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1.ThefactorsinvolvedinsettingadividendpolicyincludeallofthefollowingEXCEPT
(a)Restrictivecovenantsinabondindenture.
(b)Growthprospects.
(c)Thelegalprohibitiononpayingdividendswhichexceedcurrentearnings.
(d)Capitalimpairmentrestrictions.
Answer:C

2.Thedividendpolicymustbeformulatedconsideringtwobasicobjectives,namely
(a)Delayingthetaxliabilityofthestockholderandinformationcontent.
(b)Maximizingshareholderwealthanddelayingthetaxliabilityofthe

stockholder.
(c)Maximizingshareholderwealthandprovidingforsufficientfinancing.
(d)Maintainingliquidityandminimizingtheweightedaveragecostofcapital.
Answer:C

3.Theproblem withaconstantpayoutratiodividendpolicyfrom theshareholder’s
perspective isthat

(a)Itborestheshareholders.
(b)Ifthefirm’searningsdrop,sodoesthedividendpayment.
(c)Evenwhenearningsarelow,thecompanymustpayafixeddividend.
(d)Thereisnoinformationalcontent.
Answer:B

4.Theproblem withtheregulardividendpolicyfrom thefirm’sperspectiveisthat
(a)Itborestheshareholders.
(b)Ifthefirm’searningsdrop,sodoesthedividendpayment.
(c)Evenwhenearningsarelow,thecompanymustpayafixeddividend.
(d)Itincreasestheshareholders’uncertainty.
Answer:C

5.Theadvantageofusingthelowregularandextradividendpolicyisthat
(a)Thefirm avoidsgivingtheshareholdersfalsehopes.
(b)Ifthefirm’searningsdrop,sodoesthedividendpayment.
(c)Theextradividendmaybecomearegularevent.
(d)Cyclicalshiftsinearningsmaybeavoided.
Answer:A
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6.Theshareholderreceivingastockdividendreceives
(a)Ashareofcommonstockofequalvaluetotheirexistingsharesofcommonstock.
(b)Cash.
(c)Additionalsharesofcommonstockandcash.
(d)Nothingofvalue.
Answer:D

7.Thepurposeofastocksplitisto
(a)Affectthefirm’scapitalstructure.
(b)Decreasethedividend.
(c)Enhancethetradingactivityofthestockbyloweringthemarketprice.
(d)Increasethemarketpriceofthestock.
Answer:C

8.Astocksplithas_________effectonthefirm’scapitalstructure.
(a)Little
(b)No
(c)Ameasurable
(d)Adetrimental
Answer:B

9.Thepurposeofareversestocksplitisto
(a)Issueadditionalshares
(b)Increasethedividend.
(c)Increasethepriceofstock.
(d)Reducetradingactivity.
Answer:C

10.StockrepurchasesaremadeforallofthefollowingreasonsEXCEPT
(a)Toobtainsharestobeusedinacquisition.
(b)Toretireoutstandingissues.
(c)Tohavesharesavailableforstockoptionplans.
(d)Todecreasethebookvalueofequity.
Answer:D


