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64 PART Il Bond Pricing and Yield Measures for Option-Free Bonds

EXHIBIT 5-7

Coupon Frequency, Day Count Conventions, and Ex-Diridend
Trading Practices in Major Bond Mnrketsl Throughout the World

- Coupon Ex-Dividend
Markel Paymenfs . Day Count Trading
U.S8. Govamment Samiannugl ActualAciual {in parad) N
U.5. Comporate Semlannual 307360 N
U.S, Govemment Agency Annwal 30/360 ]
Semlannual N

: Quarterdy N
U.8, Municipal Semlannual ANA36G /]
UK. Govemmsnl Semlannual Aclual3gs ¥
Austratian Govemnment Samfannual Actiralfhctual {in perod) b
New Zealand Govemmeant ~ Semiannual Achaalfictual (In perod) ¥
Canadian Govemment Semlannual AclualAcival {in parod) N
German Govemment Anrual 30E80 ¥
Swiss Govemment Anmual 20ERSD M
Cutch Government Annual 30E/360 Y
Eurgbond Anrual JEfIB0 N
ltallan Govemment Annual JDEMS0 M
French Govemmani Annual ActualiAciual {In parlod) N
Danish Govemmant Annual S0E/360 ¥
Swadish Govemmant Annual 30E/360 ¥
Spanish Govemmant Semlannral - ActuaMAciual {nperod) N
Belglan Govemmanl Annual J0E3G0 N
Insh Govemment Annual Actupl/ags ¥
Austrian Govemment . Annel 3CEB5 ¥
Norweglan Govemmeant Anrual Aclual/365 Y

Source: Drapomér Krgin, FricesYiet Calkiuistons for Peniodic Payment Fieod kcoms Secwites, undated manuscHiph, Appendbe
Ap. 18,

Basic financial calendars provide the day count between settfement and the next coupon
payment. Most money managers, however, use software programs that will furnish this
information.

Compounding
Once the number of days between the seilement date and the next ceupon date {5 determined,
the present value formula must be modified to take into account that the cash flows will not be.
received 6 months fone Full period) from now. The “streer” convention is to compute the price
as follows: :

CHAPTER 5 The Price of 0 Bond

P A1

"1, Determine the number of days in the coupon period.
2. Compute the ratio:

TOTEl

Number of days between ssttlement
we and next coupon payment
Numberof days in the coupon period

For a corporate band, municipal bond, or Agency security, the nuim
period wilt be: 180, since a year is assumed Iy have 366 days, For a
scourity, the number of days is Ihe actual number of days. The num,
period ig catled the basis, : '

3. For abond with 4 coupon payments remaining to maturity,
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where
p = Price (§);

€ = Semiannuad coupon payment ($);
{ = Periodic interest rate (required vield divided by 2) (in decii
7 = Number of coupon payments remaining;

M = Maturity value,

The period (exponent) in the formula for determining the presen
generally as £~ 1 + w. For example, for the first cash flow, the perioc
w. For the:second cash flow{is 2 - | + W, or simpiy | +w. If the bond
remaining, the period is 20 - | +w, or simply 19 + w.

Hinstration 5-9  Suppose that a corporate bond with a coupon rate.
1, 2003, is purchesed with 2 setlement date ofJuly 17, 1597, What wo
be if itis priced to yield 6.5%7 ’
Thenext cotpon payment will be made on September 1, 1997, Sinc
bond, the 30/360 day count convention is that Ihere are 44 days betweer
the next coupon date. The number of days in the coupon period is 180

=4 _
W 180_.24444.

The number of coupon payments remaining. m, is 12. The semiannua
(6.5%/2}. Calculation of the price is shown in Bxhibit 528,

The price of this corporats bond is $120.0281. The price calculag
the filf price or dirty price because it reflects the portion of the coupor:
will receive but that the seller has earned,



