BOND PORTFOLIO MANAGEMENT STRATEGIES 

RATE ANTICIPATION SWAP

92. The Investment portfolio of a bank is as follows:

	Government Bond
	Coupon Rate
	Purchase Rate (FV Rs.100)
	Duration (Years)

	G.O.I. 2009
	11.68
	106.50
	3.50

	G.O.I. 2012
	 7.55
	105.00
	6.50

	G.O.I. 2015
	 7.38
	105.00
	7.50

	G.O.I. 2022
	 8.35
	110.00
	8.75

	G.O.I. 2032
	 7.95
	101.00
	13.00


Face Value of total investments is Rs.5 Crores in each Government Bond. Calculate actual Investment in portfolio. 

What a suitable action to churn out investment portfolio in the following scenario? 

(a) Interest Rates are expected to lower by 25 basis points

(b) Interest Rates are expected to raise by 75 basis points
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93.  As a fund manager you own an A-Rated, 5-year, 10% coupon bond with annual coupon payments. The yield curve for A-Rated Bonds is presently flat at a promised YTM of 10%. Now you expect rates to change over the next year and would like to do a rate-anticipation swap. The bond you are considering substituting is an A-Rated, 10-year, 10% coupon with annual coupon payments. Evaluate your rate anticipation swap by comparing your current bond with the substitute candidate given the following scenario:

(a) The yield curve will shift down one year from now from 10% to 9%. Assume the coupon date is one year from now. 

(b) The yield curve will shift up one year from now from 10% to 11%. Assume the coupon date is one year from now. 

94.  In the problem Q.-93. given above, what would have been the correct substitution to maintain existing returns? Is there an alternative available to substitution so as to maintain the duration to the current level, in each case? 

YIELD PICK-UP SWAP

95. Suppose an arbitrageur for a hedge fund finds two identical bonds trading at different YTM’s Bond A, an AA-Rated, 10-year, 10% annual coupon bond trading at par, and Bond B, an AA-Rated, 10-year, 10% annual coupon bond trading at to yield 10.25%. What are the prices of each bond? What swap strategy would you recommend to the arbitrageur? What is the risk in this strategy?

IMMUNIZATION

96. The following  corporate bonds are considered for investment by the portfolio  

      manager. His aim is to immunize the liability due in six years. All bonds have face 

      value of Rs.1000. 

	Bond
	Maturity (Years)
	Coupon (%)
	Duration Years

	Arvind Mills
	10
	8
	7.35

	BILT
	8
	9
	6.15

	Cipla
	5
	7
	4.30


If the portfolio manager wishes to invest 50% in Arvind Mills, what is the percentage of 

total amount that can be invested in the other two bonds to immunize the portfolio?

97.  In the above problem Q.-96. above the YTM which was 7% rose to 9%. The bonds 

of Arvind Mills, BILT and Cipla underwent change owing to this. It changed to 7.15

years, 6.03 years and 4.27 years respectively. Determine whether the bond is still 

immunized.   

98.Consider a company having payment liabilities of Rs.100 million each over the next two years. Assume that the treasury manager of the company has decided to immunize his obligation by investing in a zero-coupon bonds. What value of investment would be made in the zero coupon bonds (zeros), if the expected yield on zeros is 8%? 

99.  Consider a company having a perpetual obligation of Rs.2 million. It has two bonds using which the immunization can be performed. It has 5 year bonds with duration of 4 years bonds with duration of 4 years and it has 20 year bond with duration of 11 years. How the company would immunize its portfolio using both these bonds, if the yield is 16%? 

100. Consider a firm is expected to have a liability of Rs.1 million in 7 years. Assume that the treasury manager of the company has decided to immunize his obligation by investing in 10 years zero coupon bonds and 5 year 10% coupon bonds. What value of investment would be made in the zero coupon bonds (zeros), if the expected yield is 8%? 

101. Currently the yields are stable at 7% p.a. You want to use the following two coupon-paying bonds to construct a portfolio that is immunized over an investment horizon of 2.25 years:

	Bond
	Coupon Rate
	Maturity

	Bond A
	9%
	2 years

	Bond B
	6%
	4 years


   Assume both bonds make annual coupon payments and have a face value of Rs.1000. If you are investing Rs.3000000 in the portfolio, how many bonds each do you buy of both? 

102.  Suppose that an insurance company has to make a guaranteed payment in the amount of Rs.1469000 to a policyholder in five years. Furthermore, interest rates are currently 6% and within the next year may go up to 7% or down to 5%. How the insurance company can immunize itself against interest rate risk using Zero Coupon Bonds?

103.  Consider a bond portfolio comprising of a zero coupon bond (with 10 years to maturity), 8% coupon bond and a 10% coupon bond. All have a face value of Rs.1000. The current prices of these bonds are Rs.463.19, Rs.1000 and Rs.1134.20 respectively. If the yield over the next 1 year period is likely to stay at 8%, what is the current value of the portfolio and what will be the portfolio value at the end of next year? What is the individual return earned on each bond? 

104.  Consider a company having payment liabilities of Rs.1 million, Rs.2 million and Rs.1 million over the next 1, 2 and 3 years respectively. If the yield is expected to remain at 10% and we have only 10% perpetuity and 1 year zero coupon bonds available, how the treasury manager would immunize his liability using these bonds?
