-3.30)

4. Call options are available on Maple Leaf hockey playoff tickets.  The call options have a price (i.e., call premium) of $20.  The exercise price on the call options is $100.  If the Maple Leafs get to the playoffs, the actual price of the tickets will be $220.  If you purchase one call option now and the Maple Leafs get to the playoffs later, what would be your profit (not your payoff) in the event that you decided to exercise your option and sell the underlying ticket at that time?
a) $0
b) $20
c) $100
d) $120
e) None of the above

Profit on call option = (S-X) – C = 220-100 – 20 = 100

5. You have just bought 1000 call options on Sensitivity Inc. stock. The exercise price on half of the call options was $12 and the exercise price on the other half was $13.  The call options all cost you $.50 each (this is unlikely since the exercise price was not the same on all the options, but ignore this detail for the purpose of this question).  What does the price of the underlying stock have to be in order for you to break-even (i.e., have a 0 profit) on the overall transaction?
a) $12
b) $12.50
c) $13
d) $13.50
e) None of the above

The average price of the options was $12.50.  The cost was $.50.   
In order for (S-X)-C = 0, S must equal $13.  

6. Which of the following is NOT an option like security?
a) A warrant
b) A forward contract
c) A convertible bond
d) An insurance policy
e) An employee stock option

7. A convertible bond with a $1000 face value has 10 years left until maturity and pays a 2% annual coupon.  The bond, if it were a straight bond, would have a 4% yield to maturity.  The convertible bond has a conversion ratio of 22.  The stock is currently priced at $41 per share.  What is the current minimum value of the convertible bond?
a) $1863.64
b) $902
c) $1000
d) $837.78
e) None of the above

The minimum price of the bond is the greater of the current straight bond value or the conversion value.  The current straight bond value is $837.78 based on N=10, FV = 1000, r=.04, and Pmt = 20.
The conversion value = 22 * 41 = $902

8. Which of the following is generally NOT considered a good reason for pursuing a merger?
I)	Diversification
II)	Revenue Enhancements
III)	Cost Reductions
a) I) only
b) II) only
c) III) only
d) Both II) and III) 
e) All of I), II) and III)

Refer to Sections 23.4 and 23.5 of your text

9. Which of the following is generally considered a good reason for pursuing a merger?
I)	Diversification
II)	Tax Gains
III)	Economies of Scale

a) I) only
b) II) only
c) III) only
d) Both I) and II)
e) Both II) and III)

Refer to Sections 23.4 and 23.5 of your text

Please use the following information to answer the next TWO questions.
QuickResolve products, headquartered in Rockford, Illinois, was a mid-sized company with assets of $2 billion.  Its P/E ratio was rather low at 12.5 times – much below the average P/E ratio for the industry.  The financial statements follow:

	QuickResolve Products
Income Statement ($ millions)

	Revenues
	1,500

	Cost of Good Sold
	1,320

	Gross Profit
	   180

	Selling and Admin. Expenses
	     50

	Depreciation
	     15

	Interest    
	     15

	Earnings before Taxes
	   100

	Taxes (40%)
	     40

	Net Income
	     60

	
	

	Dividends Paid ($.80 per share on 50 million shares)
	     40 

	Addition to Retained Earnings
	     20




	Quick Resolve Products
Balance Sheet ($ millions)

	Cash
	300

	Marketable Securities
	200

	Accounts Receivable
	200

	Inventory
	300

	Total Current Assets
	1000

	
	

	Gross Fixed Assets
	1400

	Accumulated Depreciation
	-400

	Net Fixed Assets
	1000

	Total Assets
	2000

	
	

	Accounts Payable
	150

	Accruals
	130

	Notes Payable
	500

	Total Current Liabilities
	780

	
	

	Long-Term Debt
	600

	
	

	Common Stock (Par Value = $2 per share)
	100

	Capital Surplus
	340

	Retained Earnings
	180

	Total Shareholder’s Equity
	620

	Total Liabilities and Shareholder’s Equity
	2000 




10.   What is the firm’s EPS (earnings per share)?
a) $.40
b) $.80
c) $1.20
d) $1.60

The EPS is equal to the total earnings (i.e., net income) divided by the total number of shares.  This information is available in the firm’s income statement above.  NI = $60 and number of shares = 50M.
Therefore, the EPS = $1.20

