RE-ISSUE OF BONDS 

62. The initial proceeds per bond, the size of the issue, the initial maturity of the bond, and the years remaining to maturity are shown in the following table. In each case, the firm is in the 40 percent tax bracket, and the bond has an Rs.1000 par value. 

	Bond
	Proceeds Per Bond
	Size Of Issue
	Initial Maturity 
	Years Remaining To Maturity

	X
	Rs.985
	10000 Bonds
	20 years
	15 years

	Y
	Rs.1025
	20000 Bonds
	25 years
	16 years

	Z
	Rs.1000
	22500 Bonds
	12 years
	9 years


 Indicate whether each bond was sold at a discount, at a premium, or at its par value?

Determine the total discount or premium for each issue. 

63.  For each of the callable bond issues in the following table, calculate the after-tax cost of calling the issue. Each bond has an Rs.1000 par value, and the various issue sizes and call prices are shown in the following table. The firm is in the 40 percent tax bracket. 

	Bond
	Size Of Issue
	Call Price

	X
	12000 Bonds
	Rs.1050

	Y
	20000 Bonds
	Rs.1030

	Z
	30000 Bonds
	Rs.1015


64. The floatation cost, the initial maturity, and the number of years remaining to maturity are shown in the following table. The firm is in the 40 percent tax bracket. 

	Bond
	Floatation Cost
	Initial Maturity Of Bond
	Years Remaining To Maturity 

	X
	125000
	20
	10

	Y
	750000
	10
	1

	Z
	650000
	15
	6


(a) Calculate the annual amortization of the floatation cost for each bond.

(b) Determine the tax savings, if any, expected to result from the unamortized floatation cost if the bond were called today. 

65.  The principal, coupon interest rate, and interest overlap period are shown in the following:

	Bond
	Principal 
	Coupon Interest Rate
	Interest Overlap Period

	X
	Rs.5000000
	8.0%
	3 months

	Y
	Rs.4000000
	7.0%
	2 months

	Z
	Rs.5000000
	6.5%
	3 months


(a) Calculate the rupee amount of interest that must be paid for each bond during the interest overlap period. 

(b) Calculate the after-tax cost of overlapping interest for each bond if the firm is in the 40% tax bracket. 

66.  A firm has a bond outstanding Rs.30000000. The bond has 12 years remaining until maturity, has a 12.5 percent coupon and is callable at Rs.1050 per bond, it had floatation costs of Rs420000, which are being amortized at Rs.30000 annually. The floatation costs for a new issue will be Rs.900000 and the current interest rate will be 10 percent. The after tax cost of the debt is 6 percent. Should the firm refund the outstanding debt? Show detailed workings. Consider Corporate Income-Tax Rate at 50%. 

67.  M/s. TransIndia Limited    is contemplating calling Rs.3 Crores of 30 year’s, Rs.1000 Bond issued 5 years ago with a coupon interest rate of 14 percent. The bonds have a call price of Rs.1140 and had initially collected proceeds of Rs.2.91 Crores due to a discount of Rs.30 per Bond. The initial floating cost was Rs.360000. The Company intends to sell Rs.3 Crores of 12 percent coupon rates, 25 years bonds to raise funds for retiring the old bonds. It proposes to sell the new bonds at their par value of Rs.1000. The estimated floatation cost is Rs.400000. The company is paying 40% tax and its after cost of debt is 8 percent. As the new bonds must first be sold and their proceeds, then used to retire old bonds, the company expects a two months period of overlapping interest during which interest must be paid on both the old and new bonds. What is the feasibility of refunding bonds?

68.  Sunil Limited is contemplating offering a new Rs.50 million bond issue to replace an outstanding Rs.50 million bond issue, to take advantage of the decline in interest rates that has occurred since the initial bond issuance. The firm is in the 40 percent tax bracket. The old outstanding bonds have Rs.1000 par value and a 9 percent coupon interest rate. They were issued five years ago with a 20-year maturity. They were initially sold for their par value of Rs.1000, and the firm incurred Rs.350000 in floatation costs. They are callable at Rs.1050. The new bonds would have an Rs.1000 par value, a 7 percent coupon interest rate, and a 15-year maturity. They could be sold at their par value. The floatation cost of the new bonds would be Rs.500000. The firm does not expect to have any overlapping interest. If the firm has a 5 percent after-tax cost of debt, find the net present value (NPV) of the bond-refunding decision. Would you recommend the proposed refunding. Explain your answer.  

69.  Anil Limited is considering  offering a new Rs.40 million bond issue to replace an outstanding Rs.40 million bond issue. The firm is in the 40 percent tax bracket. The old outstanding bonds have Rs.1000 par value and a 10 percent coupon interest rate. They were issued five years ago with a 25-year maturity. They were initially sold at a Rs.25 per bond discount, and the firm incurred Rs.200000 in floatation costs. They are callable at Rs.1150. The new bonds would have an Rs.1000 par value, a 7.5 percent coupon interest rate, and a 20-year maturity. They could be sold at their par value. The floatation cost of the new bonds would be Rs.250000. The firm expects a 3-month period of overlapping interest while it retires the old bonds. If the firm has a 5 percent after-tax cost of debt, find the net present value (NPV) of the bond-refunding decision. Would you recommend the proposed refunding. Explain your answer.  

70. A company is considering using the proceeds from a new Rs.50 million bond issue to call and retire its outstanding 10% Rs.50 million bond issue. The finance manager of the firm has worked out the NPV of the decision for four different scenarios and the results were provided:

(a) New bonds coupon rate of 8% and cash flow after-tax discount rate of 5%.

(b) New bonds coupon rate of 9% and cash flow after-tax discount rate of 5%.

©  New bonds coupon rate of 8% and cash flow after-tax discount rate of 6%.

(d) New bonds coupon rate of 9% and cash flow after-tax discount rate of 6%.

71.  Madhu Limited is in the process of deciding to replace the current costly bond issue with a cheaper bond issue. The following data is provided:

	Old Bonds
	Old Bonds
	New Bonds
	New Bonds

	Outstanding Size
	Rs.60 million
	Proposed Size
	Rs.60 million

	Coupon Rate
	12%
	Coupon Rate
	9%

	Issued
	5 years ago
	Proposed Tenure
	20 Years

	Original Flotation Cost
	Rs.30 lakhs
	Floatation Cost
	Rs.26.5 Lakhs

	Amortization Basis
	Straight Line
	
	

	Call Provision (After 5 Years)
	10% Premium
	
	


The firm faces a 40% marginal tax rate and would sell new bonds one month prior to refunding the old issue. During this period it expects short-term rates to be about 6%. If the firm uses its after-tax cost of debt of 5 percent to evaluate low-risk decisions, should the firm refund its old bond issue? Also examine the following situation. Suppose that future expected interest rates might be as per the following table, and the expected scenario is as under:

	Probability
	Interest Rates 
	NPV of Refunding – 1 year from now

	25%
	7%
	Rs.180 Lakhs

	50%
	9%
	Rs. 75 Lkhs

	25%
	11%
	(Rs.15 Lakhs)


Should we refund now or later?

