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1. Why do corporations sell bonds?
Corporations sell bonds for many reasons. One reason is to raise the capitals without issuing more shares those will dilute the current shareholders’ equity. Other reason is that corporations in the case that bonds have lower rates than commercial banks, corporations would be able to fix the low cost of debt than the holding debt with the commercial banks

2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
Debenture is an unsecured investment issued by the corporations which are backed only by the general creditworthiness and reputation of the issuers (corporations). Investors who invest in debentures would incur interest risk and credit risk.
Mortgage bond is a bond backed by a pool of mortgages on a real estate such as houses. Mortgage bonds pay interest in either monthly, quarterly or semiannual periods.
Subordinated debenture is an unsecured bond without collateral like a debenture.

3. Why would an investor purchase a convertible bond or a high-yield bond?
A convertible bond offers investors to able to convert bonds into number of shares. The number of shared that could be converted will be determined by the issuer of the bonds. Investors who would like to invest in the convertible bond would expect that the stock price would increase so they can get a higher value of stock later on.

For high-yield bonds of which ratings are BB or lower according to Moody’s credit rating. In other words, these high-yield bonds are called junk bonds. Investors buy high-yield bond in order to get high returns, however in a trade-off of high risks. Also, high-yield bonds are mostly in invested in the mutual funds. If investors invest in this kind of mutual fund, this might be another reason why investors purchase high-yield bonds.

4. Describe three reasons a corporation would sell convertible bonds.
First reason is that the corporations would have to pay a fixed amount according to what is stated in the agreement. So even though the corporations have more profits, they do not have to pay higher dividends as if the corporations issue new shares to raise capitals.
Second reason is that the corporations can reduce amount of debts by converting that to stocks instead.
Third reason is that the corporations can benefit from tax deductible by issuing bonds.

5. Explain the methods that corporations can use to repay a bond issue.
The corporations can use sinking fund to repay a bond issue. Sinking fund requires the corporations or the bond issuers to set aside amount of money to repay debtor at maturities of which the interest payment is already included. With this method, the corporations can ensure that they will have sufficient amount of money to repay the loans.

