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1.  What does market efficiency imply about prices?














2.  What incentive problem exists in published studies about market efficiency?




















3.  How would you identify a value stock?














4.  Briefly explain the efficient market paradox.

















5.  What are two problems with using a project’s payback period to determine whether to undertake the project?











 


6.  What is a sunk cost?











7.  What do we call the contract between a firm and its bondholders?











8.  Suppose a firm in which you own stock has just announced that it intends to issue additional stock and then use the proceeds to retire its debt.  What can you do as an investor to offset this action by the firm so that your risk is unchanged by the firm’s actions.

















9.  What evidence do we have that stockholder-bondholder conflict does in fact play a role in determining the firm’s optimal capital structure?

















10.  According to Miller’s analysis, which investors will own stock (rather than bonds)?





