Math 400 - Theory of Interest

NAME:__________________________________

Homework #18
All problems refer to a 5 year bond with face value $1000, redemption value $950, and coupons at 12% convertible semi-annually.

1. If the bond is bought to yield 9% convertible semi-annually, find the purchase price


a. using the basic formula.


b. using the premium/discount formula.


c. using the base amount formula.


d. using the Makeham formula.
2. If the bond is purchased for $900, find the yield rate.

3. Use a table like the one on page 130 to find the yield rate for #1.

4. Is the bond in #1 purchased at a premium or at a discount?  Find the redemption value 


for which the answer to this question changes. [i.e., In the original statement of 


the problem, what would the redemption have to be so that when #1 is worked it 


would be true that P = C?]
Developing Final Summary Chart

four formulas for purchase price
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other quantities defined using F,C,r,i and n

     K = Cvn

Fr = Cg  → g = Fr/C

G = Fr/i
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