CHAPTER 17

ANSWERS AND SOLUTIONS TO PROBLEMS AND QUESTIONS 

1. Explain how a company planning to issue 5-year, fixed-rate bonds in three years could use a forward swap to lock in the fix rate it will pay on the bonds. Explain how the hedge works at the expiration of the forward contract.

A company wishing to lock in a rate on a five-year fixed-rate loan to start two year from today, could enter a two-year forward swap agreement to pay the fixed rate on a five-year swap. At the expiration date on the forward swap, the company could issue floating-rate debt at LIBOR that, when combined with the fixed position on the swap, would provide the company with a synthetic fixed rate loan. Alternatively, at the forward swaps’ expiration date, the company could sell the swap underlying the forward swap contract and issue five-year fixed rate bond. If the rates are relatively high, exceeding the rate on the swap, then the company would be able offset the higher interest it will pay on its bonds by selling its fixed position on the swap at an amount equal to the present value of a five-year annuity equal to the interest difference between the current rate and the swap rate times the NP. In contrast, if rates are relatively low, less than the rate on the swap, then the company would benefit from the lower fixed rate loan, but would lose an amount equal to the present value of a five-year annuity equal to the interest difference between the current rate and the underlying swap on the forward agreement when it closes its swap position. 
2. The ABC Development Company is constructing a $150M shopping mall that it anticipates being completed in two years. At the project’s completion, the company plans to refinance it short-term construction and development loans by borrowing $150M through the private placement of 10-year bonds. The ABC company has an A quality rating and its option-free, fixed-rate bonds trade 200 basis point above comparable Treasury bonds and its floating-rate bonds trade at 150 basis points above the LIBOR. Currently, 10-year T-bonds are trading to yield 6%.  With current rates relatively low, ABC is expecting interest rates to increase and would like to lock in a rate on the 10-year, fixed-rate bond two years from now.  The company is considering locking in its rate by entering a forward swap with Commerce Bank. To hedge its future loan, Commerce is willing to provide ABC a two-year forward swap agreement on a 10-year, 7.25%/LIBOR swap.

a. Explain the forward swap position that ABC would need to take in order to lock in the rate on its 10-year, fixed-rate bond to be issued two years from now.

b. Given ABC hedges with a swap position, explain how it would obtain a fixed rate for 10 years at the forward swap’s expiration date by issuing its floating rate notes at LIBOR plus 150BP. What is the fixed rate ABC would have to pay on its position?

a. To lock in the rate on its 10-year fixed-rate bonds two years from now, ABC would need to enter a 2-year forward contract to take a fixed-payers position on a 10-year, 7.25%/LIBOR swap. 

b. At the forward swap’s expiration, ABC would issue a 10-year floating-rate note at 150 basis points above the LIBOR and assume its fixed-payer’s position on the swap underlying the forward contract. Combined, the floating-rate note and fixed-payer’s position on the swap represent the equivalent of a 10-year fixed-rate loan at 8.75%:

At the expiration date on the forward swap:

	Instrument
	Action
	

	Issue Flexible Rate Note

Swap: Fixed-Rate Payer’s Position

Swap: Fixed-Rate Payer’s Position
	Pay

Pay Fixed Rate

Receive LIBOR
	-LIBOR-150BP

-7.25%

+LIBOR

	Synthetic Fixed Rate
	Net Payment
	8.75%


3. Suppose the ABC Development Company in Question 2 hedges its planned $150M bond sale in two years by taking a position in the forward swap contract offered by Commerce Bank. Also suppose that at the forward swap’s expiration date, 10-year T-bonds are trading at 7% and the fixed rate on 10-year par value swaps that Commerce Bank would offer ABC is 150 BP above the T-bond yield. 

a. What would be the value of the swap underlying ABC’s forward swap at the expiration date? Use the YTM valuation approach.

b. What would be the amount of funds ABC would need in order to refinance its $150M short-term loan obligation and close its swap position?  

c. Given that ABC’s fixed-rate bonds trade at 200 basis points above T-bond rates, what would be ABC’s semiannual interest payments on the funds that it borrows?

d. What would be ABC’s annualized rate based on $150M refinancing funds it needs? 

a. With 10-year T-bonds trading at 7% and the fixed rate on10-year par value swaps that Commerce Bank offers ABC set at 150 BP above that yield, the current par value swap available to ABC would have a fixed rate of 8.5%. At the forward swaps’ expiration date, ABC would therefore be able to sell its fixed-payers position on its 10-year 7.25%/LIBOR swap underlying the forward swap contract to Commerce at $12,463,468 given  the swap is valued using the YTM approach with a discount rate of 8.5%:  
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b. With the $12,463,468 proceeds from closing its swap, ABC would only need to raise $137,536,532 (= $150,000,000 - $12,463,468).  Given ABC bonds sell at 200 BP above T-bonds, ABC would therefore issue $137,536,532-worth of 10-year fixed-rate bond at 9% given T-bond rates are at 7%.
c. Its semiannual interest payments would be $6,189,144 (= (.09/2)($137,536,532). 

d. ABC’s interest payments equate to an annualized rate of 8.25% based on a $150M debt.

	Funds Needed

-Proceeds from Swap

= Amount Borrowed

Semiannual Interest

Annualized Rate Based on Funds Needed
	$150,000,000

-$12,463,468

= $137,536,532

(.09/2)($137,536,532) = $6,189,144 

(2)($6,189,144)/$150,000,000 = .0825


The forward swap position has therefore lowered the effective debt rate from 9% to 8.25%. 

4. Suppose the ABC Development Company in Question 2 hedges its planned $150M bond sale in two years by taking a position in the forward swap contract offered by Commerce Bank. Also suppose that at the forward swap’s expiration date, 10-year T-bonds are trading at 5% and the fixed rate on 10-year par value swaps that Commerce Bank would offer ABC is 50 BP above the T-bond yield. 

a. What would be the value of the swap underlying ABC’s forward swap at the expiration date? Use YTM valuation approach.

b. Given that ABC’s fixed-rate bonds trade at 200 basis points above T-bond rates, what would be the amount of funds ABC would need in order to refinance its $150M short-term loan obligation and close its swap position?  

c. What would be ABC’s annualized rate based on $150M funds it needs for refinancing? 

a. With 10-year T-bonds trading at 5% and the fixed rate on 10-year par value swaps that Commerce Bank offers ABC set at 50 BP above that yield, the current par value swap available to ABC would have a fixed rate of 5.5%. At the forward swaps’ expiration date, ABC would have to pay Commerce $19,985,768 for assuming its fixed-payers position on its 10-year 7.25%/LIBOR swap underlying the forward swap contract given the swap is valued using the YTM approach with a discount rate of 5.5%:     
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b. With a payment of $19,985,768 to Commerce to close its swap position, ABC would need to raise $169,985,768 (= $150,000,000 + $19,985,768).  Given ABC bonds sell at 200 BP above T-bonds, ABC would therefore issue $169,985,768 10-year fixed-rate bond at 7% given T-bond rates are at 5%.

c. Its semiannual interest payments would be $5,949,502  (= .07/2)( $169,985,768). 

ABC’s interest payments equate to an annualized rate of 8% based on a $150M debt.

	Funds Needed

+ Cost of Closing Swap

= Amount Borrowed

Semiannual Interest

Annualized Rate Based on Funds Needed
	$150,000,000

+$19,985,768 

= $169,985,768 

(.07/2)($169,985,768) = $5,949,502  

(2)($5,949,502)/$150,000,000 = .08


The forward swap position has therefore increased the effective debt rate from 7% to 8%. 

5. JEP Investment Trust has bonds worth $20M in par value that are to mature in one year. The trust plans to reinvest the principal for another three years.  At that time, it anticipates it will need the investment to meet some of its intermediate liabilities.  The bonds pay a fixed interest, are option-free, have a quality rating of ‘A’, and trade 200 basis points above comparable Treasury notes. JEP Trust plans to reinvest the $20M in principal in similar fixed-income bonds with a maturity of three years; it could also invest in three-year, A-rated, floating-rate bonds that trade at 150 basis points above the LIBOR. Currently, 3-year T-notes are trading to yield 6%. JEP is worried, though, that the Fed will lower interest rate in the next year to stimulate a sluggish economy. As a result, the trust would like to lock in a rate on its $20M investment. The company is considering locking in a rate by entering a forward swap agreement with Commerce Bank. To hedge its future loan, Commerce is willing to provide ABC a one-year forward swap agreement on a 3-year 6.5%/LIBOR swap.

a. Explain the forward swap position that JEP would need to take in order to lock in the rate on a 3-year, fixed-rate bond investment to be made in one year. 

b. Given JEP’s swap position, explain how it would obtain a fixed rate for 3 years at the forward swap’s expiration date by investing in A-rated floating rate notes at LIBOR plus 150BP. What is the fixed rate JEP would earn from this hedged investment?

a. To lock in the rate on a 3-year $20M fixed-rate bond investment one year from now, JEP would need to enter a 1-year forward contract to take a floating-payer’s position on a 3-year, 6.5%/LIBOR swap. 

b. At the forward swap’s expiration, JEP would buy a 3-year floating-rate note at 150 basis points above the LIBOR and assume its floating-payer’s position on the swap underlying the forward contract. Combined, the floating-rate note and floating-payer’s position on the swap represent the equivalent of a 3-year fixed-rate investment at 8.0%:

At the expiration date on the forward swap:

	Instrument
	
	

	Buy Flexible Rate Note

Swap: Floating-Rate Payer’s Position

Swap: Floating-Rate Payer’s Position
	Receive: LIBOR+ 150BP

Pay LIBOR

Receive 6.5%
	LIBOR+150BP

-LIBOR

+6.5%

	Synthetic Fixed Rate
	Net Receipt
	8.0%


6. Suppose the JEP Investment Trust in Question 5 hedges its planned $20M bond investment in one year by taking a position in the one-year, 6.5%/LIBOR forward swap contract offered by Commerce Bank. Also suppose that at the forward swap’s expiration date, 3-year T-notes are trading at 5% and the fixed rate on 3-year par value swaps that Commerce Bank would offer JEP is 50 BP above the T-note yield. 

a. What would be the values of the swap underlying ABC’s forward swap at the expiration date if 3-year T-notes are trading at 5% and 7%? Use the YTM valuation approach.

b. Determine JEP’s investments after its closes its swap position and its ARR based on the $20M investment at T-notes yields of 5% and 7%?  

a. With 3-year T-notes trading at 5% and the fixed rate on a 3-year par value swaps that Commerce Bank offers JEP set at 50 BP above that yield, the current par value swap available to JEP would have a fixed rate of 5.5%. At the forward swaps’ expiration date, JEP would therefore be able to sell its floating-payers position on its 3-year 6.5%/LIBOR swap underlying the forward swap contract to Commerce at $546,237 given  the swap is valued using the YTM approach with a discount rate of 5.5%:  
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If 3-year T-notes were trading at 7%, then the current par value swap available to JEP would have a fixed rate of 7.5%. At the forward swaps’ expiration date, JEP would have to pay the swap bank $528,507 for assuming its floating-payers position on its 3-year, 6.5%/LIBOR swap: 
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b. At T-note yields of 5%, JEP would invest $20M plus the $546,237 proceeds from closing its swap in 3-year, A-rated bonds yielding 7% (200 BP above the 5% T-note yield). The ARR based on a $20M investment is approximately 8%:
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At T-note rates at 7%, JEP would invest $20M minus the $528,507 cost from closing its swap in 3-year, A-rated bonds yielding 9% (200BP above the 7% T-note yield). The ARR based on a $20M investment is 8%:
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7. The table below shows swap rates for current par value swaps along with zero-coupon swap rates obtained using the bootstrapping approach (these are same rates found in Question 24 in Chapter 16). 

	Maturity in Years
	Swap Rate
	Zero Coupon Rate: Z(Maturity)

	1

2

3

4
	.05

.055

.06

.065
	.05

.055138

.060395

.0658547


a. Given the zero-coupon swap rates, determine the implied one-year forward rates for years 1, 2, and 3:  f11, f12, and f13.
b. Using the rates in the table, determine the break-even forward rates for the following. 

i.   One-year swap one year forward

ii.  One-year swap two years forward

iii. Two-year swap one year forward

Assume the underlying swaps each make payments annually and not the standard semiannual interval. Also assume that the first effective date on the underlying swap starts at expiration of the forward swap.
c. Determine the current values of the following forward swap positions. 

i.  Fixed-payer and floating-payer positions on one-year 7.1%/LIBOR swap one year forward with a notional principal of $10M.

ii.  Fixed-payer and floating-payer positions on one-year 7%/LIBOR swap two years forward with a notional principal of $10M.

iii. Fixed-payer and floating-payer positions on two-year 6.5%/LIBOR swap one year forward with a notional principal of $10M.

Assume the underlying swaps each make payments annually and payment dates are one year after effective dates; use the zero-coupon valuation approach. 

a. 
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Rates on 3-year Par Value

Put Swaption's

Value of 6%/LIBOR 

Put Swaption

Profit from Put

Swaps at Expiration

Interest Differential

Put Swaption at Expiation

Cost

Swaption

R 

Max((R-.06)/2,0)

PV(Max[(R-.06)/2, 0]($10M))

0.040

0.0000

0

50000

-50000

0.045

0.0000

0

50000

-50000

0.050

0.0000

0

50000

-50000

0.055

0.0000

0

50000

-50000

0.060

0.0000

0

50000

-50000

0.065

0.0025

134315

50000

84315

0.070

0.0050

266428

50000

216428

0.075

0.0075

396380

50000

346380

0.080

0.0100

524214

50000

474214


b. One-year swap one year forward:
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One-year swap two years forward
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Two-year swap one year forward:
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c. Values:

i. Given the specified fixed rate on the forward swap is equal to its break-even rate of 6.03%, both the fixed payer and floating payer’s positions on the underlying swap would have a value of zero.

ii. Given the specified fixed rate on the forward swap is at 7% and not at its break-even rate of 7.099%, the fixed payer’s position on the underlying swap would have a value beginning in year two equal to the .099% rate differential times the swap’s notional principal of $10M: (.00099)($10M) = $9,900. The present value of this is equal to $8,303.  Thus, the current value of the fixed-payer position on the one-year 7%/LIBOR swap two years forward is $8,303. 
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The floating-payer’s position would be -$8,303, implying the forward position holder would require compensation. 

iii. Given the specified fixed rate on the forward swap is at 6.5% and not at its break-even rate of 6.546%, the fixed payer’s position on the underlying swap would have a value beginning in year two equal to the annual .046% rate differential times the swap’s notional principal of $10M for two years: (.00046)($10M) = $4,600. The present value of this cash flow is equal $7,990.  Thus, the current value of the fixed-payer position on the two-year 6.5%/LIBOR swap one year forward is $7,990.  
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The floating-payer’s position would be -$7,990, implying the forward position holder would require compensation. 

8. The table below shows zero-coupon swap rates and implied one-year forward rates. Using the zero-coupon valuation approach, determine the current value of a fixed payer’s position on a forward swap position on a three-year 9%/LIBOR swap three years forward with a notional principal of $10M. Assume the underlying swap makes payments annually and not the standard semiannual length, that the first effective date on the underlying swap starts at the expiration of the forward swap, and that payment dates are one year after the effective dates.   

	Maturity in Years
	Zero Coupon Rates: Z(Maturity)
	Implied 1-Year Forward Rates: f1M

	1

2

3

4

5

6

7
	5.0%

5.5%

6.0%

6.5%

7.0%

7.5%

8.0%
	6.0%

7.0%

8.0%

9.0%

10.0%

11.0%


The break-even forward rate on a three-year swap three years forward is 8.94%:
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Given the specified fixed rate on the forward swap is at 9% (greater than the break-even rate of 8.94%), the fixed payer’s position on the underlying swap would have a value equal to -$6,000 (the annual -.06% rate differential times the swap’s notional principal of $10M) for years 3, 4, and 5: (-.0006)($10M) = $6,000. The present value of this cash flow is equal -$12,830.  Thus, the current value of the fixed-payer position on the three-year 9%/LIBOR swap three years forward is -$12,830.  
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9. Suppose a speculative hedge fund anticipating higher rates in several years purchased a three-year put swaption on a three-year 6%/LIBOR generic swap with semiannual payments and notional principal of $10M for a price equal to 50BP times the NP. Explain what the fund would do at the swaption’s expiration if the fixed rate on a three-year par value swap were at 7% and at 5%. What would be the fund’s profits or losses at those rates? Use YTM-approach in valuing the swap’s position.

On the exercise date, if the fixed rate on a three-year swap were greater than 6%, then the fund would exercise its right to pay the fixed rate at the exercise rate on the put swaption.  To realize the gain, the fund could take 6% fixed-rate payer’s swap position obtained from exercising and sell it to another counterparty.  If current three-year par value swaps were trading at 7% and swaps were valued by the YTM approach, then the fund would be able to sell the 6% swap for $266,428:
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Alternatively, the fund could exercise and then enter into a reverse swap. At the swap rate of 7%, the fund could take the floating payer’s position on a three-year, 7%/LIBOR swap.  By doing this, the fund would receive an annuity equal to 1% of the NP for three years. The value of the annuity would be $266,428:

	From Put Swaption:

Swap: Fixed-Rate Payer’s Position

Swap: Fixed-Rate Payer’s Position
	Pay

Receive
	6% per year for 3 years

LIBOR

	From Replacement Swap:

Swap: Floating-Rate Payer’s Position

Swap: Floating-Rate Payer’s Position
	Receive

Pay
	7% per year for 3 years

LIBOR

	Net Position
	Receive
	1% per year for 3 years


Thus, if rates were at 7%, then the fund would realize a profit of $216,428 (= $266,428 - $50,000) if rates were at 7%.

