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1. Why do corporations sell bonds?

There are 2 types of capital that corporations can use to raise fund to operate the business, debt and equity. For instance, in the equity type, corporation can raise fund from selling stocks to the public in the capital market, which the shareholders will be the part of ownership in the company. For the debt capital, most common type are bank loans, personal loans, and bonds. For the bank loan option, the interest from borrowing the loan from the bank is in the very high rate. Although company knows the fixed maturity date from borrowing bank loan, company still has to bare the high amount of cost from the high interest rate. Therefore, there is another option for the corporation to raise the fund, which is issuing the bonds. There are many reasons that corporations sell bonds; lower interest rate, ownership protection, and fixed rate in the fixed maturity.

Firstly, lower interest rate, company will bare the interest rate from issuing bonds directly to investors less than borrowing the bank loans in a very high amount. Without the bank in the borrowing process, the process will become more efficient and reduce the cost in a huge amount. So, the corporations will get more benefits from issuing the bonds than do the loan’s option.

Secondly, corporations can raise capital by issuing the stocks, but the drawback is dilution effect, which means the stockholder will be the part of ownership in the corporations. So, ownership protection or elimination of dilution effect, corporations will issue bonds instead of stocks because the bondholders are the creditor of the corporations while the stockholders are the part of owner of the corporations.

Lastly, corporations can often borrow money in the fixed rate for the fixed longer maturity than it could at the bank. Because most of the bank will not give the fixed rate loan for the maturity that longer than 5 years. Therefore, the corporations will choose to sell the bond because they want to borrow the money for the long term and in the fixed interest rate to hedge the risk from the uncertain situations. For the benefit from fixed maturity is corporations will know the fixed date to repay the money from the interest and principal precisely. So that corporation can manage the financial situation efficiently.








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

For a debenture, it’s an unsecured bond that’s not backed by property or has no specific collateral backing. It’s backed only by the general credit of corporation or the issuing company’s ability to pay interest payments timely, and repay the principal at the maturity.  The corporate credit ratings that take into account credit history are so important in assessing a debenture’s safety. If the corporation has the low credit rating, the investors will not invest in debenture because it’s too risky for them to get the money back. Therefore, debenture typically carries more risk than mortgage bonds, this risk means the bond should pay a higher interest rate in order to compensate for the risk. If a company liquidates, debenture bondholders are paid after mortgage bondholders.

For a mortgage bond, it’s a type of secured bond because the bond is backed by collateral. The type collateral usually be the real estate or some other types of property that is subject to a mortgage. In case that the bond is default, the bondholders can foreclose that collateral and sell it for collecting the invested amount of money. Therefore, the mortgage bond has to carry less risky than the debenture bond because the mortgage bond also has collateral to protect themselves from the liquidation of the corporations resulting to the higher quality of mortgage bond than debenture bond.

	For the subordinated debenture, it’s an unsecured, which is similar to the debenture’s character. However, in this case they are paid as a subordinate issue. In case of insolvency, company must be liquidated to all other claims before holders of subordinated debentures. It means that the subordinate debenture acting as a junior debt to the more senior debenture. Because of the high amount of risk involved, the issuers have to pay relatively high interest rates in order to sell these securities to investors. Therefore, in the case that the corporation does become insolvent, the subordinated debenture is the riskiest.

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

For a convertible bond, it’s a bond that can be converted into the common stock or common equity at a certain time during its life. Investors get the fixed amount of interest from the bonds until they convert them into common stock. Investors will convert into common equity when they can expect the stock price of the company will rise. So that the investors will be profitability of the capital gain by converting convertible bonds into common stocks. Therefore, investors will have the channel to make more profit with more safety and easier.

For a high-yield bond, it’s a bond that has a lower credit rating than investment-grade, we can call “junk bond” or “below-investment grade”. Because of the higher risk of default of the company issued, these bond will give a higher yield to compensate the risk. Investors who buy these kind of bond are the people that demand for a higher return meaning that they can also bare a very high risk too.

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

Firstly, interest rate, because the convertible bonds have lower yields than other type of corporate bonds. So corporations have to take advantage from the super low interest rate by issuing more of convertible bonds.

Secondly, the amount of issued of convertible bonds does not show up on the company’s balance sheet as a debt. So, corporations can issue the convertible bonds in the very big amount.

Lastly, the convertible bonds can protect the dilution effect from the equity financing in a period of time. Because the investors who hold the convertible bonds have the different decision to convert bonds into the common equities. It takes some time to make the decision. So, the dilution effect will not occur immediately from these investors.


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

The corporations can repay a bond issue by using these 2 methods.

Firstly, sinking fund, it’s a fund that’s in saving account deposited periodically. This amount of fund uses to repay the entire principal of a bond when it’s on the maturity date. 

[bookmark: _GoBack]	Secondly, serial bonds, which are the bonds company issued on the same date with the different maturity. These bonds are used to finance a project providing regular, level or predictable income streams. So that serial bonds are also used to finance the debt payment in this case. Because bonds have the specific date making the repayment on the maturity.
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