	PERSONAL FINANCE
BONDS: LENDING TO GOVERNMENTS & COMPANIES
 ANSWER KEY   GUIDED NOTES - TEACHER KEY



LEARNING TARGETS
1. Explain what a bond is and how lending to an issuer differs from owning a stock
2. Identify the parts of a bond: the face value, the coupon (interest) payment, and the maturity date
3. Calculate a bond's yearly interest using COUPON PAYMENT = FACE VALUE x COUPON RATE
4. Compare bonds and stocks in risk and return, and explain when a bond makes sense

SECTION 1
What Is a Bond?
A Bond Is a Loan
A BOND is a loan you make to a government or company; in return they pay you fixed interest and return your money on a set date - it makes you a lender, not an owner.
A stock makes you an OWNER of a company; a bond makes you a lender - the issuer owes you the money back, whether the company does well or not.
Face Value and Bondholder
The FACE VALUE is the amount printed on the bond - what you lend the issuer and what they return to you at maturity; Maria's bond has a $1000 face value.
The BONDHOLDER is the person who owns the bond and lends the money; Maria becomes a bondholder by lending GreenLeaf $1,000.
SECTION 2
You Are the Lender: The Issuer Owes You
The Issuer Is the Borrower
The ISSUER is the government or company that sells the bond to borrow money; Maria's issuer is GreenLeaf Foods, which borrows her $1,000.
The issuer must pay you interest AND return your face value.
You Are the Lender
As a lender, you do NOT own the company - you are simply owed money.
The main risk of a bond is default - the issuer failing to pay you back.
SECTION 3
The Coupon (Interest) Payment
The Coupon Is Fixed Interest
The COUPON (interest) PAYMENT is the fixed interest a bond pays each year; the labeled model is COUPON PAYMENT = FACE VALUE x COUPON rate.
Maria's bond has a $1,000 face value and a 5% coupon rate, so the coupon payment is $1,000 x 5% = $50 each year.
Bonds Are Fixed Income
FIXED income means a set, predictable amount on a schedule; Maria's $50 comes every year no matter what the stock market does.
The coupon rate is locked in when you buy; a 5% coupon pays $50 a year on a $1,000 bond for the whole time you hold it.
SECTION 4
The Maturity Date
Maturity Is the Payback Date
The MATURITY is the set date when the bond ends and the issuer returns the FACE VALUE - your original money - to you.
Maria's bond matures in 4 years; she collects $50 a year for 4 years = $200 in interest, then gets her $1,000 face value back.
You Get Your Principal Back
At maturity you get the face value back on top of all the coupons; the coupons are your earnings, the face value is your money returned.
Bought at par, Maria's total earnings are the $200 in interest - a 20% total return over 4 years (5% a year), with her $1,000 returned intact.
SECTION 5
Bonds vs Stocks: Risk and Return
Bonds: Lower Risk, Lower Return
With a bond you are a LENDER owed a fixed, promised payment (the coupon), so your income is predictable and paid before owners if trouble hits.
Bonds are LOWER risk: the main danger is default, which is rare for strong issuers.
Stocks: Higher Risk, Higher Return
With a stock you are an owner who shares in profits and growth (and losses); the return is not promised.
With a stock your return is NOT promised - dividends can be cut and prices go up AND down, so your return is uncertain (unlike a bond's fixed coupon).
SECTION 6
Who Issues Bonds?
Government and Corporate Bonds
A GOVERNMENT BOND is issued by a government (such as a U.S. Treasury bond); backed by the government, they are usually the lowest-risk kind of bond.
A CORPORATE bond is issued by a company (like Maria's GreenLeaf Foods bond); they usually pay a bit more interest to make up for a bit more risk.
Safer Issuer, Lower Rate
A MUNICIPAL bond is issued by a state or local government to fund things like schools and roads; the interest is often tax-free.
The safer the issuer, the lower the coupon rate it needs to offer; riskier issuers must pay MORE interest to attract lenders.
SECTION 7
When Do Bonds Make Sense?
A Bond Fits When You Want...
A bond fits when you want steady, predictable income - a fixed coupon you can count on - and lower risk for money you cannot afford to lose.
A bond's maturity gives you a known payback date, which fits a goal with a deadline.
Smart Ways People Use Bonds
Most investors hold both bonds AND stocks so gains and safety balance each other.
Always check the issuer - who owes you the money matters most, because a bond is only as safe as the government or company behind it.


KEY TAKEAWAYS
★ A BOND is a loan to a government or company: you are the LENDER, they are the ISSUER, and they pay you a fixed COUPON each year and return your FACE VALUE at MATURITY.
★ A bond pays you fixed interest and returns your money at maturity - lower risk and lower return than owning stock. That is the risk/return trade-off.
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