If the three-year par value swap rate at the expiration date were at 5%, then the put swaption would have no value and the fund would simply let its put swaption expire, losing its premium of $50,000.

10. Show graphically and in a table the values and profits/losses at expiration that the hedge fund in Question 9 would obtain from closing its put swaption on a 6%/LIBOR swap with a notional principal of $10M purchased at a price equal to 50BP times the NP. Evaluate at fixed rates on three-year par value swap at expiration 4%, 4.5%, 5%, 5.5%, 6%, 6.5%, 7%, 7.5%, and 8%. Use YTM-approach in valuing the swap’s position.

[image: image20.wmf]830

,

12

$

)

075

.

1

(

000

,

6

$

)

07

.

1

(

000

,

6

$

)

065

.

1

(

000

,

6

$

Value

6

and

,

5

,

4

Years

for

000

,

6

$

000

,

000

,

10

)$

09

.

0894

(.

Flow

Cash

Year

Per

%

94

.

8

Rate

Swap

Even

Break

Year

Per

%

9

Rate

Swap

Forward

6

5

4

-

=

-

+

-

+

-

=

-

=

-

=

=

-

=

[image: image21.wmf]0894

.

)

075

.

1

(

1

)

07

.

1

(

1

)

065

.

1

(

1

)

075

.

1

(

10

.

)

07

.

1

(

09

.

)

065

.

1

(

08

.

C

))

6

(

Z

1

(

1

))

5

(

Z

1

(

1

))

4

(

Z

1

(

1

))

6

(

Z

1

(

f

))

5

(

Z

1

(

f

))

4

(

Z

1

(

f

C

6

5

4

6

5

4

*

f

6

5

4

6

14

5

14

4

13

*

f

=

+

+

+

+

=

+

+

+

+

+

+

+

+

+

+

=


[image: image22.wmf])

M

10

($

))

2

/

R

(

1

(

]

0

),

2

/

06

(.

)

2

/

R

[(

Max

Swap

of

Value

6

1

t

t

ú

û

ù

ê

ë

é

å

+

-

=

=


11. Suppose the speculative hedge fund was anticipating lower rates in several years and purchased a three-year call swaption on a three-year 6%/LIBOR generic swap with semiannual payments and notional principal of $10M for a price equal to 60BP times the NP. Explain what the fund would do at the swaption’s expiration if the fixed rate on three-year par value swaps were at 7% and at 5%. What would the fund’s profits or losses at those rates? Use YTM-approach in valuing the swap’s position.

If the fixed rate on a three-year par value swap were 5%, the fund would exercise its call swaption by taking the 6% floating-rate payer’s swap and then sell the position to the other counterparty. With the current swap rate at 5%, the fund would be able to sell its swap for $275,406:
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Alternatively, the fund could exercise and then enter into a reverse swap. At the swap rate of 5%, the fund could take the fixed payer’s position on a three-year, 5%/LIBOR swap.  By doing this, the fund would receive an annuity equal to 1% of the NP for three years. The value of the annuity would be $275,406:

	From Call Swaption:

Swap: Floating-Rate Payer’s Position

Swap: Floating-Rate Payer’s Position
	Pay

Receive
	LIBOR

6% per year for 3 years

	From Replacement Swap:

Swap: Fixed-Rate Payer’s Position

Swap: Fixed-Rate Payer’s Position
	Receive

Pay
	LIBOR

5% per year for 3 years

	Net Position
	Receive
	1% per year for 3 years


Thus, if rates were at 5%, then the fund would realize a profit of $215,406 (= $275,406- $60,000). 

If the three-year par value swap rate at the expiration date were at 7%, then the put swaption would have no value and the fund would simply let its call swaption expire, losing its premium of $60,000.

12. Show graphically and in a table the values and profits/losses at expiration that the hedge fund in Question 11 would obtain from closing its call swaption on a 6%/LIBOR swap with a notional principal of $10M purchased at a price equal to 60BP times the NP. Evaluate at fixed rates on three-year par value swaps at expiration of 4%, 4.5%, 5%, 5.5%, 6%, 6.5%, 7%, 7.5%, and 8%. Use YTM-approach in valuing the swap’s position.
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Rates on 3-year Par Value

 Call Swaption's

Value of 6%/LIBOR 

Call Swaption

Profit from Call

Swaps at Expiration
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R 
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0.040
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13. The Devine Investment Fund has a Treasury bond portfolio worth $50M in par value that is scheduled to mature in three years. Devine plans to reinvest the $50M of principal for another three years in similar fixed-income bonds.  Currently, such bonds are trading to yield 6%. Devine is worried that interest rate could be lower in three years and would like to establish a floor on the rate it would obtain for its futures three-year investment.  Devine is considering purchasing a three-year call swaption on a three-year 6%/LIBOR generic swap and notional principal of $50M from First Bank for $250,000. Show in a table the values and profits/losses at expiration that Devine would obtain from closing the call swaption (use YTM approach to determine values) and the hedged ARR (based on $50M investment) they would obtain from reinvesting for three year the $50M plus the proceeds from selling the swaption (do not include $250,000 cost). Determine the values, profits, and ARRs at fixed rates on three-year par value swap at expiration of 4%, 4.5%, 5%, 5.5%, 6%, 6.5%, 7%, 7.5%, and 8%. Assume the rate on the par value swaps and the three-year T-note rate are the same and that the yield curve is flat.
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Max((.06-R)/2,0)
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Rates on 5-year Par Value
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Rates on 10-year Par Value
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The Webb Communications Company has a $50M, 8% fixed-rate bond obligation maturing in two years.  The company plans to finance the $50M principal liability by issuing new 5-year fixed-rate bonds. Currently, 5-year T-notes are trading to yield 6% and Webb’s bonds are trading at 200 basis points above the Treasury yields.  Webb is worried that interest rate could increase in two years and would like to establish a cap on the rate it would pay on its future 5-year bond issue.  Webb is considering purchasing a two-year put swaption on a 5-year 8%/LIBOR generic swap with notional principal of $50M from First Bank for $500,000. Show in a table the values and profits/losses at expiration that Webb would obtain from closing the swaption (use YTM approach to determine values) and the hedged ARR (based on $50M debt) they would pay from issuing 5-year bonds to raise $50M minus the proceeds from selling the swaption (do not include $500,000 cost). Determine the values, profits, and ARRs at fixed rates on five-year par value swap at expiration of 6%, 6.5%, 7%, 7.5%, 8%, 8.5%, 9%, 9.5%, and 10%. Assume the rate on the par value swaps and Webb’s 5-year bond rate are the same and that the yield curve is flat.
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15. The ABC Development Company in Questions 2, 3 and 4 was planning to refinance its short-term construction and development loans in two year by borrowing $150M through the private placement of 10-year bonds currently trading at 8%. The company was also considering locking in the rate on that future debt obligation by entering a two-year forward swap agreement as a fixed payer on a 10-year swap with Commerce Bank. Suppose Commerce bank also offered ABC a two-year put swaption on a 10-year 8%/LIBOR generic swap with notional principal of $150M for $1,000,000. Evaluate ABC’s potential swaption-hedge position by showing in a table the values at expiration that ABC would obtain from closing the swaption (use YTM approach) and the hedged ARR (based on $150M debt) they would pay from issuing 10-year bonds to raise $150M minus the proceeds from selling the swaption (do not include $1,000,000 swaption cost). Determine the values and ARRs at fixed rates on ten-year par value swaps at expiration of 6%, 6.5%, 7%, 7.5%, 8%, 8.5%, 9%, 9.5%, and 10%. Assume the rate on the par value swaps and ABC’s 10-year bond rate are the same and that the yield curve is flat. Explain the trade offs between swaption hedging and forward swap hedging. 
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The swaption provides for a fee a cap around 8%, while a forward swap locks in a rate.

16. Bluegrass Trust manages a portfolio of high quality corporate bond with a weight average maturity of 10 years, weighted average coupon rate of 10%, and par value of $100M. Many of the bonds in the portfolio are callable with the weighted average call price equal to par.  Bluegrass Trust expects an economic scenario over the next two years of slower economic growth and expansionary monetary policy, leading to yields on its bonds decreasing to 6%. The Trust, in turn, is concerned about some of the bonds in its portfolio being called. The Trust has determined that there is a high likelihood that two years from now $25M of its bond portfolio will be called. As a hedging tool, Commonwealth Bank is offering Bluegrass Trust two-year call or put swaptions on 8-year 10%/LIBOR generic swap for $100,000.
a. Explain how Bluegrass Trust could minimize the call risk on $25M of its callable bonds with a swaption position offered by Commonwealth Bank.

b. Explain what Bluegrass Trust would do two years later at the swaption’s exercise date if it had hedged $25M of its callable bonds with swaptions and the following low interest rate scenario occurred: (1) $25M of Bluegrass’s bonds are called at par; (2) the rate on similar but option-free bonds and the rate on 8-year par value gereric swaps Commonwealth would offer the trust are both at 6%; (3) 8-year floating notes with similar quality ratings as Bluegrass fixed-rate bonds are available at LIBOR. Use YTM approach to value swaps. Note, there are several positions that Bluegrass could take.

c. Explain what Bluegrass Trust would do two years later if it had hedged $25M of its callable bonds with swaptions and interest rates had increased and no bonds were called.

a. To hedge against call risk, Bluegrass would buy a two-year call swaption on an eight-year, 10%/LIBOR swap with a NP of $25M from Commonwealth bank for $100,000.

b. In this low interest rate case, Bluegrass Trust would be able to exercise its call swaption, taking the floating payer’s position on the $25M, eight-year, 10%/LIBOR swap. The trust could then combine the swap with a FRN paying the LIBOR financed with the $25M proceeds from the call price to obtain an effective rate of 10% for the next eight years.

	
	Action
	Receipt

	Bond Called

From Call Swaption:

  Swap: Floating-Rate Payer’s Position

  Swap: Floating-Rate Payer’s Position

Purchase FRN

From FRN


	Receive Call Price

Pay LIBOR

Receive Fixed Rate

Pay

Receive
	+$25M

-LIBOR for 8 years

+10% for 8 years

-$25M

+LIBOR per year for 8 years

	Net Position
	Net Receipt
	+10% per year for 8 years


Bluegrass Trust also could obtain 10% by selling its swap and buying an eight-year, 6% option-free, fixed rate bond. With 6% rates on 8-year par value swaps, the trust would be able to sell its floating position on the 10%/LIBOR at a price equal to an eight-year annuity paying an annual amount equal to the 4% interest differential times the $25M NP.  In this case, if they were to sell the swap at a 6% YTM, then the trust would receive $6,280,551:
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The $6,280,551 proceeds from the swap sale would offset the 4% lower annual return the trust would receive as a result of having to sell its 10% bonds back to the issuer on the call and invest in new eight-year option-free bonds at 6%. Its ARR from reinvesting $25M plus $6,280,551 at 6% for 8 years based on a $25M investment is approximately 9% (note the YTM valuation approach may underprice the swap value):
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Finally, the trust could get an effective rate of approximately 10% by buying a new eight-year, 6% fixed-rate bond with the call proceeds and then combining its 10%/LIBOR floating payer position obtained from the swap with a current 6%/LIBOR fixed position on a replacement swap.

c. If two years later, rates were to increase, then the bonds would not be called and the swaption would have no value.  In this case, Bluegrass Trust would lose the premium of $100,000 it paid for the call swaption.

17. Buckeye Conglomerate financed one of its acquisitions by issuing $20M of 10-year, 8% bonds through a private placement with a select group of institutional investors.  To make the bonds more attractive and to lower the rates at the time of the issue, Buckeye included a deferred put option on the bonds, giving the bond investors the right to sell the bonds back to Conglomerate after two years at a put price equal to par. Buckeye expects an economic scenario over the next two years of greater economic growth leading to higher interest rates and resulting in the yields on its bonds increasing to 10%. Buckeye, in turn, has determined that there is a high likelihood that two years from now the institutional investors holding their bonds will exercise their put option, forcing Buckeye to raise $20M with new debt at a higher interest rate. As a hedging tool, Star Bank is offering Buckeye Conglomerate a two-year call or put swaptions on 8-year 8%/LIBOR generic swap for $100,000.

a. Explain how Buckeye Conglomerate could minimize the put risk on the $20M putable bonds with a swaption position offered by Star Bank.

b. Explain what Buckeye Conglomerate would do two years later at the swaption’s exercise date if it had hedged its $20M putable bonds with swaptions and the following high interest rate scenario occurred: (1) institutional investors exercise their put options; (2) the rate on similar, but option-free, bonds and the rate on 8-year par value gereric swaps Star Bank would offer Buckeye are both at 10%; (3) 8-year floating notes that Buckeye could issue pay LIBOR plus 50 BP. Use YTM approach to value swaps. Note, there are several positions that Buckeye could take.

c. Explain what Buckeye would do two years later if it had hedged its putable bonds with swaptions and interest rates had decreased and no put options were exercised.

a. To hedge against put risk, Buckeye Conglomerate would buy a two-year put swaption on an eight-year, 8%/LIBOR swap with a NP of $10M from Sun Bank for $100,000.

b. In the high interest rate case, Buckeye Conglomerate would be able to exercise its put swaption, taking the fixed payer’s position on the $10M, eight-year, 8%/LIBOR swap. The company could then issue $10M of FRN paying the LIBOR plus 50 BP to finance the $10M purchase of the bond on the exercised put, obtaining an effective rate on its debt of 8.5% for the next eight years.

	
	Action
	

	Bond Put Exercise

From Put Swaption:

  Swap: Fixed-Rate Payer’s Position

  Swap: Fixed-Rate Payer’s Position

Issue FRN

From FRN


	Pay Put Price

Pay 8%

Receive LIBOR

Receive

Pay
	-$10M

-8% for 8 years

+LIBOR for 8 years

+$10M

-LIBOR - 50BP per year for 8 years

	Net Position
	Net Receipt
	+8.5% per year for 8 years


Buckeye also could obtain a lower rate by selling the swap underlying the swaption and issuing an eight-year, 10% option-free, fixed-rate bond to finance $10M for the exercise minus the proceeds from the swaption. With 10% rates on 8-year par value swaps, Buckeye would be able to sell its fixed position on the 10%/LIBOR at a price equal to an eight-year annuity paying an annual amount equal to the 2% interest differential times the $10M NP.  In this case, if they were to sell the swap at an 8% YTM, then Buckeye would receive $1,083,777:
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The $1,083,777 proceeds from the swap sale would reduce the amount of funds Buckeye would need to financé the exercise from $10,000,000 to $8,916,223 (= $10,000,000 - $1,083,777). Buckeye would therefore issue $8,916,223 of 8-year, 10% bonds.  Using the ARR, the rate paid on $10M funds needed would be 8.5% (note the YTM valuation approach may underprice the swap value):
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Finally, the trust could get an effective rate of approximately 8% by issuing $10M of new eight-year, 10% fixed bond and then combine its 8%/LIBOR fixed payer position obtained from the swap with a current 10%/LIBOR floating position on a replacement swap. The combined swap positions would provide an income of 2% per year for 8 years, lowering the effective rate on its debt to 8%.

c. If two years later rates were to decrease, then the putable bonds would not be exercised and the swaption would have no value.  In this case, Buckeye Conglomerate would lose the premium of $100,000 it paid for the put swaption.

