HW 5.3 - 5.4 (b) Key

1. OnJanuary 1, an investment account is worth 220,000. M months later, the value has increased to
228,800 and 8,800 is withdrawn. 2M months prior to the end of the year, the account is again worth
228,800 and 8,800 is withdrawn. On December 3 1, the account is worth 228,800. The annual effective
yield rate, using the dollar-weighted method, is 12.55%. Calculate M. [S.d-e #11]
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You are given the following information about an investment account:

1/1/2000 3/1/2000 4/1/2000 7/1/2000 1/1/2
Account Value
(Before Transactlon) 100 108 96 102 12
Deposit 12 X
Withdrawal 20

The time-weighted yield rate is 18.82%, and the dollar-weighted yield rate is 18.18%. Calculate 7.
[5.d-e #12]
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200 is deposited into a fund on January 1, 2010. Another deposit is made into the fund on July 1, 2010.
On January 1, 2011, the balance in the fund is 460. The time-weighted yield rate is 11% and the

dollar-weighted yield rate is 5%. Calculate the annual effective interest rate earned on the fund during
the first six months of 2010. [5.d-e #14]
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4. You are given the following table of interest rates:

Calendar Year of Portfolio Rates  Calendar Year of
Original Investment Investment Year Rates (in %) (in %) Portfolio Rate
Y i i i e
2004 5.5 5.9 43 2007
2005 4 59 52 2008
2006 5.4 4.7 5.7 2009
2007 § 4 4.1 2010
2008 o 53 4.2 2011
2009 5 59 4.2 2012
2010 59 4.6 2013
2011 42 4.5
2012 43
2013 4.5

A person deposits 1000 on January 1, 2007 Let the following be the accumulated value of the 1000 on
January 1, 2013:

_under the investment year method
der the portfolio yield method
here the balance is withdrawn at the end of every year and is reinvested at the new money rate

5. Determine the sum of P, 0, and R. [5.f #01]
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The following table shows the annual effective interest rates being credited by an investment account, by
the calendar year of investment. The investment year method is applicable for the first 3 year, after
which a portfolio rate is used:

Calendar Year of Portfolio Rates Calendar Year of
Original Investment Investment Year Rates (in %) (in %) Portfolio Rate
Y i i i} i

2006 . 2009
2007 10 7 2010
2008 8 12 2011
2009 11 10 2012
2010 10 5 2013

An investment of 100 is made at the beginning of years 2006, 2007, and 2008. The total amount of
interest credited by the fund during year 2009 is equal to 27.71. Calculate . [5.f #02]
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