Module 5 - Part 1 HOMEWORK – Long-Term Debt Financing
Question 1
Assumes Venture Healthcare sold bonds that have a ten-year maturity, a 12 percent coupon rate with annual payments, and a $1,000 par value. What would be the bonds value? Hint: Watch the Homework Hint video to figure out how to calculate this using Excel. 
Choice: $750
Choice: $1,000
Choice: $1,500
[bookmark: _GoBack]Choice: $2,000
Steps
Par value = $1,000
Annual coupon = 12% of 1,000 = $120
Time to maturity = 10 years
Value of the bond P = 120*PVIFA12%, 10+ 1,000*PVIF12%, 10
120*(1 – (1/(1.12)10/0.12 + 1,000*(1/(1.12)10= 678.08 + 321.98= $1,000
 The bonds value = $ 1,000
Question 2
Assume that two years after the Venture Healthcare bonds (ten-year maturity, a 12 percent coupon rate with annual payments, and a $1,000 par value) were issued, the required interest rate fell to 7%. What would be the bonds value? Hint: Watch the Homework Hint video to figure out how to calculate this using Excel.
 Choice: $750.98 
Choice: $1,000.00 
Choice: $1,298.56 
Choice: $1,457.30
Steps
Par value = $1,000
Annual coupon = 12% of 1,000 = $120
Time to maturity = 10 – 2 = 8 years
Value of the bond P = 120*PVIFA7%, 8+ 1,000*PVIF7%, 8
120*5.971 + 1,000*0.582= 716.56 + 582= $1,298.56
The bonds value = $ 1,298.56
Question 3 
Assume that two years after the Venture Healthcare bonds (ten-year maturity, a 12 percent coupon rate with annual payments, and a $1,000 par value) were issued, the required interest rate fell to 13%. What would be the bonds value? Hint: Watch the Homework Hint video to figure out how to calculate this using Excel. 
Choice: $887.24 
Choice: $952.01 
Choice: $1,000.00
Steps
Par value = $1,000
Annual coupon = 12% of 1,000 = $120
Time to maturity = 10 – 2 = 8 years
Value of the bond P = 120*PVIFA13%, 8+ 1,000*PVIF13%, 8
= 120*4.799 + 1,000*0.376= 575.01 + 376= $952.01
The bonds value = $ 952.01
Question 4
Tidewater Home Health Care, Inc., has a bond issue outstanding with eight years remaining to maturity, a coupon rate of 10% with interest paid annually, and a par value of $1,000. The current market price of the bonds is $1,251.22. What is the bond’s yield to maturity? 
Choice: 4.50% 
Choice: 5.23% 
Choice: 5.00% 
Choice: 5.96%
Steps
N = 8
PMT = -100
PV = 1,251.22
Par/FV = -1000
Annual coupon payment = Par value of the bond x Coupon rate
= $1,000 x 10%
= $100
5.96% =Rate
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 The bond’s yield to maturity = 5.96%
Question 5
Tidewater Home Health Care, Inc., has a bond issue outstanding with eight years remaining to maturity, a coupon rate of 10% with interest paid semi-annually, and a par value of $1,000. The current market price of the bonds is $1,251.22. What is the bond’s yield to maturity? 
Choice: 2.5% 
Choice: 5.0% 
Choice: 6.0% 
Choice: 100%
Steps
N= 8 x 2 =16
Semi-annual coupon discount= 10% / 2= 5% so the coupon payment= $50
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 The bond’s yield to maturity= 2.5%
Question 6
Minneapolis Health System has bonds outstanding that have four years remaining to maturity, a coupon interest rate of 9% paid annually, and a $1,000 par value. What is the yield to maturity on the issue if the current market price is $829? 
Choice: 10.00% 
Choice: 12.87% 
Choice: 14.99% 
Choice: 23.45%
Steps
Nper (Years to maturity) = 4
Par Value= Fv (In this scenario)= 1,000
Coupon Rate= 9%
Pmt= Par Value X Interest Rate (Coupon Rate)
Pmt= 1,000 X .09 = 90
Current Market Price= Pv= 829
Type= 0
YTM= fx(RATE(4,-90,829,-1000,0)
The yield to maturity on the issue if the current market price is $829 = 14.99%
Question 7
Minneapolis Health System has bonds outstanding that have four years remaining to maturity, a coupon interest rate of 9% paid annually, and a $1,000 par value. What is the yield to maturity on the issue if the current market price is $1,104? 
Choice: 6.00% 
Choice: 8.00% 
Choice: 10.00% 
Choice: 12.00%
Steps
Nper (Years to maturity) = 4
Par Value= Fv (In this scenario) = 1,000
Coupon Rate= 9%
Pmt= Par Value X Interest Rate (Coupon Rate)
Pmt= 1,000 X .09 = 90
Current Market Price= Pv= 1,104
Type= 0

YTM= fx (RATE (4,-90,1104,-1000,0)
The yield to maturity on the issue if the current market price is $829 = 6%
Question 8
Minneapolis Health System has bonds outstanding that have four years remaining to maturity, a coupon interest rate of 9% paid annually, and a $1,000 par value. Would you be willing to buy one of these bonds for $829 if you required a 12% rate of return on the issue?
 Choice: Yes
 Choice: No
Yes, I would I will be willing to buy because in order to break even on the investment a YTM would be needed of least 12% and any YTM classifying as 13%+ would be a financial profit and a good investment.
As the part a calculation shows, the YTM is 15% for an investment of $829, which is higher than the bare lowest 13% and is therefore, a financial profits and good investment!
Question 9
Regal Health Plans issued a 12% annual coupon bond with a $1,000 par value a few years ago. The bond now has ten years remaining to maturity and sells for $1,100. The bond has a call provision that allows Regal to call the bond in four years at a call price of $1,060. What is the bond’s yield to maturity?
Choice: 8.32% 
Choice: 9.00% 
Choice: 9.87% 
Choice: 10.35%
Steps
Face value (FV) = $1,000
Coupon Rate = 12%
PMT = $1000 x 12% = $120
Present value = -$1100
NPER = 10 years
YTM = (COUPON + (FACE VALUE – MARKET PRICE) / (YEARS TO MATURITY)) / ((FACE VALUE + MARKET PRICE) / 2)
YTM = ($120 + ($1000 – $1,100) / (10)) / (($1,000 + $1,100) / 2)
The bond’s yield to maturity = 10.35%
Question 10
Regal Health Plans issued a 12% annual coupon bond with a $1,000 par value a few years ago. The bond now has ten years remaining to maturity and sells for $1,100. The bond has a call provision that allows Regal to call the bond in four years at a call price of $1,060. What is the bond’s yield to call? 
Choice: 5.07% 
Choice: 10.13% 
Choice: 15.74% 
Choice: 100.00%
Steps
Bond's yield to call
Face value (FV) = $1,000
Coupon Rate = 12%
PMT = $1000 x 12% = $120
Present value = -$1060
NPER = 4 years
YTC = (ANNUAL INTEREST + (CALL PRICE – MARKET PRICE) / (4)) / ((YEARS TO CALL) / (CALL PRICE + MARKET PRICE) / 2)
YTC = ($120 + ($1,060 – $1,100) / (4) / (($1,060 – $1,100) / 2)
The bond’s yield to call = 10.13%