18. The O’Brien Beverage Company is considering financing the construction of its new $5M brewery by selling seven-year, 9% fixed-rate, option-free bonds at par through a private placement. The company’s investment banker has inform them that the company could also sell seven-year, 9.5% fixed-rate bonds at par with a call option giving O’Brien the right to buy back the bonds at par after two years. In addition, the company is also informed it can sell FRN paying the LIBOR plus 25 BP. O’Brien does not believe rates will decrease over the next two years and prefers the non-callable bonds. The company, though, can take a long or short position with its investment banker on a two-year call swaption on a 5-year, 9%/LIBOR swap selling at a price equal to 75BP per year for seven years.

a. Explain how the O’Brien Company could create a synthetic option-free bond with the callable bond and a position on the call swaption. 

b. What would be the effective rate O’Brien would pay on its synthetic option-free bond if rates two years later were greater than 9% and the swaption holder does not exercise and O’Brien does not exercise the call option on its bonds?

c. What actions would O’Brien have to take to fixed its rate if rates two years later were less than 9% and the swaption holder exercises. What would be O’Brien effective rate for the remaining five years? 

d. Based on your analysis in b and c, what would be your financing recommendation to O’Brien: the synthetic option-free bond or the straight option-free bond?

a. As an alternative to 7-year, straight 9% fixed-rate bonds, the O’Brien Company could sell the seven-year, 9.5% fixed-rate bond callable after two years at par and then sell the two-year call swaption on a 5-year 9%/LIBOR swap at a price equal to 75 BP per year for seven years.

b. If two years later swap rates were the same or higher, O’Brien would not call the bonds and the swaption holders would not exercise. With the company having sold the swaption at a premium equivalent to 75 BP per year for seven years, the effective rate on the debt over the remaining five-year period would be 8.75% under this interest rate scenario:

	Rates two years later greater that 9%
	Action
	

	9.5% callable bonds not called

Call swaption not exercised

Premium from selling call swaption 


	Pay 9.5% per year

No liability

Receive equivalent of .75% per year
	-9.5% per year

+ .75% per year

	Net Position
	Pay 8.75% per year
	-8.75%


c. If two years later rates were below 9% and the call swaption holder exercised, the O’Brien Company could call its bonds, financing the purchase by selling FRNs at the LIBOR + 25BP. For the next five years, the company would have a fixed payer’s position on the exercised swap at the 9% strike rate and would pay the LIBOR plus 25 BP on its FRNs. The company’s effective rate would be 8.5%: 
	Rates two years later less than 9% 
	O’Brien’s Actions
	

	Call swaption exercised:

O’Brien assumes fixed-payer position

O’Brien sells $5M of 5-year FRN at LIBOR

Plus 25 BP

O’Brien calls 9.5% bond

Premium from selling call swaption is 75 BP 


	Pay 9% per year for 5 years

Receives LIBOR for 5 years

Receive $5M

Pay LIBOR+25BP for 5 years

Pays $5M

Receive equivalent of 75 BP for 5 years
	-9% per year

+ LIBOR per year

+$5M

-LIBOR -.25%per year

-$5M

+ .75% per year

	Net Position
	Pays 8.5% per year for 5 years
	8.5% per year 


d. The synthetic seven-year, option-free bond formed with a seven-year callable bond and a short call swaption position produces a lower payment of 8.75% or less compared to the 9% rate paid on the 7-year, straight bond.  O’Brien should finance with the synthetic option-free bond.

19. To finance part of the state’s capital expenditures, the Secretary of Finance is considering issuing $50M worth of 7-year, 6% option free general obligation bonds at par. The bonds would be privately placed with a number of commercial banks in the state.  Recently, several states have included a put option in their bonds to make them more attractive to investors and to lower the rate they pay on their debt. The Secretary estimates that their bonds could be issued at par with a 5.5% coupon rate if the issue included a put option giving the investors the right to sell the bond back to the issuer at par after two years. The Secretary of Finance, though, believes that interest rate will increase in the future and prefers to issue the option free general obligations instead of the putable bonds. The state can take a long or short position with one of the state’s commercial bank on a two-year put swaption on a 5-year, 5.5%/LIBOR swap with NP of $50M selling at a price equal to 25BP per year for 7 years. In addition, the state can also issue a FRN paying the LIBOR.

a. Explain how the state could create a synthetic option-free bond with the putable bond and a position on the put swaption. 

b. What would be the effective rate the state would pay on its synthetic option-free bond if rates two years later were less than 5.5% and the put options and put swaption were not exercised?

c. What actions would the state have to take to fix its rate if rates two years later were greater than 6% and bondholders exercised their put option? What would be the state’s effective rate on its debt for the remaining five years? 

d. Based on your analysis in b and c, what would be your recommendation to the Secretary of Finance: the synthetic option-free bond or the straight option-free bond?

a. As an alternative to a 7-year, option-free 6% general obligation bonds, the state could sell the seven-year, 5.5% fixed-rate bond putable after two years at par and then buy the two-year put swaption on a 5-year 5.5%/LIBOR swap with a NP of $50M at a price equal to 25 BP per year for seven years.
b. If two years later swap rates were 5.5% or lower, both the put option on the bond and the put swaption would be worthless and thus neither would be exercised.  With the state having purchased the swaption at a premium equivalent to 25 BP per year for seven years, the effective rate on the debt over the entire seven-year period would be 5.75% under this interest rate scenario:

	Rates two years later less than 5.5%
	State’s Actions
	

	5.5% putable bonds not exercised

Put swaption not exercised

Premium for purchasing put swaption 


	Pay 5.5% per year

No value

Pay equivalent of .25% per year
	-5.5% per year

- .25% per year

	Net Position
	Pay 5.75% per year
	-5.75%


c. If two years later rates were above 6% and the put option on the bond were exercised, the state would have to buy back its bonds for $50M. To finance this, the state could issue $50M of FRNs at the LIBOR and exercise its put swaption, taking the fixed-payer’s position on a 5-year, 5.5%/LIBOR swap. If it did this, then for the next five years, the state would have a synthetic 5-year, fixed-rate bond paying 5.75%.  

	Rates two years later greater than 6% and bondholders exercise their put
	State’s Actions
	

	Bondholders exercise put:

State buys bonds for $50M

State sells $50M of 5-year FRN at LIBOR

State exercises put swaption:

State assumes fixed-payer position

Premium from purchasing put swaption is 25 BP 


	Pays $50M

Receives $50M

Pays LIBOR for 5 years

Pays 5.5% per year for 5 years

Receives LIBOR for 5 years

Pays equivalent of 25 BP for 5 years
	-$50M

+$50M

-LIBOR per year 

-5.5% per year

+ LIBOR per year

 -.25% per year

	 Position
	Pays 5.75 % per year for 5 years
	5.75% per year 


d. The synthetic seven-year, option-free bond formed with a seven-year putable bond and a long put swaption position produces a lower payment of 5.75% compared to the 6% rate paid on the 7-year, straight bond.  The Secretary of Finance should finance with the synthetic option-free bond.

20. The table below shows zero-coupon swap rates and implied one-year forward rates (the same rates from Question 8). 

	Maturity in Years
	Zero Coupon Rates: Z(Maturity)
	Implied 1-Year Forward Rates: f1M

	1

2

3

4

5

6

7
	5.0%

5.5%

6.0%

6.5%

7.0%

7.5%

8.0%
	6.0%

7.0%

8.0%

9.0%

10.0%

11.0%


Using these rates, determine the intrinsic values of the following swaptions:

a. Three-year put swaption on a three-year 7.94%/LIBOR swap with a notional principal of $10M. 

b. Three-year put swaption on a three-year 11%/LIBOR swap with a notional principal of $10M.

c. Three-year call swaption on a three-year 9.94%/LIBOR swap with a notional principal of $10M.
d. Three-year call swaption on a three-year 7%/LIBOR swap with a notional principal of $10M.
Assume the underlying swaps makes payments annually and not the standard semiannual length, that the first effective date on the underlying swap starts at the expiration of the forward swap, and that payment dates are one year after effective dates.   
a. A three-year put swaption on a three-year swap is an option to take a fixed-payer’s position on a three-year swap three years forward.  The asset underlying this put swaption is therefore the fixed-payer’s position on a three-year forward contract with a forward swap rate equal to the strike rate. The first step in calculating a swaption’s IV is to determine the break-even rate on the underlying forward contract.  The break-even forward rate on a three-year swap three years forward is 8.94% (the same rate as found in Question 8):
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Given the exercise rate of 7.94% is less than the break-even rate of 8.94%, the fixed payer’s position on the underlying put swaption would have an intrinsic value equal to $100,000 (the annual 1% rate differential times the swap’s notional principal of $10M) for years 4, 5, and 6: (.01)($10M) = $100,000. The present value of this cash flow is equal $213,827.  Thus, the intrinsic value of the three-year put swaption on the three-year 7.94%/LIBOR swap is $213,827.  
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b. Given the exercise rate of 11% on a three-year put swaption on a three-year swap is greater than the break-even rate of 8.94%, the intrinsic value of the put swaption would be zero.

c. A three-year call swaption on a three-year swap is an option to take a floating-payer’s position on a three-year swap three years forward.  The asset underlying this call swaption is therefore the floating-payer’s position on a three-year forward contract with a forward swap rate equal to the strike rate. Given the exercise rate on the call swapation of 9.94% is greater than the break-even rate of 8.94%, the fixed payer’s position on the underlying call swaption would have a value equal to $100,000 (the annual 1% rate differential times the swap’s notional principal of $10M) for years 4, 5, and 6: (.01)($10M) = $100,000. The present value of this cash flow is equal $213,827.  Thus, the intrinsic value of the three-year call swaption on the three-year 9.94%/LIBOR swap is $213,827.  
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d. Given the exercise rate of 7% on a three-year call swaption on a three-year swap is less than the break-even rate of 8.94%, the intrinsic value of the call swaption would be zero.
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21. Use the Black futures option model to determine the value of a three-year put swaptions on a three-year 9%/LIBOR swaps with notional principal of $10M, break-even rate on the underlying forward contract of .10, semiannual periods, continuous compounded risk-free rate of 6%, and a volatility of the swap rate of ( = .075. What is the value of a call swaption with similar terms? Do the call and put values conform to the put-call-futures parity condition?

Black Futures Model:
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where:

Rfi = continuously compound annual risk-free rate for period of ti.



n = number of years on underlying swap.



T = Swaption’s expiration in years.

m =  number of payments on a swap in a year.

(2 = volatility of the forward or swap rate = Var(ln(RtSwap/ R0Swap)

ti = payment dates in years on the swap = T + i/m

Three-year put swaption on a 3-year 9%/LIBOR swap: Cf = .10, CX = .09, T = 3, m = 2, n = 3, NP = $10M, Rfi = 5%, ( = .075:

      VP   = [.10(.809358) - .09 (.772214)]

                   [$10M/2][e-(.05)(3.5)+e-(.05)(4)+e-(.05)(4.5)+e-(.05)(5) +e-(.05)(5.5)+e-(.05)(6)]

              =   $270,799
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where:

Note: The value of [CfN(d1) – CXN(d2)] can be calculated using the ‘Black Swaption’ program found in the ‘Bond Excel Program’ package.

Three-year call swaption on a 3-year 9%/LIBOR swap:

      VC = [-.10(1-.809358)) + .09(1-.772214))]

               [$10M/2](1/2)[e-(.05)(3.5)+e-(.05)(4)+e-(.05)(4.5)+e-(.05)(5) +e-(.05)(5.5)+e-(.05)(6)]

           =   $34,004

Note: The value of [-Cf(1-N(d1)) + CX(1-N(d2)] can be calculated using the ‘Black Swaption’ program found in the ‘Bond Excel Program’ package.

Put-Call-Futures Parity says that, in the absence of arbitrage, the value of a put swaption is equal to the value of a similar call swaption plus the value of a similar long forward swap contract, F:  VP = VC + F or the value of the forward contract is equal to the difference between the put and call swaption values: F = VP - VC.   In this problem, the call and put swaption prices and the forward swaption price are consistent with the put-call futures parity.  That is, the value on the three-year 9%/LIBOR swap three-years forward contract using continuous compounding and the 5% continuous compounded rate is $236,795
           F = [.10 -.09] [$10M/2][ e-(.05)(3.5)+e-(.05)(4)+e-(.05)(4.5)+e-(.05)(5) +e-(.05)(5.5)+e-(.05)(6)]

              =  $236,795

This value is equal to the difference in the Black futures model’s put and call swaptions values: 

F = VP - VC = $270,799- $34,004 = $236,795.

22. Given a two-year put swaption on a three-year 7%/LIBOR swap with notional principal of $10M, semiannual periods, continuous compounded risk-free rate of 5%, and a volatility of the swap rate of ( = .10, use the Black futures option model to determine the values and intrinsic values of the swaption given the following breakeven rates on the underlying forward contract: 5%, 5.5, 6%, 6.5%, 7%, 7.5%, 8%, 8.5%, and 9%.  Plot the breakeven forward rates, put swaption values, and put swaption intrinsic values. Comment on the relation you observe. 

Two-year put swaption on a 3-year 7%/LIBOR swap: CX = .07, T = 2, m = 2, NP = $10M, Rfi = 5%, ( = .10, and n = 3.
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As the graph shows, the Black futures model yields put swaptrion values that are directly related to the break-even forward rates.  For low forward rates where the put is deep out of the money, the Black model yields very low put swaption values.  As the forward rates increase by equal increments, the put swaption values increase at an increasing rate, up to a point, with the values never being below the IV.

23. Given a two-year call swaption on a three-year 7%/LIBOR swap with notional principal of $10M, semiannual periods, continuous compounded risk-free rate of 5%, and a volatility of the swap rate of ( = .10, use the Black futures option model to determine the values and intrinsic values of the swaption given the following breakeven rates on the underlying forward contract: 5%, 5.5, 6%, 6.5%, 7%, 7.5%, 8%, 8.5%, and 9%.  Plot the breakeven forward rates, and call swaption values, and call swaption intrinsic values.  Comment on the relation you observe. 

Two-year call swaption on a 3-year 7%/LIBOR swap: CX = .07, T = 2, m = 2, NP = $10M, Rfi = 5%, ( = .10, and n = 3.
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The Black futures model yields call swaption values that are inversely related to the break-even forward rates. This is shown in the graph and table which shows for large forward rates, where the call is deep out of the money, the Black model yields very low call swaption values, and as the forward rates decrease by equal increments, the call swaption values increase at an increasing rate, up to a point. 

24. Explain how a 10-year 8%/LIBOR putable swap cancelable after five years can be created with positions in a 10-year 8%/LIBOR generic swap and a 5-year put swaption on a 5-year 8%/LIBOR swap. 

A 10-year 8%/LIBOR putable swap cancelable after five years is a floating-payer’s swap in which the holder receives 8% and pays LIBOR with the right to cancel the swap after 5 years. It is equivalent to a floating position in a 10-year 8%/LIBOR generic swap and a long position in a 5-year put swaption on a 5-year 8%/LIBOR swap; that is, after five years, the put swaption gives the holder the right to take a fixed-payer’s position on a five-year swap at 8% that offsets the floating-payer’s position on the 8% generic swap.

25. Explain how a 10-year 8%/LIBOR callable swap cancelable after five years can be created with positions in a 10-year 8%/LIBOR generic swap and a 5-year call swaption on a 5-year 8%/LIBOR swap.

A 10-year 8%/LIBOR callable swap cancelable after five years is a fixed-payer’s swap in which the holder pays 8% and receives LIBOR with the right to cancel the swap after 5 years. It is equivalent to a fixed position in a 10-year 8%/LIBOR generic swap and a long position in a 5-year call swaption on a 5-year 8%/LIBOR swap; that is, after five years, the call swaption gives the holder the right to take a floating-payer’s position on a five-year swap at 8% that offsets the fixed-payer’s position on the 8% generic swap.

26. Based on your answer in Question 21, what is the price of a six-year, 9%/LIBOR putable swaps with notional principal of $10M cancelable after three years given (1) a current 6-year 9%/LIBOR generic swap is at par, and (2) a 10% break-even rate on the underlying forward contract on a 3-year put swaption on a 3-year 9%/LIBOR swap.  Assume the continuous compounded risk-free rate is 5% and a volatility of the swap rate is ( = .075. 

Given a six-year 9%/LIBOR generic swap is at par, the value of a 6-year 9%/LIBOR putable swap cancelable after three years would be equal to the value of a three-year put swaption on a three-year, 9%/LIBOR swap. Given the break-even forward rate on a 3-year swap three years forward is 10%, as was the case in our put swaption in Question 21, the value of cancelable swap with a NP of $10M would be equal to the put swaption’s value. Given the continuous compounded risk-free rate is 5% and a volatility of the swap rate is ( = .075, the value of the put swaption on a 3-year 9%/LIBOR swap is $270,799 using the Black futures model (see solution to Question 21).

27. Based on your answer in Question 21, what is the price of a six-year, 9%/LIBOR callable swaps with notional principal of $10M cancelable after three years given (1) a current 6-year 9%/LIBOR generic swap is at par, and (2) a 10% break-even rate on the underlying forward contract on a 3-year call swaption on a 3-year 9%/LIBOR swap.  Assume the continuous compounded risk-free rate is 5% and a volatility of the swap rate is ( = .075. 

Given a six-year 9%/LIBOR generic swap is at par, the value of a 6-year 9%/LIBOR callable swap cancelable after three years would be equal to the value of a three-year call swaption on a three-year, 9%/LIBOR swap. Given the break-even forward rate on a 3-year swap three years forward is 10%, as was the case in our call swaption in Question 21, then the value of cancelable swap with a NP of $10M would be equal to the call swaption’s value. Given the continuous compounded risk-free rate is 5% and a volatility of the swap rate is ( = .075, the value of the call swaption on a 3-year 9%/LIBOR swap is $34,004 using the Black futures model (see solution to Question 21).

28. Given a borrower can issue floating rate notes, callable bonds, and putable bonds and can take positions in comparable generic swaps, callable and putable swaps, and call and put swaptions, define five ways the borrower could form synthetic fixed-rate positions.

The synthetic fixed-rate debt position could be formed as follows:

· Issue FRNs and take a fixed-payer’s position on a generic swap.

· Issue callable bonds and sell a call swaption. 

· Issue callable bond, take a fixed payer’s position on a generic swap, and take a floating payer’s position on a callable swap. 

· Issue putable bonds and buy a put swaption.

· Issue putable bonds, take floating payer’s position on putable swap, and take fixed-payer’s position on generic swap.

29. Define the following swaps and give an example of their use: amortizing, accreting, index amortizing swaps, total return, and equity swaps.

· An amortizing swap is one in which the NP decreases over time based on a set schedule. It can be used by companies that have fixed-rate borrowing obligations with a certain prepayment schedule, but would like to swap them for floating rates. 

