
Warm up Problems for Topic 0 (Discounting) and Topic 1 (Bonds) 
 
**These questions are designed to represent elementary principles, and are NOT representative of problems that you 
will find on any exams. 
 
1. You need to pay $100,000 in five years from now. You talk to your bank, and they will give you an interest rate of 3% per 
annum on money you deposit today. How much money do you need to invest today in order to meet the required future 
payment, 
 
1a) if the bank compounds annually? 
 
1b) if the bank compounds monthly? 
 
1c) if the bank compounds continuously? 
 
 
2. You have just closed on a new house. The price of the home is $250,000. What would be your monthly payment if you can 
secure a 30-year mortgage at 9% compounded monthly?  
 
 
3. You are offered an 8% coupon bond with a face value of $1000. The bond has three years to maturity, the coupons are paid 
semiannually, and the yield to maturity is 10%. What price are you willing to pay for this bond? 
 
 
4. You have $100 that you can invest in the market at a rate of 15% compounded annually. How much money will you have in 
15 years? 
 
5. If you take out a loan with an annual interest rate of 7%, what is the effective annual rate if the interest is compounded, 
 
5a) annually? 
 
5b) semi-annually? 
 
5c) monthly? 
 
6. Find the current market price of a STRIP (zero-coupon bond) that matures in 5 years and has a face value of $100. Assume 
the APR is 7.5% with, 
 
6a) annual compounding. 
 
6b) quarterly compounding. 
 
6c) continuous compounding. 
 
7. One and half years from today, you would like to buy a new car that requires a down payment of $5,000.  
 
7a) How much do you have to save today assuming Bank A is offering a nominal interest rate of 3.2% with quarterly 
compounding? 
 
7b) If Bank B is advertising a special rate 3.6% with semiannual compounding. Should you switch your account to bank B? 
 
8. You are buying a new home and you can only afford monthly payments of $2000. The current APR is 7.9%. How large of a 
loan can you afford if the term is: 
 
8a) 20 years? 
 
8b) 30 years? 
 



9) You plan to make a $1000 each year contribution to Fuqua each year for 3 years.  Additionally, you plan to give $10,000 to 
the capital fund in the 3rd year.  Your only investment option is zero coupon bonds.  The rate on a one year zero is 5%, a two-
year zero is 6% and a three year zero is 6.5%, all compounded annually.   
 
9a)  How much would you invest now to make your first donation (i.e. how much in the one-year zero)  
 
9b)  How much would you invest now to make your second donation (i.e. how much in the two-year zero) 
 
9c)  How much would you invest now to make your final donations (i.e. how much in the three-year zero to pay for both your 
gifts) 
 
9d) What is the total amount you need to invest today? 
 
9e)  What would be the terms of a coupon bond that would give the same payoff as your portfolio of zeros, and what would be 
its price (hint: think no arbitrage)? 
 
 
 
 
 
 


