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Periodically, one company will purchase another by buying all of the target firm’s stock. The bonds of the target firm continue to exist. The debt obligation is assumed by the new firm.
The credit risk of the bonds often changes because of this type of an event.

Suppose that the firm Treasure Toys makes an announcement that it is purchasing Land'0"Toys. Due to Treasure Toys' projected finandial structure after the purchase, Standard &
Poor’s states that the bond rating for Land'oToys bonds will change to B8.

. Compute the yield to maturity of Land'o'Toys bonds before the purchase announcement and use it to determine the likely bond rating.
b. Assume the bond's price changes to reflect the new credit rating. What is the new price? Did the price increase or decrease?

. What is the dollar change and percentage change in the bond price?

d. How do the bond investors feel about the announcement?




