PAGE  
2

Andrew L. H. Parkes, Ph. D.
Name _______________________

Financial Markets & Institutions
Bond and Stock Homework (P. Set #3)
15 points, Show ALL work, please

Due December29, 2009
1.
What would you pay for a bond that pays an annual coupon rate of 3.5%, has a face value of $100,000, matures in 10 years, and has a yield to maturity of 5%?
2.
What is the coupon payment of a $100,000 face value bond with 12 years left to maturity, when the current price is $96,538.00 and the yield to maturity is 5.5%?

3.
“Dong Ren Hotpot” bonds have a 6% coupon rate.  Interest is paid semi-annually.  The bonds have a par value of $100,000 and will mature 7 years from now.  Compute the value of Terminator Bonds if investors’ required rate of return is 5%.
4.
Dell is expected to pay a dividend of $5.71 next year.  Annual dividends are expected to grow at 4.86% forever.  If investors require an annual return of 17.0% on Dell's stock, what should the price of the stock be?
5.
The expected market risk premium is 1.64% and the expected return on a stock with a beta of 1.8 is 6.32%. What is the risk-free rate?