· An accreting swap (also called a set-up swap) is one in which the NP increases over time based on a set schedule. Companies that plan to borrow increasing amounts at floating rates and want to swap them for fixed-rate funds can use an accreting swap; they are particularly popular in construction financing.

· An index-amortizing swap (also called an index-principal swap) is one in which the NP is dependent on interest rates.  For example, the lower the interest rate the greater the reduction in principal. The fixed-side of index amortizing swaps is often structured to replicate the possible cash flow patterns of mortgage-backed securities (MBS).  As such, MBS investors use them as a tool for hedging against prepayment risk.

·  A total return swap is one in which the return from one asset or portfolio of assets is swapped for the return on another asset or portfolio.  These swaps can be used to pass credit risk onto another party or to achieve a more diversified portfolio.  For example, a Texas bank with a relatively heavy proportion of loans to oil companies could enter into a swap with a Michigan bank with a relatively large proportion of loans to auto-related companies. 

· An equity swap is one in which one party agrees to pay the return on an equity index, such as the S&P 500, and the other party agrees to pay a floating rate (LIBOR) or fixed rate. Equity swaps are useful to fund managers who want to increase or decrease the equity exposure of their portfolios.

30. Define a credit default swap and its terms. Explain how the swap works with an example.

In a standard credit default swap (CDS), a counterparty buys protection against default by a particular company from a counterparty (seller).  The company is known as the reference entity and a default by that company is known as a credit event.  The buyer of the CDS makes periodic payments or a premium to the seller until the end of the life of the CDS or until the credit event occurs. Depending on the contract, if the credit event occurs, the buyer has either the right to sell a particular bond issued by the company for its par value (physical delivery) or receive a cash settlement based on the difference between the par value and the defaulted bond’s market price times a notional principal equal to the bond’s total par value.

Example: Two parties enter into a 10-year CDS with a NP of $50M.  The buyer agrees to pay 50 BP annually for protection against default by the reference entity.  If the reference entity does not default, the buyer does not receive a payoff and ends up paying $250,000 each year for 10 years. If a credit event does occur, the buyer will receive the default payment and pay a final accrual payment on the unpaid premium. If the swap contract calls for physical delivery, the buyer will sell $50M par value of the defaulted bonds for $50M. If there is a cash settlement, then an agent will poll dealers to determine a mid-market value.  If that value were $30 per $100 face value, then the buyer would receive $35M minus any accrued interest payment.

31. Suppose the British Auto Company plans to issue a five-year bond worth £100M at 7.5% interest, but actually needs an equivalent amount in dollars, $142.857M (current $/£ rate is $1.42875/£), to finance its new manufacturing facility in the U.S.  Also, suppose that the Barkley Shoe Company, a U. S. company, plans to issue $142.857M in bonds at 10%, with a maturity of five years, but it really needs £100M to set up its distribution center in London.

a. Explain how a swap bank could arrange a currency swap between the British Auto Company and the Barkley Company after each company issues its bonds. Show the initial cash flow swap arrangements in a diagram.

b. Explain how the swap bank would arrange for the annual interest payments.  Assume the swap bank determines the interest swap exchange based on the rates each company pays on its bonds. Show the annual interest cash flow in a diagram.

c. Explain how the swap bank would arrange for the exchange principal payments at maturity.

a. The British Auto Company would sell its bonds and receive £100M.  It would then deliver the £100M to the swap bank who would pass it on to the Barclay Company to finance its British operation.  The Barclay Company would sell its bonds for $142.857M, then give the dollars to the swap bank who would pass it on to the British Company who would use the funds to finance the construction of its U.S. manufacturing facility.  Thus, the effect of the swap is the British Company receives $142.857M that it needs and the Barclay Company receives £100M that it needs.
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b. The swap bank would arrange for the British Company to pay interest of 10% on $142.857M ($142.857M(.10) = $14.28570), which it would pass on to the Barclay Company so that it could pay the $ interest on its bond issue.  The swap bank would then arrange for the Barclay Company to pay 7.5% interest on £100M ((.075)( £100M) = £7.5M),  which it would pass on to the British  Auto Company so it could pay the interest on its bonds.

c. At maturity, the British Auto Company would pay $142.857M to the swap bank that would pass it on to the Barclay Company that would use it to pay its principal.  The Barclay Company would pay £100M to the swap bank, which would pass it on to the British company that would use it to pay its bond's principal.
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32. The American company in Question 31 has a swap position in which it has agreed to swap with the swap bank a 5-year, 10% loan of $142.857M for a 5-year, 7.5% loan of £100M, while the British Company has a swap position in which it has agreed to swap with the swap bank a 5-year, 7.5% loan of £100M for a 5-year, 10% loan of $142.857M. 
a. Define the American and British companies’ swap positions as equivalent bond positions in dollars and pounds. 

b. Define the American and British companies’ swap positions as equivalent forward Exchange rate positions. 

c. What are the values of the American and British companies’ swap positions?

d. What would be the values of the American and British swap positions one year later if the spot exchange was $1.46/£ and rates available to the American company were 9% on dollar loans and rates to the British companies were 8% on British pound loans.

a. From the swap agreement, the American company will receive $14.2857M each year for five years and a principal of $142.857M at maturity and will pay £7.5M each year for five years and £100M at maturity.  To the American company, this swap agreement is the equivalent to a position in two bonds: A long position in a dollar-denominated, five-year, 10% annual coupon bond with a principal of $142.857M and trading at par and a short position in a sterling-denominated, five-year, 7.5% annual coupon bond with a principal of £100M and trading at par. 

The British company’s swap position in which it will receive sterling and pay dollars is just the opposite of the American’s position.  It is equivalent to a long position in a sterling-denominated bond and short position in a dollar denominated bond.  

b. The American company could view its swap agreements to sell £7.5M each year for $14.2857M and to sell £100M at maturity for $142.857M as a series of short currency forward contracts. The British company, in turn, could view its interest agreement to pay $14.2857M for £7.5M each year for five years and it principal agreement to pay $142.857M for  £100M at maturity as a series of long currency forward contracts in years 1, 2, 3, 4, and 5.

c. Swaps can be valued in terms of its equivalent bond position. The dollar value of the American company’s swap position where dollars are received and sterling is paid is
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where:





B$ = Dollar-Denominated Bond Value





B£ = Sterling-Denominated Bond Value





E0 = Spot Exchange Rate = $/BP

The value of the swap to the American Company in terms of equivalent bond positions is zero:




SV = $142.857M – ($1.428570/BP)(£100M) = 0

The value of the British company’s swap position in which it will receive sterling and pay dollars is likewise equal to zero:
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SV = ($1.42857/£)(£100M) - $100M = 0

Equivalently, the swaps can be valued as forward exchange positions. The value of the American company’s swap of dollar’s received/sterling paid is equal to (1) the sum the present values of $14.2857M received each year from the swap minus the dollar cost of buying £7.5M at forward exchange rate, and (2) the present value of the $142.857M received at year five minus the dollar cost of buying £100M at the five-year forward exchange rate. 

Assuming a flat yield curve, the forward exchange rates for years 1 through 5 using IRPT are:
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Given the forward rates, the value of the American Company’s swap in terms of forward exchange-rate position is zero - the same as the bond equivalent position:
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Similarly the dollar value of the British company’s swap of sterling received/dollars paid using forward exchange rate positions is equal to (1) the sum of present values from receiving £7.5M each year and converting it to dollars at the forward exchange rate minus the $14.2857M payments, and (2) the present value of the £100M principal received times the five-year forward exchange minus the $142.857M paid. Like the American company, given flat yield curves at 10% and 7.5%, the value of the British Company’s swap is also zero.

d. The value of the American company’s swap of $14.2857M received/£7.5M paid as a series of forward contracts is
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Given four years remaining on the swap, spot exchange rate of $1.46/£, rate on dollars of 9%, and rate on pounds of 8%, the value of the swap is $3,903,019; that is, the American company could sell its swap to a swap bank for $3,903,019:
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The dollar value of the British company’s swap of £7.5M recevied/$14.2857M paid as a series of forward contracts is
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The value is -$3,903,019.

33. The table shows the annual loan rates American and Mexican companies can each obtain on a five-year, $20M loan in the U.S., and/or equivalently on a five-year 114.2857M peso loan in the Mexican market.

Loan Rates for American and Mexican 

Companies in U.S. and Mexico

	Spot: E0 = $/Peso = $0.175/peso

	
	American Market
	Mexican Market

	Risk-Free Rate

American Company

Mexican Company
	8%

11%

12%
	6%

8.5%

9.0%


a. Explain the comparative advantages that exist for the American and Mexican companies.

b. Suppose the U.S. company wants to borrow 114.2857M pesos for five years to finance its Mexican operations, while the Mexican company wants to borrow $20M for five years to finance its U.S. operations.  Explain how a swap bank could arrange a currency swap that would benefit the American company by lowering its peso loan by .25% and would benefit the Mexican company by lowering its dollar loan by .1%.  Show the initial cash flow, interest rate, and principal swap arrangements in a diagram.

c. Describe how the swap bank's position is similar to a series of peso forward contracts.
d. What would the bank's dollar position be if it hedged the swap position using the forward market at forward rates determined by IRPT and at the risk-free rates shown in the table? Assume a flat yield curve. Determine the swap bank’s profit from its swap position and forward exchange rate position.

a. The American company has a comparative advantage in the U.S. market: it pays 1% less than the Mexican company in the U.S. market compared to .5% less than the Mexican company in the Mexican market.  The Mexican company has a comparative advantage in the Mexican market: it pays .5% more than the U.S. company in Mexico, while in the U.S. it pays 1% more.

b. Swap Agreement Terms:

(1) The American company will obtain a five-year $20M loan at 11%, and then will swap it for 114.2857M  peso loan at 8.25%.

(2) The Mexican company will obtain a five-year 114.2857M peso loan at 9%, and then will swap it for $20M loan at 11.9%.
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0.857142
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2
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1.4961055

0.74805275
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1.5668336

0.7834168

0.07373

5

0.857142

-0.5

1.6034419

0.80172095

0.05542

0.45602


c. Each year the swap bank will receive $2.38M from the Mexican company, while it will pay only $2.2M to the American company, yielding the bank a net dollar inflow of $0.18M.  On the other hand, the swap bank will receive 9.42857M pesos from the American company, but it will pay 10.2857M pesos to the Mexican company, leaving the bank with a net peso outflow of 0.85713M pesos.  Thus, the swap bank has the equivalent of a series of long peso forward contracts in which each year the bank agrees to buy 0.85713M pesos for $0.18M.

d. Using IRPT, the dollar/peso forward rates over the next five years would be
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The swap bank could enter into forward contracts to buy 0.85713M pesos each year for the next five years at these forward rates. By combining its swap position with forward contracts, the bank would be able to earn a total profit from the deal of $106,480: 
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34. The table shows the annual loan rates American and British multinational companies can each obtain on a five-year, $142.857M loan in dollars and an equivalent five-year,  £100M loan in the pounds.
Loan Rates for American and British

Companies in Dollars and Pounds  

	Spot: E0 = $/£   = $1.42857/£  

	
	Dollar Market (rate on $)
	 Pound Market (rate on £)

	American Company

British Company
	10%

11%
	7.25%

7.5%


a. Suppose the U.S. multinational wants to borrow £100M for five years to finance its British operations, while the British company wants to borrow $142.857M for five years to finance its U.S. operations.  Explain how a swap bank could arrange a currency swap that would benefit the American company by lowering the rate on its British pound loan by .25% and would benefit the British company by lowering its dollar loan by .4%.  Describe the foreign currency market conditions that allow the swap bank to provide such rates. 

b. Show the swap arrangement’s dollar and pound interest payments and receipts in a diagram. 

c. Describe the swap bank's dollar and British pound positions. 

d. Explain how the swap bank’s position is equivalent to a series of long currency forward contracts at the rates shown in the table. What is the swap bank’s implied forward on the contracts?
e. Assume that forward rates are governed by the interest rate parity theorem, that the swap bank can borrow and lend dollars at 9.5% and pounds at 7%, and that the yield curves for rates in both currencies are flat? Explain how the bank could hedge its swap position using currency forward contracts? What would be the swap bank’s profit from it swap and forward positions.

f. Explain how the bank could hedge its swap position using a money market position instead of forward contracts.

a. Swap arrangement: 

(1) The American company borrows $142.857M at 10% and then agrees to swap it for £100M loan at 7%. 

(2) The British company borrows £100M at 7.5% and then agrees to swap it for $142.857M loan at 10.6%.

The swap arrangement is made possible by the existence of a comparative advantage. The American company has a comparative advantage in the U.S. market: it pays 1% less than the British company in the U.S. market, compared to only .25% less in the British market.  On the other hand, the British company has a comparative advantage in the British market: it pays .25% more than the U.S. company in Britain, compared to 1% more in the U.S.  When such a comparative advantage exists, a swap bank is in a position to arrange a swap to benefit one or both companies.  

b. In this swap arrangement, the American company benefits by paying .25% less than it could obtain by borrowing sterling directly in the British market, and the British company gains by paying .4% less than it could obtain directly from the U.S. market. 
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c. The swap bank in this case will receive $15.142842M each year from the British company, while only having to pay $14.2857M to the American company, for a net dollar receipt of $0.857142M.  On the other hand, the swap bank will receive only £7M from the American company, while having to pay £7.5M to the British company, for a net sterling payment of £0.5M: 

	Swap Bank’s Dollar Position

Receives: (.106)($142.857M) = $15.142842M

Pays:  (.10)($142.857M) = $14.2857M

Net $ Receipt: $15.142842M - $14.2857M = $0.857142M
	Swap Bank’s £ Position

Receives: (.07)(£100M) = £7M

Pays: (.075)(£100M) = £7.5M

Net  £ Payment: £7.5M – £7M = £0.5M


d. The swap bank has a position equivalent to a series of long currency forward contracts in which it agrees to buy £0.5M for $0.857142M each year.  The swap bank's implied forward rate on each of these contracts is $1.714284/£:
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e. Given the yield curves applicable for the swap bank are flat at 9.5% in the U.S. dollars and flat at 7% in pounds, the one-, two-, three-, four-, and five-year forward exchange rates using the interest rate parity relation would be:

The swap bank could enter into forward contracts to buy £0.5M each year for the next five years at these forward rates. With all of the forward rates less than implied forward rate $1.714284/£, the bank’s dollar costs of buying £0.5M each year would be less than its $0.857142M annual inflow from the swap. By combining its swap position with forward contracts, the bank would be able to earn a total profit from the deal of $456,020: 
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f. Instead of forward contracts, the swap banks also could hedge its swap positions by using a money market position. For example, on its first sterling liability of £0.5M due in one year, the bank would need to create a sterling asset worth £0.5M one year later (current value of £0.46728972M = £0.5M/1.07) and a dollar liability worth $0.857142M or less.  The bank could do this by borrowing $0.667556743M (= ($1.42857/£) (£0.46728972M)) at 9.5%, converting it to £0.46728972M, and investing the sterling at 7% interest for the next year. One year later, the bank would have £0.5M (= £0.46728972M(1.07)) from the investment to cover its sterling swap liability and would have a dollar liability of  $0.730974634M (=$0.667556743M (1.095)) that is less than the $0.857142M dollar inflow from the swap.  The bank would thus earn a profit of $0.12617M from the hedged cash flow -- the same profit it would earn from hedging with the forward exchange contracts if the interest rate parity relation holds. By forming the same types of money market position for each sterling liability, the bank could obtain the same total profit of $456,020 that is would have received from the forward-hedged positions. 

35. Short-Answer Questions:

1. Explain how a company planning to issue 3-year, fixed-rate bonds in one year could use a forward swap to lock in the fix rate it will pay on the bond.

2. Suppose a company has hedged the rate on a three-year fixed rate bond issue it plans to sell in two years with a two-year forward swap on a fixed-payer’s position on three-year swap. Explain how the rate is locked in at the forward swap’s expiration with a floating-rate bond issue.

3. Suppose a company has hedged the rate on a three-year fixed rate bond issue it plans to sell in two years with a two-year forward swap on a fixed-payer’s position on three-year swap. Explain how the rate is locked in at the forward swap’s expiration by closing the underlying swap position.

4. Define how a synthetic fixed-rate bond can be constructed with callable bonds, putable bonds, call swapations and put swaptions.

5. What is the fundamental reason the rates on synthetic fixed debt positions formed with callable or putable bonds and a call swaption or put swaption are less than straight debt positions.

6. Define in-the-money, at-the-money, and out-of-the-money put swaption.

7. Define in-the-money, at-the-money, and out-of-the-money call swaption.

8. Define put-call-futures parity in terms of swaptions and forward swaps.

9. Define a cancelable swap, callable swap, and putable swap.

10. Why would a fixed payer on an interest rate swap want a callable swap?

11. Why would a floating payer on an interest rate swap want a putable swap?

12. How would you determine the price of a six-year, 9%/LIBOR putable swaps cancelable after three years given a current 6-year 9%/LIBOR generic swap is at par. 

13. How would you determine the price of a six-year, 9%/LIBOR callable swaps cancelable after three years given a current 6-year 9%/LIBOR generic swap is at par. 