11. What is the firm’s current market value of equity?
	
a) $620,000,000
b) $100,000,000
c) $750,000,000
d) $520,000,000

You can calculate this by multiplying the current net earnings by the current P/E ratio.
NI = $60 and P/E = 12.5.
Therefore, the current value of the firm’s equity = $750M

12. Which of the following statements is most true?
a) A poison pill makes the acquisition of a target more expensive but does not prevent the acquisition from occurring
b) Like ordinary stock rights, the rights granted in a poison pill can be exercised immediately and can be bought and sold separately from the stock
c) The exercise price of the rights, before they are triggered, is set well below the current price of the stock, so that they are deep in the money
d) A poison pill makes it impossible for a would-be acquirer from acquiring a target

13. Which of the following statements is/are true?
I)	The costs of distributing bonds in the private market are usually lower than the cost of issuing bonds in the public market
II)	Term loans must be issued by Chartered banks only
	a)	I) only
	b)	II) only
	c)	Both I) and II)
	d)	Neither I) nor II)

Please use the following information to answer the next TWO questions.
Houman Inc. produces and sells educational material to the High School market.  Management of Houman have decided that they want to raise $5,000,000 in new equity.  They have also decided to use a rights issue in order to raise the money, and they have decided to set a subscription price of $50 per share for the new stock.  The current price of the shares is $70 per share and there are currently 1,480,000 shares outstanding.  

14. How many rights will be required to purchase 5 new shares?
	a)	50
	b)	70 
	c)	90
	d)	110
	e)	None of the above
N = number of old shares / number of new shares
Number of old shares = 1.48M
Number of new shares = amount to be raised/ subscription price = $5M/$50 = 100,000
N= 1.48M/100K = 14.8

15. What will be the price of the shares after the rights issue has been fully subscribed to, everything else being equal?
	a)	$60.51
	b)	$74.32
	c)	$48.65 
	d)	$68.73
	e)	$70.02

P1 = total value of firm / total number of shares
Total value of firm  	= original value + money raised from rights offering
			= (1.48M * 70) + $5M
Total number of shares 	= 1.48M + 100K = 1.58M
P1 = $108,600,000 / 1,580,000	= $68.73
		
16. Harding Renovation Inc. needs to raise $3.25 million in order to engage in new projects.  The firm will issue new shares in a cash offering in order to do this.  The shares will be issued at $4.20 each and the underwriters will charge a 9% spread on the total amount sold to the public.  How many shares need to be sold to the public in order for Harding Renovation to get its $3.25 million?
a) 837,136
b) 843,452
c) 850,340
d) 861,429
e) 864,392

# of new shares = total value of underwriting / price per share
Total value of underwriting = 3.25M/.91 = $3,571,429
# of new shares = $3,571,429 / 4.20 = 850,340

17. Hislop Inc. has decided to issue new shares in a cash offering in order to raise $24,000,000 for new projects.  Through an underwriter, the firm will sell 1,200,000 new shares at $22 each.  What % spread is the underwriter charging Hislop?
a) 8.18%
b) 9.09%
c) 10%
d) 11.11%
e) None of the above

Spread = Underwriter fee / total sale
Underwriter fee 	= total sale – proceeds to firm
			= (1.2M*$22) - $24M = $2.4M
Spread 			= $2.4M / (1.2*$22) = 9.09%

Please use the following information to answer the next TWO questions.
Sonja is a wheat farmer.  It is currently March and Sonja is planting her crop.  She expects to have 150,000 bushels of wheat for harvest in September.  The current price of wheat is $3 per bushel.  The current futures price for wheat for September delivery is $3.08 per bushel.  Each futures contract is for 10,000 bushels.  

