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22 A 10-year bond of a firm i severe financial distress has a coupon rate of 14% and sells for key answer
5900, The fim is currenly renegotiating the deb, and it appears that the lenders will allow the
e to reduce coupon payments on the bond to one-half the originally contracted amount.
The firm can handle these lower payments. What i the stated and expected yield to maturity
of the bonds? The bond makes s coupon payments annually
A 2year bond with par value SLODO making annual coupon payments of S100
i priced at $1,000. What s the yield to maturity of the bond? What willbe the realized com-
pound yield to maturiy if the 1-year interest rate next year tums out 10 be (a) 8%, (5) 10%
(0 12%7
Suppose that today's date is April 15. A bond with a 10% coupon paid semiannually every
January 15 and July 1 is listed in The Wall Street Journal as sellng at an ask price of 101.25
I you buy the bond from a dealer oday, what price will you pay for it?

Assume that two firms issue bonds with the following characteristis. Both bonds are issued
atpar.

ABC Bonds X¥ZBonds

ssue size $1.2 bilion $150 milion
Maturty 10 years* 20 years

Coupon 9% 10%

Colateral Firstmortgage ‘Generaldebenture
Calable Not callble 10 ears
callprice None 110

sinking fund None Staring n'5 years
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B i extendible tth iscreton of e bandalder for an sl 10 e

Ignoring credit quality, idenify four features of these issues that might account for the lower
coupon on the ABC deb. Explain.

26, Aninvestor believes that a bond may temporarily increase i credit rsk. Which of the following
(CARESN would be the mostliquid method of exploiting this?
scmestn . The purchase of a credit default swap.

b. The sale of a creditdefault swap.
. The short sale of the bond.

w 27, Which of the following most accurately describes the behavior of credit default swaps?
. When creditrisk increases, swap premiums increase.
scuwesen b When credit and interest rate risk increases, swap premiums increase
. When credit rsk increases, swap premiums increase, but when interest ate isk increases,
Swap premiums decrease.

25 What would be thelikely effect on the yield to maturity of a bond resulting fron:





