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Finance 304
Andrew L. H. Parkes, Ph. D.
Sections 1, 2 and 3
Problem Set II

Due: December 18, 2008
Show all your work for ANY partial credit! (20 points)
1.
If the interest rate is 3%, what is the present value of an investment that will pay you $22,000 next year as well as $14,500 in two years? (4 points)

2.
If (nominal) mortgage rates rise from 6% to 7%, however expected housing prices that were rising at 3% are now expected to rise at 5%, when would you be more or less likely to buy a house?  Calculate and compare the real rates of return. (3 points). 

3.
Calculate the current yield on a $10,000 U. S. Treasury Note or Bond with maturity dates of  (2 points each) – you MUST give the actual coupon paid each year and actual price of the bond.

a)
Nov. 2011 with a coupon rate of 1 ¾ (from Bloomberg.com)

b)
May 2038 with a coupon rate of 4 ½ (from Bloomberg.com)

c)
Aug 2022 with a coupon rate of 7 ¼ (from page 55 of our textbook)



(List the yield to maturity for each also.)

4.
For a $100,000 U.S. Treasury Bill with a maturity date of May 6, 1999, what is the dealer’s profit?  (Note: you first need to figure out the bid (and then asked) price of the bond from the yield on a discount basis.)  Use the “Following the News” article on page 57 of our textbook.  (4 pts)
5.
A municipal bond is expected to average a 16% return for the first half of 2008 but only an 8% return for the second half.  What is the expected return?  Also figure the level of risk for this asset using the standard deviation formula.  (3 pts)