18. What should Sonja do to minimize the risk associated with the price uncertainty associated with what the price of wheat will be in September?
	a)	In September, Sonja should buy 15 futures contracts on wheat.
	b)	Sonja should sell 15 September futures contracts on wheat right now
	c)	In September, Sonja should sell 15 futures contracts on wheat
	d)	Sonja should buy 15 September futures contracts on wheat right now

19. If Sonja buys 15 futures contracts on wheat right now, and if the price of wheat in September turns out to be $2.74 per bushel, what will be her profit or loss as a result of entering the futures contract?
a) -$51,000
b) $39,000
c) -$12,000
d) $63,000

Profit (loss) = # of contracts * profit(loss) per contract
Profit (loss) per contract = 10,000 * (S-F) = -$3,400
Profit (loss) = 15 * -$3,400 = -$51,000

20. Which of the following is a reason why a firm or individual might engage in a futures contract?
I)	Risk management
II)	Speculation
a) I) only
b) II) only
c) Both I) and II)
d) Neither I) nor II)


21. The Long View Flour Milling company plans to produce 1,000,000 pounds of flour in the October through December period.  A bushel of wheat is needed to produce 50 pounds of flour.  The current futures contract on September delivery for wheat has a price of $3.08 per bushel.  Each contract is for 1,000 bushels of wheat.  It is currently March, six months before September. If Long View wants to manage the risk of the cost of wheat, what should it do now?
a) Long View should buy 20,000 September futures contracts
b) Long View should sell 20,000 September futures contracts
c) Long View should buy 20 September futures contracts
d) Long View should sell 20 September futures contracts

Long view needs to buy wheat, so it should buy futures contracts.
Long view needs 1M/50/1000 = 20 contracts.

22. Jack and Jill have just (as of December 16th) entered into a forward contract.  The contract stipulates that Jack will buy 8500 pounds of frozen orange juice from Jill in one year’s time.  The current price of orange juice is $.92 per pound.  The annual cost of storage is $0.04 per pound.  The risk-free rate is 2%.  What should be the futures price of the contract?
a) $8,316.40
b) $7,636.40
c) $9,010.40
d) $8,330.40
e) $9,852.40

F = S(1+r)^t +ct
F= (.92*8500)*(1+.02)^1  +  (.04*8500)*(1) = $8,316.40

23. Which of the following is a best practice associated with an effective Board of Directors?
a) Board members who are highly dependent on senior management
b) Board members on key committees who are highly dependent on senior management
c) Making sure that the CEO and the Chairman of the Board of Directors is not the same person
d) An extensive use of stock options in order to align the goals of management with the goals of bondholders

24. Which of the following is most likely to be on a firm’s best practice list if it wants to be socially responsible as generally accepted by those who preach corporate social responsibility?
	a)	Investing in the tobacco industry
	b)	Investing in open pit mining technology that is cost effective but produces pollution that the firm does not have to clean up	
c)	Supplying parts to the nuclear power industry
	d)	Increasing the percentage of employees who come from the local community
	e)	Engaging in labor practices that save the firm money and are punitive to employees in some way

25. Which of the following might be the goal of the firm?
I)	To maximize shareholder wealth
II)	To maximize social welfare
	a)	I) only
	b)	II) only
	c)	Both I) and II)
	d)	Neither I) nor II)

26. Which of the following statements is true with respect to a Compromise dividend policy?
I)	Maintain a target dividend payout ratio
II)	Avoid the need to sell equity
		a) I) only
		b) II) only
		c) Both I) and II)
		d) Neither I) nor II)


27. Please fill in the blanks.  Kertashy Corp. has 500,000 common shares outstanding, priced at $4.20 each.  The firm has $200,000 in cash on hand.  The firm has no debt.  The firm is considering a $.10 dividend per share.  Alternatively, the firm is thinking of taking the funds that it would have used to pay the dividend in order to buy back shares of the firm at the market price.  If management of Kertashy decides to go ahead with the share repurchase, the price of Kertashy Corp. shares after the share repurchase will be ____________, and the number of shares outstanding will be _____________?
a) $3.70…500,000
b) $4.20…511,905
c) $4.20…500,000
d) $3.70…488,095
e) $4.20…488,095

If the shares are bought back at the market price, the transaction will be a 0 NPV transaction and the share value will not change.  The number of shares bought back will be (500,000*$.10)/$4.20 = 11,904.76

28. Which of the following statements is true?
I)	Stock dividends are taxable and stock splits are not taxable
II)	The minimum stock dividend is 10%.  Anything smaller is considered a stock split.
a) I) only
b) II) only
c) Both I) and II)
d) Neither I) nor II)

