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Presentation Notes
Introduce the unit 



Presenter Notes
Presentation Notes
Discuss the unit 4 learning outcomes



Presenter Notes
Presentation Notes
Discuss how learners will engage with the resources in preparation for the final assessment



Presenter Notes
Presentation Notes
In pairs, work together to produce an IOU (bond).  Once complete, pass the IOU to the next pair and see if they would lend you the money based on your terms and conditions.  Ask the pair to determine what other information should be included in the IOU if they feel that the document doesn’t contain sufficient information.*An IOU is a written document providing evidence of a debt, like an informal contract.  It’s a written promise to pay the money back.The document should include information about the amount being borrowed, the date of repayments, how long it will take to repay the loan and any interest rate or fees associated with the loan. They should be signed and dated by both parties to ensure that everyone understands the terms of the agreement.�
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Presentation Notes
Discuss the learning outcomes about bonds, key terminology and their characteristics.



Presenter Notes
Presentation Notes
As a whole group, watch the short video and ask learners to complete the question.  Discuss responses.https://www.youtube.com/watch?v=ipUACTqi7hE&list=PLMq9qkrJ-p83B4h6T_eV4sNOP16fLQcBj&index=7
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Presentation Notes
Learners should complete this independently outside of the session.  Use Q and A to establish what they learned and discuss the answers as a grouphttps://www.youtube.com/watch?v=vYMPez0-UsoDefine a bond?  A loan used by companies or governments to raise funds. The investor lends money in return for the promise to have the loan repaid on a fixed date plus (usually) a series of interest payments. 2. What are the reasons a bond might be issued? A company may need to raise money to finance investment or a government may issue bonds to finance spending and investment plans and bridge the gap between their actual spending and the tax alongside other forms of income that they receive. 3. What are the two main types of bonds? Corporate and government bonds4. Do bonds or equities form a larger part of the market in terms of global investment value?  Bonds



Presenter Notes
Presentation Notes
Learners should complete this independently outside of the session.  Use Q and A to establish what they learned and discuss the answers as a grouphttps://www.cisi.org/cisiweb2/en/cisi-elearning/cisipr/GetChapterList/1314
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Presentation Notes
If you have access to mini whiteboards ask learners to answer each question in turn to check understanding of bond characteristics.  If not, you can ask learners to put their hands up for each TRUE statement to check understanding.Bonds are loans used to raise money from banks  FALSEBonds are tradable financial instruments  TRUEBonds can also be known as fixed interest securities  TRUEA bond will always trade at its nominal or face value  FALSEInvestors need to always refer to the original borrower before making an investment in bonds  FALSEBond prices respond to changes in interest rates  TRUEThe nominal value of a bond is the amount that will be repaid on the bond’s redemption date  TRUE
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Presentation Notes
Discuss the UK Government bond example and as a whole group, discuss the questions.  Select individuals to provide feedback.What does at par mean? At the face value What does the title of the bond (0.375% Treasury Stock, 2029) tell you? 0.375% is the coupon; issued by the Treasury (government bond);  2030 is the redemption dateDraw a line between to match the following terms on the bond, and write a brief description of each term below:Coupon (line to 0.375%): The nominal interest rate payable on the stock. Rate is quoted gross and usually is paid in two separate and equal half-yearly interest paymentsRedemption Date (line to 7 December 2029) : This is the date the stock will be repaid. Repayment takes place at the same time as the final interest payment. Nominal Value (line to £10,000): The amount of stock purchased and should not be confused with the amount invested or the cost of purchase. This is the amount on which interest will be paid and the amount that will eventually be repaid (also known as the par or face value of the bond)Stock Name (Treasury Stock): The name given to identify the stock
