DURATION & VOLATILITY 

72.  The following data is available for a Bond. 

	Face Value
	Rs.1000

	Coupon
	16% annual

	Years To Maturity
	6 years

	Redemption Value
	Rs.1000

	Current Market Price
	Rs.964.07


What is the YTM, Duration and Volatility of this Bond?

73.  A portfolio manager is thinking of a strategy how to hedge a liability eight years from now. Two alternatives are available: 8% bond maturing in 8 years and 4% bond maturing in 10 years. Both pay coupons annually. The 4% bond, however need to be sold at the end of the 8th year. Current interest rate is 8%. Which is a better alternative, if no change in interest rate is visualized? 

74.  Two Bonds A & B have a par value of Rs.10000 and YTM of 9%. Both mature after 4 years. A pays annual coupon of 10% and B pays 7.5% annual coupons. Duration of both A & B. Why there is a difference? 

75. Jagdish is assigned the task, to study the impact of YTM on two types of bonds viz. a 2-year, 10% Rs.1000 Bond and a 2-year, Rs.1000, zero-coupon bond. Analysis need to be made for different yield-to-maturity (YTM) of 6 percent, 10 percent and 14 percent respectively. To do this he has been asked to show the impact of change in YTM on the duration of these bonds. Indicate how does the change in the current YTM affect the duration of the zero-coupon bond? Why does the change in the YTM affect the coupon bond differently has the zero-coupon bond?       

76. Jagdish is assigned to study the impact of YTM on Duration. He is advised to study this impact on five-year, 10% semiannual coupon Rs.1000 bond selling at par, 

for YTM = 6 percent and for YTM = 14 percent. What can you conclude about the relationship between duration and yield to maturity?

77.  Jagdish has been assigned the job to study the impact of maturity on the duration of the bonds. For this purpose he has been told to study a 5 percent annual coupon bond, trading at par. Calculate the duration for a bond that has a maturity of 5 years, 4 years, and 3 years? What conclusions can you reach about the relationship of duration and the time to maturity? 

78.  Jagdish is assigned to study the impact of frequency of payment of coupons on Duration. He is advised to study this impact on five-year, 15% annual coupon Rs.1000 bond selling at par, for YTM = 10 percent. What is the relationship of duration to the relative frequency of interest payments? 

79.  Jagdish is assigned to study the impact of coupon rates on Duration. He is advised to study this impact on five-year, annual coupon Rs.1000 Bond for YTM = 10 percent. The bonds analyzed for study are 10 percent, 12 percent and 15 percent. What is the duration for each bond? What is the relationship between duration and the amount of coupon interest that is paid? 

80. You as an issuer have to issue a 10% Bond of Face Value Rs.100000 for two years. You have a choice of paying the principal at the end of the second year while paying no coupons or amortizing equally over 2 years that is, pay principal in equal payments each year. Under which option your liability will have lower duration? Explain the difference in the two results? 

81.  Jagdish is asked to confirm that the duration of 5-year, 4.9% coupon bond is equal to 4.5 years for a YTM of 10%. Perform calculations to show this result. 

