Money Market Instruments

Stocks – It is a written contract between the borrower and the lender;  It has the following characteristics

A face value (redemption value)

A maturity date

A coupon rate

Interest dates 
To determine the price of the bond or stock, we must determine the present value of future cash flows.




Coupon rate x % compounded ½ yearly


Need to know the interest rate that you would want

EXAMPLE:

Stock of nominal value 

R1000 000

Coupon rate (compounded ½ yearly) 
9.25% pa

Interest dates



30 June and 31 December

Maturity date



31 December 2019

Yield to maturity


15% pa (compounded ½ yearly)

Settlement date


30 June 2003

Calculate the price of the stock on 30 June 2003.  What is the price in the R% convention?

Question 1

Stock XXX

Coupon rate (1/2 yearly) 
14.75% pa

Redemption date

1 January 2017

Yield to maturity 

13.5% pa

Settlement date

18 April 2002

(i) Calculate the all-in price

(ii) The accrued interest

(iii) The clean price

Question 2

The equation for the price of a stock with a maturity date of 1/5/2017 is given by:

P = 6.5a32(0.07 + 100 (1 + 0.07)-32
While the fraction for discounting to determine the all-in-price is 

F = 118/181

(i) The settlement date of this stock is 

(ii) The future value of the coupon payments of a nominal investment of R1m equals:

Question 3

If R100 accumulates to R115 at a simple interest rate of 8% per annum, then the length of time (in years) of the investment is given by the expression:

(i) 1/8(115/100 – 1)

(ii) 1/8(115/100 +1)

(iii) 100/8(115/100 – 1)

(iv) (115/100 + 1) x 1/0.08

(v) none of the above

[image: image1.png]Questions 5 and 6 relate to the following situation:

Consider Stock 537

Coupon rate: 8,76% per year
Yield to maturity:  6,5% per year
Settlement date: 16 November 2005
Maturity date: 3 September 2031

Question 5

[he all-in-price equals

(11 R125,56793%.
[2] R12796464%.
[3] R129,86589%.
[4] R129,90593%.
[5] R132,34464%.
Question 6

[he accrued interest equals

f1]
[2]
[3]
[4]
(5]

R1,77600%.
R1,79072%.
R1,83293%.
R1,84840%.
R2,56800%.

DQuestion 7

The accrued interest for Stock 456 is R2,09753%. The half-yearly coupon rate is 6,6%. The coupon date
hat follows the settlement date is 17 August 2006. The settlement date for Stock 456 is

(11
[2]
3]
[4]
[5]

16 March 2006.
16 April 2006.

3 May 2006.

30 June 2006.
17 August 2006.
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