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Continuous Assessment – First Instalment 

To be completed in groups 

1. You are quoted an interest rate of 1.2% p.a., compounded monthly: 

a. What is the equivalent rate, compounded quarterly? 

b. What continuously-compounded rate delivers the same return? 

2. You are expecting to receive €1,000 in four years’ time: 

a. What’s the present value of this amount if the discount rate is 1.5% p.a., 

i. Compounded semi-annually? 

ii. Compounded continuously? 

You invest €1,000 immediately: 

b. How much will you have in six years if you earn 2.4% p.a., 

i. Compounded semi-annually? 

ii. Compounded continuously? 

You are offered €1,000 immediately for the right to receive €1,200 in six years: 

c. What rate of return does this represent if the rate is quoted 

i. With monthly compounding? 

ii. On a continuously compounded basis? 

3. A ten-year, 2.6% coupon, semi-annual pay bond is trading at 98.95. The six-month and one-

year spot rates are 3.1% p.a. and 3.3% p.a., semi-annually compounded: 

a. What’s the one-year forward bond price? 

You go long a forward contract at this price. Six months later, the bond is trading at 99.75 and 

the six-month spot rate is 3.25% p.a., semi-annually compounded: 

b. What’s the value of your forward contract? 

4. Questions 5.29 and 5.30 in Hull, 10th edition (on Loop). 

5. The spot exchange rate is $1.1925/€ while the nine-month continuously compounded interest 

rates in € and $ are -0.3% p.a. and 1.9% p.a., respectively. 

a. Calculate the forward exchange rate. 

You sell $10m ten months forward. Six months later, the spot exchange rate is $1.2365/€ 

while the three-month continuously compounded interest rates in € and $ are -0.35% p.a. and 

2.14% p.a., respectively: 

b. What’s the value of your forward contract? 
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6. Brent crude is trading at $59.64/bbl. Three-month forward Brent is quoted at $56.45/bbl. The 

three-month continuously compounded interest rate is 1.75% p.a. while the cost of storage is 

2.1% p.a.: 

a. Is there an arbitrage opportunity? Please explain your reasoning. 

b. What is the convenience yield? 

7. The spot price is $34.68, and the June futures price is $36.59 on 6th February. You go long the 

June futures. On 22nd May, you unwind your position when the spot price is $39.98 and the 

June futures price is $40.19. What is the net cost of your purchase? 

8. A firm expects to have €3m of surplus funding for three months in five months’ time. The five- 

and eight-month simple spot rates are 3% p.a. and 3.2% p.a., respectively: 

a. What forward rate can they secure using a forward rate agreement? 

Two months later, the one- and five-month simple spot rates are 2.9% p.a. and 2.8% p.a., 

respectively: 

b. What’s the mark-to-market value of the FRA to the firm? 

9. You observe the following bond prices in the market: 

a. Calculate the term structure of interest rates. 

b. Calculate the one-year forward rates. 

c. Calculate the par yields. 

d. Plot the (i) spot rate, (ii) forward rate, and (iii) par yields. 

e. What is the four-year swap rate commencing in two years? 

f. What is the price of a six-year 3.2% coupon bond? 

i. What is its yield? 

I will add further questions to this assignment as the term progresses. Please ensure you e-mail your 

work to brian.okelly@dcu.ie before the lecture on 17th April. 

Best regards, 

Brian 

Year Coupon

Bond 

Price

1 4.10% 101.54

2 3.60% 101.28

3 2.85% 98.86

4 3.79% 100.99

5 2.80% 95.87

6 4.25% 102.07
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