
3.5 The price of the bond on November 15, 2001, at a yield of 4.2139% is 107.183. The return 
on the bond over the six months is 

107 .183 + 5.8125 − 110 .664
110 .664

= 2.1068 %
 

Annualizing this six-month return gives 4.2137%.  

Alternatively, If yield is unchanged the return to a bond equals its yield over a coupon period, 
thus the return is 4.2139%. 

 
3.6 The 11.125s of August 15, 2003, are too cheap, or their yield is too high. Three bonds of the 

same maturity do not have to have the same yield because of the coupon effect. In fact, with 
an upward-sloping curve higher-coupon bonds should, if anything, have a lower yield. But 
the 11.125s have a much higher yield that the other bonds. 

 
4.1 There are 89 days between February 15, 2001, and May 15, 2001. There are 181 days 

between February 15, 2001, and August 15, 2001. Therefore, the accrued interest on this 
Treasury bond is 

89
181

×
5.00

2
= 1.229282

 

And the invoice price on $100,000 is 

$100, 000 × 96 −23 1
2 + 1.229282( ) 100 = $97,963 .66

 

 
4.2 At the end of the year the proceeds from the two banks will be 

1 + .0485 12( )12
=1.0496

1 + .05 2( )2

=1.0506
 

So bank #2 offers the better investment. 
 



4.3 There are eight days between these two dates. The interest is 
 

 (8 * 5%) / 360  * $1,000,000 = $1,111.11 
 

4.4 Convex. A line connecting two points on this function will be above the function. 

4.7    e–.75×.06=.955997. 
 


