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00 O Three variables characterize a bond: its parvalue, its coupon rate, and its maturitydate. The par value is the
amount of money the holder will receive on the bonds maturitydate. The coupon rate is the percentage of par value
the issuer promises to pay theinvestor annually as interest income. On the maturity date, the company will pay the
bondholder principal and will cease further interest payments.[] [1 On the issue date, companies usually try to set
the coupon rate on the new bondequal to the prevailing interest rate on other bonds of similar maturity and quality.
Thisensures that the bonds initial market price will about equal its par value. After issue, themarket price of a bond
can differ substantially from its par value, as market interest rateschange. When interest rates rise, bond prices fall,
and vice versa.[] [1 Most forms of long-term indebtedness require periodic repayment of principal. Thisprincipal
repayment is known as a sinking fund. Readers who have studied too muchaccounting will know that technically a
sinking fund is a sum of money the company setsaside to meet a future obligation, and this is the way bonds used to
work, but no more.Today a bond sinking fund is a direct payment to creditors that reduces principal.Depending
on the indenture agreement, there are several ways a firm can meet itssinking-fund obligation. It can repurchase a
certain number of bonds in securities markets,or it can retire a certain number of bonds by paying the holders par
value. When acompany has a choice, it will naturally repurchase bonds if the market price of the bondsis below par
value, which occurs whenever interest rates rise after the bond is issued.
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