RSM430 HIF - Assignment #1

Due: Wednesday, May 28th, 2014 - hard copy submission
Value: 10% of Final Grade, Total 50 marks



 Please use the Rotman Commerce Group assignment cover page for your submission. 
Question 1 (5 marks)
Please use the Government of Canada bond data provided in Appendix A, and assume the yield levels are as of May 12, 2014 to answer the question.

A BBB-rated company is contemplating simultaneously issuing 7 and 10 year bonds and the pricing date (therefore the issue date) is set for May 12th.  The credit spreads are 237 bps for the 7 year offering and 332 bps for the 10 year offering.   
Using an interpolated Government of Canada yield curve as of May 12th, calculate the coupons on the 7-year and 10-year bonds.  
Please state which bonds you are using for interpolation (maximum 2-3 sentences) and why.
Question 2 (7 marks)

Using a Bloomberg terminal or from the Bank of Canada web site (under "interest rates", http://www.bankofcanada.ca/rates/interest-rates/), obtain the weekly historical Canadian Government of Canada 2 year, 10 year and 30 year bond yields, from June 2, 2008 to January 13, 2010 .  Please put these results in an appendix!
a) (3 marks) On a excel graph, show the difference in the yield to maturity between the 2 and 10 yr GoC bonds and the 2 and 30 yr GoC bonds for the period in question. 
b) (4 marks) Using your results in part a) please comment on the relative steepness of the yield curve (as of January 13th, 2010) on a historical basis.  Do this for both the 2/10s and the 2/30s.

** you will use your conclusion in part b to set up your initial portfolio for the simulated trading case on June 4th in the FRTL.**

Question 3 (8 marks)
On May 31, 2006, Aliant Telecom announced that it had given a notice of redemption to the bondholders of certain of its outstanding bonds. Aliant Telecom wishes to call its 8.30% Debentures due January 15, 2019.  The redemption date occurs on June 30, 2006.  

Each of the series of debentures will be redeemed at a redemption price equal to the greater of the Canada Yield Price or par, together in each case with accrued and unpaid interest to but excluding the date fixed for the redemption.  

The Canada Yield Price means the price equal to the price of the Aliant Telecom 8.30% Jan. 15/2019 calculated to provide a yield from the date fixed for redemption to the maturity date of the debentures to be redeemed equal to the GoC yield plus 25 bps.  The GoC yield shall mean the yield from the date fixed for redemption to the maturity date of the debentures.   

Assume the Government of Canada bond (GoC) yield is 4.387%.

What is:

a) (3 marks) the redemption price of each debenture (per $1,000 face value)? 

b) (2 marks) the accrued and unpaid interest to the date of redemption for each bond?
c) (3 marks) Now assume that the GoC yield is 10% (not 4.387%) - redo your calculation from part a) - at what price (per $1,000 face value) will Aliant Telecom redeem the bonds?
Question 4 (10 marks)

 Consider the following zero rates:

	Maturity (years)
	Rate
	Maturity (years)
	Rate

	1
	4.00
	6
	5.25

	2
	4.25
	7
	5.50

	3
	4.50
	8
	5.75

	4
	4.75
	9
	6.00

	5
	5.00
	10
	6.25


a) (5 marks) Compute the par yield curve.

b) (5 marks) Compute the forward yield curve beginning one year from today. (that is the one year forward rate starting in 1 year, the 2 year forward rate starting in 1 year etc.)
Question 5 (12 marks)
An investor purchases the following three bonds for his portfolio on May 12th, 2014 and the settlement date for the purchases is May 15th, 2014.

· $1 million par value of the Pepsico Inc. 3.125% due Nov. 1st, 2020 .   The investor purchased the bonds in the market at a price of $103.981 per bond.  The Pepsico bond is a US dollar bond and has a 30/360 day count convention. (4 marks)
· $1 million par value of Canadian Tire 6.25% due April 13, 2028 bonds.  The investor purchased the bonds in the market at a price of $117.343 per bond. The Canadian Tire bond is a Canadian dollar bond and has Actual/365 day count convention. (4 marks)

· $1 million par value of the Government of Canada 1.50% due December 1, 2044 real return bond.  The investor purchased the bonds in the market at a price of $106.222 per bond. The Base CPI value when the bond was auctioned was 115.60.  The Reference CPI value (base value) is 123.08.  The GoC bond has the Actual/Actual day count convention. (4 marks)

