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L2, V2, Page 276  answer for question 11 

Additional sentence has been added. 

ANSWER 

An issuer would typically call a bond after a pre-specified date when the bond 

trades at a premium to a pre-determined price level outlined in the terms of the 

bond.  Two circumstances resulting in a callable bond trading at a premium (and hence being 

called) are a decline in interest rates and a reduction in credit risk 

 

L2, V2, Page 268   Application B 

For simplicity, assume a binomial tree model in which the current price (at Node A) 

of a noncallable bond is $100. An otherwise identical (but callable) bond is callable in 

exactly 1 year at a price of $103. Only one of the two nodes at the end of the first 
period has a value in excess of $103 for the noncallable bond. That value is $107 and 

is Node C, which represents the effects of one downward shift in rates. Assume that 

the current 1-year rate is 4%, and that the upward and downward shift probabilities 

are 50%. What is the value of the callable bond? 

Should be: 

For simplicity, assume a binomial tree model in which the current price (at Node A) 

of a noncallable bond is $100. An otherwise identical (but callable) bond is callable in 

exactly 1 year at a price of $102. Only one of the two nodes at the end of the first 

period has a value in excess of $102 for the noncallable bond. That value is $106 and 
is Node C, which represents the effects of one downward shift in rates. Assume that 

the current 1-year rate is 4%, and that the upward and downward shift probabilities 

are 50%. What is the value of the callable bond? 

 

L2, V2, Page 70    

Chart: PMEs for a PE Fund with Multiple Cash Inflows and Outflows 

Period 8 Column:   -12.40 Should be 267.60 (NAV) 

 

 



 

 

L2, V3, Page 226 

Scaling of the Vega of an Option   (2nd paragraph) 

Vega, as shown in Equation 1, measures the instantaneous rate of response of an option value to a 

change of one full unit in volatility, such as a change from 0.20(i.e., 20%) to 1.20 (i.e., 120%). Vega per 

basis point divides the vega in Equation 1 by 100 so that it measures the instantaneous rate of response 

of an option value to a change of one basis point in volatility, such as a change from 0.20 (i.e., 20%) to 

0.21 (i.e., 21%). 

Should read: 

Vega, as shown in Equation 1, measures the instantaneous rate of response of an option value to a 

change of one full unit in volatility, such as a change from 0.20(i.e., 20%) to 0.21 (i.e., 21%).  Vega per 

basis point divides the vega in Equation 1 by 100 so that it measures the instantaneous rate of response 

of an option value to a change of one basis point in volatility, such as a change from 0.20 (i.e., 20%) to 

0.2001 (i.e., 20.0. 
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