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1-5. Suppose that you are reviewing a price sheet for bonds and see the following Prices
(per $100 par value) reported. You observe what seem to be several errors. Without
calculating the price of each bond, indicate which bonds seem to be reported incorrectly,

and explain why.
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Bond Price Coupon Rate (%) Required Yield (%)

v U 90 6 £ 9

) v A 9 > 3
J W 110 8 6

X 405 0 < 5

O | 7 < 9

2 6 6
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1-6. A pension fund manager knows that the following liabilities must be satisfied:

Years from Now Liability (in millions)

1 20
2 3.0
3 54
4 5.8
@ '
o, Suppose that the pension fund manager wants to invest a sum of money that will satisfy

this liability stream. Assuming that any amount that can be invested today can earn an
annual interest rate of 7.6%, how much must be invested today to satisfy this liability
stream? Be accurate to cent. \
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"ZG For simplicity, the yield ¢ 8] pot 5
~ rates are always equal l'csﬁ'dless matunty. but the level can f.‘hange over time Assume
' that the current interest rate level is 3% (BEY). You expect that, as the economy

‘\J; continues its recover course, the Federal Reserve is like to increase the interest rate at a.
pace basis points every 6 months for the next 2 years, You have a two-year
2035 investment horizon. IfyouhuyaUs Tremmbmmcmﬂ 4% annual coupor Withi
HooS - _Syeas left to maturity, what is 8 your annualized holding period return (in BEY) over your
; mmtment horizon? e
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) s ﬁ» Question 4 (20 points)

You have just borrowed a mortgage loan of $200,000 from CIBC with a fixed rate of 4%
for two years (the rate is quoted as BEY). You choose monthly payment and 25 year

amortization.

(1) (5 points) What is your monthly payment? % Soff

(2) (7 points) What is the interest portion of your 20" monthly mortgage payment?

(3) (8 points) Suppose that the two-year mortgage rate after two years rises to 5%
(BEY), what will your monthly payment be after renewal? 1 -
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