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WHAT IS CORPORATE  BOND?

is  a  form  of security issued  by the  corporation   to raise  money to 
raise financing for a variety of reasons such as expand business, 

Merger & Acquisition projects etc. 

COMPANY
MR. BEAN

Company would
like to raise fund 

 10 MB. 

Mr. Bean  pay money 
 to company

10 MB. 

In  return, investors (Creditors) 
 earn  interest as an income.
Upon maturity, Mr. Bean  will
receive  back  principle .

Company    borrow money
from people by  issuing

corporate bond.
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TYPES  OF  CORPORATE BOND - MATURITY

SHORT -TERM
BOND

MEDIUM-
TERM BOND

LONG-TERM
BOND

Maturity
 : < 3 years

Maturity
 : 4-10 years

Maturity
 : >10 years
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TYPES  OF  CORPORATE BOND -CREDIT RATING 

C r e d i t  R a t i n g  :  i s  a n  i n d e p e n d e n t  a s s e s s m e n t  o f  t h e
c r e d i t w o r t h i n e s s  o f  a  c o m p a n i e s

INVESTMENT
GRADE

SPECULATIVE 
GRADE

refers to the group of
credit rating that indicate

a low  default  risk. 

refers to the group of
credit rating that indicate

a  high  default  risk. 

D e f a u l t  R i s k  :  A  c h a n c e  t h a t  a  b o r r o w e r  f a i l s  t o  r e p a y  p r i n c i p a l  a n d
i n t e r e s t  r a t e  o n  t i m e .  
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TYPES  OF  CORPORATE BOND -
SECURED & NON-SECURED
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TYPES OF
CORPORATE

BOND 
SECURED 

BOND

Bonds  backed  by asset class
such as  property, equipment,

or other assets that the
company owns. 

UNSECURED 
BOND

Bonds  not backed  by asset
class such as  property,

equipment, or other assets 

If  company  is  unable  to repay
debt , holders  of  secured

bonds will have a legal  right  to
foreclose  on  the  collateral. 

Owners of unsecured bonds
have a claim on the assets of

the  defaulted  issuer.
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Return on

corporate  bond 
 depends on 

Credit Rating

Period of borrowing 

Shorter-term bonds : usually offer
lower interest rates, as lower risk.

Longer-term bonds : usually offer
higher interest rates, as higher  risk.

Investment- Grade  bonds : usually 
            offer lower interest rates, as  lower risk.

Non- Investment  Grade bonds :
usually offer higher interest rates,
as higher  risk.

Secured Vs Unsecured  Bond

Secured-  bonds : usually offer lower
interest rates, as lower risk.

Unsecured-term bonds : usually
offer higher interest rates, as higher 
 risk.
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OF CORPORATE
BOND

ADVANTAGES

 Corporate  bond can pay  lower rate
of return  than  other types of 
 investments  eg. stock etc.

Creditors  can  lose  money  if issuers
cannot maintain financial health  and  
hence  issuers cannot  repay  debt.  

DISADVANTAGES

 Rate of  return  will   be typically
higher  than  government  bond.

 Investors  know  the exact date,
amount of  interest payment  and 
 principle money  they  will  be  getting
back . 

There  will  be  difficult  to  sell  if
bond issuers do poorly and  the
bond can be downgrade.

It will be less liquidity. 


