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Question-Answer Assignment
1. Describe what it means to have strong, semi-strong and weak efficiency in providing financial information to investors. What are the implications from a corporate finance perspective?
Weak efficiency refers to the fact that the market is efficient and provides all market information. This form of efficiency hypothesizes that the rates of return in the market should be independent. This means that past rates cannot have an effect on future rates. Semi-strong efficiency is based on all the publically available information. It means that the stock market is strong and stocks are adjusting quickly. Strong efficiency reflects both publically available and private information which incorporates both weak and semi-strong efficiency (Maverick, 2018). It suggests that an investor cannot make returns on investment that goes beyond the normal market returns. All this information is important to investors because it helps them make decisions regarding when to invest. 
2. Explain the relevance of market efficiency for financial managers.
Heakal (2013) defines market efficiency as the hypothesis that suggests that at any given time, prices reflect the available information in the given stock market. Therefore, market efficiency is used by investors to predict the market performance to enable them to improve their returns or avoid loses. According to Heakal (2013), in an efficient market, prices of stock become unpredictable but random. This can enable the investors to discern their investment patterns. However, it also helps to equalize the stock market so that no one would out-profit others (Heakal, 2013).  
3. What impact does leverage have on earnings per share and corporate taxes?
Nickolas (2015) explains that the degree of financial leverage determines the percentage change in the organization’s earnings per share. According to the author, companies use a degree of financial leverage to determine the sensitivity of the firm’s earning per share when the company experiences a change in its earnings before the taxes (Nickolas, 2015). In this case, when the company records high degree financial leverage, it means that the firm has high-interest payments. However, such kind of high level of interest payments means that the firm will have low earning per share. 
4. Describe the impact of corporate taxes on the weighted average cost of capital.
Organizations rely on two financial sources to finance their projects. The two sources include the owner’s money known as equity financing and the borrowed money known as debt financing. According to Merritt (2018), each of these types of financing sources has cost impacts on the business. However, what is certain in both aspects is that any change in the tax rate will definitely affect the weighted average cost of capital, especially when the company pays corporate taxes. 
5. What are examples of indirect and direct costs in bankruptcy?
Direct bankruptcy costs refer to the costs incurred in the process of avoiding bankruptcy. For example, the cost for hiring and paying for the services of a bankruptcy attorney to help in the legal proceedings and fees involved in filing the bankruptcy are some of the direct costs incurred in bankruptcy. Some of the indirect bankruptcy costs that can be incurred by a company include the loss of revenue, goodwill, and loss of opportunities (Luben, 2012). 
6. Explain how leverage can improve returns to the shareholders.
Financial leverage has two primary functions; for instance, enhanced earnings and favourable tax treatment (Accounting Tools, 2017). According to Accounting Tools (2017), financial leverage provides the possibility of disproportionate loses that can be incurred in the process of investment, which can result in increased interest rates and reduction in returns of investment. With such information, a shareholder can make the right decisions on whether to sell his or her shares or invest more in the business.  
7. Describe agency costs and the impact on bondholders.
[bookmark: _GoBack]Agency cost is a problem that emanates from the conflict of interest in the separation of management from ownership in a publically-owned firm. In most cases, this problem is reduced through established boards of directors and issuance of debt. There are three main parties involve in an agency cost of the debt situation, owners, managers, and bondholders. However, the impact of this problem on bondholders is that it can result in risky investment due to the risks associated with management actions in an attempt to seek a high return. 
8. Explain the application and implications of the pecking-order theory.
For pecking order theorists, there is no target capital structure. Therefore, companies select capitals based on internal finance, debt, and equity preference order. According to de Jong et al. (2007), large firms that use pecking-order theory find it easy to incorporate their debt capacities. Pecking order theory can be applied in determining the financial surpluses, normal deficits, and large deficits in the business. The implications of this theory in the business context include better financial behaviour, which is associated with the financial success of large firms.
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