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Lending: Synonyms 
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Questions: Debt Terminology 
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Annualised Percentage Rates (APR's) 

the 
compounding frequency of an APR is the same as the 
payment frequency
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Confusion
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Effective Rates 

cannot
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Calculation Example: Present Values and 
Effective Rates 
Question

Answer
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APR's and Effective Rates
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Example: Future Values with APR's 
Question

Wrong Answer: 

Answer
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Converting Effective Rates To Different 
Time Periods 
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Calculation Example: Converting Effective 
Rates 
Question

Answer:  
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Calculation Example: Converting APR's to 
Effective Rates
Question

Answer: 
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Method 1
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Method 2
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Calculation Examples
Question

9.8 month
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Calculation Examples
Question
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Questions: APR's and Effective Rates 
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Fully Amortising Loans 
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Example: Fully Amortising Loans
Question

Answer
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Example: Fully Amortising Loans
Question 10,000 2
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Interest and Principal Components 
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Calculation Example: Loan Schedule
Fully Amortising Home Loan Schedule 

$1 million initial value, 3.6% pa interest rate, 30 year maturity, monthly payments 
Time Value Total payment Interest component Principal component 

months $ $/month $/month $/month 
0 1000000.00   

1 998453.55 4546.45 3000.00 1546.45 
2 996902.45 4546.45 2995.36 1551.09 
3 995346.71 4546.45 2990.71 1555.75 
4 993786.29 4546.45 2986.04 1560.41 
5 992221.20 4546.45 2981.36 1565.09 
… … … … … 

357 13557.93 4546.45 54.15 4492.30 
358 9052.15 4546.45 40.67 4505.78 
359 4532.85 4546.45 27.16 4519.30 
360 0.00 4546.45 13.60 4532.85 
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Loan Valuation: Prospective 
vs Retrospective 
Prospective
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Retrospective
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Comment: Prospective over Retrospective 

prospective
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Questions: Fully Amortising Loans 
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Interest-Only Loans 
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Interest-Only Loans Valuation 
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Calculation Example: Interest Only Loans
Question

Answer
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Calculation Example: Interest Only Loans
Question 10,000 2

60
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Calculation Example: Loan Schedule
Interest-Only Home Loan Schedule 

$1 million initial value, 3.6% pa interest rate, 30 year maturity, monthly payments 
Time Value Total payment Interest component Principal component 

months $ $/month $/month $/month 
0 1000000.00    
1 1000000.00 3000.00 3000.00 0.00 
2 1000000.00 3000.00 3000.00 0.00 
3 1000000.00 3000.00 3000.00 0.00 
4 1000000.00 3000.00 3000.00 0.00 
5 1000000.00 3000.00 3000.00 0.00 
… … … … … 

357 1000000.00 3000.00 3000.00 0.00 
358 1000000.00 3000.00 3000.00 0.00 
359 1000000.00 3000.00 3000.00 0.00 
360 0.00 1003000.00 3000.00 1000000.00 
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Questions: Interest Only Loans 
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Bond Pricing exactly one period before the 
next coupon
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Bond Pricing Conventions

48 
 

Calculation Example: Bond Pricing exactly 
one period before the next coupon
Question: 

Answer
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Bond Yields and Coupon Rates - Important 

 

Bond type 

Discount 
Par 

Premium 
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Calculation Example: Bonds issued at par 
Question: par

Answer
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Calculation Example: Zero coupon bonds 
Question: 

Answer
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Questions: Bond Pricing 
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Bond Pricing in between coupons
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Calculation Example: Bond pricing in 
between coupons 
Question: 3 10

100 4
5

Answer: 

62 
 

 

63 
  63 64 

 

Calculation Example: Bond pricing in 
between coupons 
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Debt Overview 
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Wholesale Debt Securities 

Short term wholesale debt securities

Long term wholesale debt securities 
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Short Term Wholesale Debt Securities 
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Calculation Example: Bank Accepted Bills 
(BAB's) 
Question

Answer
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Long-term Wholesale Debt Securities 
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Term Structure of Interest Rates 
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Spot and Forward Interest Rates
Spot rate:

any

Forward rate:

one year from now,
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Term Structure of Interest Rates: The 
Expectations Hypothesis 
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Calculation Example: Term Structure of 
Interest Rates 
Question:
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Quick method
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Yield Curves

flat
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An Extension: Liquidity Premium Theory 
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Real World Example: Yield Curves and 
Term Structure of Interest Rates 
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Australian Government Bonds 
COUPON MATURITY PRICE/YIELD PRICE/YIELD CHANGE TIME 

3-Month 0.000 06/08/2012 4.15 / 4.15 98.943 / 4.150 02/24 

1-Year 6.500 05/15/2013 103.06 / 3.83 0.058 / -0.055 00:39 

2-Year 6.250 06/15/2014 105.48 / 3.71 0.131 / -0.061 00:39 

3-Year 6.250 04/15/2015 107.39 / 3.71 0.181 / -0.062 00:39 

4-Year 4.750 06/15/2016 103.87 / 3.76 0.237 / -0.060 00:39 

5-Year 6.000 02/15/2017 109.95 / 3.77 0.284 / -0.061 00:39 

6-Year 5.500 01/21/2018 108.60 / 3.85 0.374 / -0.069 00:39 

7-Year 5.250 03/15/2019 108.25 / 3.90 0.452 / -0.071 00:39 

8-Year 4.500 04/15/2020 103.63 / 3.97 0.537 / -0.077 00:39 

10-Year 5.750 05/15/2021 113.05 / 4.04 0.649 / -0.080 00:39 

15-Year 4.750 04/21/2027 103.53 / 4.43 0.931 / -0.084 00:38 
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