
EXAM FM QUESTIONS OF THE WEEK
S. Broverman, 2008

Week of February 11/08

A bond with face amount 100 and with annual coupons matures  years from now8

(  is an integer).  The price of the bond is 116.38.8

A second bond with face amount 100 and with annual coupons matures  years from now,8  "

and has a coupon rate that is equal to 1% plus the first bond's coupon rate.
The price of the second bond is 129.73.

Both bonds are priced at an annual effective yield to maturity of 5.2%.

Find the coupon rate and time to maturity of each bond.

The solution can be found below.



Week of February 11/08 - Solution
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Using the identity    , we get+ œ Ð"  3Ñ+  "8l4 8"l4

"$Þ$& œ Ð"  3Ñ+  "  #*Þ($Ð  4Ñ8"l4
"

+8"l4

œ Ð"Þ!&#Ñ\  "  #*Þ($Ð  Þ!&#Ñ œ "$Þ$& \ œ +"
\ 8"l4 ,  where    .

This can be formulated as a quadratic equation  ."Þ!&#\  "&Þ)*'\  #*Þ($ œ !#
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Therefore,   is the time to maturity for the first bond and the second bond matures in 228 œ #"
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