Math 400 - Theory of Interest

NAME:__________________________________

Homework #23
1. Consider a five-year investment for which the interest rates, compounded annually, are 

    given in the z row of textbook Table 7.2.  A man opens the fund with an initial
    investment of $10,000 at the beginning of year 1.  The activity for the life of the
    investment is as follows:

year 2
$2,000 in on 1/1


year 3
$2,000 in on 1/1   and   $5,000 out on 7/1


year 4
$5,000 out on 1/1


year 5
no activity


a. Find the effective yield rate exactly.

b. Approximate the effective yield rate using textbook equation (7.16).


c. Approximate the effective yield rate using textbook equation (7.15).


d. Find the effective time-rate yield rate.

2. Consider a three-year annuity, with $1000 deposited at the beginning of each year for 3 

    years.  The annuity begins in year z and the interest rates are those given by textbook

    Table 7.2, find the effective yield rate


a. exactly.


b. using the approximation given by textbook equation (7.16).


c. using the approximation given by textbook equation (7.15).

3. A man establishes a one-year investment fund with a deposit of $10,000 on 1/1.  The 

    activity for the life of the investment is as follows:

3/1     the fund is worth $10,500 and he adds $5,000


5/1     the fund is worth $15,000 and he removes $2,000


10/1   the fund is worth $14,000 and he adds $1,000


12/31 the fund is worth $15,000


a. Find the effective yield rate exactly.


b. Approximate the effective yield rate using textbook equation (7.16).


c. Approximate the effective yield rate using textbook equation (7.15).


d. Find the effective time-rate yield rate.

