Ans 1
Dividend policies are relevant because they important for shareholders. The shareholders want to understand what the management thinks and how are they pursuing the business. It gives the shareholders a fair idea of what can be expected in terms of cash flows from this investment. These policies indicate the frequency, amount, and type of dividends distributed. Some companies pay regular dividends, whereas some don’t. The dividend policy is more important than the amount of dividend.
There are various factors affecting dividend policy. The profitability and the retention rate being one of the most important ones. The prospective projects and requirement of capital is also to be considered. The debt interest rate and the rate at which debt is available, the leverage ratio of the company and the shareholders’ interests are all factors that are relevant to decision making.

Ans 2
Initial Public Offering (IPO) is commonly known as going public. The biggest benefit of IPO is to raise money and establish a market price for the stock. It also increases liquidity multi folds and creates a base for the company that a listed company receives. As these are publicly traded stocks are IPO, the visibility to common public is way higher and they can also lead to lower cost of raising further capital. 

Ans 3
Optimal capital structure is when the overall cost of capital of the company is at minimum and thus maximizing the firm’s value. The debt equity mix need to be determined which has the lowest possible cost. Minimizing cost has various concerns, like leverage, cost of debt at various levels, agency costs, bankruptcy costs, required return from shareholders etc.

Ans 4
Current market price = 1,000,000/20,000 = 50
Price after dividend tomorrow = 50-0.5 = 49.5
Total dividend amount = 20000*0.5 = 10,000
Cash 		€90,000
Fixed assets   	€900,000
Equity 		€990,000

Ans 5
Amount of dividend = 20000*0.5 = 10,000
Number of shares repurchased = 20000/100 = 200
Amount received by the investor = 10000/200 = 50
If the company would have paid dividend instead, the investor would have received 0.5*100 = 50.
Thus, in either case, the cash flow is the same.

Ans 6
Amount raised = 250,000*40 = 10,000,000
Underwriting spread = 10%*10,000,000 = 1,000,000
Legal fees = 600,000
Net amount received = 10,000,000 – 1,000,000 – 600,000 = 8,400,000

Ans 7
Indirect costs = (22.4-18)*225000 = 990,000
Direct costs = (18-16.5)*225000+750000 = 1,087,500

Ans 8
Post tax cost of debt = 12%*(1-34%) = 7.92%
Cost of equity = 1*1.04/15 +0.04 = 6.93%
WACC = 0.4*7.92%+0.6*6.93% = 7.33%

Ans 9
PV of leasing = 1000*.7+1000*.7/1.06+1000*.7/1.06^2+1000*.7/1.06^3 = 2571.11
Annual depreciation = 3600/3 = 1200
Depreciation tax benefit = 1200*.3 = 360
PV of buying = 3600 – (360/1.06 +360/1.06^2+360/1.06^3) = 2637.72
NPV of leasing = 2637.72-2571.11 = 66.61

Ans 10
Value of Firm A (individual) = 2400*48 = 115200
Value of Firm B (individual) = 7200*36 = 259200
Synergy = 7020
Value added = 7020 +259200 = 266220
Amount paid to Firm B @ 42 per share = 42*7200 = 302400
NPV = 266220-302400 = -36180
Firm A should not proceed.

   
