BOND YIELDS & RETURNS  

37. What will be the capital gains on a 3 year 12% annual coupon bond of face value Rs.1000 if interest rates go down from 12% to 10%? Assume that the bond is redeemable in one year from now at face value. 

38.  What is the current yield of the 6.5 percent, August 2005 maturity bond, which has a maturity value of Rs.1000. The current bond price is Rs.1075.3125? What was the closing asked price of the bond on the previous day, if the change from the previous day’s price was Rs.1.875?

39.  Based on the credit rating of the bonds Mr. Alok has decided to apply the following discount rates for valuing bonds:

	Credit Rating 
	Discount Rate 

	AAA
	364-day T-Bill Rate  + 3% Spread 

	AA
	AAA + 2% Spread

	A
	AA A+ 3% Spread


      He is considering to invest in a AA rated, Rs.1000 face value bond currently selling at 

      Rs.1025.86. The bond has five years to maturity and the coupon rate on the bond is 

      15% p.a. payable annually. The next interest payment is due one year from today and 

      the bond is redeemable a par. (Assume the 364-day T-Bill Rate To Be 9%). 

      You are required to calculate the intrinsic value of the bond for Mr. Alok. Should he 

       invest in the bond? Calculate the current yield (CY) and the yield to maturity (YTM) 

       of the bond.     

40.  There is a 9%, 5 year bond issue in the market. The issue price is Rs.90 and the redemption price is Rs.105. For an investor with marginal income tax rate of 30% and capital gains tax of 10% (assuming no indexation), what is the post tax yield to maturity? 

41.  VHP Company has sold Rs.1000, 12% perpetual debentures 10 years ago. Interest rates have risen since then, so that debentures of this company are now selling at 15% yield basis. 

Determine the current indicated/expected market price of the debentures. Would you like to buy the debentures for Rs.700? 

Now assume that the debentures of the company are selling at Rs.825. Moreover, if the 12%, Rs.1000 debentures are not perpetual and have 8 years to run to maturity, compute the approximate yield an investor would earn on his investment. 

42.  A 5 years bond with 8% coupon rate and maturity value of Rs.1000 is currently selling at Rs.925 what is its yield to maturity? 

43.  Jagat Industries Limited (JIL) has raised Rs.50 Crore through an issue of 9% bond. Each bond has a face value of Rs. 500 and 10 years term to maturity. As per the terms of the issue each bond is redeemable in four equal installment starting from the end of 7th year. You are required to find out the price of the bond if YTM is 13%. And what is the Current Yield? 

44.  A had purchased a bond at a price of Rs.800 with a coupon payment of Rs.150 and sold at for Rs.1000. 

1. What is the holding period return?

2. If the bond is sold for Rs.750 after receiving Rs.150 as coupon payment, then what is his holding period return? 

45.  Consider a 30 year bond paying an annual coupon of Rs.80 and selling at par value of Rs.1000. The bonds YTM is 8%. 

(a) If the YTM remains at 8%, what will be Holding Period Return (HPR)? 

(b) If the current price rises to Rs.1050, what is the Holding Period Return? What is the YTM? 

© What is the difference you see between Holding Period Return and YTM from (a) and (b) above?

46.  One bond has a coupon rate of 8 percent, and another coupon rate of 12 percent. Both bonds have 10-year maturities and sell at a yield to maturity of 10 percent. If their yields to maturity next year are still 10 percent, what is the rate of return on each bond, if an investor purchases this bond this year and sells next year? Does the higher coupon bond give a higher rate of return? 

47.(a) If the first bond given above has a yield to maturity of 8 percent 1 year from now, what will its price be? 

(b) What will be the rate of return on the bond?

(c) If the inflation rate during the year is 3 percent, what is the real ate of return on the bond? 

48. What would be your return if you held a 10% 20-year annual coupon bond when yields fell from 7 to 5% over the next year? 

49. If you bought a 10 year 9% annual coupon bond yielding 9%, how much money did you make or lose if you sold it 4 years later when the bond was yielding 6%? What was your annualized return? 

50. There is 9%, 5 year bond issue in the market. The issue price is s.90 and the redemption price is Rs.105. For an investor with marginal income tax rate of 30% and capital gains tax of 10% (assuming no indexation), what is the post tax yield to maturity? 

51. If a bond with face value of Rs.1000 and a coupon rate of 8 percent is selling at a price of Rs.970, Is the bond’s yield to maturity more or less than 8 percent? What about the current yield? 

52. A 6-year IDBI bond pays interest of Rs.80 annually and sells for Rs.950. What are its coupon rate, current yield, and yield to maturity? If this bond needs to be issued as a new 6-year bond at face value, what coupon rate must the bond offer? 

53. An AT Bond has 10 years until maturity, a coupon rate of 8 percent, and sells for Rs.1100. 

(a) What is the current yield on the bond?

(b) What is the yield to maturity? 

54. An outstanding bond issue has a coupon rate of 10 percent and a current yield of 9.6 percent, and it sells at a yield to maturity of 9.25 percent. The firm wishes to issue additional bonds to the public at face value. What coupon rate must the new bonds offer in order to sell at face value? 

55. What is the current yield of the 6.5 percent, August 2005 maturity bond, which has a maturity value of Rs.1000? The current bond price is Rs.1075.3125. What was the price of the bond on the previous day, if the change from the previous day’s price was Rs.1.875? 

56. An AT Bond has 10 years until maturity, a coupon rate of 8 percent, and sells for Rs.1100. If it has a yield to maturity of 8 percent 1 year from now, what will be its price? What will be the rate of return on the bond? 

57.  Fill in the table below for the following zero-coupon bonds. The face value of each bond is Rs.1000. 

	Price
	Maturity (Years)
	Yield To Maturity 

	Rs.300
	30
	?

	Rs.300
	?
	8%

	?
	10
	10%


58.  Tezpore Tea Company has issued 9 percent annual coupon bonds that are now selling at yield to maturity of 10 percent and current yield of 9.8375 percent. What is the remaining maturity of these bonds? 

59.  Large Industries bonds sell for rs.1065.15. The bond life is 9 years, and the yield to maturity is 7 percent. What must be the coupon rate on the bonds?                

60. (a) Several years ago PTPC issued bonds at face value at a yield to maturity of 7 percent. Now, with 8 years left until the maturity of the bonds, the yield to maturity on the bonds has increased to 15 percent. What has happened to the price of the bond?

(b) PTPC has run into hard times and investors believe that PTPC can make good on the promised coupon payments, but that the company will go bankrupt when the bond matures and the principal comes due. The expectation is that investors will receive only 80 percent of face value at maturity. If they buy today, what yield to maturity do they expect to receive? 

61.  A bond which has 30 years to maturity and providing coupons @8% paying semi annually is callable in 5 years at a call price of Rs.1100. The current YTM is 7%.

(a) What is the yield to call?

(b) What is the yield to call if the call price is only Rs.1050?

© What is the yield to call if the all price is Rs.1100 but the bond will be called in 2 years? 