14. Define an extendable swap.

15. Explain how a floating-payer’s position on 3-year 8%/LIBOR swap extendable at maturity to two more years is equivalent to a floating-payer’s positions in a 3-year 8%/LIBOR generic swap and a 3-year call swaption on a 2-year 8%/LIBOR swap. 

16. Explain how a fixed-payer’s position on 3-year 8%/LIBOR swap extendable at maturity by two more years is equivalent to a fixed-payer’s positions in a 3-year 8%/LIBOR generic swap and a 3-year put swaption on a 2-year 8%/LIBOR swap. 

17. What is the bond equivalent of a currency swap position in which the counterparty agrees to swap a 3-year, 10% loan of $14.6M for a 3-year, 7% loan of £10M?

18. What is the bond equivalent of a currency swap position in which the counterparty agrees to swap a 3-year, 7% loan of £10M for a 3-year, 10% loan of $14.6M?

19. What is the forward exchange rate equivalent of a currency swap position in which the counterparty agrees to swap a 3-year, 10% loan of $14.6M for a 3-year, 7% loan of £10M?

20. What is the forward exchange rate equivalent of a currency swap position in which the counterparty agrees to swap a 3-year, 7% loan of £10M for a 3-year, 10% loan of $14.6M?

21. What is the value of an existing currency swap position in which the counterparty agrees to swap a 2-year, 10% loan of $14.6M for a 2-year, 7% loan of £10M if the current dollar rate is 9%, sterling rate is 7.5%, and spot $/£ exchange rate is $1.45/£?
22. Describe comparative advantage in terms of American and British multinational companies who can each obtain loans in dollars and pounds at the following rates:

	
	Dollar Market (rate on $)
	 Pound Market (rate on £)

	American Company

British Company
	11%

12%
	8.25%

8.5%


Questions 23-26 are based on the following swap:

An American company agrees to exchange a 5-year, $10M, 9% fixed-rate loan to a swap bank for a 6%, five-year 25M euro loan, and a German company agrees to exchange a five-year, 25M, 6.5% fixed-rate euro loan to a swap bank for a five-year, $10M, 9.5% loan.

23. What would the American company exchange each year?

24. What would the German company exchange each year?

25. What would the swap bank position be each year?

26. How could the swap bank hedge its position?

Answers to Short-Answer Questions:

1. A company wishing to lock in a rate on a three-year fixed-rate loan to start one year from today, could enter a one-year forward swap agreement to pay the fixed rate on a three-year swap. 

2. At the expiration date on the forward swap, the company could issue three-year floating-rate debt at LIBOR that, when combined with the fixed position on the three-year swap underlying the forward swap contract, would provide the company with a synthetic fixed rate loan. 

3. At the forward swaps’ expiration date, the company could sell the swap underlying the forward swap contract and issue three-year fixed rate bonds. If the rates are relatively high, exceeding the rate on the swap, then the company would be able offset the higher interest it will pay on its bonds by selling its fixed position on the swap at an amount equal to the present value of a three-year annuity equal to the interest difference between the current rate and the swap times the notional principal.  In contrast, if rates are relatively low, less than the rate on the swap, then the company would benefit from the lower fixed rate loan, but would lose an amount equal to the present value of a five-year annuity equal to the interest difference between the current rate and the swap of the when it closed the fixed position. 

4. A synthetic fixed-rate bond can be formed by issuing a fixed-rate callable bond and selling a call swaption with an exercise rate approximately equal to the callable bond. It also can be formed by issuing fixed-rate putable bonds and buying a put swaption. 

5. The market underprices the embedded call option on a callable bond or overprices the embedded put option on a putable bond.

6.
· If a put swaption’s exercise rate were below the break-even rate on the swaption’s underlying forward contract, then the put swaption would be in the money and its IV would be positive.

· If a put swaption’s exercise rate were equal to the break-even rate on the underlying forward contract, then the option would be at the money and its IV would be zero.

· If a put swaption’s exercise rate were above the break-even rate forward rate, then the put swaption would be out of the money with an IV of zero.

7.  

· If a call swaption’s exercise rate were below the break-even rate on the swaption’s underlying forward contract, then the call swaption would be out the money and its IV would be zero.

· If a call swaption’s exercise rate were equal to the break-even rate on the underlying forward contract, then the option would be at the money and its IV would be zero.

· If a call swaption’s exercise rate were above the break-even rate forward rate, then the call swaption would be in the money and its IV would be positive

8. A put swaption can be synthetically created with a similar call swaption and a forward swap contract as a fixed payer.  Thus, by the law of one price, the value of a put swaption is equal to the value of a similar call sawption plus the value of a similar long forward swap contract, F:  VP = VC + F or the value of the forward contract is equal to the difference between the put and call swaption values: F = VP - VC. This is the put-call-futures parity condition governing the relation between swaptions and the underlying forward swap.

9. A cancelable swap is a generic swap in which one of the counterparties has the option to terminate one or more payments. A callable swap is a cancelable swap in which the fixed payer has the right to early termination.  A putable swap is a cancelable swap in which the floating payer has the right to early cancellation.  

10. A callable swap is one in which the fixed payer has the right to early termination.  Thus, if rates decrease, the fixed-rate payer on the swap with this embedded call option to early termination can exercise her right to cancel the swap. The cancelable clause provides the counterparty protection against interest rate decreases.

11. A putable swap is one in which the floating payer has the right to early cancellation.  A floating-rate payer with this option may find it advantageous to exercise his early-termination right when rates increase. The cancelable clause provides the counterparty protection against interest rate increases. 

12. Given a six-year 9%/LIBOR generic swap is at par, the value of a 6-year 9%/LIBOR putable swap cancelable after three years would be equal to the value of a three-year put swaption on a three-year, 9%/LIBOR swap. The value of the put swaption could be estimated using the Black futures model.

13. Given a six-year 9%/LIBOR generic swap is at par, the value of a 6-year 9%/LIBOR callable swap cancelable after three years would be equal to the value of a three-year call swaption on a three-year, 9%/LIBOR swap. The value of the call swaption could be estimated using the Black futures model.

14. An extendable swap is a swap that has an option to lengthen the terms of the original swap. The swap allows the holder to take advantage of current rates and extend the maturity of the swap.

15. In three years, the call swaption gives the holder the right to take a floating-payer’s position on a two-year swap at 8% that in effect extends the maturity of the expiring floating-payer’s position on the 8% generic swap.

16. In three years, the call swaption gives the holder the right to take a fixed-payer’s position on a two-year swap at 8% that in effect extends the maturity of the expiring fixed-payer’s position on the 8% generic swap.

17. This swap agreement is the equivalent to a position in two bonds: A long position in a dollar-denominated, three-year, 10% annual coupon bond with a principal of $14.6M and trading at par and a short position in a sterling-denominated, three-year, 7% annual coupon bond with a principal of £10M and trading at par. 

18. This swap agreement is the equivalent to a position in two bonds: A long position in a sterling-denominated, three-year, 7% annual coupon bond with a principal of £10M and trading at par, and a short position in a dollar-denominated, three-year, 10% annual coupon bond with a principal of $14.6M and trading at par. 

19. The value of the swap of dollar’s received/sterling paid is equal to (1) the sum the present values of $1.46M received each year from the swap minus the dollar cost of buying £0.7M at forward exchange rate, and (2) the present value of the $14.6M received at year three minus the dollar cost of buying £10M at the three-year forward exchange rate. 

20. The dollar value of the British company’s swap of sterling received/dollars paid using forward exchange rate positions is equal to (1) the sum of present values from receiving £0.7M each year and converting it to dollars at the forward exchange rate minus the $1.46M payments, and (2) the present value of the £10M principal received times the three-year forward exchange minus the  $14.6M paid.

21. Using the forward exchange rate equivalence approach the value is $487,009:
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where: 
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22. The American company has a comparative advantage in the U.S. market: It pays 1% less than the British company in the U.S. market, compared to only .25% less in the British market.  On the other hand, the British company has a comparative advantage in the British market: It pays .25% more than the U.S. company in Britain, compared to 1% more in the U.S.  When such a comparative advantage exists, a swap bank is in a position to arrange a swap to benefit one or both companies. 

23. 1.5M euros for $0.9M.

24.  $0.95M for 1.625M euros.

25. Gain $0.05M and lose 0.125M euros.

26. Go long in a euro forward contract.
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(b) Annual Interest Cash flow
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob13

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		500000		-500000		50000000		0.060

		0.065		0.000		0		500000		-500000		50000000		0.065

		0.070		0.000		0		500000		-500000		50000000		0.070

		0.075		0.000		0		500000		-500000		50000000		0.075

		0.080		0.000		0		500000		-500000		50000000		0.080

		0.085		0.003		1001361		500000		501361		48998639		0.081

		0.090		0.005		1978180		500000		1478180		48021820		0.082

		0.095		0.008		2931130		500000		2431130		47068870		0.082

		0.100		0.010		3860867		500000		3360867		46139133		0.083





ch17prob14

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		1000000		-1000000		150000000		0.060

		0.065		0.000		0		1000000		-1000000		150000000		0.065

		0.070		0.000		0		1000000		-1000000		150000000		0.070

		0.075		0.000		0		1000000		-1000000		150000000		0.075

		0.080		0.000		0		1000000		-1000000		150000000		0.080

		0.085		0.003		4985387		1000000		3985387		145014613		0.081

		0.090		0.005		9755952		1000000		8755952		140244048		0.083

		0.095		0.008		14322003		1000000		13322003		135677997		0.085

		0.100		0.010		18693316		1000000		17693316		131306684		0.086





ch17prob21 21

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0





ch17prob21 21

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



Put Values

Intrinsic Values

Break-Even Forward Rates

Put Swaption Values

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0



Exhibit 174-3
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Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob31

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0





ch17prob31
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ch17prob32
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ch17prob33

		1		2		3		4		5		6		7

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)		PV

										Column (4) X Column (3)		Column (2) - Column (5)		PV(Column 6)

		1		14.2857		-7.5		1.46179256		10.963444		3.32226		3.020233

		2		14.2857		-7.5		1.49578773		11.218408		3.06729		2.534952

		3		14.2857		-7.5		1.53057350		11.479301		2.80640		2.108489

		4		14.2857		-7.5		1.56616823		11.746262		2.53944		1.734471

		5		14.2857		-7.5		1.60259074		12.019431		2.26627		1.407175

		5		142.857		-100		1.60259074		160.259074		-17.40207		-10.805319

														0





		1		2		3		4		5		6

		Year		$ CF (millions)		peso CF (millions)		Forward Exchange: $/peso		$ Cost of pesos (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.18		-0.85713		0.178302		0.1528278962		0.02717

		2		0.18		-0.85713		0.181666		0.1557114414		0.02429

		3		0.18		-0.85713		0.185094		0.1586493932		0.02135

		4		0.18		-0.85713		0.188586		0.1616427779		0.01836

		5		0.18		-0.85713		0.192144		0.1646926417		0.01531

												0.10648





		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob13

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		500000		-500000		50000000		0.060

		0.065		0.000		0		500000		-500000		50000000		0.065

		0.070		0.000		0		500000		-500000		50000000		0.070

		0.075		0.000		0		500000		-500000		50000000		0.075

		0.080		0.000		0		500000		-500000		50000000		0.080

		0.085		0.003		1001361		500000		501361		48998639		0.081

		0.090		0.005		1978180		500000		1478180		48021820		0.082

		0.095		0.008		2931130		500000		2431130		47068870		0.082

		0.100		0.010		3860867		500000		3360867		46139133		0.083





ch17prob14

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		1000000		-1000000		150000000		0.060

		0.065		0.000		0		1000000		-1000000		150000000		0.065

		0.070		0.000		0		1000000		-1000000		150000000		0.070

		0.075		0.000		0		1000000		-1000000		150000000		0.075

		0.080		0.000		0		1000000		-1000000		150000000		0.080

		0.085		0.003		4985387		1000000		3985387		145014613		0.081

		0.090		0.005		9755952		1000000		8755952		140244048		0.083

		0.095		0.008		14322003		1000000		13322003		135677997		0.085

		0.100		0.010		18693316		1000000		17693316		131306684		0.086





ch17prob21 21

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0





ch17prob21 21
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Exhibit 174-3

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



Call Values

Intrinsic Values

Break-Even Forward Rates

Call Swaption Values

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0



Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob31

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0





ch17prob31
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ch17prob32
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ch17prob33

		1		2		3		4		5		6		7

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)		PV

										Column (4) X Column (3)		Column (2) - Column (5)		PV(Column 6)

		1		14.2857		-7.5		1.46179256		10.963444		3.32226		3.020233

		2		14.2857		-7.5		1.49578773		11.218408		3.06729		2.534952

		3		14.2857		-7.5		1.53057350		11.479301		2.80640		2.108489

		4		14.2857		-7.5		1.56616823		11.746262		2.53944		1.734471

		5		14.2857		-7.5		1.60259074		12.019431		2.26627		1.407175

		5		142.857		-100		1.60259074		160.259074		-17.40207		-10.805319

														0.000000

		1		2		3		4		5		6		7

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)		PV at 9%

										Column (4) X Column (3)		Column (2) - Column (5)		PV(Column 6)

		1		14.2857		-7.5		1.47351852		11.051389		3.23431		2.967258

		2		14.2857		-7.5		1.48716221		11.153717		3.13198		2.636128

		3		14.2857		-7.5		1.50093223		11.256992		3.02871		2.338719

		4		14.2857		-7.5		1.51482975		11.361223		2.92448		2.071773

		4		142.857		-100		1.51482975		151.482975		-8.62597		-6.110858

														3.903019





		1		2		3		4		5		6

		Year		$ CF (millions)		peso CF (millions)		Forward Exchange: $/peso		$ Cost of pesos (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.18		-0.85713		0.178302		0.1528278962		0.02717

		2		0.18		-0.85713		0.181666		0.1557114414		0.02429

		3		0.18		-0.85713		0.185094		0.1586493932		0.02135

		4		0.18		-0.85713		0.188586		0.1616427779		0.01836

		5		0.18		-0.85713		0.192144		0.1646926417		0.01531

												0.10648





		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602
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(c)  Principal Payment at Maturity
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(c)  Principal Payment at Maturity
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob13

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		500000		-500000		50000000		0.060

		0.065		0.000		0		500000		-500000		50000000		0.065

		0.070		0.000		0		500000		-500000		50000000		0.070

		0.075		0.000		0		500000		-500000		50000000		0.075

		0.080		0.000		0		500000		-500000		50000000		0.080

		0.085		0.003		1001361		500000		501361		48998639		0.081

		0.090		0.005		1978180		500000		1478180		48021820		0.082

		0.095		0.008		2931130		500000		2431130		47068870		0.082

		0.100		0.010		3860867		500000		3360867		46139133		0.083





ch17prob14

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		1000000		-1000000		150000000		0.060

		0.065		0.000		0		1000000		-1000000		150000000		0.065

		0.070		0.000		0		1000000		-1000000		150000000		0.070

		0.075		0.000		0		1000000		-1000000		150000000		0.075

		0.080		0.000		0		1000000		-1000000		150000000		0.080

		0.085		0.003		4985387		1000000		3985387		145014613		0.081

		0.090		0.005		9755952		1000000		8755952		140244048		0.083

		0.095		0.008		14322003		1000000		13322003		135677997		0.085

		0.100		0.010		18693316		1000000		17693316		131306684		0.086





ch17prob21 21

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0





ch17prob21 21
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Exhibit 174-3
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Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob30

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0





ch17prob30
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		1		2		3		4		5		6

		Year		$ CF (millions)		peso CF (millions)		Forward Exchange: $/peso		$ Cost of pesos (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.18		-0.85713		0.178302		0.1528278962		0.02717

		2		0.18		-0.85713		0.181666		0.1557114414		0.02429

		3		0.18		-0.85713		0.185094		0.1586493932		0.02135

		4		0.18		-0.85713		0.188586		0.1616427779		0.01836

		5		0.18		-0.85713		0.192144		0.1646926417		0.01531

												0.10648





		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: $/£		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602
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(a)  Initial Cash Flow
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(a)  Initial Cash Flow
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(b)  Annual Interest Cash Flow
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5.2-1

		

		1		2		3		4		5		6

		Effective Dates		LIBOR		Floating-Rate		Fixed-Rate		Net Interest Received		Net Interest Received

						Payer's Payment*		Payer's Payment**		by Fixed-Rate Payer		by Floating-Rate Payer

										Column 3 - Column 4		Column 4 - Column 3

		3/1/03		0.045

		9/1/03		0.05		225000		275000		-50000		50000

		3/1/04		0.055		250000		275000		-25000		25000

		9/1/04		0.06		275000		275000		0		0

		3/1/05		0.065		300000		275000		25000		-25000

		9/1/05		0.07		325000		275000		50000		-50000

		3/1/06				350000		275000		75000.0000000001		-75000.0000000001

		* (LIBOR/2)($10,000,000)

		** (.055/2)*($10,000,000)





5.2-2

		1		2		3		4		5		6		7		8

						Swap		Swap		Swap		Loan		Synthetic Loan		Synthetic Loan

		Effective Dates		LIBOR		Floating-Rate		Fixed-Rate		Net Interest Received		Interest Paid on		Payment on Swap		Effective

						Payer's Payment*		Payer's Payment**		by Fixed-Rate Payer		Floating-Rate Loan*		and Loan		Annualized Rate***

