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Capital Market Securities: Bonds 
Introduction

You might not realize it, but a large part of your retirement savings is probably invested in bonds. Bonds are essential for funding governments, financial institutions, and large corporations, and they’re also a key way for investors to earn steady, predictable returns. 

In today’s financial landscape, understanding bonds isn’t just a technical skill—it’s a strategic advantage. This eBook is designed to give you a clear, practical, and intuitive grasp of how bonds work, from their core mechanics to the subtleties of market behaviour. By the time you reach the final chapter, you’ll not only understand how to value and record bonds, but you’ll also be able to interpret yield curves, analyse price movements, and make informed financial decisions with confidence.

Who This Book Is For

This guide is built for learners who want more than theory. Throughout the book, you’ll work through real-world examples that demystify bond pricing, yields, modified duration, and the factors that drive changes in interest rates. Whether you’re analysing investment opportunities or supporting financial reporting, you’ll gain the tools you need to navigate bond markets with clarity and precision.

This eBook is ideal for:

	Finance and business professionals seeking to build confidence and deepen their understanding of bond valuation, reporting, and analysis.

	IT professionals in finance or ERP environments who need to grasp bond concepts to improve system design, automation, and reporting accuracy.

	Accountants and controllers responsible for interpreting, valuing, and recording bond transactions in financial statements.

	Anyone aiming to master bond analysis, understand yield curves, and appreciate their impact on interest rates and investment choices.


What You’ll Learn

Inside, you’ll find a clear, step-by-step exploration of:

	The fundamentals of bond trading and the structure of different types of bonds.

	How bond valuation and pricing work through practical, easy-to-follow examples.

	The relationships between yields, coupons, and bond prices—and how modified duration measures price sensitivity.


The tools and techniques used to confidently interpret the yield curve and understand what it signals about market expectations.

This eBook provides all the essential knowledge to help you understand bonds, a cornerstone of the financial capital markets. You’ll start by learning about different bond structures and their key features. Next, we’ll explore a topic that can challenge even experienced finance professionals, bond pricing and valuation. But don’t worry, it’s not rocket science! We’ll keep it simple, clear, and concise, with easy-to-follow examples. Every chapter comes with multiple-choice questions to test your understanding.

Finance is not complicated, it is not rocket science

Since 2005, we’ve been designing training programs for professionals who don’t have a background in finance. Our mission is simple to make finance clear, practical, and easy to understand, so you can feel confident and grow your career in the world of finance. ​

This eBook is also available as an Udemy eLearning course. 
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​Chapter 1: Bond Basics
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In this chapter, you’ll explore the world of capital markets, where bonds are issued and traded. You’ll learn about the main types of bonds and their defining features, including coupon structures and repayment methods. By the end, you’ll confidently understand key terms such as bullet bonds, floating rate notes, and zero-coupon bonds.​

Issuing Bonds

Issuing bonds is a complex and costly process, which is why these securities are typically issued only by large entities. At their core, bonds are tradable loans. They are issued to raise funds by organizations such as companies, banks, insurance firms, municipalities, and governments. 

Besides earning interest, a key reason investors buy bonds is that they’re tradable. This means investors can sell them if they need cash or if their risk preferences change. To make trading easier, every bond has its own ID number called an ISIN, which stands for International Securities Identification Number. It’s a unique 12-character code used worldwide to identify a specific security across exchanges, digital trading platforms, and financial software systems. 

The principal is the amount the bond issuer agrees to repay the bondholder when the bond reaches maturity. You might also hear it called the redemption value, par value, or face value. The standard amount differs between countries. For example, US Treasury bonds usually have a face value of $100, Japanese government bonds are often ¥10,000, and German government bonds are €1,000. To keep things simple, all our examples will use a €1,000 face value.

Term to Maturity and Coupon

The term to maturity is just the length of time the bond runs when issued: how long the issuer has promised to meet its obligations. Short-term bonds mature in 1 to 5 years, Medium-term bonds mature in 5 to 12 years and Long-term bonds run for more than 12 years. 

Bonds are also known as fixed-income securities. Fixed means that the issuer, the borrower, and the investor agree on the compensation for the loan agreement. Although not all bonds pay periodic coupon amounts, the compensation is always based on the market interest rate, or yield. 

The coupon payment is calculated by multiplying the principal amount by the interest rate for each payment period. Payment schedules vary: in Japan and the United States, coupons are typically paid semi-annually, while in Europe they are often paid once a year. However, not all bonds pay regular interest. Zero-coupon bonds are different, they do not make any periodic interest payments at all. Now, let’s take a closer look at some of the different bond structures you might encounter.

Bond cash flow structures (examples)

There are several different bond structures, each designed to meet specific needs for both issuers and investors. Let’s go through some of the most common used structures. 

