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1. OUTLINE
Bond terminology
Bond Ratings
Bankruptcy & Liquidation: definitions & procedures

¥ ¥ # #

Some practical issues on choices between long- v. short-
term debt or equity
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2. TERMINOLOGY

#  Maturity: greater than 1 year

#H Indenture:

Agreement between the firm & creditors, enforced

by a Trustee
Security
Q  Collateral
Q  Debentures (unsecured debt)

Seniority (junior vs. senior holders)

Protective Covenants

Q

Q
Q
Q

Max. debt
Max. dividend
max. seniority
sinking fund

Example: The company will make annual
payments toward the sinking fund.
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I Call Provision: callable bond

Q Company has the option to buy back bonds at a pre-
specified price, after a certain time

Q Example After 12/31/99, the company can buy back
the bonds for $1,100 per bond.
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3. BOND RATINGS!

Rating Agency :

Moody's Standard & Investment Quality Description
Poor's
Aaa AAA Highest grade Very strong capacity to pay interest and principal.
Aa AA High grade Strong capacity to pay
A A Medium Quality Bond is more susceptible to adverse changes.
Baa BBB
Ba, B BB,B Low Quality Highly speculative in their ability to meet interest and
Ca C CC,C  Speculative orincipal obligations
"Junk bonds"?

D D In default interest and/or repayment isin arrears.

Note. At times, both agencies use adjustments; S& P uses"+" or "-" to indicated strength or weakness, Moody's
usesl, 2, or 3, with 1 being the highest.
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