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1. Why do corporations sell bonds?
Because provides corporations with a way to raise capital without diluting the current shareholders' equity. 
With bonds, 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. 
To borrow money for a fixed rate for a longer term than it could at a bank. Most banks will not make fixed rate loans for longer than five years because they fear losing money if their cost of funds (raised by selling CDs, savings accounts, and the like) rises to a higher rate than long-term loans. Most companies want to borrow money for long terms and so elect to issue bonds. 
The bond market offers a very efficient way to borrow capital. By issuing bonds, the borrower is spared the task of undergoing numerous separate negotiations and transactions in order to raise the capital it needs. 
2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
	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. In the event of a bond default, you can foreclose and sell the property tied to the bond to collect your investment. 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.
	A debenture, or unsecured, bond is not backed by property. The bond issuer’s credit standing supports the promise that the bond’s payment terms will be met. Debenture bonds are issued when a company does not have enough assets to serve as collateral. If a company is well established and has a high credit rating, issuing debenture bonds is an easy way for them to raise funds. Debenture bonds typically carry more risk than mortgage bonds and must pay a higher interest rate to investors. If a company liquidates, debenture bondholders are paid after mortgage bondholders.
	Subordinated debenture bond is an unsecured loan, which has no collateral. Should the issuer beliquidated, all other bonds and debts must be repaid before the subordinated debenture bond is repaid. Thisclass of debt carries higher risk, but also pays higher interest than other classes. It is a type of junior debt
3.    Why would an investor purchase a convertible bond or a high-yield bond?
	Although they are considered a risky investment, junk bonds may not deserve the negative reputation that still clings to them. In fact, the addition of these high-yield bonds to a portfolio can actually reduce overall portfolio risk when considered within the classic framework of diversification and asset allocation. Before you invest in high-yield securities, you should be aware of the risks involved. If, after doing your research, you still feel these investments suit your situation, then you may want to add them to your portfolio. The potential to provide attractive levels of income and the ability to reduce overall portfolio volatility are both good reasons to consider high-yield investments.
4.    Describe three reasons a corporation would sell convertible bonds.
Lower fixed-rate borrowing costs. Convertible bonds allow issuers to issue debt at a lower cost. Typically, a convertible bond at issue yields 1% to 3% less than straight bonds.
Locking into low fixed–rate long-term borrowing. For a finance director watching the trend in interest rates, there is an attraction in trying to catch the lowest point in the cycle to fund with fixed rate debt, or swap variable rate bank borrowings for fixed rate convertible borrowing. Even if the fixed market turns, it may still be possible for a company to borrow via a convertible carrying a lower coupon than ever would have been possible with straight debt funding.
Increasing the total level of debt gearing. Convertibles can be used to increase the total amount of debt a company has in issue. The market tends to expect that a company will not increase straight debt beyond certain limits, without it negatively impacting upon the credit rating and the cost of debt. Convertibles can provide additional funding when the straight debt “window” may not be open. Subordination of convertible debt is often regarded as an acceptable risk by investors if the conversion rights are attractive by way of compensation.
5.    Explain the methods that corporations can use to repay a bond issue.	
Assume a company takes out a $100,000 business loan from a bank that carries a 6% annual interest rate. If the loan is repaid one year later, the total amount repaid is $100,000 * 1.06, or $106,000. Of course, most loans are not repaid so quickly, so the actual amount of compounded interest on such a large loan can add up quickly.
The accumulation of interest is one of the drawbacks of debt capital. In addition, payments must be made to lenders regardless of business performance. In a low season or bad economy, a highly leveraged company may have debt payments that exceed its revenue. However, because lenders are guaranteed payment on outstanding debts even in the absence of adequate revenue, the cost of debt capital tends to be lower than the cost of equity capital.



