
 

Session4
Sep12,2019

1 3Bonds
mm

bond issuer f borrower pays interestandfinalpayment to bondholder
lender buyer

usually for long term debts eg issuedby governments

repaidat maturity date

Fcashflowfor levelcouponbond pricelpresentvalueP It faryi t g ta n m
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price F F if Ti t no 1.099 F

bond is sold at 109.9 of par

e.g parwake F 1000 P 1099 and C 45

with geom series m 1
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terminology
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c r then bond sellsat par
c r then bondsellsabovepar or at a premium

car then bondsellsbelowpar or at adiscount

note oftenwe use Zero couponbonds ie C O

singlepayment F P I
at E m
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reducerisk fromchanges in the interestrate r if future liability L

has to be met at period m l m called horizon

one coulddosimple cash flowmatching buyzero couponbondwithmaturity in and
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bondwithexactmaturitymmightnotexist

but thishaspractical disadvantages f ET Yas

alternatively consider a zero couponbond 4 01withmaturity n parvalveF
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how setup portfoliowith2 zero couponbondswithmaturities u cm F andmom Fz
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