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This report will give investors an opportunity to learn about bonds, an 
alternative asset class. 

 

    What is a bond? 

Bonds 

A bond is a fixed income investment in which an investor loans money to an entity (typically corpo-
rate or governmental) which borrows the funds for a defined period of time at a variable or fixed 

interest rate. Bonds are used by companies, municipalities, states and sovereign governments to 
raise money and finance a variety of projects and activities. Owners of bonds are debtholders, or 
creditors, of the issuer. 

How does a Bond differ from Equity as an investment? 

The main difference between Equity and Bond investments is that Investing in stock makes an in-

vestor a part owner of a company, whereas Investing in corporate bonds makes the investor a cred-

itor of the company. 

With an equity investment the investor is not guaranteed anything:  The price of stocks or shares 

can fluctuate rapidly—going up or down regardless of how the company itself is performing. 

While a stockholder is guaranteed nothing, owning a bond entitles the investor to interest payments 
(zero-coupon bonds excluded) as a creditor on their bond purchase, as well as the promise that the 

bond will eventually be repaid at 100% (given that the corporation doesn’t go bankrupt). Invest-
ments in high-yield corporate bonds are considered less risky due to less volatility compared to 
equity investments. 

Advantages of Bonds 

• The interest a bond pays is based on the bond’s interest rate and principal amount invested. 

For the duration of the bond, the bond’s interest rate does not change, so you know the 

amount of revenue you can expect. If a bond issuer defaults on the bond’s payment terms, 

you have a greater chance of recovering interest and principal payments, because bond 

investors are creditors with the first claim on company assets. 

 

 

• A bond provides a predictable return over a period of time with the expectation of the princi-

pal repaid after a set duration. 

The issuance price of a bond is typically set at par, usually £100 or £1,000 face value per         
Individual bond. The actual market price of a bond depends on a number of factors including the 
credit quality of the issuer, the length of time until expiration, and the coupon rate compared to the    
general interest rate environment at the time. 



Risk Warning Disclaimer 
 
Although the author and publisher have made every effort to ensure that the infor-
mation in this publication was correct at press time, the author and publisher do not 
assume and hereby disclaim any liability to any party for any loss, damage, or disrup-
tion caused by errors or omissions, whether such errors or omissions result from negli-
gence, accident, or any other cause.  
 
Investments can go up in value as well as down, so you could get less than you invest-
ed. This information does not constitute personal advice and you should speak to your 
financial advisor before committing to any pension product. Information in this docu-
ment is for reference use only and its accuracy cannot be guaranteed and is subject to 
change. 

Disadvantages of Bonds 

• Bond holders typically are valued less by the company than its shareholders, as they are 

part of the company. Bonds do carry a degree of risk as they are tied to the financial health 

of the company, and it can be often harder to appraise a good bond investment as opposed 

to an equity investment. 

 

 

• Bonds are subject to interest rate risk. Since a bond’s interest rate does not change, market 

changes in interest rates can lead you to earn a lower investment return. In a rising interest-

rate environment, if you want to sell a bond with an interest rate that is lower than the cur-

rent market rate, you will have to sell the bond at a discount, or a reduced price than what 

you originally paid for the bond. Selling a bond at a discount negatively affects your invest-

ment portfolio’s return. 

 

Investors are usually very familiar with equity investments, but less so with bond investments, as 

the bond market is wide and varied. Bonds with a higher credit rating typically place the investor 

under less risk of default, but at the same time the coupon (interest) payment usually reflects this 

and provides a lower return to the investor. 

 

Bonds can trade on a RIE (recognised investment exchange):  typically, these bonds are regulat-

ed and usually are tradable. Bonds can also exist as an unregulated private investment, usually 

certificated, and the coupon payments are usually made direct to the investor. 

Unregulated bonds typically carry a higher degree of risk but depending on the individual invest-

ment this can be securitised by having assets that support the yield. These types of investments 

often carry high coupons to attract investors, while with equities also the general rule of thumb is 

the higher the risk the higher the expected return. 


