NOTES and BONDS

Medium and long term debt instruments
Note or Bond is the debt security evidencing the loan

Issued by:

· Federal, State and Local Governments

· Government Agencies and other municipalities

· Corporations (both financial and non-financial)
Issuer (seller) is Borrower and Investor (buyer) is Lender

General characteristics:

· Par value is face value – amount paid at maturity

· Coupon rate (%) states interest rate paid on par value

· Coupon rate * Par = annual $ interest payment

· Semiannual interest payments

· (Coupon rate * Par)/2  = semi-annual $ interest payment

· Bid – price dealer willing to pay (you get this if you sell)
· Ask – price dealer is asking (you pay this if you buy)
All Notes and Bonds

If purchase price = face value, bonds “selling at par”

If purchase price > face value, bonds “selling at premium”

If purchase price < face value, bonds “selling at discount”

Purchase at par => return determined by Coupon rate only

Purchase at > par => return determined by Coupon and amortized premium

Purchase at < par => return determined by Coupon and amortized discount

If bonds selling at a discount:

· “Original issue deep discount” bond (zero coupon)

· Issued at (near) par but rates have risen since issue
If bonds selling at a premium:

· Issued at (near) par but rates have fallen since issue
All bonds redeemed at par at maturity or called (or retired) early.

Treasury Notes and Bonds

· Issued by U.S. Treasury

· Minimum denomination $1,000 par

· Backed by full faith and credit (taxes)

· Active secondary market

· Most issued at or near par value

· Interest income taxable at Federal Level

· Interest Income exempt from State and Local Income tax

· Semi-annual interest payments

· Some have Call Features

· Some T-bonds “stripped”

Municipal Bonds (Muni Bonds)
· Issued by state governments & local governments (cities, counties)
· Other municipal agencies (ports, bridges)

· Minimum denomination $5,000 par

· Two general types:

· General obligation bonds – backed by full faith and credit (taxes)

· Revenue bonds – backed by dedicated revenues

· Active secondary market

· Tax Implications

· Interest income exempt from income taxes at federal level

· Usually tax exempt at state level in home state of issue

· Semi-annual interest payments

· Some have Call features

· State focused Muni-bond mutual funds available

Corporate Bonds

· Issued by private corporations

· Debentures are unsecured (senior debt)
· Subordinated bonds unsecured but paid after senior debt
· Secured bonds have collateral pledged

· First mortgage bonds (collateral = real estate)

· Open end mortgage bonds (more can be issued)

· Closed end mortgage bonds (no more can be issued)

· Limited end mortgage bonds (limited additional bonds)

· Chattel mortgage (collateral = personal property)

· Equipment, WC accounts, Rolling stock

· Minimum denomination $1,000 par

· Active secondary market

· Interest income taxable at Federal and State level

· Semi-annual interest payments

· Sinking Funds (impact?)

· Call Features (impact?)

· Protective (restrictive) covenants (impact?)

· Rated (AAA, AA, A, BBB = “investment grade” S&P rating)

· High-Yield Bonds (Junk Bonds) rated below or not rated

· Some low coupon or zero coupon issues

· Convertible bonds
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