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1. With a stock issue how does firm commitment underwriting differ from best efforts underwriting?
a) With a best efforts the underwriter assumes all the risk
b) With a best efforts the underwriter and the firm share the risk
c) With a best efforts there is no real risk
d) With a bought deal the firm assumes all the risk
e) With a bought deal the underwriter assumes all the risk


Use the following information for questions 2-5. Burns Nuclear is planning a rights offering. The current share price is $70 and there are 600,000 shares outstanding. Under the offering there will be 150,000 new shares offered at an issue price of $60.

2. What is the new market value of the company?
a) $45 million
b) $51 million
c) $52.5 million
d) $54 million
e) $57.5 million

3. How many rights do you need to buy one share in the rights offering?
a) 2
b) 3
c) 4
d) 5
e) 6

4. What is the ex-rights price?
a) $62
b) $65
c) $66
d) $68
e) $71

5. What is the value of a right?
a) $2
b) $2.24
c) $3
d) $3.53
e) $4

6. Alamo Beer Inc. plans to raise $40 million by selling shares through a general cash offer. If the underwriter charges a 9% spread and the shares will be priced at $45, how many shares need to be sold.
a) 821,321
b) 888,889
c) 901,772
d) 976801
e) 10,003


7. How do futures contracts differ from forward contracts?
a) Futures contracts trade publicly on organized securities exchange, require an upfront cash payment called margin, can be exercised only at the whim of the long position, clearinghouse guarantees performance on all contracts
b) Futures contracts trade publicly on organized securities exchange, create dangerously high levels of leverage, can be exercised only at the whim of the long position, clearinghouse guarantees performance on all contracts
c) Futures contracts trade publicly on organized securities exchange, require an upfront cash payment called margin, can be exercised only at the whim of the long position, can be profitable to both parties involved
d) Futures contracts trade publicly on organized securities exchange, require an upfront cash payment called margin, “Marked-to-market” on a daily basis, can be profitable to both parties involved
e) Futures contracts trade publicly on organized securities exchange, require an upfront cash payment called margin, “Marked-to-market” on a daily basis, Clearinghouse guarantees performance on all contracts
Use the following information for questions 31-32
Cattle Futures contracts are for quantities of 40,000 per contract at a futures price of $0.823 per pound

8.  You are a cattle farmer who is planning to sell 160,000 pounds of cattle in a few months. You are concerned that the price of cattle will drop causing your revenues to drop. How would you hedge against this risk?
a) Take a short position in a futures contract
b) Take a long position in a futures contract
c) Take a short position in 4 futures contracts
d) Take a long position in 4 futures contracts
e) None of the above


9. If a person with a long position in cattle futures had two contracts, what would be his gain or loss if on the day the contract matures if the market price of cattle is $0.746?
a) Loss of $3080
b) Gain of $6160
c) Gain of $3080
d) Loss of $6160
e) None of the above

10. A person who shorts a call option loses money if the price of the underlying asset___________?
a) Increases
b) Decreases
c) Fluctuates
d) Remains unchanged
e) None of the above

11. You run a major bakery and you are concerned about the price of wheat going up. What instrument would you use to hedge this risk? 
a) Short position in a futures contract
b) Long call
c) Short call
d) Long Put
e) Shirt put


Use the following information for questions 12-13. January Call options on oil have a strike price $59 per barrel while the call premium is $2.20 (per barrel) and each contract is for 1000 barrels. January put options have a strike price of $57 per barrel and a put premium of $2.1, and are also for 1000 barrels

12. If you long a call option what is your profit (gain or loss) on the expiration date of the market price per barrel is $62?
a) -$2.2
b) $2998
c) $800
d) 0
e) None of the above



