





Exercise 5. [4]

An investor purchases a 10-year callable bond with face amount of 1000 for
price P. The bond has an annual nominal coupon rate of 10% paid
semiannually.

The bond may be called at par by the issuer on every other coupon payment
date, beginning with the second coupon payment date.

The investor earns at least an annual nominal yield of 12% compounded
semiannually regardless of when the bond is redeemed.

Calculate the largest possible value of P.
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(C) 885
(D) 965
(E) 892

Exercise 6. [4]

You are given the following information about a company's liabilities

e Present value: 9697
e Macaulay duration: 15.24
e Convexity: 242.47

The company decides to create an investment portfolio by making investments
into 2 of the following three zero coupon bonds: 5-year, 15-year, and 20-year.
The company would like its position to be Redington immunized against small
change in yield rate.

The annual effective yield rate for each of the bonds 1~ 7 <%/
Determine which of the following portfolios the company should create.

\) Invest 3077 for the 5-year bond and 6620 for the 20-year bond
3) Invest 6620 for the 5-year bond and 3077 for the 20-year bond
>) Invest 465 for the 15-year be  1--1927" for the 20-year bond

)) Invest 4165 for the 15-year bond and 5541 for the 20-year bon
1) Tnvact 0729 far the 15-vear hand and 445 for the 20-vear hond.









