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1. Why do corporations issue stock? Why do investors buy that stock?
[bookmark: _GoBack]	Corporations issue stock because they can finance their business expansion from selling the stock. Corporate managers prefer selling stock as a method of financing for several reasons. The first reason is a form of equity. Corporations don’t have to repay the money a stockholder pays for stock. A stockholder may sell his or her stock to another individual. The selling price is determined by how much a buyer is willing to pay for the stock. The second is that dividends are not mandatory. Dividends are paid out of profits, and must be approved by the board of directors. If the company has a bad year, the dividends may be reduced or omitted. The third reason is the voting rights and control of the company. The company is required by law to have annual meeting that stockholders have the right to vote. Stockholder may vote in person or by proxy. The common stockholders elect the board of directors and must approve major changes in corporate policies.
	Investors buy stocks because of dividend income and appreciation of value. Most board members like to keep stockholders happy so they usually declare dividends if the company’s after-tax profits are sufficient for them to do so. Most companies pay dividend on quarterly basis. Moreover, the investors are likely to hold the stocks for a period of time. If the market value of stocks increases, they might decide to sell the stocks. The amount of difference between the purchase price and selling price represents the profits.

2. How do interest rates in the economy affect the price of a corporate bond?
	The price of bonds may fluctuate until the maturity date. Changes in overall interest rates in the economy are the primary cause of most bond price fluctuations. The corporate bond prices (or bond’s market value) and overall interest rates in the economy are negatively related. For example, if a bond has and interest payment based on a 5% coupon rate, no investor will but it at face value if new bonds are available for the same price with interest payments based on 8% coupon interest. When a bond is selling for less than its face value, it is said to be selling at a discount. When a bond is selling for more than its face value, it is said to be selling at a premium. In this case, to sell the bond, the holder will have to discount the price until the yield to holder equals 8%. 
	The longer time until the bond matures, the greater will be the change in price. Many investors do not hold their bonds until the maturity date. If they attempt to sell their bonds after interest rates have risen, they will receive less than they paid. So the investors have to be careful about the changes in interest rates when they decide to invest in bonds.



3. How important is the investment objective as stated in the fund’s prospectus?
The mutual fund prospectus contains a wealth of important information, and the law requires that investors receive a prospectus before they invest. The investment objective in the prospectus contains information about what the fund hopes to accomplish. For example, some funds may aim to achieve short-term growth while the others may focus on long-term stability. The investors can check whether the fund’s objectives match their own personal investment objectives before making any decisions about whether or not to invest. Moreover, the managers of mutual funds tailor their investment portfolios to the investment objectives of their customers. As such, investors must make sure that their objectives and a prospective mutual fund’s objectives match.  
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