Math 400 - Theory of Interest

NAME:__________________________________

Homework #20
Consider a 20-year $10,000 bond with coupons at 6.75% convertible semi-annually being offered at a yield rate of 6% convertible semi-annually.
1. If the redemption value is $9,000, what is the purchase price?

2. Suppose the bond is callable, and the borrower may call the bond at the end of years 

10-14 for $10,000, at the end of years 15-19 for $9500, or at maturity for $9000.  

Using the method of comparing purchases prices, find the call year (10, 14, 15, 19 

or 20) that is least favorable for the investor.
3. Suppose as in #2.  Find the yield rate if the bond is called at the end of years 10, 14, 

15, 19 or 20.  Which call year is least favorable for the investor?

4. Suppose the bond is offered with 10 partial redemptions of $900 each at the end of 

years 15.5, 16, 16.5, 17, …, 19.5 and 20.  What is the purchase price?
