 Chapter 6
Bond Valuation Extra Questions

True/ False Questions

1. 
Restrictive covenants are contractual clauses in long-term debt agreements that place certain operating and financial constraints on the borrower.

2.
High‑quality (high‑rated) bonds provide lower returns than low‑quality (low‑rated) bonds.

3.
A call feature in a bond allows the issuer the opportunity to repurchase bonds at a stated price prior to maturity. This option has a greater chance of being exercised (to the detriment of the bondholder) if market interest rates have fallen since the bond was issued.

Multiple Choices
4.
_________ allow the holder to exchange for a certain number of shares of the firm’s common stock at a specified price over a certain period of time and are occasionally part of a debt agreement.

(a)
Rights
(b)
Call provision 
(c)
Restrictive covenants
(d)
Convertible provision
5.
If the required return is less than the coupon rate, a bond will sell at

(a)
par.
(b)
a discount.

(c)
a premium.
(d)
book value.

6.
(a) Marigold Merchants has an outstanding issue of $1,000 par value bonds with an 8% coupon interest rate. The issue pays interest annually and has 15 years remaining to its maturity date. Bonds of similar risk are currently yielding a 10% rate of return. What is the value of these bonds? Is the bond selling at a discount or premium, and why?


(b) Marigold Merchants also has an outstanding issue of $1,000 par value bonds with a 12% interest rate. The issue pays interest semiannually and has 10 years remaining to maturity. Bonds of similar risk are currently selling to yield a 10% rate of return. What is the value of these bonds? Is the bond selling at a discount or premium, and why?
7. Nico Corp issued bonds bearing a coupon rate of 12 percent, pay coupons annually, have 3 years remaining to maturity, and are currently priced at $940 per bond. 

a)  What is the yield to maturity?
b) What is its current yield? 
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