										Column 3 - Column 4				Column 6 - Column 5

		3/1/03		0.045

		9/1/03		0.05		225000		275000		-50000		225000		275000		0.055

		3/1/04		0.055		250000		275000		-25000		250000		275000		0.055

		9/1/04		0.06		275000		275000		0		275000		275000		0.055

		3/1/05		0.065		300000		275000		25000		300000		275000		0.055

		9/1/05		0.07		325000		275000		50000		325000		275000		0.055

		3/1/06				350000		275000		75000.0000000001		350000		275000		0.055

		* (LIBOR/2)($10,000,000)

		** (.055/2)*($10,000,000)

		***  2 (Payment on Swap and Loan)/$10,000,000





5.2-3

		1		2		3		4		5		6		7		8

						Swap		Swap		Swap		Loan		Synthetic Loan		Synthetic Loan

		Effective Dates		LIBOR		Floating-Rate		Fixed-Rate		Net Interest Received		Interest Paid on		Payment on Swap		Effective

						Payer's Payment*		Payer's Payment**		by Floating-Rate Payer		5% Fixed-Rate Loan		and Loan		Annualized Rate***

										Column 4 - Column 3				Column 6 - Column 5

		3/1/03		0.045

		9/1/03		0.05		225000		275000		50000		250000		200000		0.04

		3/1/04		0.055		250000		275000		25000		250000		225000		0.045

		9/1/04		0.06		275000		275000		0		250000		250000		0.05

		3/1/05		0.065		300000		275000		-25000		250000		275000		0.055

		9/1/05		0.07		325000		275000		-50000		250000		300000		0.06

		3/1/06				350000		275000		-75000.0000000001		250000		325000		0.065

		* (LIBOR/2)($10,000,000)

		** (.055/2)*($10,000,000)

		***  2 (Payment on Swap and Loan)/$10,000,000





5.2-4

		

		1		2		3		4

		Closing Dates		LIBOR				Cash Flow*

		9/1/03		5		975000		-25000

		3/1/04		5.5		972500		0

		9/1/04		6		970000		25000

		3/1/05		6.5		967500		50000

		9/1/05		7		965000		75000





15.3-2

		Swap Maturity		Treasury Yield		Bid Swap Spread (BP)		Ask Swap Spread (BP)		Fixed Swap Rate Spread		Swap Rate

		2 year		4.98%		67		74		5.65% - 5.72%		5.69%

		3 year		5.17%		72		76		5.89% - 5.93%		5.91%

		4 year		5.38%		69		74		6.07% - 6.12%		6.10%

		5 year		5.50%		70		76		6.20% - 6.26%		6.23%





15.3-3

				Fixed-Rate Payers Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Fixed Net Payment

		6/10/02				5.50%

		12/10/02		183		5.75%		627715.068493151		559166.666666667		68548.4018264841

		6/10/03		182		6.00%		624284.931506849		581388.888888889		42896.0426179605

		12/10/03		183		6.25%		627715.068493151		610000		17715.0684931509

		6/10/04		182		6.50%		624284.931506849		631944.444444444		-7659.512937595

		12/10/04		183		6.75%		627715.068493151		660833.333333333		-33118.2648401825

		6/10/04		182				624284.931506849		682500		-58215.0684931506

						Fixed Payment = (.0626)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)





15.4-1

		1		2		3		4		5		6

		Maturity in Years		Yield on T-Note		Swap Spread (BP)		Swap Rate		Zero Coupon Rate		Implied 1-year Forward Rates		5 year		4 year		3 year		2 YEAR		1 YEAR

		1		0.04		100		0.05		0.05		0.0560085714		4.7619047619		4.7619047619		0.0476190476		4.7619047619		100

		2		0.045		80		0.053		0.05308		0.0650456418		5.0504696547		5.0504696547		0.0505046965		95.2236257615

		3		0.05		70		0.057		0.05729		0.0751152746		5.503460188		5.503460188		0.0550346019		99.9855305234

		4		0.055		65		0.0615		0.062176		0.0852090252		5.9012270164		84.4635041423		0.153158346

		5		0.06		62		0.0662		0.0674697				78.2952859467		99.779338747

														99.5123475678

		Year				5-YEAR

		1		0.05								0.0066666667

		2		0.05308								0.0063121209

		3		0.05729								0.0059226445

		4		0.062176		0.0590120545		78.5622771259				189014.321050802

		5		0.0674697		0.061476295		72.1476546259

						0.1204883495		150.7099317518		0.0007994719





15.5-1

		Swap: Fixed payer's position on 8%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		$20M, 5-year FRN paying LIBOR + 100 BP.  Synthetic Fixed: FRN and Fixed-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Fixed Net Payment		FRN Payment		FRN + Swap Payment		Annualized Rate

		6/10/02				7.50%

		12/10/02		183		7.75%		802191.780821918		762500		39691.7808219179		864166.666666667		903858.447488584		0.0901388889

		6/10/03		182		8.00%		797808.219178082		783611.111111111		14197.1080669712		884722.222222222		898919.330289193		0.0901388889

		12/10/03		183		8.25%		802191.780821918		813333.333333333		-11141.5525114153		915000		903858.447488585		0.0901388889

		6/10/04		182		8.50%		797808.219178082		834166.666666667		-36358.4474885844		935277.777777778		898919.330289193		0.0901388889

		12/10/04		183		8.75%		802191.780821918		864166.666666667		-61974.8858447488		965833.333333333		903858.447488584		0.0901388889

		6/10/05		182		9.00%		797808.219178082		884722.222222222		-86914.0030441399		985833.333333333		898919.330289193		0.0901388889

		12/10/05		183		9.25%		802191.780821918		915000		-112808.219178082		1016666.66666667		903858.447488584		0.0901388889

		6/10/06		182		9.50%		797808.219178082		935277.777777778		-137469.558599696		1036388.88888889		898919.330289193		0.0901388889

		12/10/06		183		9.75%		802191.780821918		965833.333333333		-163641.552511415		1067500		903858.447488584		0.0901388889

		6/10/07		182		10.00%		797808.219178082		985833.333333333		-188025.114155251		1086944.44444444		898919.330289193		0.0901388889

						Fixed Payment = (.09)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						FRN Payment = (LIBOR +  100BP)(no. of days/360)($20,000,000)

						Annualized Rate = (FRN + Swap Payment)(365/no. of days)/$20,000,000





15.5-2

		Swap: Floating payer's position on 9.5%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		$20M, 5-year, 9% fixed rate loan.  Synthetic Variable: Fixed Rate Loan and Floating-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Floating Payer's  Net Payment		Fixed-Rate Payment		Fixed rate + Swap Payment		Annualized Rate

		6/10/02				7.50%

		12/10/02		183		7.75%		952602.739726028		762500		-190102.739726028		902465.753424658		712363.01369863		0.0700684932

		6/10/03		182		8.00%		947397.260273973		783611.111111111		-163786.149162862		897534.246575342		733748.097412481		0.0725684932

		12/10/03		183		8.25%		952602.739726028		813333.333333333		-139269.406392694		902465.753424658		763196.347031963		0.0750684932

		6/10/04		182		8.50%		947397.260273973		834166.666666667		-113230.593607306		897534.246575342		784303.652968036		0.0775684932

		12/10/04		183		8.75%		952602.739726028		864166.666666667		-88436.0730593608		902465.753424658		814029.680365297		0.0800684932

		6/10/05		182		9.00%		947397.260273973		884722.222222222		-62675.0380517505		897534.246575342		834859.208523592		0.0825684932

		12/10/05		183		9.25%		952602.739726028		915000		-37602.7397260276		902465.753424658		864863.01369863		0.0850684932

		6/10/06		182		9.50%		947397.260273973		935277.777777778		-12119.4824961949		897534.246575342		885414.764079148		0.0875684932

		12/10/06		183		9.75%		952602.739726028		965833.333333333		13230.5936073057		902465.753424658		915696.347031963		0.0900684932

		6/10/07		182		10.00%		947397.260273973		985833.333333333		38436.0730593606		897534.246575342		935970.319634703		0.0925684932

						Fixed Payment = (.095)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						Fixed Payment = (.09)(no. of days/365)($20,000,000)

						Annualized Rate = (Fixed Rate + Swap Payment)(360/no. of days)/$20,000,000





15.5-3

		Swap: Floating payer's position on 5.75%/LIBOR Swap; NP = $1000M; Maturity = 5 years.

		Investment in $1000M, 5-year, FRN paying LIBOR plus 100 BP.  Synthetic fixed-rate investment: FRN Investment and Floating-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Floating Payer's  Net Payment		FRN Return		Fixed rate - Swap Payment		Annualized Rate

		6/10/02				4.50%

		12/10/02		183		4.75%		2882876.71232877		2287500		-595376.712328768		2795833.33333333		3391210.0456621		0.0676388889

		6/10/03		182		5.00%		2867123.28767123		2401388.88888889		-465734.398782345		2906944.44444444		3372678.84322679		0.0676388889

		12/10/03		183		5.25%		2882876.71232877		2541666.66666667		-341210.045662101		3050000		3391210.0456621		0.0676388889

		6/10/04		182		5.50%		2867123.28767123		2654166.66666667		-212956.621004567		3159722.22222222		3372678.84322679		0.0676388889

		12/10/04		183		5.75%		2882876.71232877		2795833.33333333		-87043.3789954348		3304166.66666667		3391210.0456621		0.0676388889

		6/10/05		182		6.00%		2867123.28767123		2906944.44444444		39821.1567732114		3412500		3372678.84322679		0.0676388889

		12/10/05		183		6.25%		2882876.71232877		3050000		167123.287671232		3558333.33333333		3391210.0456621		0.0676388889

		6/10/06		182		6.50%		2867123.28767123		3159722.22222222		292598.934550989		3665277.77777778		3372678.84322679		0.0676388889

		12/10/06		183		6.75%		2882876.71232877		3304166.66666667		421289.954337899		3812500		3391210.0456621		0.0676388889

		6/10/07		182		7.00%		2867123.28767123		3412500		545376.712328767		3918055.55555556		3372678.84322679		0.0676388889

						Fixed Payment = (.0575)(no. of days/365)($100,000,000)

						Floating Payment = LIBOR(no. of days/360)($100,000,000)

						FRN Return = (LIBOR + 1%)(no. of days/360)($100,000,000)

						Annualized Rate = (FRN - Swap Payment)(365/no. of days)/$100,000,000





syn fixed swap

		Swap: Fixed payer's position on 9%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		$20M, 5-year FRN paying LIBOR + 100 BP.  Synthetic Fixed: FRN and Fixed-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Fixed Net Payment		FRN Payment		FRN + Swap Payment		Annualized Rate

		6/10/02				7.50%

		12/10/02		183		7.75%		902465.753424658		762500		139965.753424658		864166.666666667		1004132.42009132		0.1001388889

		6/10/03		182		8.00%		897534.246575342		783611.111111111		113923.135464231		884722.222222222		998645.357686454		0.1001388889

		12/10/03		183		8.25%		902465.753424658		813333.333333333		89132.4200913244		915000		1004132.42009132		0.1001388889

		6/10/04		182		8.50%		897534.246575342		834166.666666667		63367.5799086759		935277.777777778		998645.357686454		0.1001388889

		12/10/04		183		8.75%		902465.753424658		864166.666666667		38299.0867579909		965833.333333333		1004132.42009132		0.1001388889

		6/10/05		182		9.00%		897534.246575342		884722.222222222		12812.0243531204		985833.333333333		998645.357686453		0.1001388889

		12/10/05		183		9.25%		902465.753424658		915000		-12534.2465753424		1016666.66666667		1004132.42009132		0.1001388889

		6/10/06		182		9.50%		897534.246575342		935277.777777778		-37743.5312024353		1036388.88888889		998645.357686453		0.1001388889

		12/10/06		183		9.75%		902465.753424658		965833.333333333		-63367.5799086756		1067500		1004132.42009132		0.1001388889

		6/10/07		182		10.00%		897534.246575342		985833.333333333		-88299.0867579908		1086944.44444444		998645.357686454		0.1001388889

						Fixed Payment = (.09)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						FRN Payment = (LIBOR +  100BP)(no. of days/360)($20,000,000)

						Annualized Rate = (FRN + Swap Payment)(365/no. of days)/$20,000,000





syn var

		Swap: Floating payer's position on 9%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		$20M, 5-year, 9% fixed rate loan.  Synthetic Variable: Fixed Rate Loan and Floating-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Floating Payer's  Net Payment		Fixed-Rate Payment		Fixed rate + Swap Payment		Annualized Rate

		6/10/02				7.50%

		12/10/02		183		7.75%		902465.753424658		762500		-139965.753424658		902465.753424658		762500		0.075

		6/10/03		182		8.00%		897534.246575342		783611.111111111		-113923.135464231		897534.246575342		783611.111111111		0.0775

		12/10/03		183		8.25%		902465.753424658		813333.333333333		-89132.4200913244		902465.753424658		813333.333333333		0.08

		6/10/04		182		8.50%		897534.246575342		834166.666666667		-63367.5799086759		897534.246575342		834166.666666667		0.0825

		12/10/04		183		8.75%		902465.753424658		864166.666666667		-38299.0867579909		902465.753424658		864166.666666667		0.085

		6/10/05		182		9.00%		897534.246575342		884722.222222222		-12812.0243531204		897534.246575342		884722.222222222		0.0875

		12/10/05		183		9.25%		902465.753424658		915000		12534.2465753424		902465.753424658		915000		0.09

		6/10/06		182		9.50%		897534.246575342		935277.777777778		37743.5312024353		897534.246575342		935277.777777778		0.0925

		12/10/06		183		9.75%		902465.753424658		965833.333333333		63367.5799086756		902465.753424658		965833.333333333		0.095

		6/10/07		182		10.00%		897534.246575342		985833.333333333		88299.0867579908		897534.246575342		985833.333333333		0.0975

						Fixed Payment = (.09)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						Fixed Payment = (.09)(no. of days/365)($20,000,000)

						Annualized Rate = (Fixed Rate + Swap Payment)(360/no. of days)/$20,000,000





Synfixinv

		Swap: Floating payer's position on 6%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		Investment in $20M, 5-year, FRN paying LIBOR plus 100 BP.  Synthetic fixed-rate investment: FRN Investment and Floating-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Floating Payer's  Net Payment		FRN Return		Fixed rate - Swap Payment		Annualized Rate

		6/10/02				4.50%

		12/10/02		183		4.75%		601643.835616438		457500		-144143.835616438		559166.666666667		703310.502283105		0.0701388889

		6/10/03		182		5.00%		598356.164383562		480277.777777778		-118078.386605784		581388.888888889		699467.275494673		0.0701388889

		12/10/03		183		5.25%		601643.835616438		508333.333333333		-93310.502283105		610000		703310.502283105		0.0701388889

		6/10/04		182		5.50%		598356.164383562		530833.333333333		-67522.8310502284		631944.444444444		699467.275494673		0.0701388889

		12/10/04		183		5.75%		601643.835616438		559166.666666667		-42477.1689497718		660833.333333333		703310.502283105		0.0701388889

		6/10/05		182		6.00%		598356.164383562		581388.888888889		-16967.2754946728		682500		699467.275494673		0.0701388889

		12/10/05		183		6.25%		601643.835616438		610000		8356.1643835615		711666.666666667		703310.502283105		0.0701388889

		6/10/06		182		6.50%		598356.164383562		631944.444444444		33588.2800608827		733055.555555556		699467.275494673		0.0701388889

		12/10/06		183		6.75%		601643.835616438		660833.333333333		59189.4977168948		762500		703310.502283105		0.0701388889

		6/10/07		182		7.00%		598356.164383562		682500		84143.8356164383		783611.111111111		699467.275494673		0.0701388889

						Fixed Payment = (.06)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						FRN Return = (LIBOR + 1%)(no. of days/360)($20,000,000)

						Annualized Rate = (FRN - Swap Payment)(365/no. of days)/$20,000,000





synflinvoat

		Swap: Fixed payer's position on 6%/LIBOR Swap; NP = $20M; Maturity = 5 years.

