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Question 1.



Nominal vs Annual (EAR) 
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Question 1.

The nominal monthly rate for a loan is quoted at 5%. 

• What is the equivalent annual rate? 

• Semiannual rate? 

• Continuously compounded rate? 

Annual Rate: 𝑅𝐴𝑁𝑁𝑈𝐴𝐿= 1 +
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-1 = 1.05116 – 1 = 0.05116  or 5.12% p.a 

 

Annual rate = 5.12%; semiannual rate = 5.05%; continuous rate = 4.99%.



Question 1.

The nominal monthly rate for a loan is quoted at 5%. 

• Semiannual rate? 
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Question 1.

The nominal monthly rate for a loan is quoted at 5%. 

• Continuously compounded rate? 

𝐶𝑡𝑠 𝐶𝑜𝑚𝑝𝑜𝑢𝑛𝑑𝑒𝑑 𝑒𝑅𝐶𝐶 = 1 +
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𝑅𝐶𝐶 =  ln (𝐴)

𝑅𝐶𝐶 =  ln (1.05116) = 0.04989  or 4.99% p.a
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