FIN 332
Activity 6.1
Please use MS Excel to answer the following questions. Please upload the completed excel file onto Canvas.
Beta Airlines Inc. is planning to issue bonds to raise money for its long term investment plans to add a new hub. The cost of adding this hub is approximately $ 500 million. Manager Mr. Liam L. is optimistic that he will get a good borrowing rate of interest. The market yields are currently rising due to unexpectedly high inflation readings. He is planning to issue a 10-year bond, face value $ 1000 and coupons of $ 80. He is planning to compare two options: annual coupon payments and semiannual payments and trying to understand what price he will get at the issue of the bond. Underwriter Mr. Jose Delgado is optimistic that since the ten-year yield is at 4%, Beta can sell at a 3.5% premium. They approach Mr. Matt B. from accounting department to deduce the cash flows in Excel per following steps:
Step 1: write down cash flows in cells ($ 80 for annual and $ 40 for semiannual payments), per table below:
	period
	annual
	semi annual

	0
	
	

	1
	80
	40

	2
	80
	40

	3
	80
	40

	4
	80
	40

	5
	80
	40

	6
	80
	40

	7
	80
	40

	8
	80
	40

	9
	80
	40

	10
	1080
	40

	11
	
	40

	12
	
	40

	13
	
	40

	14
	
	40

	15
	
	40

	16
	
	40

	17
	
	40

	18
	
	40

	19
	
	40

	20
	
	1040


Step 2: Final cash flow is face value plus coupon
Step 3: now find the present value of these cash flows in the appropriate rows of columns D and E using either the formula or the PV function and linking all the values to appropriate cells.
Step 4: lastly, please find the sum of present value of all the intermediate cash flows for both annual and semi-annual coupons in the row labelled PV method 1
Step 5: Now find the present value (price at issue) for both these methods using the PV function in the row labelled PV method 2
Step 6: See what happens to price when you change the interest rate to 8%? And 5%?
Step 7: Make sure to change the rate back to 7.5% before turning the activity in.