		Investment of $20M in 5-year bond 7%.  Synthetic fixed-rate investment: Fixed Investment and Fixed-Payer's Position

		Settlement Date		Number of Days		LIBOR		Fixed Payment		Floating Payment		Fixed Payer's  Net Payment		Fixed Investment Return		Fixed Inv Return - Swap Payment		Annualized Rate

		6/10/02				4.50%

		12/10/02		183		4.75%		601643.835616438		457500		144143.835616438		701917.808219178		557773.97260274		0.055625

		6/10/03		182		5.00%		598356.164383562		480277.777777778		118078.386605784		698082.191780822		580003.805175038		0.0581597222

		12/10/03		183		5.25%		601643.835616438		508333.333333333		93310.502283105		701917.808219178		608607.305936073		0.0606944444

		6/10/04		182		5.50%		598356.164383562		530833.333333333		67522.8310502284		698082.191780822		630559.360730593		0.0632291667

		12/10/04		183		5.75%		601643.835616438		559166.666666667		42477.1689497718		701917.808219178		659440.639269406		0.0657638889

		6/10/05		182		6.00%		598356.164383562		581388.888888889		16967.2754946728		698082.191780822		681114.916286149		0.0682986111

		12/10/05		183		6.25%		601643.835616438		610000		-8356.1643835615		701917.808219178		710273.97260274		0.0708333333

		6/10/06		182		6.50%		598356.164383562		631944.444444444		-33588.2800608827		698082.191780822		731670.471841705		0.0733680556

		12/10/06		183		6.75%		601643.835616438		660833.333333333		-59189.4977168948		701917.808219178		761107.305936073		0.0759027778

		6/10/07		182		7.00%		598356.164383562		682500		-84143.8356164383		698082.191780822		782226.02739726		0.0784375

						Fixed Payment = (.06)(no. of days/365)($20,000,000)

						Floating Payment = LIBOR(no. of days/360)($20,000,000)

						Fixed Investment Return = 7%(no. of days/365)($20,000,000)

						Annualized Rate = (Fixed Inv Return - Swap Payment)(365/no. of days)/$20,000,000





Put-call Parity

		Values at Expiration of Put Swaption and Synthetic Put Swaption consisting of  Call Swaption and Forward Contract

		Swap Rates on 2-Year Generic Swap		6%		7%		8%

		Long Put Swaption: Right to pay 7%/receive LIBOR		0		0		PV(8%-7%)

		Long Call Swaption: Right to Receive 7%/pay LIBOR		PV(7%-6%)		0		0

		Swap from Forward: Pay 7%/Receive LIBOR		PV(6%-7%)		PV(7%-7%)		PV(8%-7%)

		Net Value		0		0		PV(8%-7%)

				PV = present value of two-year cash flows





Exhibit17.4-1

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		50000		-50000

		0.065		0.000		0		50000		-50000

		0.070		0.000		0		50000		-50000

		0.075		0.000		0		50000		-50000

		0.080		0.000		0		50000		-50000

		0.085		0.003		200272		50000		150272

		0.090		0.005		395636		50000		345636

		0.095		0.008		586226		50000		536226

		0.100		0.010		772173		50000		722173
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eXHIBIT17.4-2

		Rates on 5-year Par Value		Call Swaption's		Value of 8%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.08-R)/2,0)		PV(Max[(.08-R)/2, 0]($50M))

		0.060		0.010		853020		50000		803020

		0.065		0.008		631680		50000		581680

		0.070		0.005		415830		50000		365830

		0.075		0.003		205320		50000		155320

		0.080		0.000		0		50000		-50000

		0.085		0.000		0		50000		-50000

		0.090		0.000		0		50000		-50000

		0.095		0.000		0		50000		-50000

		0.100		0.000		0		50000		-50000





eXHIBIT17.4-2
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16.6-5

		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.6		0.714		0.716355		0.51147747		0.08852253

		2		0.6		0.714		0.73309		0.52342626		0.07657374

		3		0.6		0.714		0.75022		0.53565708		0.06434292

		4		0.6		0.714		0.76775		0.5481735		0.0518265

		5		0.6		0.714		0.785687		0.560980518		0.039019482

												0.320285172





16.6-2

		Year		Rate		Coupon				BP rate		BP Bond				ER												U.S. Rate		GB Rate		Eo = $/£		$ Value of Swap (millions)		$ Value of Swap (millions)

		1		0.1		10		9.0909090909		0.08		10.714275		9.920625		0.69						0.7027777778		2.470245625		2.2456778409								$ Received/£ Paid		£ Received/$ Paid

		2		0.1		10		8.2644628099		0.08		10.714275		9.1857638889		0.69						0.7157921811		2.3308057292		1.9262857266		0.1		0.075		0.7		0		0

		3		0.1		10		7.513148009		0.08		10.714275		8.5053369342		0.69						0.7290475918		2.188783613		1.6444655244		0.095		0.075		0.7		1.91995		-1.91995

		4		0.1		10		6.8301345537		0.08		10.714275		7.8753119761		0.69						0.7425484732		2.0441314577		1.3961692902		0.105		0.075		0.7		-1.8713		1.8713

		5		0.1		110		68.3013455365		0.08		153.571275		104.5180293121		0.69						0.7562993708		-6.1458586573		-3.8160946888		0.1		0.07		0.7		-2.05		2.05

								100						140.0050671112		Swap Value		3.3965036933		Value						3.3965036933		0.1		0.08		0.7		1.99645		-1.99645

																												0.1		0.075		0.725		-1.5037		1.5037

																												0.1		0.075		0.69		3.3965		-3.3965

																														NOTE THAT THESE CHANGES ARE LIKELY TO CHANGE TOGETHER





16.6-3

		Year		Rate		Coupon				BP rate		BP Bond				ER												U.S. Rate		GB Rate		Eo = $/£		$ Value of Swap (millions)		$ Value of Swap (millions)

		1		0.1		10		9.0909090909		0.08		10.714275		9.920625		0.69						0.7027777778		2.470245625		2.2456778409								$ Received/£ Paid		£ Received/$ Paid

		2		0.1		10		8.2644628099		0.08		10.714275		9.1857638889		0.69						0.7157921811		2.3308057292		1.9262857266		0.1		0.075		0.7		0		0

		3		0.1		10		7.513148009		0.08		10.714275		8.5053369342		0.69						0.7290475918		2.188783613		1.6444655244		0.095		0.075		0.7		1.91995		-1.91995

		4		0.1		10		6.8301345537		0.08		10.714275		7.8753119761		0.69						0.7425484732		2.0441314577		1.3961692902		0.105		0.075		0.7		-1.8713		1.8713

		5		0.1		110		68.3013455365		0.08		153.571275		104.5180293121		0.69						0.7562993708		-6.1458586573		-3.8160946888		0.1		0.07		0.7		-2.05		2.05

								100						140.0050671112		Swap Value		3.3965036933		Value						3.3965036933		0.1		0.08		0.7		1.99645		-1.99645

																												0.1		0.075		0.725		-1.5037		1.5037

																												0.1		0.075		0.69		3.3965		-3.3965





ch17prob31

		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($50M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob10

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob10

		



Profit/Loss

Rates



Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob12

		



Rate

Profit



Ch17prob13

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob14

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.0000		0		500000		-500000		50000000		0.0600

		0.065		0.0000		0		500000		-500000		50000000		0.0650

		0.070		0.0000		0		500000		-500000		50000000		0.0700

		0.075		0.0000		0		500000		-500000		50000000		0.0750

		0.080		0.0000		0		500000		-500000		50000000		0.0800

		0.085		0.0025		1001361		500000		501361		48998639		0.0808

		0.090		0.0050		1978180		500000		1478180		48021820		0.0816

		0.095		0.0075		2931130		500000		2431130		47068870		0.0824

		0.100		0.0100		3860867		500000		3360867		46139133		0.0832





ch17prob15

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($150M))

		0.060		0.0000		0		1000000		-1000000		150000000		0.0600

		0.065		0.0000		0		1000000		-1000000		150000000		0.0650

		0.070		0.0000		0		1000000		-1000000		150000000		0.0700

		0.075		0.0000		0		1000000		-1000000		150000000		0.0750

		0.080		0.0000		0		1000000		-1000000		150000000		0.0800

		0.085		0.0025		4985387		1000000		3985387		145014613		0.0815

		0.090		0.0050		9755952		1000000		8755952		140244048		0.0830

		0.095		0.0075		14322003		1000000		13322003		135677997		0.0845

		0.100		0.0100		18693316		1000000		17693316		131306684		0.0861





ch17prob22

		

		Break-Even		Computed from Black		Put Swaption		Put Swaption		R		ti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates				Put Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.000018		448.08		0.00		0.05		3.5		0.8394570208

		0.055		0.000164		4082.54		0.00		0.05		4.0		0.8187307531

		0.060		0.000639		15906.98		0.00		0.05		4.5		0.7985162188

		0.065		0.001813		45132.00		0.00		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.007064		175848.03		124467.74

		0.080		0.010969		273057.33		248935.48

		0.085		0.015434		384207.02		373403.22

		0.090		0.020175		502227.34		497870.97
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ch17prob23

		Break-Even		Computed from Black		Call Swaption		Call Swaption		R		ti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates				Call Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.020018		498319.05		497870.97		0.05		3.5		0.8394570208

		0.055		0.015164		377485.77		373403.22		0.05		4.0		0.8187307531

		0.060		0.010639		264842.46		248935.48		0.05		4.5		0.7985162188

		0.065		0.006813		169599.74		124467.74		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.002064		51380.28		0.00

		0.080		0.000969		24121.85		0.00

		0.085		0.000434		10803.80		0.00

		0.090		0.000175		4356.37		0.00





ch17prob21 21

		Input		Input		Input		Input		Input																		Put		Call		Put		Call

		forward swap rate		Exercise Rate		Continuous Compounded Rate		Time to Expiration		Variance		m		NP		d1		d2		n(d1)		N(d1)		n(d2)		N(d2)		P		C		IV		IV		0.05		5.5		0.7595721232

		0.1		0.09		0.05		3		0.005625		2		10000000		0.876017533		0.7461137224		0.8093526534		0.8093526534		0.7722139713		0.7722139713		0.0114360079		0.0014360079		0.01		0		0.05		6		0.7408182207

																																				0.05		3.5		0.8394570208

																																				0.05		4		0.8187307531

																																				0.05		4.5		0.7985162188

																																				0.05		5		0.7788007831

																																								4.7358951196		34003.9145894668

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0
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Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob31

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0
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Call Values

Intrinsic Values

Break-Even Forward Rates
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		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602

		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		14.2857		7.5		1.47351852		-11.0513888889		3.23431		2.9672579001

		2		14.2857		7.5		1.48716221		-11.1537165638		3.13198		2.6361277975

		3		14.2857		7.5		1.50093223		-11.2569917172		3.02871		2.3387185019

		4		157.1427		107.5		1.51482975		-162.8441980812		-5.70150		-4.0390849815

		5		0		0		1.52885595		0		0.00000		0

												3.69350		3.903019218

		1		1.47351852

		2		1.48716221

		3		1.50093223

		4		1.51482975

		5		1.52885595
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob10

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob12
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Ch17prob13

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob14

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.0000		0		500000		-500000		50000000		0.0600

		0.065		0.0000		0		500000		-500000		50000000		0.0650

		0.070		0.0000		0		500000		-500000		50000000		0.0700

		0.075		0.0000		0		500000		-500000		50000000		0.0750

		0.080		0.0000		0		500000		-500000		50000000		0.0800

		0.085		0.0025		1001361		500000		501361		48998639		0.0808

		0.090		0.0050		1978180		500000		1478180		48021820		0.0816

		0.095		0.0075		2931130		500000		2431130		47068870		0.0824

		0.100		0.0100		3860867		500000		3360867		46139133		0.0832





ch17prob15

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($150M))

		0.060		0.0000		0		1000000		-1000000		150000000		0.0600

		0.065		0.0000		0		1000000		-1000000		150000000		0.0650

		0.070		0.0000		0		1000000		-1000000		150000000		0.0700

		0.075		0.0000		0		1000000		-1000000		150000000		0.0750

		0.080		0.0000		0		1000000		-1000000		150000000		0.0800

		0.085		0.0025		4985387		1000000		3985387		145014613		0.0815

		0.090		0.0050		9755952		1000000		8755952		140244048		0.0830

		0.095		0.0075		14322003		1000000		13322003		135677997		0.0845

		0.100		0.0100		18693316		1000000		17693316		131306684		0.0861





ch17prob22

		

		Break-Even		Computed from Black		Put Swaption		Put Swaption		R		ti		e-Rfiti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates		[CfN(d1)-CXN(d2)]		Put Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.000018		448.08		0.00		0.05		3.5		0.8394570208

		0.055		0.000164		4082.54		0.00		0.05		4.0		0.8187307531

		0.060		0.000639		15906.98		0.00		0.05		4.5		0.7985162188

		0.065		0.001813		45132.00		0.00		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.007064		175848.03		124467.74

		0.080		0.010969		273057.33		248935.48

		0.085		0.015434		384207.02		373403.22

		0.090		0.020175		502227.34		497870.97





ch17prob22
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ch17prob23

		Break-Even		Computed from Black		Call Swaption		Call Swaption		R		ti		e-Rfiti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates		[-Cf (1-N(d1))-CX(1-N(d2)]		Call Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.020018		498319.05		497870.97		0.05		3.5		0.8394570208

		0.055		0.015164		377485.77		373403.22		0.05		4.0		0.8187307531

		0.060		0.010639		264842.46		248935.48		0.05		4.5		0.7985162188

		0.065		0.006813		169599.74		124467.74		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.002064		51380.28		0.00

		0.080		0.000969		24121.85		0.00

		0.085		0.000434		10803.80		0.00

		0.090		0.000175		4356.37		0.00





ch17prob23
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ch17prob21 21

		Input		Input		Input		Input		Input																		Put		Call		Put		Call

		forward swap rate		Exercise Rate		Continuous Compounded Rate		Time to Expiration		Variance		m		NP		d1		d2		n(d1)		N(d1)		n(d2)		N(d2)		P		C		IV		IV		0.05		5.5		0.7595721232

		0.1		0.09		0.05		3		0.005625		2		10000000		0.876017533		0.7461137224		0.8093526534		0.8093526534		0.7722139713		0.7722139713		0.0114360079		0.0014360079		0.01		0		0.05		6		0.7408182207

																																				0.05		3.5		0.8394570208

																																				0.05		4		0.8187307531

																																				0.05		4.5		0.7985162188

																																				0.05		5		0.7788007831

																																								4.7358951196		34003.9145894668

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0





ch17prob21 21
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Exhibit 174-3
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Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob31

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0





ch17prob31
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		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602

		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		14.2857		7.5		1.47351852		-11.0513888889		3.23431		2.9672579001

		2		14.2857		7.5		1.48716221		-11.1537165638		3.13198		2.6361277975

		3		14.2857		7.5		1.50093223		-11.2569917172		3.02871		2.3387185019

		4		157.1427		107.5		1.51482975		-162.8441980812		-5.70150		-4.0390849815

		5		0		0		1.52885595		0		0.00000		0

												3.69350		3.903019218

		1		1.47351852

		2		1.48716221

		3		1.50093223

		4		1.51482975

		5		1.52885595
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		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob10

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob10

		



Profit/Loss

Rates



Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob12

		



Rate

Profit



Ch17prob13

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob14

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.0000		0		500000		-500000		50000000		0.0600

		0.065		0.0000		0		500000		-500000		50000000		0.0650

		0.070		0.0000		0		500000		-500000		50000000		0.0700

		0.075		0.0000		0		500000		-500000		50000000		0.0750

		0.080		0.0000		0		500000		-500000		50000000		0.0800

		0.085		0.0025		1001361		500000		501361		48998639		0.0808

		0.090		0.0050		1978180		500000		1478180		48021820		0.0816

		0.095		0.0075		2931130		500000		2431130		47068870		0.0824

		0.100		0.0100		3860867		500000		3360867		46139133		0.0832





ch17prob15

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($150M))

		0.060		0.0000		0		1000000		-1000000		150000000		0.0600

		0.065		0.0000		0		1000000		-1000000		150000000		0.0650

		0.070		0.0000		0		1000000		-1000000		150000000		0.0700

		0.075		0.0000		0		1000000		-1000000		150000000		0.0750

		0.080		0.0000		0		1000000		-1000000		150000000		0.0800

		0.085		0.0025		4985387		1000000		3985387		145014613		0.0815

		0.090		0.0050		9755952		1000000		8755952		140244048		0.0830

		0.095		0.0075		14322003		1000000		13322003		135677997		0.0845

		0.100		0.0100		18693316		1000000		17693316		131306684		0.0861





ch17prob22

		

		Break-Even		Computed from Black		Put Swaption		Put Swaption		R		ti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates				Put Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.000018		448.08		0.00		0.05		3.5		0.8394570208

		0.055		0.000164		4082.54		0.00		0.05		4.0		0.8187307531

		0.060		0.000639		15906.98		0.00		0.05		4.5		0.7985162188

		0.065		0.001813		45132.00		0.00		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.007064		175848.03		124467.74

		0.080		0.010969		273057.33		248935.48

		0.085		0.015434		384207.02		373403.22

		0.090		0.020175		502227.34		497870.97





ch17prob22
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ch17prob23

		Break-Even		Computed from Black		Put Swaption		Put Swaption		R		ti

				Swaption Program						0.05		2.5		0.8824969026

		Forward Rates				Put Value		Intrinsic Values		0.05		3.0		0.8607079764

		0.050		0.000018		448.08		0.00		0.05		3.5		0.8394570208

		0.055		0.000164		4082.54		0.00		0.05		4.0		0.8187307531

		0.060		0.000639		15906.98		0.00		0.05		4.5		0.7985162188

		0.065		0.001813		45132.00		0.00		0.05		5.0		0.7788007831

		0.070		0.003916		97483.14		0.00						4.9787096547		Sum

		0.075		0.007064		175848.03		124467.74

		0.080		0.010969		273057.33		248935.48

		0.085		0.015434		384207.02		373403.22

		0.090		0.020175		502227.34		497870.97





ch17prob21 21

		Input		Input		Input		Input		Input																		Put		Call		Put		Call

		forward swap rate		Exercise Rate		Continuous Compounded Rate		Time to Expiration		Variance		m		NP		d1		d2		n(d1)		N(d1)		n(d2)		N(d2)		P		C		IV		IV		0.05		5.5		0.7595721232

