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[bookmark: _Toc64644304]Introduction
Securities are financial assets that can be traded. The scope of what can be considered a security is however dependent on the region the financial assets are being traded. In the U.S.A, securities can be placed in three categories; equity securities, debt securities and derivatives. Equity securities include stocks and are basically a share of ownership in the company. Equities generate income for their owners annually in the form of dividends.  The value of equities however fluctuates based on the company’s financial performance. Debt securities include banknotes and bonds. They involved selling of a security and borrowed money. They are given by the government, companies and individuals and sold to other parties for a fixed amount and paid after a maturity rate with a certain amount of interest. Debt securities are also referred to as fixed income securities. Derivatives are different from other types of securities. Their value depends on an asset that is sold and repaid for a fixed amount, interest and maturity date. Most derivatives get their value from goods such as precious metals and gas. The seller of a derivative does not have to be the owner of the asset being sold. The seller pays the owner back by giving them enough money to cover the asset or offering them another asset. Hedge funds are a great example of derivatives. In this paper, I will discuss why companies may offer fixed income securities, features a company must have so as to be attractive to investors and using AT&T as a case study, what kind of financial results were achieved. 
[bookmark: _Toc64644305]Body
Fixed income securities are securities that offer the lender fixed income based on set interest rates and the creditworthiness of the party borrowing. Such securities are not accompanied by any form of ownership. Fixed income securities also have a seniority of claim; in case of anything, they are paid off first. Apart from bonds, other common fixed income securities include; money market instruments, asset backed securities and treasury bills. Money market insecurities include repurchase agreements, certificates of deposit, banker’s acceptances and commercial paper. Treasury bills can also be placed in this category but usually have their own category because they are traded at bigger volumes. Asset backed securities are usually backed by underlying assets that are more secure. The main risk of investing in fixed income securities is the borrower defaulting on debt. Interest rates for fixed income securities are also fixed and cannot be adjusted because of the company’s performance. Fixed income securities also have an exchange rate risk. Securities that are under a different currency risk changes in current exchange rates. 
Bonds are the most used form of fixed income securities. Despite the risk associated with bonds, most corporate entities issue bonds occasionally. Bonds are basically IOUs. Companies give bonds so as to raise capital for their operations. Corporate bonds are some of the biggest bonds in the country’s bond market. Other bonds in the country are municipal bonds, the U.S government bonds and Treasury bonds. Bonds usually have 5 main features; face value, market value, and time to maturity, coupon rate and the indenture. The face value refers to the principal amount invested while market value is the amount a bond will sell for in the bond market that may be higher or lower than the face value. The coupon rate is simply the interest rate. Indentures are formal contracts between corporations and bondholders. They spell out the rights and legal obligations of both parties. An advertisement for bonds may look like this.$100,000,000
CALTEX
Caltex Capital, Inc.
77/8% Senior Notes Due July 15, 2002
Interest Payable January 15 and July 15
______________________________
Price 99.900%
vv

plus accrued interest from July 15, 1997
Paine Webber Incorporated Smith Barney Incorporated





The total face value of these bonds is $100 million. The coupon/interest rate is 7.7/8% and half the interest is paid after 6 months. The time of maturity is 5 years. At the bottom of the notice, 2 companies are listed. These are the underwriters. Underwriters act as agents between the corporation and potential bond buyers. Investors buy bonds because of their future cash flows. For proper assessment of a bond and its future cash flows, we have to calculate its present value. The present value of a bond is basically the current value of the bond’s future cash flows after calculating using a risk-adjusted discount rate. Mathematically, it can be expressed as; 

Where;
B = the present value/ market value of bond
C = cash flow from the interest of the bond. For semi-annual interest payments, it should be a half of the annual interest paid.
n = the number of semi-annual payments made
F = face value of bond
r = risk-adjusted discount rate. This usually depends on whether a bond is high risk or low risk.
The decision to raise financial capital using bonds as compared to other methods can be caused by several factors. Even though companies could just borrow from banks, bond issues are a more convenient method of raising capital. Companies can pay investors at a lower interest rate than what is offered by the banks. Since companies are profit making entities, spending less on interest is an important consideration. Companies are able to borrow more money at lower interest rates which enables them to invest in their growth and development. Bank loans often have restrictions that bonds do not have. Companies that raise money from bonds are able to operate how they see fit as compared to those who raise money using bank loans. 
Bonds also have several advantages over issuing shares/stocks. Stocks are very attractive because they do not need to be repaid. However, issuing new shares may leave the company with bonds as the best way to raise capital. Shareholders are owners and affect the way a company operates. Bonds on the other hand do not affect the way the company operates. Issuing shares also affects the distribution of income in the company while bonds are basically loans that need to be repaid after the maturity date and do not affect earnings per share. Stock issuance also dilutes the value of investments since it increases the number of investors who can claim ownership and reduces the value of an individual’s shares. Record keeping with bonds is easy compared to stock issuance or getting bank loans. All bondholders get the same terms and condition. 
There are various types of bonds. This makes bonds even more attractive to companies as they benefit from this flexibility. Bond interest rate is usually determined by duration and credit quality. Credit quality is basically risk of defaulting. Organizations that require short-term funding can use bonds that mature after a short duration while companies that need long term funding can issue bonds that mature after even 30 years. Companies can also issue perpetual bonds which do not have a maturity date and accrue interest forever. 
Companies also have the option to issue bonds backed by assets. This gives investors the right to claim the company’s assets in case it defaults. These bonds are referred to as collateralized debt obligations. Companies may also issue bonds not backed up by any assets. These bonds are part of unsecured debt and usually have a higher interest rate because of the risk accompanying them. Some companies may also opt for convertible bonds. Convertible bonds are bonds that can be converted to stock. Such bonds set investors to benefit from rising price of shares and give the company a loan they don’t have to repay. Lastly, companies may opt for callable bonds. They work like other bonds but can be repaid before the specified maturity date. Callable bonds enable companies to benefit from drops in interest rates. When interest rates drop, companies can redeem their bonds and reissue them at a lower interest rate. 
AT&T is an example of a company that has issued bonds may times over its lifespan. AT&T is one of the country’s biggest telecommunication service providers. The company has diversified its operations over the years and currently; provides data communications, pay-TV (DIRECTV), is a wireless and wire line carrier and lastly, owns the media magnate Time Warner. Just last year, AT&T raised $12.5 billion in bonds to refinance an outstanding debt. The bond sale involved the sale of 5 tranches; 2 $3billion tranches, 2 $2.5 million tranches and $1.5 billion which mature between 2027 and 2060. The coupon rate for the bonds ranges between 2.3% and 3.85%. The proceeds from the bond issuance were used to repay outstanding debts and pay accrued interest and related fees and premiums. Before that, the company raised $3.28 billion for general corporate purposes including debt repayments. The company has several outstanding loans which are close to maturity. At the end of 2019, debt stood at $150 billion after the telco giant acquired Time Warner for $85 billion.  
In the company’s annual report for 2019, the company claims that its bonds are rated at least AA- or Aa3 by a nationally recognized statistical rating organization. The bonds are denominated in USD and are not convertible, index-linked or callable (AT&T Inc., 2019). Returns on bonds are one of the determinants of pension discount rate. The company also includes these bonds in its plan assets. The company carries out its fixed income securities valuation by evaluating broker and dealer quotes, observable prices for comparable assets and a pricing matrix for bonds that includes the bonds’ current credit rating; credit spreads to Treasury, issue specific add ones, sector add-ons and other options. Interest is determined by an independent fiduciary using an income approach. 
According to a report by Edward Jones (2021), AT&T bonds are appropriate for income. The publisher claims that the company can meet its current and future debt obligations for the foreseeable future. Despite AT&T having a huge outstanding debt as a result of the acquisition of Time Warner and DIRECTV, the company’s financial position is relatively stable and improving. AT&T’s outstanding debt peaked at $190 million in 2018 after buying Time Warner and consequently, its credit rating went down. Since then, the company has reduced the debt to around $150 million and made considerable progress in regards to its financial position. In the last quarter of 2020, the company’s results showed stronger cash flows and financial strength as subscriber count continues to increase in HBO Max, fiber and wireless subscriptions. Consolidated revenue dropped from $46.8 billion in the last quarter of 2019 to $45.7 billion USD but this was expected because of the impact of the COVID-19 pandemic on businesses. The company also plans to reduce its outstanding debt even further by selling non-core assets and using its cash flows. 
Despite the entertainment industry being very competitive, AT&T seems to have relatively stable cash flows. Investors who want to buy the company’s bonds are assured of relatively low risk of defaulting. Stable cash flows also assure investors that there would be minimal impact on the cash generated by the company in case of an economic downturn. AT&T offers crucial services including internet and wireless communication and these are services retained by customers even when the economy is shaky. This also reduces risk for investors. Lastly, AT&T has recently gained an activist investor. Elliott Management has a 1% stake in the company. Activist investors are investors who put pressure on management to make changes in the company. Such investors may pose a risk to bondholders but Elliott Management has a plan that is overall neutral to bondholders. Elliott Management advocates for share repurchases but is also aware of the importance of improving AT&Ts financial position. The investor is also an advocate for the company repaying its debts and selling non-core assets. Overall, Elliott’s plan is neutral to credit quality and won’t affect bondholders of AT&T. The investor is also against large acquisitions for the next couple of years. Acquisitions mostly have a negative effect on credit quality because they increase outstanding debt. However, the investor’s plan to prioritize share repurchases over debt reduction may have negative effects on bondholders. 
After the May bond issuance, AT&T has managed to flatten the yield curve and move credit risk in its favour (Chappatta, 2020). Yield curves help assess how bond investors feel about risk. They are very impactful on returns on investments. AT&T yield curve has flattened since its last major bond issuance. This has enabled the company to extend its debt maturities. The company has also been able to manage its debt towers and continues to use bonds to pay off high interest loans in exchange for low interest financing with longer repayment periods. 
[bookmark: _Toc64644306]Conclusion
In conclusion, fixed income securities, particularly bonds are very useful for companies. Companies that use bonds as a way to raise financial capital are able to get low interest rates from financiers who do not really affect the company’s operations. Bond issuance does not affect the ownership of the country. Most investors focus on stocks while they should really look into bonds. AT&T has been able to manage its debt towers and reduce credit risk because of its bond issuance. However, companies should also assess the perfect timing for bond issuance. The best time is when yield curves are flattening since companies will be in a position to get financing at lower interest rates. More companies should look into bond issuance as a financing strategy. 
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