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A Case Study of Power Spread Notes

Young-Sung Kim* - Jung-Hyun Tae** - Jong-Bom Chay***

Abstract

Power spread notes have attracted considerable attention from investors since they were
introduced to the Korean financial markets in 2006. Power spread notes are structured
instruments that exploit arbitrage profit opportunities arising from anomalous spreads between
Korean Treasury bond yields and interest rate swap rates. From the perspective of financial
engineering, these structured notes have instructional values to academics and practitioners
alike. This case illustrates the design structure of the power spread notes and valuation issues

that are important to both issuers and investors.

Key Words: Bond Swap Spread, Interest Rate Swap, Power Spread Notes, Structured Notes

* Fixed Income, Currency and Commodity Derivatives Division, Mirae Asset Securities Co., Ltd., Seoul, Korea

** School of Business, Sungkyunkwan University
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dreop= (GCD(t)—aTCD)dt-l-UCDdWCD 21(3)
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