BOND PRICING 

23.  Consider a bond that has ten years remaining to maturity, a 10% coupon, and a maturity value of Rs.1000. 

1. If the yield on the bond is 10%, what is the value of the bond today?

2. If the yield on the bond is 8%, what is the value of the bond today?

3. If the yield on the bond is 12%, what is the value of the bond today?

Analyze your answers. 

24.  The XYZ bond with five years remaining to maturity has a maturity value of Rs.1000 and a 10% coupon, with interest paid semi-annually. 

If the yield on the bond is 10%, what is the value of the bond today? 

If the yield on the bond is 8%, what is the value of the bond today?

If the yield on the bond is 12%, what is the value of the bond today? 

25. Which of the two bonds is cheaper, if the yield is 10%? 

(a) The ABC bond with five years remaining to maturity having a maturity value of Rs.1000 and a 10% coupon, with interest paid annually. 

(b) The XYZ bond with 10 years remaining to maturity having a maturity value of Rs.1000 and a 10% coupon, with interest and paid semi-annually. 

© What you infer from the findings? 

26. (a) What is the value of a Rs.1000, zero-coupon bond that has five years remaining to maturity and has a yield-to-maturity of 6%?

(b) What is the value of a zero-coupon bond that has ten years remaining to maturity and has a yield-to-maturity of 10% and when we know that half of the face value is redeemed after 5 years? 

27.  A bond pays Rs.90 interest annually into perpetuity. (i) What is its value if the current yield is 10 per cent? (ii) If the same bond is priced at Rs.1125 in the market, at what yield it sells? And again, if it sells at Rs.750, what is the current yield? 

28.  A bond with face value Rs.1000 has a current yield of 7 percent and a coupon rate of 8%. What is the bond’s price? 

29.  A PSU is proposing to sell  8 years bond of Rs.1000 at 10% coupon rate per annum. The bond amount will be amortized equally over its life. If an investor has a minimum required rate of return of 8%, what is the bond’s present value? If this bond sells at Rs.1100, should an investor buy this bond? 

30. M/s. Agfa Industries is planning to issue a debenture is 15 per cent per annum. The Company proposes to price the issue in such a manner that it can yield 16 per cent compounded rate of return to the investors. The Company also proposes to redeem the debentures at 5 per cent premium on maturity, Determine the issue price of the debentures. 

31.  What is the price a 12 year 8% annual coupon Rs.1000 face value bond would sell for if the yield is 8%? What is the maximum price this bond can ever sell for ? 

32.  Consider three bonds with 8 percent coupon rates, all selling at face value. The short-term bond has a maturity of 4 years, the intermediate-term bond has maturity 8 years and the long-term bond has maturity 30 years. 

(a) What will happen to the price of each bond if their yields increase to 9 percent? What will happen to the price of each bond if their yields decrease to 7 percent? 

(b) What do you conclude about the relationship between time to maturity and the sensitivity of bond prices to interest rates? 

33. A bond’s credit rating provides a guide to its risk. Long-term bonds rated AA currently offer yields to maturity of 7.5 per cent. A-rated bonds sell at yields of 7.8 per cent. If a 10 year bond with a coupon rate of 7 per cent is downgraded by ICRA from AA to A rating, what is the likely impact on the bond price? 

34. Suppose interest rates increase from 8 percent to 9 percent. Which bond will suffer the greater percentage decline in price: a 30-year bond paying annual coupons 8 percent, or a 30-year zero coupon bonds? Can you explain intuitively why the zero exhibits greater interest rate risk even though it has the same maturity as the coupon bond? 

35.  A 30-year Treasury Bond is issued with face value of Rs.1000, paying interest of Rs.60 per year. If market yields increase shortly after the T-Bond is issued, what happens to the bonds, a. coupon rate,  b. price, c. yield to maturity, d. current yield. 

36. You have purchased at par a 5 year 12% semi annual coupon Rs.1000 face value bond. Another option of 6 year 6% semi annual coupon Rs.1000 face value bond is available. Assuming that both bonds have same yield what you would be willing to pay for the six year bond? 

