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Class Reading and Case Study


Debt covenants are basically a maximum amount of debt that a company can have outstanding.  When an organization defaults on their debt covenant there are severe penalties.  Companies can and will manipulate their financial statements to meet their debt covenants.  They do this because they do not want to incur the penalties from defaulting.  Quest’s bond swap could possibly affect their debt covenant.  Quest was trading short term bonds for long term bonds that could be paid for over an extended period of time.  What this does is allow Quest to pay smaller amounts so that they do not end up in larger financial trouble over the short term.  A hedge fund is “An investment fund where the fund manager is authorized to use derivatives and borrowing to provide a higher return, albeit at a higher risk.”1  Hedge funds are getting burned as of lately since they are higher risk investments.


A convertible is “Security which can be exchanged for a specified amount of another, related security, at the option of the issuer and/or the holder.”1  A subordinated is “Security which can be exchanged for a specified amount of another, related security, at the option of the issuer and/or the holder.”1  A debenture is “Unsecured debt backed only by the integrity of the borrower, not by collateral, and documented by an agreement called an indenture. One example is an unsecured bond.”1  A sinking fund is “A fund into which a company sets aside money over time, in order to retire its preferred stock, bonds or debentures.”1

1 http://investorwords.com/