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Discuss the learning outcomes about different types of government bonds
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Presentation Notes
As a whole group, watch the short video and ask learners to complete the questions.  Discuss responses.https://www.youtube.com/watch?v=LHEKRFVS738&list=PLMq9qkrJ-p81VFA1RCXumo6GEEFxklvy7&index=51. Why do governments issue bonds? Governments issue bonds to finance their spending and investment plans and to bridge the gap between their actual spending and the tax alongside other forms of income that they receive.  Issuance of bonds is high when tax revenues are significantly lower than government spending.2. Why are UK government bonds known as gilts? When physical certificates were issued, historically they used to have a gold or gilt edge to them, hence they are known as gilts.3. When tax revenues are lower, are governments more or less likely to issue more bonds?  More4. When interest rates increase, what happens to gilt prices? When interest rates rise, gilt prices tend to fall



Presenter Notes
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Ask learners to summarise the key features and the next questions about conventional and index linked bonds  in their student workbooks individually.  Check and discuss answers.Conventional Bond features: Simplest form of UK government bondFixed couponSingle repayment dateRepresent approx 75% bonds in issueCan be stripped into individual cash flowsPrice quoted in terms of price per £100 face/par value/ nominalIndex-linked Bond features:Coupon and Redemption amount adjusted in line with UK RPI Single repayment dateAttractive in periods when a government’s control of inflation is uncertainAttractive long term investments eg pension fundsMinority of gilts in issue
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Which type of gilt represents the majority of gilts in the UK? ConventionalHow is the price of a conventional gilt quoted? Price per £100 face valueWhen might index linked bonds be more attractive to investors? When a government’s control of inflation is uncertain because they provide extra protection to the investorWhat does ‘Stripping a gilt’ refer to? Stripping conventional bonds into their individual cash flows which can then be traded separately as zero coupon gilts
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Presentation Notes
In pairs, ask students to answer the questions.  Nominate groups to present their answers back to the whole group.
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Optional independent extension activity.https://www.dmo.gov.uk/responsibilities/gilt-market/about-gilts/
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Discuss the learning outcome about corporate bonds and highlight the many different types.
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Presentation Notes
As a whole group, watch the short video and ask learners to complete the questions.  Discuss responses.https://www.youtube.com/watch?v=osqu9tdwJgQ&list=PLMq9qkrJ-p81VFA1RCXumo6GEEFxklvy7&index=61. Why do companies issue corporate bonds? To raise funds for investment What terms (time to maturity) are corporate bonds usually issued with? Longer terms - usually more than 12 monthsHow are most corporate bonds traded? In the over the counter (OTC) marketExplain the 3 types of corporate bond discussed in the video. – Domestic, foreign, eurobonds
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Learners should complete this independently outside of the session.  Use Q and A to establish what they learned and discuss the answers as a groupWhat is a commercial paper? A shorter term debt instrument (usually less than 12 months)How are most corporate bonds traded? In the over the counter (OTC) marketA bond can offer a fixed or floating security to investors. What is the difference? Fixed securities play that specific assets (eg a building) of the company are charged as security for the loan. A floating charge means that the general assets of the company are offered as security for the loan - this might include cash at the bank, trade debtors and stockIs a call provision of benefit to the bond’s issuer or to the investor?  A call provision is attractive to the issuer as it gives the option to refinance the bond (ie replace it with one at a lower rate of interest) when interest rates are lower than the coupon that is being paid.  This is a disadvantage to the investor who will probably demand a higher yield as compensation. 
