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Chapter 1

1. What are the reasons that the term to maturity of a bond is important?
2. Consider the following two bonds:
a. Bond A: 5% , 10 Year bond
b. Bond B: 5%, 5 Year bond
Both bonds are trading at the same price/yield.
Which bond will fluctuate more in price when interest rates change? Why?
3. A floating rate bond has the following coupon formula:
5 yr treasury rate + 50 basis points with a cap of 6% and a floor of 4%
The coupon is reset semiannually.  Suppose that the 5 yr treasury rate six months from now is 5.6%.  Compute the coupon rate for the next semi-annual period.

4. What is an embedded option?  What are the embedded options granted to the issuers and the bondholders?

5. What is an accelerated sinking fund provision? Why can the accelerated sinking fund provision be viewed as an embedded call option granted to the issuer?

6. What is a repurchase agreement?  What is the difference between a term repo and an overnight repo?

Chapter 2

1. Give a brief description of each of the risks associated with investing in bonds
2. What are the features that affect interest rate risk of a bond?  
3. Explain why a callable bond’s price would be expected to decline less than an otherwise comparable option-free bond when interest rates rise?
4. For each of the bond issues below indicate whether the price of the issue should be par, above par or below par:
a. Issue A – Coupon 5% and Yield to maturity 7%
b. Issue B – Coupon 5% and Yield to maturity 4%
c. Issue C -  Coupon 5% and Yield to maturity 5%
5. What is duration?  How is it calculated?
6. Duration does not consider yield curve risk, why?  What is a better measure than duration, which does consider yield curve risk?
7. Explain how certain types of event risk can result in downgrade risk
8. Describe the different grades of bonds (based on ratings)

Chapter 3

1. What is a Treasury Inflation Protection Securities (TIPS).  Describe how it works.
2. What are Treasury Strips? Describe how it works.  Use Bloomberg.com to find the price of the 5 year TIPS.  Indicate for which day this price is for.
3. What is prepayment risk?
4. What is a mortgage passthrough security.  Describe how it works.
5. What are the different categories of municipal bonds?  Use Yahoo Finance and find two examples of municipal bonds.
6. What is the difference between a limited and unlimited general obligation bonds?
7. What is a pre-refunded bond?
8. Describe the following:
a. Medium Term Notes (MTN)
b. Range Notes
c. Commercial Paper
9. Explain the two major types of electronic bond trading systems
10. What is meant by “3-month LIBOR”?

Chapter 4

1. Give a brief description of the theories of the term structure of interest rates
2. According to the pure expectations theory what does a humped yield curve suggest about the expectations of future interest rates?
3. Use a spreadsheet to plot the US Treasury yield curve for 9/16/2013.  Describe the shape of the yield curve for 9/16/13 and the expectation of future interest rates based on the expectations theory.  Please turn in the spreadsheet with all supporting data.
4. Use Yahoo Finance (or any other website you wish) and select two corporate bonds and two Municipal Bonds and calculate an absolute yield spread to the on-the-run treasury on 9/16/13 that is closest in maturity to the corporate/Municipal bond you chose.  Show the yields of the bonds and the treasury securities and the yield spreads in a spreadsheet.
5. Why is the yield spread between a bond with an embedded option and an otherwise comparable treasury security referred to as the “nominal spread”?
6. What is an option-adjusted spread and why is it superior to a nominal spread for a bond with an embedded option?
7. What is the taxable equivalent yield for an investor in the 39% tax bracket if the tax exempt yield on an investment is 3.1%?
8. Describe the mechanics of an interest rate swap using your own example.
9. If the swap spread for a 10 yr interest rate swap is 160 basis points and the yield on the 10yr treasury is 4%.  What is the swap rate?
10. Why is the swap spread an important measure?


Chapter 5

Solve the following problems using an Excel spreadsheet
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