Chapter 6 Complete Solutions – Business Finance

P6-1.
Yield Curve

 (a)


Yield Curve of U.S. Treasury Securities
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(b)
?
P6-5.
LG 2: Bond Interest Payments Before and After Taxes

Intermediate

(a)
Yearly interest $70.00

(b)
Total interest expense $175,000

(c)
Total before tax interest
$175,000


Interest expense tax savings (0.35 ( $175,000)
    ?

Net after-tax interest expense
?
P6-6.
LG 4: Bond Quotation

Note: on exam, column headings will be provided.

 (a)
Tuesday, November 7

(b)
0.97708 ( $1,000  $977.08

(c)
May 15, 2013

(d)
$47,807,000 since in 000s
(e)
5.7%

(f)
last yield  6.03%. This yield represents …?
(g)
The spread of this FM bond over a similar time to maturity U.S. Treasury bond is ??? basis points, or ??%.

P6-11.
LG 5: Bond Valuation–Annual Interest

Bo  I ( (PVIFAkd%,n)  M ( (PVIFkd%,n)

	Bond
	
	Calculator Solution

	A
	
	$1,149.39

	B
	
	$1,000.00

	C
	
	$85.60

	D
	
	$450.90

	E
	
	$1,122.89


P6-17.
Bond YTM–BUT with Semiannual Interest: DO A, B, D, E only.
(See handout online for calculator steps.)

A:  Calculator solution: 12.64% (for discount priced bonds, YTM > Coupon Rate)
B:  Calculator solution: 12.00% (for par priced bonds, YTM = Coupon Rate)
D:  Calculator solution: 12.84% (for premium priced bonds, YTM < Coupon Rate)

E:  Calculator solution: 8.87% (How does YTM compare to Coupon Rate? Why?)
P6-18.
LG 6: Bond Valuation–Semiannual Interest

(See handout online for calculator steps.)

Calculator solution: $841.15

P6-19.
LG 6: Bond Valuation–Semiannual Interest

Bo  I(PVIFAkd%,n)  M(PVIFkd%,n)

	Bond
	
	Calculator Solution

	A
	
	$1,152.47

	B
	
	$1,000.00

	C
	
	$464.88

	D
	
	$1,249.24

	E
	
	$76.11
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