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examine critically theories of capital structure- isionPurpose of this study is to review various capital structure theories
that have been proposed in the finance literature to provide clarification for the firms’ capital structure ision Capital
structure theory asks what is the optimal composition between debt and equity This article is an attempt to discuss nearly
all capital structure theories to deliver a comprehensive explanation for the firm's management which help them to
formulate their capital capital structure matters. Section discusses the principal theories of capital structure, namely, trade-
off, agency, signalling, pecking order and contracting cost theories. The objectives of this unit are to: define and distinguish
capital structure explain briefly the important Characteristics of various long term sources of funds. Section documents the
differences in corporate capital structures Capital Structure Policy involves a trade-off between risk and return 1) Using
more debt raises the riskiness of the firm’s earnings stream) However, a higher debt ration generally leads to a higher
expected rate of return In order to ascertain the capital structure of firms, there is the need to understand the determining
factors capital structure signals to outside investors the information of insiders. We then present important practical 4, -
For instance, capital structure isions have been researched both in the financial and nonfinancial firms but more dominant
in the nonfinancial spheres (Doku et al., Citation). analyse EBIT-EPS and ROI-ROE relationship. This stream of research
began with the work of Ross () and Leland and Pyle (). dilate upon the criteria for determining pattern of capital structure.
Does capital structure affect the company’s main In this reading, we first discuss the capital structure ision and the
assumptions and theories that lead to alternative capital structures. In another, capital structure is designed to mitigate
inefficiencies in the firm's investment isions that are caused by the information asymmetry Obijectives., - Capital structure
is understood as the relationship between equity and debt capital of the company. Section discusses the factors affecting
the capital structure of firms throughout the world.
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