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1. Why do corporations sell bonds?
	Bonds are debt, in this case, issued by company or organization in order to gain money from many people to do many kinds of things such as to borrow money for funding the ongoing business activity, to use for major purchase in the organization, and to help paying for the existing debt. When it is difficult or impossible to sell stock, bonds are one of other choices that is easier to gain money from buyer as it contains less risk. On the other hand, corporate sometimes sell bond not just in term of lacking of money, interest paid to bondholders is a tax deductible business expense that can be used to reduce the federal and state taxes corporations must pay.

2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
Bonds is different from stock as it offers lower risk for the buy and high ranking claim if the seller becomes default which it can be allocated into 2 categories, secured and unsecured bonds.
Debenture bond is a type of unsecured bond which is backed only by the issuer’s general credit which is a claim over all of the property of the issuer and the capacity of its cash flow to repay interest and principal. Most debentures are issued by creditworthy corporations that can sell their bonds for a low yield without pledging collateral. However, some debentures are issued by companies that have already issued mortgage bonds or have already pledged much of their property for loans. These debentures are subordinated to the secured credit.
On the other hand, Mortgage bonds is fit in secured bond as it guarantee by the collateral. They are mostly issued by public utilities and provides the first lien on corporate property which gives the bondholders the right to sell the property if the corporation defaults on its payments. Mortgage bonds are often issued as a means of continuous financing and expansion because it is cheaper than issuing new stock, and ownership interest is not diluted. 
The last is Subordinate bonds which is loan that ranked below other loans with regard to claim on earning and asset of issuer in terms of payment. This bond often issued by companies that have already borrowed a lot of money and still need more. Hence, subordinated debentures have a high credit and default risk, in exchange, investors will earn a higher rate of interest than is paid on senior securities even though it will be paid after others.
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3. Why would an investor purchase a convertible bond or a high-yield bond?
Convertible bonds are fixed income securities with equity features, since they gives the holder the right to exchange into common stock. They pay interest at a fixed coupon rate and can be redeemed at the par value of the bond. Moreover, they can provide a higher current yield and less downside since the convertible should trade to its bond value in the case of a steep drop in the common share price. Generally, total return convertible bonds have captured 60-80% of the upside of the underlying equity versus 50% or less of the downside.
4. Describe three reasons a corporation would sell convertible bonds.
1) It helps a corporation secure equity financing in a delayed manner, as it takes time for the bondholders to trade their bonds for stock. This process delays the common stock and earnings per share dilution. 
2) It can be sold bonds at a lower coupon rate because of the stock purchase option. Since bondholders only receive a small, fixed income, more operating income is available. This gives common stockholders an ability to temporarily maintain voting control of the corporation while using the investment income from the convertible bondholders. 
3) The company can gain tax deduction from bond interest; for a corporation in the 35% tax bracket, the federal government effectively pays 35% of the interest charges on the debt through the deduction.
5. Explain the methods that corporations can use to repay a bond issue.
Amortization method, when this method is used to liquidate an interest-bearing debt, a series of periodic payments, usually equal, is made. Each payment pays the interest on the unpaid balance and also repays a part of the outstanding principal. As time goes on, the outstanding principal is gradually reduced and interest on the unpaid balance decreases. When a debt is amortized by equal payments at equal payment intervals, the debt becomes the discounted value of an annuity. The common commercial practice is to round the payment up to the next cent or round up to the next dime or dollar. In any case the rounding of the payment up to the cent, to the dime or to the dollar will result in a smaller concluding payment. An equation of value at the time of the last payment will give the size of the smaller concluding payment.
Sinking fund is another method that is a fund established for the purpose of reducing debt by repaying or purchasing outstanding loans and securities held against the entity. It is a method by which an organization sets aside money to retire debts which helps keep the borrower liquid so it can repay the bondholder.