29. Jorge currently owns 2500 shares of Piecemeal Inc.  Piecemeal Inc. shares trade at $38 per share.  Piecemeal Inc. shares do not currently pay a dividend.  Jorge needs $950.  What should Jorge do?  There are no taxes or other market imperfections. 
a) Jorge should buy another 50 shares
b) Jorge should sell 10% of his shares
c) Jorge should sell 5% of his shares
d) Jorge should sell 25 of his shares
e) None of the above

X = number of shares to sell as homemade dividend = 950/38 = 25

Please use the following information to answer the next THREE questions.
Coumany Inc is a mining company.  It expects its mining operation to keep going for another five years.  It currently expects to pay $.20 per share in dividends for each of the next five years, at the end of each year, and a liquidating dividend of $2.00 per share at the end of the fifth year.  Houman owns 2000 shares of Coumany Inc.  Houman wants to make sure that he receives an equal amount of money each year from Coumany Inc.   The discount rate is 9.2% There are no taxes or other market imperfections.

30.What is the current value of Houman’s  holdings in Coumany Inc. stock?
a) $2,136.42
b) $4,123.83
c) $8,691.15
d) $12,353.94
N=5, PMT = $.20*2000 = $400, FV = $2*2000 = $4,000, r = .092
PV = $4,123.83

	31. The answer to the prior question was NOT $10,000, but if the value of Houman’s holdings were $10,000, how much money would Houman need to get at the end of each year in order for the amounts at the end of each of the five years to be equal?
a) $2,584.28
b) $5,189.21
c) $6,429.99
d) $9,925.40
e) None of the above

We’re looking for PMT (payment) and we have PV, r, and N.
Given PV = $10,000, r = .092, and N= 5,
PMT = $2,584.28

32. Regardless of the actual value of Houman’s holdings, in order for Houman to ensure that he receives the same amount of dividends each year, what will he have to do?
		a) Sell off X shares at the end of time 1 and X shares at the end of each year thereafter
		b) Sell off X shares at the end of time 1 and purchase Y shares at the end of each year thereafter, 
	 	c) Sell off X shares at the end of time 1 and purchase Y shares at the end of each year thereafter, where X>Y
		d) Sell off a different number of shares at the end of each of the first four years and just take the liquidating and final regular dividend at the end of year five
		e) Sell off X shares at the end of time 1 and purchase a different number of shares at the end of each year thereafter 

Please use the following Table to answer the next TWO questions.
Book value debt/equity ratios for selected industries in Canada, 2005 (abridged)
Industry								Ratio
Agriculture, forestry, fishing, and hunting   .    .    .    .    .    .    .    .    .	1.296
Oil and gas extraction and support activities    .    .    .    .    .    .    .     .	  .967
Mining (except oil and gas)     .    .    .     .    .    .     .     .      .    .    .     . 	  .454
Accommodation and food services    .     .     .    .    .    .    .    .    .     .     .	3.592
Transportation and warehousing	      .     .    .    .    .    .    .    .    .    .     .	1.454

33. Which one of the above industries is likely to have the most business risk?
		a) Agriculture, forestry, fishing, and hunting
		b) Oil and gas extraction and support activities    
		c) Mining (except oil and gas)     
		d) Accommodation and food services    

34. Which one of the above industries is likely to have the least business risk?
		a)	Agriculture, forestry, fishing, and hunting		
		b)	Oil and gas extraction and support activities    
		c)	Mining (except oil and gas)     
		d)	Accommodation and food services   


Please use the following information to answer the next TWO questions.
Donkey Corp currently has the following market value Balance sheet:  

Cash 			$100,000,000	$420,000,000 	Debt
Other Assets	$900,000,000	$580,000,000 	Equity

The current share price for the firms shares is $14.50 per share.  The firm is considering issuing enough new shares (at the current price) to pay off all of the debt.   Mr. Elephant owns 20,000 shares of Donkey  Corp. stock.  There are no taxes.  The cost of debt for both Donkey Corp. and Mr. Elephant is 6% annually.

