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1. Why do corporations sell bonds?
	
[bookmark: _GoBack]	Corporations sell bonds because it is another source of fund which provides lower cost of borrowing than making loan directly from the bank. And there are many advantages in issuing bond as follows. “no dilution effect” when corporation issues bonds, the amount of ownerships still be the same and not diluted like when corporation issue stocks. Corporation can lessen tax liability by issuing bonds as they have liability to pay an interest. As bonds have finite maturity, so this can help firms to plan about their spending. In addition, there are many types of bonds that have different in characteristics and benefits, for example, puttable bonds which gives the right for investor to sell the bond back to issuer, prior to maturity. So corporations can benefit from this source of borrowing by choosing the type of bonds that suit with them.

2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture ? 

	Debenture and subordinated debenture are any unsecured long-term debt that is backed only by the general creditworthiness and reputation of issuer. The differences between this two types is in the case when corporation bankrupt, issuer of debenture has the priority while subordinated debenture has a lower priority than other bonds of the issuer in case of liquidation, below the liquidator, government tax authorities and senior debt holders in the hierarchy of creditors. As a result, subordinated debenture is more risky than debenture.
	For mortgage bond, it is a bond secured by mortgages on a real estate asset or property such as house and equipment so in the case of default, mortgage bondholder has a claim to underlying property and could sell it off to compensate for the default. 
	Hence the difference among these three types of bonds is that mortgage bond is secured debt while debenture and subordinated debenture are unsecured debt so their risk will be higher than mortgage bond. But since subordinated debenture has lower priority than debenture in case of liquidation hence subordinated debenture has the riskiest among these three types of bonds

3. Why would investor purchase a convertible bond or a high-yield bond ?
	
	Convertible bond is the bond that provides the right for bondholder to convert bond into stock. This type of bond provides an alternative for bondholder to change from being creditor to be an owner of the company. For investor, convertible bond is another way to invest because it has a value-added component that is a stock option hidden inside so it usually offer a lower interest rate in exchange for the value of the option to convert the bond into stock. Moreover investor will receives the potential upside of conversion into equity while also protects downside with cash flow from the coupon payments and the return of principal upon maturity.

4. Describe three reasons a corporation would sell convertible bonds.

· First reason is the lower coupon payment. Since there is value-added component, stock option, in convertible bond so corporation can offer lower coupon rate than usual and reduce their cash interest payment.
· Second reason is reducing debt. As when investors converts bonds into stock, the corporation’s debt is ended.
· Third reason is to delay equity financing. As the time when investor converts their bonds into stock taking time so corporation can delay the ownership and earnings per share dilution by issuing this type of bonds


5. Explain the methods that corporations can use to repay a bond issue.

	There are two methods that corporations can use to repay a bond issue. First is issuing serial bonds. It is the bonds with different maturity at the same date. This method can help the company to repay the principle back in different time.  Second is to save their parts of money in saving account called “sinking funds”. This can ensure that the corporation will have enough money to repay the principle back when maturity is reached. 
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