13. If you short 2 put options, what is your profit (gain or loss) if the price per barrel is 62?
a) 0
b) -$2100
c) -$4200
d) $2100
e) $4200
Use the following information for questions 14-15. You have a convertible bond with 10 years to maturity. The coupon rate is 8% while the YTM is 9%.. The bond is convertible with a conversion price of $50. The stock is currently selling for $49.50
14. What is the conversion ratio
a) 15
b) 17.5
c) 20
d) 22.5
e) 25

15. What is the minimum value of the bond 
a) $901.0
b) $934.96
c) $956.0
d) $990.0
e) $1012.23


16. You have a 15 year bond with 20 attached warrants selling for $1000. The coupon rate is 7% and the YTM is 8.5%. What is the value of one warrant?
a) $5.93
b) $6.29
c) $6.78
d) $7.02
e) $7.31







17. The NPV of a cash acquisition is? 
a) NPV = VB* – merger premium (MP), where MP =  Cash cost + VB
b) NPV = VB* – cash cost, where VB* =  ΔVB + VB
c) NPV = VB* – ΔVB, where ΔVB =  Cash cost + VB
d) NPV = VB* – cash cost, where VB* =  VA + VB
e) None of the above


18. What is the difference between a vertical acquisition and a horizontal acquisition?
a) A vertical acquisition involves two firms in different stages of production while a horizontal acquisition involves two firms in the same industry
b) A horizontal acquisition involves two firms in different stages of production while a vertical acquisition involves two firms in unrelated industries
c) A horizontal acquisition involves two firms in different stages of production while a vertical acquisition involves two firms in the same industry
d) A vertical acquisition involves two firms in different stages of production while a horizontal acquisition involves two firms unrelated industries
e) None of the above



Use the following information for questions 19-21. Duff Beer wants to buy out Alamo Beer. Currently Duff  beer has 600,000 shares outstanding at a total value of $4.75 million while Alamo beer has 175,000 shares with a total value of $1 million. Duff has determined that with the synergies that would be gained by purchasing Alamo, Alamo’s value will increase by $350,000. Duff is offering $1,120,000 for all of Alamo’s shares

19. What is the merger premium?
a) $350,000
b) $1,000,000
c) $120,000
d)$1,120,000
e) None of the above




20. What is the NPV of the acquisition?
a) $120,000
b) $230,000
c) $350,000
d) $1,000,000
e) $1,120,000

21. What will be the combined worth of Duff-Alamo Beer?
a) $4,980,000
b) $4,860,000
c) $5,010,000
d) $5,750,000
e) $6,010,000

22. Using the purchase method of accounting for acquisitions how are the assets of the acquired firm recorded?
a) Assets of acquired firm are written up to fair market value, Goodwill is created – difference between purchase price and estimated fair market value of net assets, Goodwill must be depreciated going forward, Equity of acquired firm is bought out
b) Assets of acquired firm are recorded at book value, Equity of each firm is merged, Goodwill must be depreciated going forward, Equity of acquired firm is bought out
c) Assets of acquired firm are written up to fair market value, Goodwill is created – difference between purchase price and estimated fair market value of net assets, us undepreciable, Equity of acquired firm is bought out
d) Assets of acquired firm are recorded at purchase value, Equity of acquired firm is bought out
e) None of the above

23. Coca-Cola acquiring Westjet would be an example of;
I: A Merger
II: A consolidation
III: A conglomerate
a) I
b) II
c) III
d) II & III
e) I & III
24. What is the best example of the agency problem?
a) Manager makes a decision without consulting the union
b) Manager makes a financial decision that increases the firms long term wealth but does so at the expense of the next two quarters profits
c) Manager fails to achieve target profit margins due to focus on class action lawsuit
d) Manager signals a change in dividend policy despite knowing it is controversial amongst several shareholders
e) Manager takes excessive risks to increase short term profits to increase his bonus

