HW 6.3 (b) Key

1. A company must pay liabilities of 1200 due one year from now and another 2400 due two years from now. There
are two available investments: one-year zero coupon bonds and two-year bonds with 6% annual coupons
maturing at par. The one year spot rate is 4% and the one year forward rate is 5%. What is the company's total
cost of the bonds required to exactly (absolutely) match the liabilities? [9.i-n #04]
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2. A company must pay liabilities of 1600 due one year from now and another 2800 due two years from now. There
are two available investments: one-year zero coupon bonds and two-year bonds with 8% annual coupons
maturing at par. The one year spot rate is 3% and the one year forward rate is 5%. The company plans to use
bonds to exactly (absolutely) match the liabilities. How much must they invest in one-year bonds? [9.i-n #04]
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3. A company must pay a liability of L due one year from now and 2L due two years from now. The company
exactly (absolutely) matches the liabilities by buying a one-year bond with face value 1000 and a two-year bond

with face value 2600. Both bonds have annual coupons, with a coupon rate of r for the one-year bond, and 1.8
for the two-year bond. Determine ». [9.i-n #06]

[A) 898% B) 865% C) 931% D) 9.65% E) 9.98%
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. Dave needs to pay 1400 at the end of each year for the next 3 years. He purchased 3 different annual coupon
bonds to match the liabilities exactly. The bonds have the following properties:

Bond Time to Maturity Coupon Rate
A 1 0.08
B 2 X
&, 3 0.09

All three bonds have a par value of 1000 and can be redeemed at par. Dave purchased 1.16 units of Bond 4.
Find X, the coupon rate on bond B. [ oAl _AV)

A) 2.52% B) 243% C) 2.62% D) 271% E) 2.8%
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5. A company has liabilities of 25,000 at the end of year 1, 35,000 at the end of year 2, and 55,000 at the end of year
3. The company plans to exactly match the liabilities by investing in the following bonds:

1. A one-year zero coupon bond with a yield of 3.5%
II. A two-year zero coupon bond with a yield of 4%
III. A three-year mss® bond paying annual coupons of 6% and yielding 5.5%

Find the total amount invested in the three bonds. Round your answer to the nearest 50.
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