Mid Term

Name _____________________

Multiple choices: 2*46=92
1. You has $125.00 now.  Calculate how much can you have after eight years if you leave it in the bank @ 8.5% with annual compounding?

a.
$225
b.
$210
c.
$218

d.
$240

2. A 5-year $1,500 certificate of deposit (CD) that pays 3.5% interest compounded annually. How much does it worth when the CD matures?

a.
$1,782
b.
$1,871
c.
$1,963
d.
$2,062

3. If the discount rate = 7.5%, how much would $20,000 due in fifty (50) years (FV=$20,000) be worth today?

a.
$433
b.
$538
c.
$471
d.
$515
4. Suppose the market price for a Treasury bond = $747.25. No coupon or other payments will be made until the bond matures 5 years from now. The par value = $1000 (at that time this bond will be redeemed for $1,000).  Calculate the interest rate that you would earn.   

a.
4.87%

b.
4.36%

c.
5.44%

d.
6.00%

5. You have $5,000 invested in Citi Bank. Interest rate = 3.8% annually.  How long will it take for this fund to triple (FV=$15,000)?

a.
24
b.
25 
c.
29 
d.
28 
6. You have $2,500 invested in Citi. Interest rate = 4% annually.  How long will it take for this fund to double (FV = $5,000)?

a.
18 
b.
15
c.
16
d.
17
7. You plan to save $4,200/year, beginning one year from now @ 5.2% interest. How much is the value of this account just after you make the 3rd deposit, 3 years from now?

a.
$11,930
b.
$12,473

c.
$13,267

d.
$13,912
8. You plan to save $3,500 per year, beginning immediately.  You will make 4 deposits in an account with 5.7% interest.  How much will you have four years from now?

a.
$16,112

b.
$16,763
c.
$17,918
d.
$18,602

9. Calculate the PV of an ordinary annuity: 10 payments of $2,700, interest rate = 5.5%.
a.
$16,449
b.
$17,367
c.
$18,576
d.
$20,352
10. Calculate the PV of an annuity due: 5 payments of $2,500 @ interest rate = 5.5%?

a.
$11,263 
b.
$11,417
c.
$12,286
d.
$13,513

11. What is the most that you want to pay for this annuity: pays $550 at the beginning of each year for 3 years and interest rate = 5.5%.
a.
$1,412.84

b.
$1,487.20

c.
$1,565.48

d.
$1,643.75

12. You have $275,000 now and invested it @ 8.25%/ year. How much can you withdraw at the end of each year for the next 20 years?

a.
$28,532

b.
$29,467
c.
$31,030
d.
$33,595
13. Your aunt has $375,000 and plans to retire. After retirement, she expects to live for 25 more years. The account she invested in offered her 7.5% interest.  How much could she withdraw at the beginning of each year for the next 25 years (hint: FV=0)
a.
$28,241 
b.
$29,709
c.
$31,294
d.
$32,819 

4.
Your aunt has $300,000 invested @ 7.5% and she plans to retire. Starting at the end of this year, she plans to withdraw $35,000 at the end of each year. She also plans to have $25,000 left when she stops to withdraw funds from this special account. Calculate the number of years that she still have $25,000 left in the end and also can make the $35,000 withdrawals?

a.
14.71

b.
15.96

c.
15.21

d.
16.39

15.
Mary just won the lottery. She has to choose between $15,000,000 today or a 20 year annuity of $1,050,000, with the first payment coming one year from now.  Calculate the rate of return of the annuity? (Hint: PMT = $1,050,000)
a.
3.44%

b.
3.58%

c.
4.92%

d.
4.18%

16.
Calculate the PV (present value) of the following cash flows @ 6.25%?
Years:
0
1
2
3
4


|
|
|
|
|

CFs:
$0
$75
$225
$0
$300
a.
$411.03
b.
$505.30
c.
$456.57
d.
$480.14
17.
@ 6.5%, calculate the FV (future value) of the following cash flows?
Years:
0
1
2
3
4


|
|
|
|
|

CFs:
$0
$75
$225
$0
$300

a.
$645.80
b.
$553.51
c.
$582.69
d.
$613.83
18.
Calculate the FV (future value) of $1,200 after 5 years @ 6%, compounded monthly.
a.
$1,537 
b.
$1,619 
c.
$1,699 
d.
$1,784 
19.
APR =  18.00%, with interest paid monthly, calculate the card's EAR?