		0.1		0.09		0.05		3		0.005625		2		10000000		0.876017533		0.7461137224		0.8093526534		0.8093526534		0.7722139713		0.7722139713		0.0114360079		0.0014360079		0.01		0		0.05		6		0.7408182207

																																				0.05		3.5		0.8394570208

																																				0.05		4		0.8187307531

																																				0.05		4.5		0.7985162188

																																				0.05		5		0.7788007831

																																								4.7358951196		34003.9145894668

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Value		Intrinsic Value				Forward Rates		Call Value		Intrinsic Value		Annual

		0.05		5057		0				0.05		1000799		995742

		0.055		20398		0				0.055		767205		746806

		0.06		56470		0				0.06		554341		497871

		0.065		128705		0				0.065		377641		248935

		0.07		238924		0				0.07		238924		0

		0.075		393620		248935				0.075		144871		0

		0.08		578525		497871				0.08		80657		0

		0.085		790501		746806				0.085		43695		0

		0.09		1018769		995742				0.09		23027		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption

		Forward Rates		Put Values		Intrinsic Values				Forward Rates		Call Values		Intrinsic Values		Semiannual

		0.050		2529		0				0.050		500400		497871

		0.055		10199		0				0.055		383603		373403

		0.060		28235		0				0.060		277171		248936

		0.065		64353		0				0.065		188821		124468

		0.070		119462		0				0.070		119462		0

		0.075		196810		124468				0.075		72436		0

		0.080		289263		248936				0.080		40329		0

		0.085		395251		373403				0.085		21848		0

		0.090		509385		497871				0.090		11514		0
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Exhibit17.4-4

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit 17.4-6 7

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094





ch17prob31

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Annual

		Forward Rates		Put Values		Intinsic Value				Forward Rates		Call Value		Intrinsic Value

		0.050		26650		0				0.050		327233		300583

		0.055		45739		0				0.055		271176		225437

		0.060		72276		0				0.060		222568		150292

		0.065		105418		0				0.065		180563		75146

		0.070		144302		0				0.070		144302		0

		0.075		190641		75146				0.075		115495		0

		0.080		241752		150292				0.080		91461		0

		0.085		296911		225437				0.085		71473		0

		0.090		356197		300583				0.090		55614		0

		0.095		419031		375729				0.095		43302		0

		0.100		484677		450875				0.100		33802		0

		Break-Even		Put Swaption		Put Swaption				Break-Even		Call Swaption		Call Swaption		Semiannual

		Forward Rates		Put Values		Intinsic Values				Forward Rates		Call Values		Intrinsic Values

		0.050		13325		0				0.050		163617		150292

		0.055		22870		0				0.055		135588		112719

		0.060		36138		0				0.060		111284		75146

		0.065		52709		0				0.065		90282		37573

		0.070		72151		0				0.070		72151		0

		0.075		95321		37573				0.075		57748		0

		0.080		120876		75146				0.080		45731		0

		0.085		148456		112719				0.085		35737		0

		0.090		178099		150292				0.090		27807		0

		0.095		209516		187865				0.095		21651		0

		0.100		242339		225438				0.100		16901		0
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		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		0.857142		-0.5		1.4619478		0.7309739		0.12617

		2		0.857142		-0.5		1.4961055		0.74805275		0.10909

		3		0.857142		-0.5		1.5310612		0.7655306		0.09161

		4		0.857142		-0.5		1.5668336		0.7834168		0.07373

		5		0.857142		-0.5		1.6034419		0.80172095		0.05542

												0.45602

		1		2		3		4		5		6

		Year		$ CF (millions)		£ CF (millions)		Forward Exchange: £/BP		$ Cost of Sterling (millions)		Net $ Revenue (millions)

										Column (4) X Column (3)		Column (2) - Column (5)

		1		14.2857		7.5		1.47351852		-11.0513888889		3.23431		2.9672579001

		2		14.2857		7.5		1.48716221		-11.1537165638		3.13198		2.6361277975

		3		14.2857		7.5		1.50093223		-11.2569917172		3.02871		2.3387185019

		4		157.1427		107.5		1.51482975		-162.8441980812		-5.70150		-4.0390849815

		5		0		0		1.52885595		0		0.00000		0

												3.69350		3.903019218

		1		1.47351852

		2		1.48716221

		3		1.50093223

		4		1.51482975

		5		1.52885595
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($50M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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		0

		0

		0
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0

0

0

0

0

0

0

0

0



Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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		0

		0
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob13

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.0000		0		500000		-500000		50000000		0.0600

		0.065		0.0000		0		500000		-500000		50000000		0.0650

		0.070		0.0000		0		500000		-500000		50000000		0.0700

		0.075		0.0000		0		500000		-500000		50000000		0.0750

		0.080		0.0000		0		500000		-500000		50000000		0.0800

		0.085		0.0025		1001361		500000		501361		48998639		0.0808

		0.090		0.0050		1978180		500000		1478180		48021820		0.0816

		0.095		0.0075		2931130		500000		2431130		47068870		0.0824

		0.100		0.0100		3860867		500000		3360867		46139133		0.0832





Exhibit 174-3

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit17.4-4

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		2800715		250000		2550715		52800715		0.059

		0.045		0.008		2082929		250000		1832929		52082929		0.059

		0.050		0.005		1377031		250000		1127031		51377031		0.059

		0.055		0.003		682796		250000		432796		50682796		0.060

		0.060		0.000		0		250000		-250000		50000000		0.060

		0.065		0.000		0		250000		-250000		50000000		0.065

		0.070		0.000		0		250000		-250000		50000000		0.070

		0.075		0.000		0		250000		-250000		50000000		0.075

		0.080		0.000		0		250000		-250000		50000000		0.080





ch17prob13

		Rates on 5-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$50M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($50M))

		0.060		0.000		0		500000		-500000		50000000		0.060

		0.065		0.000		0		500000		-500000		50000000		0.065

		0.070		0.000		0		500000		-500000		50000000		0.070

		0.075		0.000		0		500000		-500000		50000000		0.075

		0.080		0.000		0		500000		-500000		50000000		0.080

		0.085		0.003		1001361		500000		501361		48998639		0.081

		0.090		0.005		1978180		500000		1478180		48021820		0.082

		0.095		0.008		2931130		500000		2431130		47068870		0.082

		0.100		0.010		3860867		500000		3360867		46139133		0.083





ch17prob14

		Rates on 10-year Par Value		Put Swaption's		Value of 8%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$150M - Swaption Value		ARR

		R		Max((R-.08)/2,0)		PV(Max[(R-.08)/2, 0]($150M))

		0.060		0.0000		0		1000000		-1000000		150000000		0.0600

		0.065		0.0000		0		1000000		-1000000		150000000		0.0650

		0.070		0.0000		0		1000000		-1000000		150000000		0.0700

		0.075		0.0000		0		1000000		-1000000		150000000		0.0750

		0.080		0.0000		0		1000000		-1000000		150000000		0.0800

		0.085		0.0025		4985387		1000000		3985387		145014613		0.0815

		0.090		0.0050		9755952		1000000		8755952		140244048		0.0830

		0.095		0.0075		14322003		1000000		13322003		135677997		0.0845

		0.100		0.0100		18693316		1000000		17693316		131306684		0.0861





Exhibit 174-3

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps and T-notes at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$30M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($30M))

		0.040		0.010		1680429		100000		1580429		31680429		0.059

		0.045		0.008		1249757		100000		1149757		31249757		0.059

		0.050		0.005		826219		100000		726219		30826219		0.059

		0.055		0.003		409678		100000		309678		30409678		0.060

		0.060		0.000		0		100000		-100000		30000000		0.060

		0.065		0.000		0		100000		-100000		30000000		0.065

		0.070		0.000		0		100000		-100000		30000000		0.070

		0.075		0.000		0		100000		-100000		30000000		0.075

		0.080		0.000		0		100000		-100000		30000000		0.080





Exhibit17.4-4

		Rates on 5-year Par Value		Put Swaption's		Value of 9%/LIBOR		Put Swaption		Profit from Put		Funds Borrowed

		Swaps and Bond at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption		$60M - Swaption Value		ARR

		R		Max((R-.09)/2,0)		PV(Max[(R-.09)/2, 0]($60M))

		0.070		0.000		0		200000		-200000		60000000		0.070

		0.075		0.000		0		200000		-200000		60000000		0.075

		0.080		0.000		0		200000		-200000		60000000		0.080

		0.085		0.000		0		200000		-200000		60000000		0.085

		0.090		0.000		0		200000		-200000		60000000		0.090

		0.095		0.003		1172452		200000		972452		58827548		0.091

		0.100		0.005		2316520		200000		2116520		57683480		0.092

		0.105		0.008		3432978		200000		3232978		56567022		0.093

		0.110		0.010		4522575		200000		4322575		55477425		0.094






_1115999458.xls
ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.0100		560143		60000		500143

		0.045		0.0075		416586		60000		356586

		0.050		0.0050		275406		60000		215406

		0.055		0.0025		136559		60000		76559

		0.060		0.0000		0		60000		-60000

		0.065		0.0000		0		60000		-60000

		0.070		0.0000		0		60000		-60000

		0.075		0.0000		0		60000		-60000

		0.080		0.0000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000






_1115999554.xls
ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.000		0		50000		-50000

		0.045		0.000		0		50000		-50000

		0.050		0.000		0		50000		-50000

		0.055		0.000		0		50000		-50000

		0.060		0.000		0		50000		-50000

		0.065		0.003		134315		50000		84315

		0.070		0.005		266428		50000		216428

		0.075		0.008		396380		50000		346380

		0.080		0.010		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($10M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000





Ch17prob11
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Ch17prob12

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call		Funds Invested

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption		$50M + Swaption Value		ARR

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.0100		2800715		250000		2550715		52800715		0.0586

		0.045		0.0075		2082929		250000		1832929		52082929		0.0590

		0.050		0.0050		1377031		250000		1127031		51377031		0.0593

		0.055		0.0025		682796		250000		432796		50682796		0.0597

		0.060		0.0000		0		250000		-250000		50000000		0.0600

		0.065		0.0000		0		250000		-250000		50000000		0.0650

		0.070		0.0000		0		250000		-250000		50000000		0.0700

		0.075		0.0000		0		250000		-250000		50000000		0.0750

		0.080		0.0000		0		250000		-250000		50000000		0.0800
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ch17program

		1		2		3		4		5		6		7		8		9		10		11		12		13		14				15		16

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)				Annualized: 2*ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)										[Col (7) X 2]/Col (4)		Column (7)

		0.09		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.0450		0.090		0.090		0.09

		0.1		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.0459		0.092		0.096		0.1

		0.08		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.0441		0.088		0.083		0.08

		0.04		100		5		0		0.09		0		0.04		-2.5		-22.4565		122.4565		0.04		2.4491		0.08		0.0409		0.082		0.049		0.04

		0.12		100		5		0		0.09		0		0.12		1.5		11.0401		88.9599		0.12		5.3376		0.09		0.0477		0.095		0.107		0.12

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0

				100		5		0		0.09		0		0		-4.5		0.0000		0.0000		0		0.0000		0.00		0.0000		0.00		0.000		0





exhibit17.3-1

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15		16

		Rates at Forward		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of 9%/LIBOR		Funds Borrowed		Loan Rate		Seminannual Interest Paid		Hedged Rate (ARR)		ARR		Hedged Rate		Unhedged Rate

		Swap Expiration		and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		$100 - Swap Value		Col (1) + Col(2)		(Rate/2) X  Fund Borrowed						[Col (7) X 2]/Col (4)		Column (7)

		0.070		100		5		0		0.09		0		0.07		-1		-8.3166		108.3166		0.07		3.7911		0.07		0.087		0.076		0.07

		0.075		100		5		0		0.09		0		0.075		-0.75		-6.1596		106.1596		0.075		3.9810		0.09		0.087		0.080		0.075

		0.080		100		5		0		0.09		0		0.08		-0.5		-4.0554		104.0554		0.08		4.1622		0.09		0.088		0.083		0.08

		0.085		100		5		0		0.09		0		0.085		-0.25		-2.0027		102.0027		0.085		4.3351		0.09		0.089		0.087		0.085

		0.090		100		5		0		0.09		0		0.09		0		0.0000		100.0000		0.09		4.5000		0.09		0.090		0.090		0.09

		0.095		100		5		0		0.09		0		0.095		0.25		1.9541		98.0459		0.095		4.6572		0.09		0.091		0.093		0.095

		0.100		100		5		0		0.09		0		0.1		0.5		3.8609		96.1391		0.1		4.8070		0.09		0.092		0.096		0.1

		0.105		100		5		0		0.09		0		0.105		0.75		5.7216		94.2784		0.105		4.9496		0.09		0.093		0.099		0.105





Exhibit 17.3-2

		Rates at Forward		Value of 9%/LIBOR		Funds Invested		ARR

		Swap Expiration		Floating Payer Position		$100 - Swap Value

		0.075		396380		10396380		0.088

		0.08		262107		10262107		0.089

		0.085		129993		10129993		0.089

		0.09		0		10000000		0.090

		0.095		-127913		9872087		0.091

		0.1		-253785		9746215		0.091

		0.105		-377652		9622348		0.092





Ch17prob2

		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		Seminannual Interest Paid		ARR		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)						[Col (7) X 2]/Col (4)		Column (7)

		0.04		150000000		10		200		0.0725		50		0.045		-2062500		-32925157		182925157		0.06		5487755		3.48		0.073		0.06

		0.05		150000000		10		200		0.0725		50		0.055		-1312500		-19985768		169985768		0.07		5949502		3.49		0.079		0.07

		0.06		150000000		10		200		0.0725		50		0.065		-562499.999999999		-8178382		158178382		0.08		6327135		3.50		0.084		0.08

		0.07		150000000		10		200		0.0725		50		0.075		187500.000000001		2605538		147394462		0.09		6632751		3.51		0.088		0.09

		0.08		150000000		10		200		0.0725		50		0.085		937500.000000001		12463468		137536532		0.1		6876827		3.52		0.092		0.1

		0.09		150000000		10		200		0.0725		50		0.095		1687500		21483004		128516996		0.11		7068435		3.53		0.094		0.11

		0.1		150000000		10		200		0.0725		50		0.105		2437500		29742918		120257082		0.12		7215425		3.54		0.096		0.12

		0.11		150000000		10		200		0.0725		50		0.115		3187500		37314089		112685911		0.13		7324584		3.55		0.098		0.13

		1								2				2				3		5		6		7				8		9

		T-Note Yield		Input Funds needed		Input Maturity and loan		Input BP on		Input Rate on		Input Basis Points		Par Value Swap Rate				Value of off-market		Funds Borrowed		Loan Rate		annual Interest Paid		Rate		Hedged Rate		Unhedged Rate

				and NP on Swap		on Swap in yrs		loan rate		off-market Swap		on Par Value Swap		Col. (1) + BP		(ks-kp)NP		Fixed Payer Position		(5)-(4)		Col (1) + Col(2)				[[Fund Borrowed(1+R)^M/100]]^1/M-1		[Col (7) X 2]/Col (4)		Column (7)

		0.04		100		3		0		0.06		0		0.04		-2		-5.5501820665		105.5501820665		0.04		4.2220072827		0.06		0.040		0.04

		0.05		100		3		0		0.06		0		0.05		-1		-2.7232480294		102.7232480294		0.05		5.1361624015		0.06		0.050		0.05

		0.06		100		3		0		0.06		0		0.06		0		0		100		0.06		6		0.06		0.060		0.06

		0.07		100		3		0		0.06		0		0.07		1		2.6243160444		97.3756839556		0.07		6.8162978769		0.06		0.070		0.07

		0.08		100		3		0		0.06		0		0.08		2		5.1541939745		94.8458060255		0.08		7.587664482		0.06		0.080		0.08





ch17prob9

		Rates on 3-year Par Value		Put Swaption's		Value of 6%/LIBOR		Put Swaption		Profit from Put

		Swaps at Expiration		Interest Differential		Put Swaption at Expiation		Cost		Swaption

		R		Max((R-.06)/2,0)		PV(Max[(R-.06)/2, 0]($10M))

		0.040		0.0000		0		50000		-50000

		0.045		0.0000		0		50000		-50000

		0.050		0.0000		0		50000		-50000

		0.055		0.0000		0		50000		-50000

		0.060		0.0000		0		50000		-50000

		0.065		0.0025		134315		50000		84315

		0.070		0.0050		266428		50000		216428

		0.075		0.0075		396380		50000		346380

		0.080		0.0100		524214		50000		474214





ch17prob9
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Ch17prob11

		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000
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		Rates on 3-year Par Value		Call Swaption's		Value of 6%/LIBOR		Call Swaption		Profit from Call

		Swaps at Expiration		Interest Differential		Call Swaption at Expiation		Cost		Swaption

		R		Max((.06-R)/2,0)		PV(Max[(.06-R)/2, 0]($50M))

		0.040		0.010		560143		60000		500143

		0.045		0.008		416586		60000		356586

		0.050		0.005		275406		60000		215406

		0.055		0.003		136559		60000		76559

		0.060		0.000		0		60000		-60000

		0.065		0.000		0		60000		-60000

		0.070		0.000		0		60000		-60000

		0.075		0.000		0		60000		-60000

		0.080		0.000		0		60000		-60000
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