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[bookmark: _GoBack]1) Why do corporations issue stock? Why do investors buy that stock?  (10 points)

There are several ways that a company could raise funds such as borrow from a bank and issuing bonds. These methods are called “debt financing”. However, there is another way that a company could raise fund, which is issuing stock or “equity financing”. By issuing stock, a company sells some part of the company to investors or shareholders. Issuing stock is advantageous for the company because it does not require the company to pay back the money or make interest payments along the way. The first sale of a stock, which is issued by the private company itself, is called the initial public offering (IPO). 
Investors buy stock in corporations because they expect the value of stock to rise and they wish to receive dividends (shares of profit). In other words, the shareholders will get in return for their money is the hope that the shares will someday be worth more than what they paid for them. However, by becoming an owner or a shareholder, you have to bare the risk of the company not being successful. Shareholders earn a lot if a company is successful, but they also stand to lose their entire investment if the company isn't successful. 

2) How do interest rates in the economy affect the price of a corporate bond? (10 points)

A corporate bond is a marketable security that can be dramatically affected by market interest rates. Bond prices and interest rates have an inverse relationship. When interest rates rise, bond prices fall, and vice versa. The reason for this is simple supply and demand. If a company issues a bond paying 5 percent, and interest rates in the marketplace rise to 10 percent, investors will sell the 5 percent bonds to own the 10 percent bonds, as they are being paid twice as much interest. As a result, bond prices fall. When interest rates fall, say from 10 percent to 5 percent, more investors will buy the 10 percent bonds, driving the price up.
Since bonds differ by maturity, coupon rate, type of issuer and other factors, the affect of the changes in interest rate may be different due to these factors;
While changes in economic interest rates can dramatically affect the price of a corporate bond, the financial performance of the underlying company can serve to counteract that movement, at least to a degree. Bond prices are also affected by bond ratings, which are an indication of the financial strength of a company. If a corporation can have its rating upgraded due to more consistent financial performance, its bonds are considered less of a risk, and therefore its price tends to rise, in spite of current market interest rates.
	A bond with a short maturity date will not be as affected by moves in interest rates as a long-maturity bond. Bond prices on short-term bonds tend to creep toward par value, or the bond's redemption value, regardless of the movement of market interest rates, as investors will be receiving their money back sooner and have it available for reinvestment.

3) How important is the investment objective as stated in the fund’s prospectus? (Extra Credit 5 points)

The investment objectives display the fund's financial goals, which are reflected in the types of securities chosen to achieve those goals. Types of investment objectives include long-term, capital growth, stable income, high total return, etc. Fund companies cannot change these objectives unless investors of the fund consent to the changes through a vote. Investors must make sure that their objectives and a prospective mutual fund’s objectives match. For example, a fund with an above-average capital growth objective would probably not be a good fit for a retired person who needs regular income from investments to cover day-to-day expenses. 
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