Case Study: Shanghai Industries
Ben Jennings sees a bright future ahead in the asset management industry.  Two years after his first investment recommendation to the investment committee of One Europe Asset Management, Ben has been promoted to Portfolio Manager, with responsibility for fixed income investments totaling €80 million.
One of the investments in Ben’s portfolio is Shanghai Industries, a China-based manufacturer.  The €4.5 million par value, 6.8% coupon rate bonds were acquired on 1 December 2012 at 97.2.  During the past four years, interest rates have increased slightly, but this unfavorable change has been more than offset by strong performance at Shanghai, which has used surplus cash flows to pay down debt and reduce its debt-to-equity ratio from 45% to 28%.  As a result, the bonds are currently trading at a premium to par value; the bonds mature 1 December 2020, and the current market rate for bonds of this maturity for companies with balance sheets similar to that of Shanghai is 6.2%.
Ben has asked Yesenia, one of the portfolio analysts working on his portfolio, to review the total return on the investment, including interest payments received and capital gains realized, assuming a sale date of 1 December 2016, and based on the bond and market characteristics provided above.  Ben has informed Yesenia that the interest payment due 1 December will be received immediately prior to selling the bonds.
Yesenia knows that bond pricing formulas are somewhat complex, and she also knows that bond pricing sometimes includes accrued interest for interest earned from the last interest payment date to the date of sale of the bonds.  Based on the strong position of the bonds in the market, she expects her calculation to show a return on the bonds for more than the coupon rate of 6.8%, but knows that she will need to work carefully to arrive at an accurate total return calculation.

REQUIRED:
As Yesenia, perform the following calculations:
· Purchase price of bonds on 1 December 2012
· Semiannual interest payment for the bonds
· Market value of bonds at sale date; use the following formulas:
· PV of coupons = Coupon * (1/r) * (1- [1/(1+r)n])
· PV of par value = Par value/[(1+r)n]
· Total return on investment, € and %
· Annualized return on investment, %
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