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1. Why do corporate sell bonds?
Answer: Corporate sells bonds mainly to raise the capital. Although corporate can raise funds from banks, bond issuing is usually preferred as an alternative that allows corporate to bear lower interest expense. Moreover, corporate prefer to raise fund by issuing bonds as debt instrument over equity financing because it would gain the benefit of tax shield and the corporate would not lose the control since bondholders do not have voting right in the company. Bond issuing can be used to fund projects, build new plants, or take over other company.
2. What are differences among a debenture, a mortgage bond, and a subordinated debenture?	
[bookmark: _GoBack]Answer: A debenture is not collateralized by any physical assets, a mortgage is issued to fund the real estate purchasing while using the real estate as the collateral, and the subordinated debenture is a debt instrument that the holder would have the lowest priority in the event of corporate liquidation.
3. Why would an investor purchase a convertible bond or a high-yield bond?			Answer: Convertible bond is a type of bond that can be converted in to common stock of the issuer company. An investor would purchase the convertible bond because he/she would gain the benefit from stock price rise when the company is operating well, this benefit would not be gained by normal bondholders. Furthermore, high-yield bonds or junk bonds are bonds issued by an untrustworthy company. An investor would purchase a high-yield bond if he/she is a risk-taker type of investor.
4. Describe three reasons a corporation would sell convertible bonds.					Answer: 1.The issuer would gain the benefit of lower interest rates compared to normal bonds.
		  2. The issuer would gain the benefit of tax deduction as the result of picking debt instrument over equity.
		  3. The issuer would not have to repay the principle in case the investor converts the bond into stocks of the same amount. However, original stockholder would lose the priority as there are more stockholders in the company.
5. Explain the methods that corporations can use to repay a bond issue.				Answer: There are 2 ways that corporations can repay a bond.
1. The corporate can issued a callable bond that grants the issuer to buyback the bond at slightly higher price than the par value.
2. The corporate can make deposits every month to save up for the principle repayment of bond issued. This method is called sinking fund.  


  