For each bond, calculate the accrued interest to the settlement date and the total purchase price (face value plus accrued interest) paid by the investor. 
Question 6 (8 marks)

On August 27th, 2010 Rogers Communications Inc. redeemed the following bonds, in each case with accrued and unpaid interest to August 27th, 2010 (the redemption date):

US$490 million principal amount of 9.625% Sr Notes due May 1, 2011 @ 105.999%

Cdn $460 million principal amount of 7.625% Sr Notes due Dec. 15, 2011 @ 107.696%

Cdn $175 million principal amount of 7.25% Sr Notes due Dece 15, 2011 @ 107.219%

On August 11th, 2010 Rogers issued CAD $800 million of 6.11% Sr. Notes due in 2040 (30 year bond) and another CAD $900 million of 4.70% Sr. Notes due in 2020 (10 year bond).  The use of proceeds for these bonds was to finance the early redemption of the bonds mentioned above.
Following is the pro forma Consolidated Capitalization table as well as the notes detailing the actions of the Company.  This appears in Rogers' prospectus supplement dated August 11th, 2010, page S-12, Use of Proceeds.  The document can be found on SEDAR.

[image: image1.png]CONSOLIDATED CAPITALIZATION

‘The following table summarizes our consolidated cash and cash equivalents and our consolidated capitalization as at
June 30, 2010, 0n an actual basis and as adjusted to give effect o the issuance of the notes offered hereby and assuming our
application of the estimated net proceeds therefrom, together with cash on hand and advances under our bank credit
facility, o fund the amount required to repay the outstanding principal amount of the Senior Notes due 201 1 in connection
with the Redemptions. The “as adjusted” column of the table does not give effect to our payment of the
Redemption Premiums or accrued interest on the Senior Notes due 2011 payable in connection with the Redemptions
o our intended termination of the cross-currency interest rate exchange agreements associated with the 9.625% Notes,
including any cash that we use or any funds that we borrow in order to fund this termination. See “Rogers
Communications Inc. — Recent Developments — Redemption of All of Our Senior Notes Due 20117 and the footnotes.
0 the following table.

‘The following table should be read together with our audited consolidated financial statements and the related notes
thereto for the years ended December 31, 2009 and 2008 and our unaudited interim consolidated financial statements and
the related notes thereto as at June 30, 2010 and for the three and six months ended June 30, 2010 and 2009, cach of which
are incorporated by reference into this prospectus supplement. For the purposes of ths table, all LS. dollar amounts have
been translated into Canadian dollars based on the closing rate of exchange as reported by the Bank of Canada on June 30,
2010 of US$1.00 = $1.0646.

Cash and cash equivalents™ .. ..

Longferm bt Gnluin cuen o
Bank credit facility . . s
Outstanding Public Debt:

9.6256% Senior Notes Duc 2011
7.625% Senior Notes Due 2011
725% Senior Notes Due 2011.
725% Senior Notes Due 2012,
7.875% Senior Notes Due 2012
625% Senior Notes Due 2013.
63756% Senior Notes Due 2014
5.50% Senior Notes Due 2014.
7.50% Senior Notes Due 2015 .
675% Senior Notes Due 2015
5.80% Senior Notes Due 2016
6.80% Senior Notes Due 2018 .
5.38% Senior Notes Due 2019.
875% Senior Debentures Due 2032,
7.50% Senior Notes Due 2038 .
6.68% Senior Notes Due 2039
Notes offered hercby .
Capital leases and other

Total long-term debt (mdudmg currnt porion)
Sharcholders’ equity ™ . .

ol canitalization

23

$ 8420
$ 4246
$12.666





a) (3 marks) Calculate the Total Redemption Amount (using the redemption prices provided and the CAD/USD exchange rate above) and the accrued interest the Company paid to bondholders.  By how much did the Total Redemption Amount (not including accrued interest) exceed the Total Face Amount of the outstanding bond issues?  
b) (5 marks) Calculate the approximate coupon savings from calling the 3 bond issues early as compared to the new coupon(s) of 6.11% and 4.70%.  Hint:  Calculate a 'weighted average' coupon rate for the 3 bond issues that were called and use the individual principal amounts as weights.
 DATA for Question 1- Appendix A - as of May 12th, 2014.
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