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1. Why do corporations sell bonds?
Ans: Alternative source of borrowing which giving many benefits to corporations. Bonds can provide 1. Normally pay lower interest than paying interest to banks 2. No need to payback principal every payment period like loans from banks. 3. Ability to set up frequency to pay coupon. 4. Interest or coupon will not change all the times.
2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
Ans: between bonds sold by corporates are different in three properties. 1. Priority: when bankruptcy, mortgaged bond will be payback before debenture and debenture before subordinated debenture 2. Collateral: mortgaged bond is only one which has collateral   3. Interest: since they have different in priority and collateral, subordinated debenture will earn the highest yield while debenture is less and mortgaged bond is the lowest.

3. Why would an investor purchase a convertible bond or a high-yield bond?
Ans: 1. They can speculate with lower money with high potential company but low in credit rating. 2. They have a right to convert to stocks when they see the benefits of stock price in maturity date.

4.    Describe three reasons a corporation would sell convertible bonds.
Ans: 1. At maturity, corporation does not need to pay the principal. 2. Making financing from equity postponed by debt which will affect equity ratio of corporation.  3. Tax deduction compared to equity finance when corporation want to delay equity financing.


5.    Explain the methods that corporations can use to repay a bond issue.
Ans: 1. Normal repayment at maturity date when bond is matured 2. Convertible bonds which makes firms no need to pay principal back 3. Callable bonds when firms repurchase bond to borrow at lower interest rate when an interest rate falls.

Reference: http://www.investopedia.com/articles/bonds/08/convertible-financing.asp