a.
18.57%

b.
19.56%

c.
20.58%

d.
21.51%


0.
Bank one pays a 4.50% nominal rate on deposits (APR=4.5%), with monthly compounding.  Calculate the effective annual rate (EAR). 
a.
3.71%

b.
4.05%

c.
4.59%

d.
5.13%

21.
Mary is 35 today. She plans to save $7,000 per year for retirement. The first deposit will be made one year from now.  The account she invested provides a return of 7.5%/year.  She plans to retire 30 years from today and expects to live for 25 years after retirement.  Calculate how much can she can spend each year after she retires at the age of 65? She will withdraw starting at the end of her first retirement year.

a.
$58,679
b.
$61,601
c.
$64,932

d.
$68,186
22.
You expect to save $7,500 a year from year 1 to year 6 (t = 1 through t = 6) and $15,000 annually from year 7 to year 12 (t = 7 through t = 12).  The first deposit will be made a year from now.  In addition, your aunt just gave you a $25,000 graduation gift and you have deposited it immediately (t = 0). Interest rate = 9%. Calculate the account value 12 years from now.
a.
$238,712
b.
$250,907
c.
$263,176
d.
$277,797

2
.
You want to borrow $25,000 and plan to pay the loan back in 7 years.


You will pay back $2,500 at the end of year 1, $5,000 at the end of year 2, and $7,500 at the end of year 3, and $X, at the end of each year from Year 4 to year 7. The interest rate is 8%. Calculate X. 

a.
$4,296
b.
$4,467
c.
$4,733
d.
$4,971
24. 
Which of the following has the highest effective annual return (EAR)?

a.
8% nominal interest, monthly compounding.

b.
8% nominal interest, annual compounding.

c.
7% nominal interest, daily (365-day) compounding.

d.
7% nominal interest, monthly compounding.

e.
8% nominal interest, daily (365-day) compounding.

25.
Which of the following has the lowest effective annual return(EAR)?
a.
8% nominal interest, monthly compounding.

b.
8% nominal interest, annual compounding.

c.
7% nominal interest, daily (365-day) compounding.

d.
7% nominal interest, monthly compounding.

e.
8% nominal interest, daily (365-day) compounding.

26.
The Cash Flows are as follows. You paid $10,000 (CF at t = 0) for an investment. This investment will pay $750 at the end of each year for the next 5 years. At the end of the 5th year, you will receive a lump sum payment of $10,000. Calculate the expected rate of return on this fund?

a.
6.37%

b.
7.33%

c.
7.50%

d.
7.28%

27.
A bond sells for $850 with a 15 year maturity. Pick the correct answer.  

a.
coupon rate > current yield.

b.
current year > yield to maturity 

c.
yield to maturity > coupon rate 

d.
current yield = coupon rate

28.
Pick the correct answer.  

a.
A discount bond, its yield to maturity must be lower than coupon rate.            

b.
A discount bond, its yield to maturity = coupon rate.            

c.
A premium bond, its yield to maturity = coupon rate.

d. Bond is selling at par. So its current yield = yield to maturity.  

29.
There are three bonds with ten year maturity, noncallable. All three bonds’ YTM are the same because they have the same amount of risk. One bond A has 8% coupon rate, the other B has 10% and the last one C has 12% coupon rate. Bond B sells at par. Imagine that the interest rate will be stable in the next ten years, pick the correct answer 

a.
Bond A’s current yield tend to escalate annually.

b.
Since the bonds have the same YTM, they should all have the same price, and since interest rates are not expected to change, their prices should all remain at their current levels until maturity.

c.
Bond C sells at a premium, meaning price > par, and price will escalate annually.  

d.
Bond A sells at a discount, meaning price<par, and its price will escalate annually.   

30.
Pick the correct answer

a.
When Fed increases interest rate unexpected,  then bond price tends to increase.  

b.
Bond price is approaching par when maturity date approaches, if bonds’YTM remains constant.  

c.
Bonds are riskier than stocks in general, because bonds are more unpredictable.  

d.
Bond investors never suffer any losses. 

