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1. Why do corporations sell bonds?
Answer:	 there are many reasons to answer why corporations sell bond. First, it is a way corporations use to raise capital without diluting the shareholder’s equity. Second, it can eliminate the transaction cost as corporations can issue bonds directly to the invertors. Third, since most of the companies want to borrow money for the long period of time, issuing bonds allow them to borrow for a fixed rate for a longer term compared with bank. Last, the bond market provides a very efficient way to borrow capital that it reduces numerous separate negotiations and transactions.
2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
Answer: 	
· A mortgage bond is considered to be a secured bond since it is backed by collateral such as real estate or other type of property. In the case when bond defaults, mortgage bondholder can foreclose and sell the property tied to the bond to collect his/her money back. This type of bond is safer and has higher quality of investment with a lower risk than a debenture bond. An example of a mortgage bond is a commercial mortgage bond. These bonds are tied to loans for commercial property that can range from a major hotel to a mall in a small town.
· A debenture bond is not backed by property.  It uses only the credibility of the issuer to ensure that the bond’s payment will be met. If a company can perform well and has a high credit rating, raising funds by debenture bonds will be easy.  This type of bond is riskier than mortgage bond and borrower must pay a higher interest rate. In the case when a company liquidates, mortgage bondholder will get paid before debenture bond holder. An example of a debenture bond is the U.S. government’s Treasury bond. These bonds are guaranteed by the full faith and credit of the U.S. government.
· A subordinated debenture is similar in character to the debenture bond but in this case they are paid as a subordinate issue. It acts as a junior debt to the more senior debenture in case of insolvency.
3. Why would an investor purchase a convertible bond or a high-yield bond?
Answer:  	 A convertible bond is a hybrid security which  consists both debt and equity instrument features. It is a bond that is able to be converted into common stock of the issuer under certain conditions. First advantage an investor will get when purchasing a convertible bond is that it has a lower level of volatility and a higher degree of safety than the underlying common stock, while keeping some of the good feature of the common stock.
 
4. Describe three reasons a corporation would sell convertible bonds.
Answer:	the first reason is to lower the coupon rate on debt due to the convertible feature. In the case of large bond issue, this help company to save interest rate expense significantly. The second reason is to delay dilution that may occur if a company issues stock or equity. There may be some situations that a company wants to issue a debt security in medium term but in long term, it may comfort more with the dilution if its net income and share price grow substantially. For the last reason, since convertible bondholders receive a relative small, fixed income, the common stock holders will get more operating income until bonds convert to stock. It helps the owner to maintain voting control while a company can use the income from the convertible bond.
5. Explain the methods that corporations can use to repay a bond issue.
Answer:	To ensure that a company will be able to repay a bond, there are two methods. Firstly, a company has to contain some funds in a saving account called sinking fund to guarantee that a company will be able to pay back the principle. Secondly, a company may issue serial bonds which are the bonds that have different maturity at the same date. Therefore, a company can divide the repayment of principle in different time.  




 