35. Mr. Elephant likes the cash flows under the current capital structure.  If the firm decides to adopt the proposed capital structure, what must Mr. Elephant do in order to make sure that he receives the same cash flows as he would have had under the current capital structure?
a) He must sell 8400 shares and put the proceeds in the bank
b) He must sell 11600 shares and put the proceeds in the bank
c) He must borrow $121,800 and use the money to buy more shares in the firm
d) He must borrow $168,200 and use the money to buy more shares in the firm
e) He must borrow $210,000 and use the money to buy more shares in the firm

If the firm gets safer, Mr. Elephant must get riskier.  Hhe must borrow enough to achieve a 42/58 D/E ratio, where Equity = $290,000 (20000*$14.50).  Therefore, he must borrow $210,000 (42/58 * 290,000)  and invest in more shares

36.  Now assume that Mr. Elephant likes the cash flows under the proposed capital structure.  If the firm decides to continue with the current capital structure, what must Mr. Elephant do in order to make sure that he receives the same cash flows as he would have under the proposed capital structure?
a) He must sell 8400 shares and put the proceeds in the bank
b) He must sell 11600 shares and put the proceeds in the bank
c) He must borrow $121,800 and use the money to buy more shares in the firm
d) He must borrow $168,200 and use the money to buy more shares in the firm
e) He must borrow $210,000 and use the money to buy more shares in the firm
If the firm does not get safer, Mr. Elephant must get safer.  Mr. Elephant will have to sell 42% of his holdings and put the money in the bank.  42% of 20,000 is 8,400 shares.

Please use the following information to answer the next TWO questions.
Moose Pastures Inc. is currently an all equity firm with 400,000 shares outstanding valued at $5 each.  The firm currently expects to have an EBIT next year (and every year thereafter) of $140,000, but it could be 50% higher or 50% lower than the expected level.  The firm is thinking of borrowing $1,000,000 from the bank at an interest rate of 5%.  If it does so, it will use the money to buy back equity at the market price.  There are no taxes or other market imperfections.

37.  Assuming the current capital structure stays in place and the firm meets its expected target for EBIT, what will be the EPS of the firm?
a) $.25 per share
b) $.50 per share
c) $.75 per share
d) $1.00 per share
e) None of the above

EPS = Earnings / # of shares = $140,000 / 400,000 = $.35

38.  If management of Moose Pastures Inc. decides to borrow the $1,000,000 and change the capital structure, and if EBIT is 50% lower than expected, what will be the firm’s ROE (return on equity)?
	a) 2%
	b) 4%
	c) 6%
	d) 8%

ROE = Earnings / Equity
Earnings 	= EBIT – Interest
		= ($140,000*.5) – (.05*$1,000,000) = $20,000
Equity 		= (400,000*$5) - $1,000,000 = $1,000,000
ROE 		= $20,000 / $1,000,000

Please use the following information to answer the next TWO questions.
Hanley Corp. has an expected EBIT of $400,000 for this year (and every year thereafter) and is an all equity firm.  Ru = .2.  

39.  Now assume that the firm will take on $5,000,000 of debt.  Also assume that the firm has a 0% tax rate.  What is the value of the firm?
a) $2,000,000
b) $3,000,000
c) $5,000,000
d) $6,000,000
e) None of the above

	VL = VU + (td) 
VU = (EBIT  *(1-t))/ ru = (400K *(1))/ .2 = $2M
VL = $2M  + (0*5M) = $2M

40. Now once again assume that the firm will take on $5,000,000 of debt.  However, this time assume that the firm has a 40% tax rate.  What is the value of the firm?

	a) $3,000,000

	b) $4,000,000

	c) $5,000,000

	d) $6,000,000
e) None of the above

	


VL = VU + (td) 
VU = (EBIT  *(1-t))/ ru = (400K *(1))/ .2 = $2M
VL = $2M  + (4*5M) = $4M

41.  Which of the following is a fair summation of the Static Theory of Capital Structure?
I)	Firms borrow up to the point where the tax benefit from an extra dollar in debt is exactly equal to the cost that comes from the increased probability of financial distress
II)	The capital structure of the firm does not affect the firm’s total value
	a) I) only
	b) II) only
	c) Both I) and II)
	d) Neither I) nor II)

42.  Please fill in the blank.  The use of personal borrowing to alter the degree of financial leverage is called  _______________.
a) Homemade dividends
b) Indifference EBIT
c) A shareholder rights plan
d) Financial Engineering
e) None of the above

The answer should have been homemade leverage

Please use the following information to answer the next FOUR questions.
Brothers and Sisters Inc. is going to acquire a bus.  The question is whether to buy it for $50,000 or to lease it for $10,000 per year over eight years, payable at the end of each year.  Either way, it will be worthless at the end of its eight year life.  However, if they lease it, they will not be responsible for maintenance, which will cost $3,000 per year, also payable at the end of each year.  They will be responsible for gas regardless of whether they lease or buy, and gas expense is anticipated to be $6,000 per year.  The corp. tax rate is 20%, the cost of debt is 7%, and the CCA rate is 30%.  