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If you have access to mini whiteboards ask learners to answer each question in turn to check understanding of corporate bonds.  If not, you can ask learners to put their hands up for each TRUE statement 1 – false2 –true3 – true4 – false5 - true



Presenter Notes
Presentation Notes
Learners should complete this independently outside of the session.  They should also complete the following activities about:Convertible bondsEurobondsAsset-back securitiesUse Q and A to establish what they learned and discuss the answers as a groupMedium Term Notes:Standard corporate bonds with maturities up to 5 yearsAlso applied to instruments with maturities as long as 30 yearsOffered to investors continually over a period of time by an agent of the issuer, instead of in a single tranche of one sizeable underwritten issueMarket originated in the US to close a funding gap between commercial papers and long term bondsFloating Rate Notes:Usually referred to as FRNsBonds with variable rates of interestRates of interest will be linked to a benchmark rate such as the Sterling Overnight Index Average (SONIA) in the UK and Secured Overnight Reference Rate (SOFR) in the US. A FRN will usually pay interest at the benchmark plus a quoted margin or spreadConvertible Bonds: Issued by CompaniesGive the investor holding the bond 2 choices:To simply collect the interest payments an then the repayment of the bond on maturityTo convert the bond into a predefined number of ordinary shares in the issuing company, on a set date or dates, or between a range of set dates, prior to the bond’s maturityAttractions to the investor are:If the company prospers, the share price will rise and, if it does so sufficiently, conversion may lead to capital gainsIf the company hits problems, the investor can retain the bond - interest will be earned and, as bondholder, the investor will rank ahead of existing shareholders if the company goes bankruptFor the company, relatively cheap finance is acquiredInvestors will pay a higher price for a bond that is convertible because of the possibility of capital gainProspect of dilution of current shareholder interests, as convertible bond holders exercise their options, has to be borne in mindPreferred BondsKnown as ‘preferreds’Similar characteristics to shares and bonds and have potential to offer investors higher yields than holding the company’s ordinary shares or bondsBonds that have equity-like featuresGenerally issued by large banks and insurance companiesUsually undated/perpetualUsually carry callable rights for the issuer within first 5-10 yearsA specific equity-like feature is the fact that they pay dividends as opposed to couponsWithin the issuer’s capital structure preferreds rank lower than senior debt but higher than equityZero Coupon BondsBond that pays no interestIssued at a discount to their par valueRepay/ redeem at par valueAll return is provided in the form of capital growth rather than as income - may be treated differently for tax purposesPermanent Interest-Bearing SharesPeculiar to UK Sterling MarketIssued by Building SocietiesCarry fixed couponsIrredeemable - have no redemption date - so do not have to be repaidName ‘shares’ is a misnomer - it is a bond, pays interest, and is taxable as a bond
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Describe an investor’s choices when holding convertible bonds:Choice 1: Simply collect the interest payments and then the repayment of the bond on maturityChoice 2: Convert the bond into a predefined number of ordinary shares in the issuing company, on a set date or dates, or between a range of set dates, prior to the bond’s maturityWhy is this attractive to an investor? Attractions to the investor are:If the company prospers, the share price will rise and, if it does so sufficiently, conversion may lead to capital gainsIf the company hits problems, the investor can retain the bond - interest will be earned and, as bondholder, the investor will rank ahead of existing shareholders if the company goes bankruptWhy is this beneficial for the issuer? Relatively cheap finance is acquired
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Identify 5 features of Eurobonds (Ref textbook copy as below:Eurobonds are large international bond issues often made by governments and multinationalcompanies. The eurobond market developed in the early 1970s to accommodate the recycling ofsubstantial OPEC (Organization of the Petroleum Exporting Countries ) US dollar revenues from MiddleEast oil sales at a time when US financial institutions were subject to a ceiling on the rate of interest thatcould be paid on dollar deposits. Since then it has grown exponentially into the world’s largest marketfor longer-term capital, as a result of the corresponding growth in world trade and even more significantgrowth in international capital flows. Most of the activity is concentrated in London.Often issued in a number of financial centres simultaneously, the defining characteristic of eurobondsis that they are denominated in a currency different from that of the financial centre or centres in whichthey are issued. An example might be a German company issuing either a euro or a dollar or a sterlingbond to Japanese investors.In this respect, the term ‘eurobond’ is a bit of a misnomer, as eurobond issues, and the currencies inwhich they are denominated, are not restricted to those of European financial centres or countries. Forexample, a dollar-denominated bond sold outside the US (designed to borrow US dollars circulatingoutside the US) would typically be referred to as a eurodollar bond. The ‘euro’ prefix simply originatesfrom the depositing of US dollars in the European eurodollar market, and has been applied to theeurobond market since. So, a euro sterling bond issue is one denominated in sterling and issued outsidethe UK, though not necessarily in a European financial centre.Eurobonds issued by companies often do not provide any underlying collateral, or security, to thebondholders but are almost always credit-rated by a credit rating agency (see section 5.3). To preventthe interests of these bondholders being subordinated (made inferior) to those of any subsequent bondissues, the company makes a ‘negative pledge’ clause. This prevents the company from subsequentlymaking any secured bond issues, or issues which confer greater seniority (ie, priority) or entitlement tothe company’s assets, in the event of its liquidation, unless an equivalent level of security is provided toexisting bondholders.The eurobond market offers a number of advantages over a domestic bond market that make it anattractive way for companies to raise capital, including:• a choice of innovative products to more precisely meet issuers’ needs• the ability to reach potential lenders internationally rather than just domestically• anonymity to investors as issues are made in bearer form• gross interest payments to investors• lower funding costs due to the competitive nature and greater liquidity of the market• the ability to make bond issues at short notice, and• less regulation and disclosure.Most eurobonds are issued as conventional bonds (or ‘straights’), with a fixed nominal value, fixedcoupon and known redemption date. Other common types include floating rate notes, zero couponbonds, convertible bonds and dual-currency bonds – but they can also assume a wide range of otherinnovative features.What is a negative pledge clause? To prevent the interests of bond holders being subordinated to those of any subsequent bond issues, the company makes a ‘negative pledge clause’ to prevent the company from subsequently making any secured bond issues which get priority or entitlement to the company’s assets, in the event of its liquidation, unless an equivalent level of security is provided to existing bond holders. A negative pledge clause is part of the loan contract.What are the most common types of Eurobond issued? Most eurobonds are issued as conventional bonds. Other common types include FRNs, Zero Coupon Bonds, Convertible bonds and dual-currency bonds.
