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Parkhomenko Alex

Nagornov Alex

Data on Treasury Bills Nominal Rates and spreads on corporate bonds are presented in the first table.
	Treasury Bills Nominal Rates (%)

	Date
	1 yr
	2 yr
	3 yr
	4 yr
	5 yr
	6 yr
	7 yr
	8 yr
	9 yr
	10 yr

	Treasury Bill Rates
	4.11
	4.02
	4.05
	4.15
	4.24
	4.31
	4.37
	4.43
	4.50
	4.56

	
	
	
	
	
	
	
	
	
	
	

	Rating 
	Spreads on Corporate Bonds (basic points)

	B3/B-
	725
	800
	775
	788
	800
	775
	750
	758
	767
	775

	Caa/CCC
	1 500
	1 600
	1 550
	1 475
	1 400
	1 350
	1 300
	1 325
	1 350
	1 375


Given this we calculate spot rate for Serious with two possible ratings CCC and B-

	Spot Rates for Serious

	Date
	1 yr
	2 yr
	3 yr
	4 yr
	5 yr
	6 yr
	7 yr
	8 yr
	9 yr
	10 yr

	CCC
	19%
	20%
	20%
	19%
	18%
	18%
	17%
	18%
	18%
	18%

	B3/B-
	11%
	12%
	12%
	12%
	12%
	12%
	12%
	12%
	12%
	12%


Given spot rates we are able to estimate price of a bond. For rating CCC it the sum of money raised on bond issue is 35.920.

	Estimating Bond Price for CCC S&P Rating

	Coupon payments
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000

	Debt Repaiment
	
	
	
	
	
	
	
	
	
	50000

	Total CF
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	56000

	DCF
	5037
	4165
	3512
	3003
	2596
	2245
	1955
	1631
	1353
	10423

	Sum DCF
	35920
	
	
	
	
	
	
	
	
	


For rating B-, the sum raised is 49504.

	Estimating Bond Price for B3/B- S&P Rating

	Coupon payments
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000

	Debt Repaiment
	
	
	
	
	
	
	
	
	
	50000

	Total CF
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	6000
	56000

	DCF
	5388
	4781
	4294
	3810
	3368
	3031
	2736
	2420
	2135
	17539

	Sum DCF
	49504
	
	
	
	
	
	
	
	
	


The difference in rating leads to an increase in sum of raised debt capital by 13584.

