1.[image: ]
a) PV = 1300, n=7, r=8%
	FV = P*(1+0.08)7
	      = $2,227.97
b) PV=1300, n= 14, r=4%
	FV =1300*(1+0.04)14
	     = $2,251.18
c) PV = 1300, n=84, r=0.6667%
	FV =1300*(1+2/3)84	
	      = $2,271.65
d) FV = PV x (e i*n) 
	=1300* (e (0.08*7))
	= $2,275.87


2.
[image: ]

For National bank
	EAR = (1+0.144/12) (12) -1
		= 15.39%
For First United Bank
	EAR = (1+0.147/2) (2) -1
[bookmark: _GoBack]		= 15.24%
He should loan from First United Bank since it has a lesser effective annual rate
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i) 7%
EAR = (1+0.07/4) (4) -1
	= 7.19%
ii) 17%
EAR = (1+0.17/12) (12) -1
	= 18.39%
iii) 13%
EAR = (1+0.13/365) (365) -1
	= 13.88%

4.
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36.85 months 
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PMT = PV/ PVIFA k,n
	= 7000/ 4.2123
	=$1,661.88

6. [image: ]
PMT = 1350, r =5.9/12%
1350 = PV/PVIFA 
PV =1350*PVIFA
	=1350* 34.6921
	=$46,834.335
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Inflation adjusted return = 1+return      -1
			1+inflation rate
			0.11 = (1+0.16/1+i)-1
			Inlation rate = 4.505%
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Inflation adjusted return = 1+return      -1
			1+inflation rate
			= (1.108/1.051) – 1
			= 5.423%
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	YTM
	Interest
	PVIFA
	Face value
	PVIF
	Price

	7%
	35
	20.8411
	1000
	0.2706
	1000.0385

	10%
	35
	16.8679
	1000
	0.1566
	746.9765

	4%
	35
	26.4406
	1000
	0.4712
	1396.621



10. [image: ]
Interest per period = 4.2%/2*5000
		= 105
Price of the bond = 105*PVIFA + 5000*PVIF
		= 105*22.8003 +5000*0.4984
		= $4,886.0315
11. [image: ]
1048= (Intrest*PVIFA +1000*PVIF)
1048 = interest *21.3463 + 1000*0.3062
21.3463 interest =1048+306.2441
Interest = 63.4416
Coupon rate = 63.4416/1000
		=6.34%

12. [image: ]
955.25 = (55*PVIFA +1000*PVIF)
	Therefore, YTM is the rate used to get PVIFA and PVIF
	YTM = 5.89%

13. [image: ]
YTM = (35+(1000-1083)/40)
		2083/2
	= 3.16%
1000 = Interest *PVIFA + 1000*PVIF
1000 =Interet * 22.5284+1000* 0.2881
Interest = 1288.1/22.5284
	=$57.1767
Coupon rate for it to sell at par = 57.1767/1000
				= 5.717%
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One of your customers is delinquent on his accounts payable balance. You've mutually
agreed to a repayment schedule of $500 per month. You will charge 1.5 percent per
month interest on the overdue balance. If the current balance is $18,000, how long will it

take for the account to be paid off?

Complete the following analysis. Do not hard code values in your calculations.

Number of months until paid off ﬁl
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Suppose a business takes out a $7,000, five-year loan at 6 percent that will be paid annually with a single, fixed payment each period. How much will be the annual payment?

Multiple Choice

O $313.98

$62788

$1,400.00

$1,661.88

o O O O

$1,854.88
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You need a 35-year, fixed-rate mortgage to buy a new home for $295,000. Your
mortgage bank will lend you the money at an APR of 5.9 percent. However, you can only
afford monthly payments of $1,350, so you offer to pay off any remaining loan balance at
he end of the loan in the form of a single balloon payment. How large will this balloon
payment have to be for you to keep your monthly payments at $1,3507 (Do not round
intermediate calculations and round your answer to 2 decimal places, e.g., 32.16.)