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Asset-Backed securities are made up of ‘bundles’ of illiquid assetsAssets in the bundle can include mortgages, credit card debt and accounts receivableThe largest market is for mortgage backed securitiesCovered bonds are a type of asset-backed security widely used in Europe. They are issued by financial institutionsCovered bonds are considered particularly safe because theyremain on the issuer’s Balance sheetare collateralised against a pool of assets that can cover claims at any point of timegive bondholders a priority claim on the asset pool if the issuer defaults
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Presentation Notes
In groups of 3 or 4, consider Selima’s situation and ask groups to prepare answers to the 3 questions.  Select groups to feedback their responses and discuss the options Selina might have.



Presenter Notes
Presentation Notes
If you have access to mini whiteboards ask learners to answer each question in turn to check understanding of the differences between gilts and corporate bonds.  If not, select learners to answer the questions, giving reasons for their answers.Corporate bond prices are more/less volatile than gilt prices MoreCorporate bond yields tend to be higher/lower than gilt yields HigherThe corporate bond market is more/less liquid than the gilt market LessCorporate bonds are consider more/less risky than gilts?  Can you explain why? More. There is more risk that the company will not be in a position to repay the loan than there is with the government and gilts.  Corporate bonds generally have a default risk and price risk. Highly rated government bonds are said to have only price risk as there is little or no risk that the government will fail to pay the interest or repay the capital on bonds. 
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Optional independent activity.https://www.cisi.org/cisiweb2/en/cisi-elearning/cisipr/GetChapterList/261
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Discuss the learning outcomes about the benefits and disadvantages of investing in different types of bonds, how to calculate the flat yield of a bond and the role of credit rating agencies and the difference between investment and non-investment grades
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Presentation Notes
Learners should complete this independently outside of the session.  They should also complete the following activities about:The risks of investing in bondsMissing works exercise about yields.Use Q and A to establish what they learned and discuss the answers as a grouphttps://www.youtube.com/watch?v=EMsmKnswj8Q&list=PLMq9qkrJ-p81VFA1RCXumo6GEEFxklvy7&index=7AdvantagesTheir main advantages are:• for fixed-interest bonds, a regular and certain flow of income• for most bonds, a fixed maturity date (but there are bonds which have no redemption date, andothers which may be repaid on either of two dates or between two dates – some at the investor’soption and some at the issuer’s option)• a range of income yields to suit different investment and tax situations, andthe relative security of capital for more highly rated bonds.DisadvantagesTheir main disadvantages are:• the ‘real’ value of the income flow is eroded by the effects of inflation (except in the case ofindex-linked bonds)• bonds carry various elements of risk (see section 5.1.3).
