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1. Why do corporations sell bonds?
Provides corporations with a way to raise capital without diluting the current shareholders' equity, corporations can often borrow at a lower interest rate than the rate available in banks. By issuing bonds directly to the investors, corporations can eliminate the banks as "middlemen" in the transactions. Without the intermediaries, the borrowing process becomes more efficient and less expensive. Moreover, they can borrow money for a fixed rate for a longer term than it could at a bank because most banks will not make fixed rate loans for longer than five years because they fear losing money if their cost of funds.

2. [bookmark: _GoBack]What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
A debenture is a type of bond that does not use collateral. It's otherwise recognized as any unsecured long-term debt. Because the bonds are unsecured, it's imperative for the issue to be profitable for the corporation. Because of its lack of collateral this makes the bond more risky. This risk means the bond should pay a higher interest rate in order to compensate for the risk.
A subordinated debenture is similar in character however in this case they are payed as a subordinate issue. This leaves the subordinate debenture acting as a junior debt to the more senior debenture in case of insolvency. Although linked to the debentures, pay a higher interest rate.
A mortgage bond is a type of secured bond because the bond is backed by collateral. The collateral is usually real estate or some other type of property that is subject to a mortgage. Due to their direct claim on company assets, a mortgage bond is a safer and higher quality investment with a lower risk of default than a debenture bond.

3. Why would an investor purchase a convertible bond or a high-yield bond?
Speculative high-yield bonds can be just as risky as stocks, and convertible bonds can be an interesting hybrid of stock-market excitement and bond security. However, they have some benefit that investor should considered , for example, can achieve higher returns in a fixed-income portfolio relative to other offerings, buying a high-yield bond is still safer than buying stock from the same company. If the company does default, all is not lost because bond holders are paid before stockholders in a bank liquidation and Income can be more dependable than stocks.
Issuers also sell convertible bonds to provide a higher current yield to investors and equity capital upon conversion. Investors buy convertible bonds to gain 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.

4. Describe three reasons a corporation would sell convertible bonds.
First, convertible bonds have lower yields than traditional corporate bonds. So they get to take the currently low interest rates and lower them even more by issuing convertible debt. 
Second, the amount issued does not show up on the company’s balance sheet as a debt. Interest payments, unlike dividend payments, are federally tax deductible.
Third, convertible bondholders receive only a fixed, limited income until conversion that can make more of the operating income available for the common stockholders. 

5. Explain the methods that corporations can use to repay a bond issue.
First method, sinking funds are separate accounts, generally held by a trustee, into which the bond issuer regularly deposits principal payments. The fund is created so the issuer can accumulate enough money, plus interest earned on that money in this separate account, to pay the principal in full at maturity. This provision for setting aside money to pay the principal lessens risk, so it is often used by a low credit rating issuer, to improve the credit rating to investment grade on its issue. Improved credit makes more institutional buyers able to buy the bond and lowers the interest rate the issuer must pay.
Second method, serial bonds also lessen the risk of default and tend to improve the credit rating on the issue, resulting in a lower cost of interest. Serial bonds are made up of a series of successive maturities that retire portions of the bond over the term of the bond. In a period of falling interest rates, it allows the issuer to replace portions of the original debt by borrowing smaller amounts of money at lower interest rates.