43.  What is the PV of the CCA tax benefit associated with this project if Brothers and Sisters Inc. buys the bus?
a) $2,217.83
b) $2,679.42
c) $8,203.52
d) $21,361.57
e) None of the above

PV CCATB = [(cdt)/(k+d)] * (1+.05k)/(1+k)
Where c = $50,000, d = .3, k = .07(1-.2), t = .2
PV CCATB = $8,203.52

44.  What is the PV of the after tax lease payments for this project?
	a)	$20,008.50
	b)	$42,694.33
	c)	$50,474.45
	d)	$68,113.39

PV is based on N=8, PMT = 8K or (10K*.8), and r = (.07*.8) = .056
PV = $50,474.45

45.  What is the NAL of the project?
1. $32,169.42
1. $6,464.37
1. $128.47
1. -$12,059.31
1. -$43,259.01

NAL 	=  +IC - PV (lease pmts. after-tax) + PV (maint. Pmts. After-tax) – PV CCATB
	=  +$50,000 - $50,474.45 + 15,142.34 – $8,203.52
	=  $6,464.37

46. Which of the following is the formula that you would use to calculate the NAL for this project?
1. NAL =  -IC + PV (lease pmts. after-tax) + PV (maint. Pmts. After-tax) – PV CCATB
1. NAL =  +IC - PV (lease pmts. after-tax) + PV (maint. Pmts. After-tax) – PV CCATB
1. NAL =  -IC - PV (lease pmts. after-tax) + PV (maint. Pmts. After-tax) + PV CCATB
1. NAL =  +IC + PV (lease pmts. after-tax) - PV (maint. Pmts. After-tax) – PV CCATB
1. NAL =  +IC - PV (lease pmts. after-tax) - PV (maint. Pmts. After-tax) + PV CCATB

Please use the following information to answer the next TWO questions.
Huntingdale Corp. has a cost of equity of 17.4%, a WACC of 14%, a market value of equity of $10.2 million, and a market value of debt of $4.2 million.  There are no taxes or other market imperfections.

47.  What is Huntingdale’s cost of debt?
a)   5.74%
b)   7.03%
c) 12.15%
d) 14.37%
e) 17.19%

WACC = re*we + rd*wd
We = (10.2M/14.4M) = .70833333
Wd = 1 - .70833333 = .29166667
Rd = (WACC – (re*we)) / wd =  .05744

48. Which of the following statements is true?
I)	Assume for a moment that the firm had a positive tax rate, but that the WACC, the market values of debt and equity, and the cost of equity mentioned above are all still accurate.  Based on this info, the pre-tax cost of debt would have to be higher than it was in the previous question.	
II)	Assume for a moment that the firm had a higher proportion of debt in its capital structure than it actually does, but that otherwise, the tax rate is still 0 and the WACC and cost of equity remain unchanged.  The cost of debt would have to be higher than it was in the previous question.
	a) I) only
	b) II) only
	c) Both I) and II)
	d) Neither I) nor II)

49.  Deertail Inc. has a cost of equity of 14%, a pre-tax cost of debt of 6%, 125,000 shares outstanding valued at $4.20 each and $500,000 of debt.  The corporate tax rate is 34%.  What is Deertail’s WACC?
	a)	.0356
	b)	.0419
	c)	.0641
	d)	.0910

WACC = (.512195*.14) + (.487805*.06*.66) = .0910244

50. The risk-free rate is 4%, the Beta of ChurchMouse Inc. is 2.47, and the expected return on the market is 8.1%.  What is the cost of equity?
1. .0361
1. .0735
1. .1196
1. .1629
1. None of the above

Re = rf + B(E(rm) – rf) = .04 + 2.47 (.081 - .04) = .14127
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