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Corporate bonds generally have default risk (the possibility of an issuer defaulting on the payment ofinterest or capital, eg, the company could go bust) and price risk.Highly-rated government bonds are said to have only price risk, as there is little or no risk that thegovernment will fail to pay the interest or repay the capital on the bonds. However, recent turmoil ingovernment bond markets, such as fears that certain European governments were unable to meet theirobligations on these loans, resulted in the prices of their bonds falling significantly.Price (or market) risk is of particular concern to bondholders, who are open to the effect of movementsin general interest rates, which can have a significant impact on the value of their holdings.Changes in interest rates do not affect the amount payable at maturity, which will remain as the nominalamount of the stock.As the above examples illustrate, there is an inverse relationship between interest rates and bond prices:• If interest rates increase, bond prices will decrease.• If interest rates decrease, bond prices will increase.Some of the other main risks associated with holding bonds are:• Early redemption – the risk that the issuer may invoke a call provision (if the bond is callable).• Seniority risk – the seniority with which corporate debt is ranked in the event of the issuer’sliquidation. Debt with the highest seniority is repaid first in the event of liquidation; so debt with thehighest seniority has a greater chance of being repaid than debt with lower seniority. If the companyraises more borrowing and it is entitled to be repaid before the existing bonds, then the bonds havesuffered from seniority risk.• Inflation risk – the risk of inflation rising unexpectedly and eroding the real value of the bond’scoupon and redemption payment.• Liquidity risk – liquidity is the ease with which a security can be converted into cash. Some bondsare more easily sold at a fair market price than others.• Exchange rate risk/foreign currency risk – bonds or coupon payments denominated in a currencydifferent from that of the investor’s home currency are
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Yields are a measure of returns on bondsAn flat yield can also be known as an Initial yield or a Running yieldYields are expressed as PercentagesReturns from bonds are expressed in terms of Yield  Yields are NOT the same as CouponsThe Redemption yield measures both the income and the capital return of a bond held till it matures
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Presentation Notes
If you have access to mini whiteboards ask learners to answer each question in turn to check understanding of coupons and yields.  If not, select learners to priden responses, giving reasons for their answers.Initial YieldA rate that will change as bond prices changeRepresents investor’s real return on their moneyRate based on the actual buying/market price of a bondCouponUsually paid in two equal, semi annual instalmentsExpressed as a percentage of a £100 nominal holdingA fixed interest rate that applies to a bond throughout its termRate based on the face value of a bondWill usually reflect interest rates at time of first issue
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Discuss how flat yields are calculated.
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In pairs, ask learners to calculate the flat yields using the formula.  Ask selected groups to show their calculations with the rest of the group. 4.55%2. 3.71%3. 0.36%4. 6.30%They are not always more than the coupon. They can be less. 
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Learners should complete this independently outside of the session.  Use Q and A to establish what they learned and discuss the answers as a groupUsing Standard & Poor’s ratings, which bonds are considered investment grade? BBB and above2.  What terms are used for bonds from companies rated between BB to D? Non investment Grade/ Speculative/ Junk for worst rated3.  Will a downgrading in a bond’s rating mean a rise or a fall in bond prices? Fall4.  Will an upgrade in a bond’s rating mean investors can expect higher or lower yields?  Lower5.  Which investment grade bonds offer the least risk and most liquidity? AAA 
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Optional independent activity.https://www.cisi.org/cisiweb2/en/cisi-elearning/cisipr/GetChapterList/1581https://www.cisi.org/cisiweb2/en/cisi-elearning/cisipr/GetChapterList/524
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Optional independent extension activityhttps://www.cisi.org/cisiweb2/mycisi-pages/cisi-tv?eventid=86855227
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Optional independent extension activityhttps://www.cisi.org/cisiweb2/mycisi-pages/cisi-tv
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Optional independent extension activityhttps://www.spglobal.com/ratings/en/products-benefits/products/credit-ratingshttps://ratings.moodys.io/ratingshttps://www.fitchsolutions.com/credit/ratings-data
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Optional independent extension activity
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Learners can complete the 30 multiple choice questions (give 30 minutes only) under assessment conditions.Once complete, all learners to feedback result (or tutor to mark and return) and complete the “monitoring my progress” page in their student workbook.Discuss answers as a whole group.
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11A and B12B
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13B14A
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15B16A
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17B18A
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If learners want to improve their understanding of the unit 4 topics further, they can undertake these additional activities to support their learning. Ask learners to repeat the multiple choice assessment if you believe they might benefit from attempting the test again.
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