Fixed-rate bonds are the simplest and most common type. The coupon rate, the interest rate the bond pays, stays the same throughout the bond’s life. So, investors know exactly when they will receive the interest coupon amounts. 

The interest coupons of Floating-rate notes, often called FRNs, are not fixed. You might also hear them referred to as variable-rate bonds or simply floaters. The interest rate changes during the bond term, and is usually based on a reference benchmark interest rate like the Euribor or LIBOR, plus a small margin. This means the coupon payments can go up or down over time, depending on how market interest rates move. Starting in 2023, new interest rate benchmarks have come into use. For example, the Secured Overnight Financing Rate benchmark, SOFR, is now used for US dollars. In the euro area, it’s the Euro Short-Term Rate, known as €STR, and in the UK, it’s the Sterling Overnight Index Average, SONIA. 

Then we have zero-coupon bonds, that don’t pay regular interest at all. Instead, they’re issued at a discount, meaning for less than their face value, and repaid in full at maturity. The yield of a zero coupon bond is determined by the difference between the price paid to buy the bond and the amount received at maturity or when the bond is sold before maturity.


Bond structure: 
Redemption schedule (principal repayment)

One of the key features of a bond’s structure is its redemption schedule. In other words, how and when the principal is repaid. 

Bullet bonds, for example, repay the entire principal amount in a single payment at maturity. Fixed interest rate bullet bonds are especially popular because they’re simple and predictable. Investors receive regular interest payments during the bond’s life and know exactly when and how much they’ll get back at the end. That’s why this type of bond is so common in both corporate and government bond markets. 

The diagram illustrates the cash flow schedule of a bullet bond loan with a total principal of $10 million, an annual coupon rate of 5%, and a maturity of 5 years. 
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In contrast, amortizing bonds repay the principal gradually over time. Each payment the bondholder receives, includes both interest and a portion of the principal, so the outstanding balance gets smaller with every payment. Because of this structure, the issuer’s debt decreases steadily, and investors face less repayment risk at the end of the bond’s life. 

The diagram illustrates the cash flow schedule of an amortizing bond loan, again with a total principal of $10 million, an annual coupon rate of 5%, and a maturity of 5 years. 
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A lottery bond is a type of amortizing bond in which the repayment of principal does not occur for all investors at the same time. Instead, repayments are determined through periodic lotteries held during the bond’s lifetime. If your bond is selected, you receive an early repayment of the principal, while continuing to receive regular interest payments until that point. This means that lottery bond holders, do not know exactly when they will receive their principal back or how long they will continue to earn interest. This lottery feature creates uncertainty about the timing of future cash flow receipts. 

Lottery bonds were once quite common, especially among governments and municipalities, but today they are less frequently issued. Still, they remain an interesting example of


Summary Bond Basics



MC Questions Bond Basics


	The interest rate changes periodically based on market benchmarks.

	It pays no regular interest and is issued at a discount to face value.

	The coupon rate remains the same throughout the life of the bond.

	The coupon rate depends on inflation movements.



	Its interest rate varies according to a benchmark like SOFR or €STR.

	It has a fixed coupon rate that never changes.

	It pays interest only at maturity.

	It is issued at a deep discount and repaid at face value.



	The interest rate paid by the bond each year.

	The time remaining until the bond issuer repays the principal.

	The total coupon payments received over the life of the bond.

	The bond’s market price at the time of issue.



	Annually

	Quarterly

	Semi-annually

	Monthly



	It pays a fixed coupon rate that never changes during its life.

	Its interest rate varies according to a benchmark rate such as SOFR 

	It is issued at a discount and repaid at face value with no regular interest payments.

	It pays interest only once at maturity.



	By adding the coupon rate to the market interest rate.

	By multiplying the bond’s face value by its coupon rate.

	By the difference between the purchase price and the amount received at maturity or sale.

	By averaging the annual coupon payments over the bond’s life.



	The entire principal amount is repaid in one lump sum at maturity.

	The principal is repaid in equal instalments throughout the bond’s life.

	The bond never repays the principal but only pays interest.



	They offer higher risk and unpredictable cash flows.

	They provide simple and predictable repayment with regular interest payments.

	They guarantee inflation-adjusted returns.

	They pay interest only once at maturity.



	Amortizing bonds repay the principal gradually with each payment, while bullet bonds repay the principal all at once at maturity.

	Amortizing bonds repay the entire principal at maturity, while bullet bonds repay gradually.

	Both types repay the principal gradually but differ in interest rate structures.



	A bond where the interest rate is determined by a random draw.

	A bond that never repays the principal but pays higher coupon rates.

	A zero-coupon bond that is redeemed only at maturity.

	A type of bond where principal repayments are decided through periodic lotteries during the bond’s lifetime.
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