Assignment 2 Brief Answers

Question 1

The fixed semi-annual payment is $8,829.81. This problem requires solving

a 20 period annuity with an interest rate of 4%. By formula or tables,

present value annuity factor would be 13.5903. So $120,000/13.5903 =

$8,829.81

Question 2

Similar to question 1 except the problem requires solving a 20 period

annuity at 3%. By formula or tables the present value annuity factor is

14.8775. So the fixed semi-annual payment is $108,000/14.8775 = $7,259.28

Question 3

The remaining term on this bond is 10 years. Because it is semi-annual,

this is equivalent to 20 periods with a $45 coupon paid every six months

(ie "coupon that pays 9%" equals $90/year or $45 semi-annually). A

bond selling for 120% of par would cost $1,200. By financial calculator

the semi-annual yield to maturity on the bond would be 3.14%. By

convention this may be expressed as 6.28% annual YTM (ie 3.14% x 2).

Remember that bond yields are quoted like APR--the quoted rate is equal to

the actual rate per period multiplied by the number of periods. (also see

example in text bottom of page 196).

You could also calculate an effective annual yield on the bond by squaring

the bonds semi-annual YTM.

(1.0314*1.0314)-1= 0.0638 or 6.38%

Notice that due to the extra compounding the effective annual rate 

(6.38%) is slightly higher than the annual YTM (6.28%).   