Balloon payment | |




image7.png
An investment offers a total return of 16 percent over the coming year. Powell Arms
thinks the total real return on this investment will be only 11 percent. What does Powell
believe the inflation rate will be over the next year? (Do not round intermediate
calculations and enter your answer as a percent rounded to 2 decimal places, e.g.,
3216.)

Inflation rate %





image8.png
Say you own an asset that had a total return last year of 10.8 percent. If the inflation rate
last year was 5.1 percent, what was your real return? (Do not round intermediate
calculations and enter your answer as a percent rounded to 2 decimal places, e.g.,
3216.)

Real return %
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Microhard has issued a bond with the following characteristics:

Par: $1,000

Time to maturity: 19 years
Coupon rate: 7 percent
Semiannual payments

Calculate the price of this bond if the YTM is: (Do not round intermediate calculations
and round your answers to 2 decimal places, e.g., 32.16.)

a. |7 percent

10 percent

c. |4 percent
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Layton Corp. has a $5,000 par value bond outstanding with a coupon rate of 4.2 percent
paid semiannually and 16 years to maturity. The yield to maturity of the bond is 4.4
percent. What is the dollar price of the bond? (Do not round intermediate calculations

and round your answer to 2 decimal places, e.g., 32.16.)
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Lei Corporation has bonds on the market with 18.5 years to maturity, a YTM of 6.5
percent, a par value of $1,000, and a current price of $1,048. The bonds make
semiannual payments. What must the coupon rate be on these bonds? (Do not round
intermediate calculations and enter your answer as a percent rounded to 2 decimal
places, e.g., 32.16.)

Coupon rate %
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Broke Benjamin Co. has a bond outstanding that makes semiannual payments with a coupon rate of 5.5 percent. The bond sells for $955.25 and matures in 19 years. The par
value is $1,000. What is the YTM of the bond?

Multiple Choice

O 2.95%

5.89%

5.31%

4.42%

560%

o O O O
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Chamberlain Co. wants to issue new 20-year bonds for some much-needed expansion projects. The
company currently has 7 percent coupon bonds on the market that sell for $1,083, make semiannual
payments, and mature in 20 years. What coupon rate should the company set on its new bonds if it
wants them to sell at par?

Settlement date 1/1/2000
Maturity date 1/1/2020
Annual coupon rate 7%

Coupons per year 2
Redemption value (% of par) 100
Bond price (% of par) 108.3

Complete the following analysis. Do not hard code values in your calculations. Leave the
"Basis" input blank in the function. You must use the built-in Excel function to answer the
bond price questions.

Yield to maturity
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Suppose you invest $1,300 for seven years at an annual percentage rate of 8 percent.

a. What is the future value if interest is compounded annually? (Do not round
intermediate calculations and round your answer to 2 decimal places, e.g., 32.16.)
b. What is the future value if interest is compounded semiannually? (Do not round
intermediate calculations and round your answer to 2 decimal places, e.g., 32.16.)
c. What is the future value if interest is compounded monthly? (Do not round
intermediate calculations and round your answer to 2 decimal places, e.g., 32.16.)
d. What is the future value if interest is compounded continuously? (Do not round
intermediate calculations and round your answer to 2 decimal places, e.g., 32.16.)

Future value

Future value

Future value

ale[o®

Future value
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First National Bank charges 14.4 percent compounded monthly on its business loans.
First United Bank charges 14.7 percent compounded semiannually.

Calculate the EAR for First National Bank and First United Bank. (Do not round
intermediate calculations and enter your answers as a percent rounded to 2 decimal
places, e.g., 32.16.)

First National %
First United %

As a potential borrower, to which bank would you go for a new loan?

O First United Bank

O First National Bank
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Find the EAR in each of the following cases:

Complete the following analysis. Do not hard code values in your calculations.

Times compounded
Stated rate (APR) per year Effective rate (EAR)

7% 4
17% 12
13% 365





