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Quiz #2
ADM 2350 P
Financial Management
Winter 2015
(40 minutes)
Professor: Dr. C. Guo

Closed-book exam. No material of any kind is allowed. A calculator is required.
The formula pages can be detached and need not submit.

Name (print legibly) / é(/ C&LQ:(,Q./ /MM C/Ll Mc{/
Student Number K l87q ) O

Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a
false academic evaluation of that student or of another student. Without limiting the generality of this
definition, academic fraud occurs when a student commits any of the following offences: plagiarism
or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid
unless an explicit written note to the contrary appears on the exam, to have in his/her possession
cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other
communication device which has not been previously authorized in writing.

Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit

academic fraud in this ezagg aiion.
Signed: /

7 LFC

Note: an examination copy or booklet without that signed statement will not be graded and will
receive a final exam grade of zero.

Question | Credit Mark
1 4

2 6
Total 10
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Question 1 (4 points) \L ‘\')WS

ABC Inc. issued a bond on February 10, 2010, which will mature on February 10, 2022.
The face (par) value of the bond is $1,000. The coupon interest rate is 5% per year, but
the interests are paid semiannually. Today is February 10, 2015. Today’s market yield on
similar bonds is 6% (APR semiannual compounding). If you want to invest in this bond,
how much are you willing to pay? Be accurate to cent, i.e., $0.01. Note: You are only
entitled to the cash flows after your purchasmg date.
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Question 2 (6 points)

XYZ Corporation has just issued a 10-year bond with face value of $1,000 and 8%
coupon rate, paid semiannually. The bond is issued “at par”, i.e., the bond price is equal
to its face value. The bond is callable in 6 years at a call price of $1,050. (Reminder: For
semiannual payment bond, the coupon rate and the yield are both quoted as APR, i.e.,
nominal rate, based on the semiannual compounding assumption)

(1) (1 point) What is the yield to maturity?

(2) (2 points) Use the approximating formula to find the yield to call. Be accurate to
four decimals, e.g., 0.0315 or 3.15%. Do not use financial calculator.

(3) (2 points) What is the bond price error with the approximate yield to call in Part
(2)? Be accurate to cent, i.e., to $0.01.

(4) (1 point) Should the exact yield to call be higher or lower than your approximate
yield to call in Part (2)? Why? Do not use financial calculator.
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