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1. Why do corporations sell bonds?
ANS: Corporations issue bond because they need to raise the fund for new investment. Bond also gives them a cost advantage than other options since it is the cheapest option comparing to borrowing from banks or issuing the stock. In addition, interest expense that pays to investors can be used as a tax deductible.
2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
ANS: Debenture is one type of debt instrument that is unsecured by collateral. It is only backed by creditworthy and the reputation of issuer.
Mortgage bond is bond that is secured by mortgage, mostly real estate. In the case of default, the bondholders can claim for money by selling that asset.
Subordinated debenture is the debt instrument with no collateral which is similar to debenture. However in case of default, this instrument will get paid only if other debts or bonds are already paid.
3. Why would an investor purchase a convertible bond or a high-yield bond?
ANS: The convertible bonds give a right to investors to receive more return on their investment for instance in the case the price of the underlying asset goes up higher than the cost of converting, investors will exercise the option.
For the high-yield bond, it is the bond that has lower credit rating. In order to compensate for risk, they provide higher yield. Investors who can accept that risk will buy this bond.
4. Describe three reasons a corporation would sell convertible bonds.
ANS: First reason is corporate tax. If the corporate tax is high, issuing a convertible bond will give more benefit to firm in term of tax payment.
Second reason is that convertible bonds pay lower interest rate than straight bond.
Third reason is the convert option. If the investors decide to exercise the option, the debt of the company will decrease.
5. Explain the methods that corporations can use to repay a bond issue.
[bookmark: _GoBack]ANS: The corporations can set aside a sinking fund which corporation will pay in this fund and will be used to repay a bond issue. Furthermore, there is serial bond which portion of outstanding bond matures at different maturity.