25. What are some ideal practices in Corporate Governance?
I: Highly independent Boards of Directors 
II: Highly independent Key Committees (audit, compensation, and nominating) 
III: Boards of Directors members sitting on boards of other firms for diversification purposes
IV: Share ownership requirements for Directors and CEO’s 
V: 1 share, 1 vote 

a) I,II & III
b) I,II, III  & IV
c) I, II, IV, V
d) II, IV & V
e) All


26. Define a stakeholder
a) Anyone who has shares, either common or preferred and thus have a vested interest in the firms well being
b) Shareholders and creditors. Each have a financial stake in the firm
c) Employees: Their financial security is dependant on the firm.
d) Anyone who is affected by the firm’s actions
e) Envirinmentalists








27. Your friend works for RBC and has offered you advice on some information that has yet to be made public. You do not work for RBC nor do you have a fiduciary duty to RBC. Can you trade on that information?
a) Yes because you are not in a professional relationship with RBC
b) No because you are forbidden from acting on any information that is not publicly available
c) No because even the tippee can be charged if he was aware that the tipper was giving inside information
d) Yes because only the tipper bears any legal responsibility
e) None of the above

Use the following information for questions 28-30. You are looking at buying a capital budgeting machine for $450,000 that will last you for five years. It will provide after tax cash flows of $150,000 per year and have no salvage value. The present value of the CCATS is $76,543 If you can borrow at an after tax rate of 5.6% 

28. What is the NPV of the project?
a) $113,253
b) $135,780
c) $152,989
d) $265,333
e) $199,789

29. If you could lease it for after tax lease payments of $82,554.37 per year at the end of the year would you lease or buy?
a) No because the NAL is -$72,335
b) Yes because the NAL is $42,127
c) No because the NAL is -$13,434
d) Yes because the NAL is $21,891
e) No because the NAL is -$28,597

30. What would the after tax lease payment have to be for you to be indifferent between buying and leasing?
a) $82,317
b) $85,727
c) $87695
d) $89,834
e) $92,267

Use the following information for questions 31-33. Your firm is financed by debt and equity. Your debt is composed of 10 year bonds with an annual coupon rate of 9% and it is selling at par. Your stock just paid a dividend of $1.20 which is expected to grow at 2% indefinitely. The stock is priced at $11.13. Your corporate tax rate is 35%.  Currently the market value of your debt is $11,000,000 while the market value of your equity is $18,000,000 

31. What is your return on debt?
a) 8%
b) 8.5%
c) 9%
d) 9.5%
e) 10%


32. What is your return on equity?
a)11.5%
b) 12%
c) 12.5%
d) 13%
e) 13.5%


33. What is your weighted average cost of capital?
a) 9.91%
b) 10.28%
c) 10.73%
d) 11.48%
e) 11.97%


34. Y-Co is financed by debt and equity. The return on debt is 9% and the return on equity is 15%. The tax rate is 40%. If the weighted average cost of capital is 10% what is their debt to equity ratio?
a) 0.520
b) 0.782
c) 0.912
d)  1.087
e) 1.321


Use the following information for question 35. M. Tyson Sensitivity Counselling Incorporated is comparing two different capital structures. Under the first plan they will be financed purely by equity with 200,000 shares of stock outstanding. Under the second plan they will repurchase 60% of their stock using $1.75 million in debt at an interest rate of 9% and there are no taxes.


35. What is the break even EBIT?
a) $295, 750
b) $393,750
c) $595, 750
d) $893, 750
e) $ 995, 750


Use the following information for questions 36-37. Certain Doom Climbing Academy expects that their EBIT will be $202,500 perpetually. They currently have no debt and their cost of equity is 12%. They can borrow $85,000 at an interest rate of 8% and their tax rate is 35%

36.  What is the current unlevered value of the firm?
a) $781,998
b) $893, 750
c) $1,096,875
d) $1,354,094
e) $ 1,589,721


37. If they go ahead with the proposed recapitalization what will the value of the levered firm be?
a) $926,347
b) $954,789
c) $1,096,875
d) $1,126,625
e) $ 1,354,752



Use the following information for questions 38-39. Ground Glass Kitty Litter Inc. has no debt and their tax rate is 40%. Currently their WACC is 12.5%. If they wish to borrow they can do so at 9%.

