Trading Bonds


A bond is a certificate of indebtedness, issued either by a government or a corporation when they borrow capital funds. The government or corporation will pay the holder a stated rate of interest at certain times, for a period of time. At the end of the stated time, the government or corporation agrees to repay the principal amount indicated on the bond certificate in return for the surrender of the certificate. The bond holder has no rights as long as the terms of the bond contract are upheld. 
The coupon is the fixed annual interest rate of the bond. The term is the life span of the bond and the maturity is the date that the principal is repaid by the government or the corporation. 
Bond yield is the rate of return received from investing in a bond after consideration of the purchase price, the interest rate, the time left to maturity and any capital gain or loss. 
At par means that $1000 bond was bought at $1000. If the bond were purchased at less than $1000 it was bought at a discount. If a bond is purchased at more than par, it is bought at a premium. 
Accrued interest is the amount of interest which has accumulated from the last interest payment date to the date of settlement for the purchase or the sale of a bond. Purchasers pay accrued interest to the seller, the purchaser will get this interest back at the next interest payment date and/or when the purchaser then sells the bond. 
