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Convertible Bonds Straddle the Line Between
Fixed Income and Potential Growth

i

A convertible bond is a regular corporate bond that comes with a special added feature: the investor has the right to
convert it into shares of that company's common stock.

U.S. convertible bond issuance reached $96.0 billion in 2024, far surpassing the $61.5 billion issued in 2023.1 The strong
upward trend that began in 2023 picked up steam in 2024, driven by the resilience of the U.S. economy and interest
rates that remained elevated longer than expected.?

Why companies choose convertibles

Convertible bonds tend to offer lower interest rates than ordinary bonds issued by the same company. They also

provide a way for companies to raise capital while avoiding the immediate dilution of share values that occurs when
new stock is sold.

Convertible bonds have long been utilized by corporations with less than stellar credit ratings, including younger
companies and those with weak balance sheets. But with interest rates sitting at high levels, more established,
investment-grade companies have also been relying on convertible debt to help lower their borrowing costs.

In addition, a "maturity wall" of more than $1.2 trillion in investment-grade corporate debt is coming due in the next
couple of years. Many of these companies could try to save money by refinancing their debt with convertible bonds.?
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U.S. convertible bond new issuance, proceeds in billions

$103.9

4.7 $96.0
sEoi $61.5
-
si 24$37.8 I sio $38.0 I

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Source: SIFMA, 2025

What's under the hood for investors

Bond holders will receive income and principal unless the bond issuer defaults. Convertible bonds combine the income
and relative price stability of bonds with the opportunity to participate in stock market returns. Thus, their value on the
open market is affected not only by interest rates, as all bonds are, but also by changes in the company's stock

price. The bond agreement spells out either how many shares of stock the bond can be converted into (the conversion
ratio), or the stock price at which the conversion can be made (the conversion price). For example, a bond that can be
converted into 45 shares of stock would have a conversion ratio of 45:1. A $1,000 bond that has a conversion price of
S50 a share would convert to 20 shares of stock.

If the stock's price rises, the convertible's price also rises, though convertibles usually are not as volatile as the stock
itself. If the stock's price falls, the convertible's value on the open market could be less than its face value if sold before
it matures, though the fixed interest it pays could help cushion the impact.

Challenges to consider

Most convertibles are callable, usually within five years after they're issued. If the stock price doesn't rise before the
bond is called, the advantage of being able to convert the bond disappears.

Convertibles can also be relatively illiquid. As a result, individual investors may have difficulty finding buyers and sellers
for small lots and end up paying higher prices than institutional investors.

In fact, liquidity is one of several reasons an investor might prefer to access convertibles through a mutual fund or
exchange-traded fund (ETF) instead of purchasing individual bonds: the use of funds makes it easier to compare
investment performance, and it can also help increase portfolio diversification.
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Diversification is a method used to help manage investment risk; it does not guarantee a profit or protect against
investment loss. The return and principal value of bonds, stocks, mutual funds, and ETFs fluctuate with changes in
market conditions. Shares, when sold, may be worth more or less than their original cost. Bond funds are subject to the
same inflation, interest-rate, and credit risks associated with their underlying bonds. Supply and demand may cause ETF
shares to trade at a premium or discount relative to the value of the underlying shares. Investments seeking to achieve
higher yields also involve a higher degree of risk.

Mutual funds are sold by prospectus. Please consider the investment objectives, risks, charges, and expenses carefully
before investing. The prospectus, which contains this and other information about the investment company, can be
obtained from your financial professional. Be sure to read the prospectus carefully before deciding whether to invest.

1) SIFMA, 2025
2) London Stock Exchange Group, 2024

3) The Financial Times, January 2, 2024

IMPORTANT DISCLOSURES

The information presented here is not specific to any individual's personal circumstances. To the extent that this material concerns tax matters, it is
not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each
taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. These materials are provided for
general information and educational purposes based upon publicly available information from sources believed to be reliable—we cannot assure
the accuracy or completeness of these materials. The information in these materials may change at any time and without notice.

Securities and investment advice offered through Investment Planners, Inc. (Member FINRA/SIPC) and IPl Wealth ManagementSM, 226 W.
Eldorado St., Decatur, IL 62522. 217-425-6340.

Page 3 of 3




	Convertible Bonds Straddle the Line Between Fixed Income and Potential Growth

