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IS a form of securityissued by the corporation toraise moneyto
raise financing for avariety of reasons such as expandbusiness,

COMPANY

Company would
liketoraisefund
10 MB.

WHAT IS CORPORATE BOND?

Merger & Acquisition projects etc.

Company borrow money
frompeopleby issuing
corporate bond.

In return,investors (Creditors)
earn interestasanincome.
Upon maturity, Mr.Bean will
receive back principle.
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Credit SECURED &

Maturity Rating NON-SECURED




TYPES OF CORPORATEBOND-MATURITY
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SHORT -TERM MEDIUM- LONG-TERM
BOND TERMBOND BOND

Maturity
< 3yedars

Maturity
:4-10years

Maturity
:>10vyears
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TYPES OF
CORPORATE
BOND

INVESTMENT
GRADE

referstothe group of referstothegroup of
creditratingthatindicate creditratingthatindicate
alow default risk. a high default risk.

SPECULATIVE
GRADE

e CreditRating:isanindependentassessment of the
creditworthiness of acompanies

e Default Risk: Achancethataborrower failstorepay principal and
interestrate ontime.




Investment Grade

Speculative Grade

MoobDy’s
INVESTORS SERVICE

Rating Grade Description

Very high credit quality with very low credit risk

High credit quality with low credit risk

Good credit quality with moderate credit risk

Speculative with substantial credit risk

Highly speculative with high credit risk
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TYPES OF CORPORATEBOND -
SECURED & NON-SECURED

SECURED

BOND

Bonds backed by assetclass
suchas property, equipment,
orother assetsthatthe

compdny owns.

If company is unable torepay
debt, holders of secured
bondswillhavealegal right to

foreclose on the collateral.

UNSECURED

BOND

Bbonds notbacked by asset
classsuchas property,
equipment, or other assets

Ownersofunsecuredbonds
have aclaimonthe assets of

the defaulted issuer.
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RETURN ON
e L -termbonds: lly off
pigherinterest rates,ashigher risk CORPORATE

CreditRating BON D

e Shorter-termbonds:usually offer
lowerinterestrates, aslowerrisk.

Returnon e Investment-Grade bonds:usually
corporate bond offer lowerinterestrates, as lowerrisk.
dependson

e Non-Investment Gradebonds:

usually offer higherinterestrates,
as higher risk.

SecuredVsUnsecured Bond
e Secured- bonds:usudlly offerlower

interestrates, aslowerrisk.

e Unsecured-termbonds:usually

offer higherinterestrates,ashigher
risk.
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ADVANTAGES

Rate of return will betypically
higher than government bond.

Investors know the exactdate,
amountof interestpayment and
principle money they will be getting
back.

DISADVANTAGES

Corporate bondcanpay lowerrate
of return than othertypes of
investments eqg.stocketc.

Creditors can lose money ifissuers
cannotmaintainfinancialhealth and
hence issuerscannot repay debt.

Itwillbelessliquidity.
e There will be difficult to sell if
bondissuersdopoorlyand the
bond canbedowngrade.
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