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ABSTRACT

A Study of Convertible Bonds

Kim, Hye Ri

The Department of Law
Sungshin Women's University
Graduate School

Corporate bonds are a kind of debts which companies limited by shares issue the bonds to
supply collectively the capital for comparatively long period from the public. Besides general
corporate bonds, the commercial law settles convertible bonds and bonds with stock
purchase warrants which are specific corporate bonds added a kind of option. Moreover,
there are participating bonds, exchangeable bonds and security bonds on securities and
exchanges law and mortgage bonds on trust act.

Convertible bonds give the right of conversion to bondholders which make it possible to
compare and choose the reliability of corporate bonds or the speculation of stocks in the
investor's view. And in a company's point of view, they get the effect for the redemption of
corporate bonds through a conversion. The cost of the capital supply is downward, so it
makes the corporate bonds collection smooth. That's why many companies issue these bonds.
In addition, national companies issue the depositary receipt or convertible bonds to the
overseas financial market for capital supply from abroad and the response is also
perspective.

Convertible bonds are called potential stocks by legal characters which give a conversion
right to stocks to bondholders. Therefore, commercial law explains two cases as a basis for
methods of issue; one is the case for the issue of convertible bonds by allocation of
stockholders and the other is to a person beyond shareholders. The latter contains

allocations to the third party and public issuances.



On the issuance of convertible bonds, it's important to protect the right of b
in case of allocations to the third party of public issuances which come under i
issuances of convertible bonds beyond shareholders with consideration for potents
could encroach existing stockholders' preemptive right. Therefore the protection for
stockholders should be considered.

As a rule, commercial law makes it a principle for shareholders to give a subscription
right, permitting to decide issuance, and making to be needed a general meeting of
shareholders' special resolution when others beyond stockholders get the issuance of
convertible bonds in the event of induction of the new technology or induction of foreign
capital.

However, if the convertible bonds issued with allocation to the third party or issuances are
converted into stocks, the existing shareholders' dominant interests and property interests
must have been diluted in accordance with economic effects. Therefore, the conditions of the
issuances should be discussed as essential conditions for the issuances of convertible bonds
to the third party. It should be conferred the prelimnary ways of protections for
shareholders and the means of salvations for the illegal and unfair issuances of convertible

bonds as to the carrying into the effects of the right of conversion.
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