
MATH 210 THEORY OF INTEREST SPRING 2016

PROFESSOR WANG

Homework 9 (max. points = 10)
Due at the beginning of class on Tuesday, April 19, 2016

You are encouraged to work on these problems in groups of no more than 4. However, each student
must hand in her/his own answer sheet. Please show your work enough to show that you understand
how to do the problem -and circle your final answer. Full credit can only be given if the answer and
approach are appropriate. Please give answers to two decimal places -e.g., xx.xx% and $xx,xxx.xx.

Section 6.2. (1)

Section 6.3. (2)

Section 6.4. (2)

Section 6.5. (3)

Section 6.7. (2)

Section 6.9. (3)

Additional Problems.

1. A 30-year 7% annual-coupon bond with a face value of $1,000 is purchased at a yield of 4.5%.
Thus, the purchase price represents a premium above $1,000. Find the amount of amortization of
premium during the 18th year of the bond.

2. A 30-year 7% annual-coupon bond with a face value of $1,000 is purchased at a yield of 12.5%.
Thus, the purchase price represents a discount from $1,000. Find the amount of the accumulation
of discount during the 15th year of the bond.

3. You are given the following term structure (yield curve) of interest rates:

Years Annual Spot Rate

1 4.2%

2 4.5%

3 5.1%

4 5.5%

Find the implied 3-year forward rate one year from now (i.e., the expected 3-year spot rate starting
one year from now -express it as an annual rate).

4. A one-year zero-coupon bond has a price of 95.37. A two-year zero-coupon bond has a price of
X. A three-year zero-coupon bond has a price of 82.62. A three-year 8% annual-coupon bond has
a price of 102.75. All these bonds have face (and redemption) values of 100. Find X.
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