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FN281 Assignment

1.Why do corporations sell bonds?
	Corporation sells bonds to obtain financing. Corporate bond represent debt financing by the company. Bonds can be a cheaper way for the corporation to borrow money and can lead to a higher rate of return for the corporation. For example, the saving and lending rate from bank are 1 percent and 7 percent respectively. Corporate sells bond with 4 percent interest rate. Corporate can borrow money at a cheaper rate and people also enjoy a higher saving rate. Many corporations prefer selling bonds because they retain control of the corporation since bondholders generally do not have a right to vote on corporate issues. 

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

Debenture- It is a unsecured bond that is backed only by the reputation of the issuing corporation. This debenture bond is basically as good as the reputation of the company that issues them. 
Mortgage bond- It is an unsecured bond that can be backed by various assets such as real estate, stocks, bonds, and operating equipment owned by the company.
Subordinated debenture- It is a unsecured bond that gives bondholders a secondary claim with respect to interest payment, repayment and assets of the company after mortgage or debenture bonds would be paid after other bonds, they have a higher risk and would generally have a higher interest rate than other bonds. 

3.Why would an investor purchase a convertible bond or a high-yield bond?

	For convertible bond, investors purchase this bond because convertible bondholders can trade their bond for the stock of the company and share in the good returns enjoyed by the stockholders. If the company does not do well, bondholders still have highest priority in the event of failure of company. However, if the company does well and stock price rises, normal bondholders gain nothing

	For high yield bond (Junk bond), some investors want to buy them because it gives you a high interest rate. On the other hand, this bond is sold by companies with a poor earnings history, a questionable credit record, or newer companies with unproven ability to increases sales and earns profits. Hence, the risk is also high that the company will not be able to make interest payments or repay the bondholders at maturity.

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

Low fixed-rate borrowing cost- Convertible bonds allow issuers to issue debt at a lower cost as I mention earlier. Moreover, convertible bonds have lower yields than traditional corporate bonds. So, corporation gets to take low interest rates and lower them even more by issuing convertible debt.
Tax-deductible- when selling convertible bonds, the amount issued does not appear on company’s balance sheet as a debt. Interest payments are federally tax deductible, unlike dividend payment.
Voting right- convertible bondholders merely get a relatively small and fix income. Hence, more operating income is available to the common stockholders until the bonds convert to stocks. This lets the common stockholders to temporally sustain voting control of the corporation while using the investment income from the convertible bondholders.


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

Callable bond-Corporation can repay a bond issue if it is a callable bond, which are often issued when interest rate are high. Corporations can retire high interest bonds and issue new bonds with lower interest payment after market interest rate falls. Callable bonds offer an advantage to the issuing company and not the investors.
[bookmark: _GoBack]Sinking fund- It is a fund in which corporation makes annual or semi-annual deposits over the life of bond. The money is used to redeem bonds at maturity. This is an another way that corporate use to save up the money to repay bonds.

2B Assignment

19y docorpertns bty
o e i G e e,
iy e o e e e
i ey i g o e e
gk e e ke st
e e e e Gy
it b e e e

[ —————
L TR
Mg end I ey it e ke v s
e e ey
e
ettt
e e b e s b bt
e e o e e e

o pchn s oo 4

s e g ey o ot ko
e b e
ey

bk ) e s e
ot A L e O o b b sty
s o T T 4 e e
sk ey kb sl e A P

e e i o el e



