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Test Questions
1. The payment of a 10% stock dividend by a company will result in an increase in that company's:

A. current ratio.

B. financial leverage.

C. contributed capital.
2. If a company's common shares trade at relatively very low prices, that company would be most likely to consider the use of a:

A. stock split.

B. stock dividend.

C. reverse stock split.
3. 3.
In a recent presentation, Doug Pearce made two statements about dividends:

Statement 1: "A stock dividend will increase share price, all other things being equal." Statement 2: "One practical concern with a stock split is that it will reduce the company's price-to-earnings ratio."

Are Pearce's two statements about the effects of the stock dividend and stock split correct?

A. No for both statements.

B. Yes for Statement 1 and No for Statement 2.

C. No for Statement 1 and Yes for Statement 2
4. All other things being equal, the payment of an internally financed cash dividend is most likely to result in:

A. a lower current ratio.

B. a higher current ratio.

C. the same current ratio.
5. The calendar dates in Column 1 are potentially significant dates in a typical dividend chronology. Column 2 lists descriptions of these potentially significant dates (in random order).

	Column 1
	Column 2

	Friday, 10 June
	A Holder-of-record date

	Thursday, 23 June
	B. Declaration date

	Friday, 24 June
	C. Payment date

	Tuesday, 28 June
	D. Ex-dividend date

	Sunday, 10 July
	E. Last day shares trade with the right to receive the dividend


Match the significance of these typical dividend chronology dates by placing the correct letter of the description by the appropriate date. Use the template for your answer.
	Dividend Chronology
	

	Friday, 10 June
	

	Thursday, 23 June
	

	Friday, 24 June
	

	Tuesday, 28 June
	

	Sunday, 10 July
	


6. Mary Young intends to take a position in Megasoft Industries once Megasoft begins paying dividends. A dividend of C$4 is payable by Megasoft on 2 December. The ex-dividend date for the dividend is 10 November, and the holder-of-record date is 12 November. What is the last possible date for Young to purchase her shares if she wants to receive the dividend?

A. 9 November.

B. 10 November.

C. 12 November.

7. Aiken Instruments (AlK) has recently declared a regular quarterly dividend of $0.50, payable on 12 November, with an ex-dividend date of 28 October. Which date below would be the holder-of-record date assuming all the days listed are business days and that trades settle three business days after the trade date?

A. 27 October.

B. 30 October.

C. 11 November.
8. A company has 1 million shares outstanding and earnings are £2 million. The company decides to use £ 1 0 million in idle cash to repurchase shares in the open market. The company's shares are trading at £50 per share. If the company uses the entire £10 million of idle cash to repurchase shares at the market price, the company's earnings per share will be closest to:

A. £2.00.

B. £2.30.

C. £2.50.
9. Devon Ltd. common shares sell at $40 a share and their estimated price-to-earnings ratio (P/E) is 32. If Devon borrows funds to repurchase shares at its after-tax cost of debt of 5%, its EPS is most likely to:

A. increase.

B. decrease.

C. remain the same.
10. A company can borrow funds at an after-tax cost of 4.5%. The company's stock price is $40 per share, earnings per share is $2.00, and the company has 15 million shares outstanding. If the company borrows just enough to repurchase 2 million shares of stock at the prevailing market price, that company's earnings per share is most likely to:

A. increase.

B. decrease.

C. remain the same.
11. Crozet Corporation plans to borrow just enough money to repurchase 100,000 shares.

The following information relates to the share repurchase:
	Shares outstanding before buyback 
	3.1 million

	Earnings per share before buyback 
	$4.00 

	Share price at time of buyback 
	$50

	After-tax cost of borrowing
	6%


Crozet's earnings per share after the buyback will be closest to:

A. $4.03.

B. $4.10.

C. $4.23.
12. A company with 20 million shares outstanding decides to repurchase 2 million shares at the prevailing market price of €30 per share. At the time of the buyback, the company reports total assets of €850 million and total liabilities of €250 million. As a result of the buyback, that company's book value per share will most likely:

A. increase.

B. decrease.

C. remain the same.
13. An analyst gathered the following information about a company:
	Number of shares outstanding 
	10 million

	Earnings per share
	$2.00

	P/E
	20

	Book value per share
	$30


If the company repurchases 1 million shares at the prevailing market price, the resulting book value per share will be closest to:

A. $26.

B. $27.

C. $29.
14. If a company's objective is to support its stock price in the event of a market downturn, it would be advised to authorize:

A. a Dutch auction tender offer effective in 30 days.

B. a tender offer share repurchase at a fixed price effective in 30 days.

C. an open market share repurchase plan to be executed over the next five years.
15. A company has positive free cash flow and is considering whether to use the entire amount of that free cash flow to pay a special cash dividend or to repurchase shares at the prevailing market price. Shareholders' wealth under the two options will be equivalent unless the:

A. company's book value per share is less than the prevailing market price.

B. company's book value per share is greater than the prevailing market price.

C. tax consequences and/or information content for each alternative is different.
16. Assume that a company is based in a country that has no taxes on dividends or capital gains. The company is considering either paying a special dividend or repurchasing its own shares. Shareholders of the company would have:

A. greater wealth if the company repurchased its shares.

B. greater wealth if the company paid a special cash dividend.

C. the same wealth under either a cash dividend or share repurchase program.
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