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Key Concepts and Skills

• Define important bond features and types of bond 

• Explain bond values and yields and why they fluctuate

• Illustrate the term structure of interest rates and the determinants of bond 
yields
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Outline

• Bonds and Bond Valuation

• Determinants of Bond Yields
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Bonds and Bond Valuation
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Bond Definitions

= A long-term debt instrument in which a borrower agrees to make 
payments of principal and interest, on specific dates, to the holders of the 
bond.
• Par value (face value) = principal amount, repaid at maturity
• Coupon = stated interest payment 
• Coupon rate = annual coupon divided by face value
•Maturity date
• Yield or Yield to maturity = rate of return required in the market for the 

bond
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Examples 
of Thai Bonds
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Examples 
of Thai Bonds

8



1 2

1 2
...

(1 ) (1 ) (1 )

N

N

C C Par C
PV

r r r


   

  

Example: Suppose you are reviewing a bond that has a 10% annual coupon and a 
face value of $1000. There are 20 years to maturity, and the yield to maturity is 8%. 
What is the price of this bond?

Bond Price

Bond Value = PV of coupons + PV of par
Bond Value = PV of annuity + PV of lump sum
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Bond Price – Example 

• A Microgates Industries bond has a 10 percent coupon rate and a $1,000 
face value. Interest is paid annually, and the bond has 20 years to 
maturity. If investors require a 12 percent yield, what is the bond’s value? 
• A Macrohard Corp. bond carries an 8 percent coupon, paid semiannually. 

The par value is $1,000, and the bond matures in six years. If investors 
require a 6 percent yield, what is the bond’s value? 

• Suppose ABC’s bond will mature in 5 years. The redemption value is 1,000 
Baht. Coupon is determined to be at 5% annually. The yield to maturity 
(required yield) is 7%. The coupon will be paid once a year (Frequency). 
What is the price of this bond?
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Bond Prices: Relationship Between Coupon and Yield

• If YTM = coupon rate, then par value = bond price

• If YTM > coupon rate, then par value > bond price
Why? The discount provides yield above coupon rate.
Price below par value, called a discount bond

• If YTM < coupon rate, then par value < bond price
Why? Higher coupon rate causes value above par.
Price above par value, called a premium bond
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Interest Rate Risk
Both Bond Sam and Bond Dave have 8 percent coupons of the par value at 

$1,000 and make annual payments. Bond Sam has 2 years to maturity, whereas Bond 
Dave has 15 years to maturity. Currently, investors require 10 percent yield. If interest 
rates suddenly rise by 2 percent, what is the percentage change in the price of Bond 
Sam? Of Bond Dave? If rates were to suddenly fall by 2 percent instead, what would the 
percentage change in the price of Bond Sam be then? Fill in the following table:
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8 percent coupon 
bonds

Price @ 
10%

Price @ 
12%

Price @
8%

% change 
(+)

% change 
(-)

Bond Sam – 2 years $965.29

Bond Dave – 15 years $847.88



Interest Rate Risk

 350.00

 550.00

 750.00

 950.00

 1,150.00

 1,350.00

 1,550.00

 1,750.00

 1,950.00

2% 7% 12% 17% 22%

Bo
nd

 P
ric

es

Required Return (%)

2Years 15Years



Interest Rate Risk

• Price Risk
Change in price due to changes in interest rates
 Long-term bonds have more price risk than short-term bonds.
 Low coupon rate bonds have more price risk than high coupon rate bonds.

• Reinvestment Rate Risk
Uncertainty concerning rates at which cash flows can be reinvested
 Short-term bonds have more reinvestment rate risk than long-term bonds.
High coupon rate bonds have more reinvestment rate risk than low coupon rate 

bonds.
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Determinants of Bond Yields
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Yield To Maturity (YTM)

• Yield to Maturity (YTM) is the rate implied by the current bond price.

• Current Yield = annual coupon / price
• Yield to maturity = current yield + capital gains yield
• Example: 10% coupon bond, with semiannual coupons, face value of 

1,000, 20 years to maturity, $1,197.93 price

YTM = Current Yield + Capital gains yield



Yield to Maturity

Example
• A $1000 treasury bond expires in 5 years. It pays a coupon rate of 10.5%.  

If the market price of this bond is 1058.345, what is the YTM?

C0 C1 C2 C3 C4 C5

-1058.345 105 105 105 105 1105

Ans. Calculate IRR =  9%



Yield to Maturity
• Macrohard Corp. bond carries an 8 percent coupon. The par value is $1,000, and the 

bond matures in six years. If the bond currently sells for $911.37, what is its yield to 
maturity?

• Giles Co. wants to issue new 20-year bonds for some much-needed expansion projects. 
The company currently has 7 percent coupon bonds on the market that sell for 
$1,062, and mature in 20 years. What coupon rate should the company set on its new 
bonds if it wants them to sell at par?

• The Brownstone Corporation’s bonds have 5 years remaining to maturity. Interest is 
paid annually, the bonds have a $1,000 par value, and the coupon interest rate is 9%.

a. What is the yield to maturity at a current market price of (1) $829 or (2) $1,104? 
b. Would you pay $829 for one of these bonds if you thought that the 
appropriate rate of interest was 12%? Explain your answer.

18



Yield Curve
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Question?
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