31.
AAA firm’ bonds will mature in eight years, and coupon is $65. YTM is 8.2%. Bond’s market value? (YTM: yield of maturity)
a.
$903.04
b.
$925.12
c.
$1,048.43
d.
$912.58
32.
AAA firm’s bonds’ market value is $1,120, with 15 years maturity and coupon of $85. What is YTM?  
a.
6.84%

b.
7.15%

c.
7.17%

d.
7.81%

33.
AAA firm’ bonds market value is $1,050, with six years to maturity and coupon of $75. Current yield?   

a.
7.14%

b.
6.50%

c.
6.88%

d.
7.27%

e.
7.68%

34.
AAA firm’s semiannual bond has 12 years maturity and coupon rate of 8.75% semiannually. The firm also sells annual bonds with all the same condition except the coupon is paid annually (means ytm is the same). What is the price of this annual coupon bond?(hint: the two bonds should offer the same annual effective rate, not semi-rate * 2) (hard one)
a.
$  1037.56

b.
$  981.60

c.
$  986.25

d.
$1,005.91












35) A corporate bond is currently selling for $850. The bond matures in 20 years, has a face value of $1,000, and a coupon rate of 8%. What is the bond’s yield of maturity?


A) 9.73%.


B) 10.32%.


C) 5.29%.


D) 8.62%.


 





36) What is coupon rate of a corporate bond with 13 years to maturity, a yield of maturity of 8% per year, a $1,000 par value, and a current market price of $1,250? Assume semi-annual coupon payments.


A) 9.20%


B) 13.72%


C) 8.0%


D) 11.13%


 








37). Bert owns a bond that will pay him $75 each year in interest plus a $1,000 principal payment at maturity. What is the $75 called? �A. coupon�B. face value�C. market price�D. yield� 





38). Which of the following is true of a zero coupon bond?


A) The bond makes no coupon payments.


B) The bond sells at a discount prior to maturity.


C) The bond has a par value of $1,000.


D) All of the above


 


 


Issuer	 Symbol 	Callable 	  Coupon _rate 	Maturity 	Moody Rating  GE         � HYPERLINK "http://finra-markets.morningstar.com/BondCenter/BondDetail.jsp?ticker=C10452&symbol=BRK3680632" �BRK3680632�     	Yes	  7.35%		07/15/2023	Aa3	





Price 	Yield


124.38	_____





Use the above information to answer the following questions (39-46)





This bond is callable. This means that 


GE bondholders can convert bond to stocks when the bond is called.


GE company is expected to call back this bond when the market interest rate decreases. 


 GE is expected to call back this bond when GE stock price increases. 


GE is expected to call back this bond when GE stock price decreases.





� 


The coupon rate is 7.35% annually. How much is the annual coupon?


$0.735


$7.35


$73.5


$735.0








Moody’s rating of this bond is Aa3. Who is Moody? What about the ranking, Aa3?


Moody is GE’s financial partner. Aa3 is a low ranking. 


Moody is a bank. Aa3 is a low ranking. 


Moody is a mutual fund. Aa3 is a top ranking. 


Moody is a bond ranking agency. Aa3 is a top ranking. 








The current market price of this bond is 124.38, meaning the bond is traded at 124.38%*1000=$1243.80 in the market. This annual bond pays annual coupon at coupon rate of 7.35%. The bond has 10 years left to maturity. Calculate the yield to maturity (yield) of this bond? (hint: use rate function)


4.30%


3.78%


5.16%


4.81%








The current market price of this bond is 124.38, meaning the bond is traded at 124.38%*1000=$1243.80 in the market. This annual bond pays annual coupon at coupon rate of 7.35%. The bond has 10 years left to maturity. Calculate the current yield of this bond? (hint: use current yield is like coupon yield)


6.21%


5.91%


7.35%


6.45%








One year ago, yield (to maturity) of bond was 8%.  This annual bond pays annual coupon at coupon rate of 7.35%. The bond had 11 years left to maturity. Calculate the bond price at that time? (hint: use pv function)


$956.38


$1106.47


$691.24


$953.60








You expect the bond yield will be 3%.  This annual bond pays annual coupon at coupon rate of 7.35%. The bond had 9 years left to maturity. Calculate the bond price at that time? (hint: use pv function)


$1338.70


$1447.11


$1292.43


$1138.05








Imagine that GE also issued a zero coupon bond last month. This bond will mature in 10 years. Investors can get 5% of return from this bond annually. Calculate the bond price (Hint: this is a semi-annual bond. Use pv function).


$317 


$492


$610 


$538


 


Short Answer Question (8 points):


Fed is expected to raise interest rate in December. As a financial advisor, how shall you give advices to your customers?





