1o date. Sharon Light, the firms foinder and 'CEO, charged hey' Cpict
Financial Officer (CFO), Richard McManus, with securing debt rancing
that the firm can setvice with its income level and cash flows. Working v
Lightpoint’s investment banker (IB), McManus thought he four
solution to the problem. McManus agreed with the IB that the concept of
Hoating zero-percent ot deep-discount bonds deserved serious considération.
 Befitting ts name, zcro-percent bonds do ot pay periodic interest;
unlike conventionalterm bonds. Zero-percent bonds operate i the following
manncr i e i e gL BT LT ek

The firm. receives an’ amount of cash upon issue that equals-the
present value of the amount it must repay upon maturity.

It does not pay interest periodically to the bondholders in such an.
‘The current market rate ofinterest determines the difference berween
the future valie of money and its present value. (This difference |

‘the amount of the bond discount, o the time value of money:)

Zero-percent- bonds usually increase the borrower’s cost of financing:
because the cash payments are loaded at the back-end of the bond contrac

Investors demand a higher return on their investment for undertakinga geeate

degree of risk in such arrangements.” Issuers structure deep, discount bonds
other.than zero-percent bonds) in‘a manner similar to zero-percent bonds
- &xcept the firm makes relatively small periodic interest payments on the par

alue of the bonds; For example, a firm may issue bonds that pay 19 interest
When the effective rate of interést is 5% on the deeply discounted bonds. CFO

Zero-percent term bonds

(effectively yielding 6% interest). . .-
Deeply discounted 1% term bonds (effectively yielding 5% Interest
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