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EXERCISES
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Pre-course Exercises

Issue
Coupon = 6 1/4%
Maturity = August 15, 2023
Coupon Dates = February 15/August 15
Par Amount = $1,000,000
Price = 100 16/32
Factor = 0.8023

Background
Settlement Date = August 25
Repo Rate = 3.05%
Days from 8/15-2/15 = 184 days
Futures Price = 117 16/32

1. What is the amount of the coupon payment made on February 15?

2. What is the accrued interest on the 6 1/4s on August 25?

3. What is the full price on August 25?

4. Assume that the full price on the bond on August 25 is the amount financed during the whole
period.  How much will the repo interest be on the 6 1/4s from August 25 to September 30?
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5. How much coupon income will be earned from August 25 to September 30?

6. What is the basis of the 6 1/4s?

7. What is the carry to September 30?

8. What is the value of the strategic delivery options on the 6 1/4s basis?

9. What is the implied repo rate for the 6 1/4s?
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Issue
Coupon = 6 1/4%
Maturity = August 15, 2023
Coupon Dates = February 15/August 15
Par Amount = $1,000,000
Price = 100 16/32
Factor = 0.8023

Background
Settlement Date = August 25
Repo Rate = 3.05%
Days from 8/15-2/15 = 184 days
Futures Price = 117 16/32

1. What is the amount of the coupon payment made on February 15?
coupon amount =      (par x coupon rate)/2

=       (1,000,000 x .0625)/2
=       $31,250

2. What is the accrued interest on the 6 1/4s on August 25?

accrued interest =       (days since last coupon)   x coupon amount
         (days in coupon period)

=       10/184 x $31,250
=       $1,698.37

3. What is the full price on August 25?
full price =       market price + accrued interest (in terms of price)

=       100.5 + 0.169837
=       100.669837
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4. Assume that the full price on the bond on August 25 is the amount financed during the whole
period.  How much will the repo interest be on the 6 1/4s from August 25 to September 30?

     repo interest =     (par amount x price) x repo rate x days/360
=      1,000,000 x 1.00669837 x .0305 x 36/360
=     $3,070.43

5. How much coupon income will be earned from August 25 to September 30?

accrued interest =
     (days since last coupon)    x coupon amount                    (days in coupon period)

=      36/184 x $31,250
=     $6,114.13

6. What is the basis of the 6 1/4s?
basis =     spot price - (factor x futures price)

=     100.5 - (0.8023 x 117.5)
=     6.23 points
=     199/32nds

7. What is the carry to September 30?
carry =     coupon - repo interest

=     6,114.13 - 3,070.43
=     3,043.70
=     9.74/32nds

8. What is the value of the strategic delivery options on the 6 1/4s basis?
value of s.d.o.(bnoc) =    basis - carry

=     199/32nds - 9.74/32nds
=     189.26/32nds

9. What is the implied repo rate for the 6 1/4s?
invoice price =     (factor x futures price) + accrued interest (in terms of price)

=     (0.8023 x 117.5) + (36/184 x 31,250)/10,000
=     94.8817

implied repo =     [(invoice price/purchase price) - 1] x [360/days]
=     [(94.8817/100.669837) - 1] x [360/36]
=     -.5749
=     -57.49%