38. Under their current capital structure what is the unlevered cost of equity?
a) 12.11%
b) 12.24%
c) 12.5%
d) 12.75%
e) 12.93%

39. If they move to a capital structure of 45% debt and 55% equity what will the levered cost of equity be?
a) 13.61%
b) 13.81%
c) 14.01%
d) 14.22%
e) 14.41%


Use the following information for questions 40-41. Arlen Propane is an all equity firm with a market value of $86,000,000 has 2,150,000 shares outstanding. They are considering two options. Option A involves buying back 25% of the current shares with borrowed funds. Option B involves buying back 50% of the company’s shares with borrowed funds. Dale and Hank each have 1000 shares of Arlene Propane stock.

40. If they go through with option A and Dale prefers the original all equity capital structure how can he replicate that using homemade leverage?
a) Borrow money and use the proceeds to buy more stock
b) Sell shares and invest the proceeds by lending
c) Borrow money and at the same time sell shares
d) Buy shares and at the same time invest the proceeds by lending
e) None of the above

41. If they stay with the current all equity capital structure, and Hank would prefer the capital structure in plan B how can he replicate that using homemade leverage?
a) Sell $40,000 worth of shares and invest the proceeds by lending
b) Sell $20,000 worth of shares and invest the proceeds by lending
c) Borrow $40,000 and use the funds to buy shares
d) Borrow $20,000 and use the funds to buy shares
e) None of the above
42. How do stock dividends differ from cash dividends 
a) Cash dividends dilute share ownership while stock dividends reduce the addition to retained earnings
b) Stock dividends dilute share ownership while cash dividends reduce the addition to retained earnings
c) Cash dividends increase the number of shares owned by a shareholder 
d) Stock dividends decrease the number of shares owned by a shareholder
e) None of the above


43. The ex-dividend date occurs_____________the date of record
a) 1 day before
b) 3 days after
c) 2 days before
d) 4 days after
e) 3 days before


44. How does a stock repurchase differ from a cash dividend?
a) The total amount of cash dispersed to shareholders differs
b) Stock repurchases dilute ownership
c) Stock repurchases require 52 days notice
d) Stock repurchases do not affect share value
e) Stock repurchases can only be offered to common shareholders and not preferred shareholders


45. A firm has 2.5 million shares outstanding at six dollars per share. If they have a three for two stock split how many shares are outstanding?
a) 3.75 million
b) 2.5 million
c) 1.67 million
d) 7.5 million
e) 5 million


46. In question 45, what is the new price per share after the split?
a) $6
b) $4
c) $9
d) $7.5
e) $8


47. Should firms care about dividend policy?
a) Yes because it is critical to investors
b) Yes because paying dividends is more important than funding positive NPV projects with retained earnings
c) No because investors who want dividends can invest in firms that give dividends while investors who don’t want dividends can invest in ones that don’t
d) No because funding positive NPV projects with retained earnings is more important than paying dividends
e) None of the above


Use the following information for questions 48-49. You own 2000 shares of Duff Beer. Duff has declared that they will pay a dividend of $5 at the end of this year and liquidating dividend of $65 at the end of next year. Duffs cost of equity is 11%. 

48. If you wanted equal dividends, what would the value of each dividend?
a) $24.95
b) $27.52
c) $30.21
d) $33.44
e) $37.65

49. How would you use homemade dividends to achieve this? 
a) Sell 764 shares next year
b) Sell 891 shares next year
c) Sell 971 shares next year
d) Sell 1168 shares next year
e) Sell 1239 shares next year

50. Your firm follows a strict residual dividend policy. The debt to equity ratio in your firm is 1 and your net income for the year was $7.5 million. If you are funding a project that costs $12 million what will your dividend be?
a) No dividend
b) $1.5 million
c) $3.75 million
d) $7.5 million
e) None of the above



1

