
Works directed on convertibles

Question 1
ABC PLC has issued a convertible bond successfully. The terms of the bond are as follows.
Par value of each bond £100
[bookmark: _GoBack]Conversion ratio 50
Conversion premium 100%
What is ABC’s share price at issue?
(a) £2.
(b) £4.
(c) £0.50.
(d) £1.
(e) don’t know.

Question 2
When raising long-term capital the treasurer can select from instruments which
combine the characteristics of both debt and equity. If the treasurer decides to issue a convertible, which of the following is most likely to be true?
(a) the issue is intended to be debt which is likely to be pre-paid before
conversion. The conversion is incorporated in case repayment is not
possible.
(b) the issue is intended to be debt. The conversion is arranged so that
conversion is very unlikely.
(c) the issue is intended to be deferred equity. It is intended that conversion
should take place so that the debt is seen as being temporary.
(d) the yield is the lowest available for the company at the time.
(e) don’t know.


Question 3
Which of the following statements best describes the difference between a convertible
bond and a bond issue with warrants?
(a) for both a convertible and a bond with warrants the debt obligation ceases
to exist after conversion / exercise.
(b) the debt obligation for a convertible ceases after conversion, but remains
after the exercise of warrants.
(c) the debt obligation ceases after exercise off warrants, but remains after a
convertible’s conversion.
(d) the conversion rights of a convertible can be traded separately from the
bond but this is not possible with warrants.
(e) don’t know.

Question 4
Using research based on the US financial markets between 1973 and 2000
convertibles were found to be between equity and debt in terms of both risk (i.e.
standard deviation) and return (compound annual return). Interestingly, within that overall outcome of the research, which of the following statements is true?
(a) convertibles were closer to equity on return, but closer to debt on risk.
(b) convertibles were closer to debt on return but closer to equity on risk.
(c) convertibles were closer to debt on both risk and return.
(d) convertibles were closer to equity on both risk and return.
(e) don’t know.

Question 5
Convertible PLC has been advised that it can issue 10-year straight debt at a yield of 6.5% (annual). Instead, the company could issue a comparable maturity convertible bond at par with a coupon of 4.5% (annual). Assuming that this advice is correct,
what is the value of the conversion option implied?
(a) 2%.
(b) 14.16%.
(c) 14.27%.
(d) 14.38%.
(e) don’t know.
Question 6
Hedge funds are said to be a major investing force generating demand for convertible debt. If a hedge fund is seeking an investment which follows the equity price of a particular company, which of the following would be best?
(a) convertible debt with a high conversion ratio.
(b) convertible debt with a low conversion ratio.
(c) convertible debt with a high conversion premium.
(d) convertible debt with a low conversion premium.
(e) don’t know.





