
GUIDE TO  
CORPORATE 
BONDS
WHAT ARE CORPORATE BONDS? 

A corporate bond is a debt security issued by a company
and sold to investors. It typically has a fixed life and pays
a fixed rate of interest, with the issuer legally responsible
for all the payments including the redemption of the
bond at face value on the maturity date. The payments
normally depend on the ability of the company to
generate sufficient cash from its operations, although in
some cases the company’s assets may be used to provide
additional security.

 When a new bond is issued it is made available for
a fixed offer period via a stockbroker such as Beaufort. 
The minimum investment is normally a few thousand 
pounds, with investors entitled to a fixed rate of interest − 
expressed as a percentage of the face or par value – and 
the return of their capital when the bond matures. All the 
terms and conditions are described in the prospectus.

Once the bonds have been issued they are quoted on
the London Stock Exchange’s order book for retail bonds
and can be bought and sold through Beaufort.
This means that you should be able to trade them
whenever you want during normal market hours, although
the prices will fluctuate above or below their face value
according to the supply and demand.

As with any investment there is a risk that a bondholder
could get back less than their initial outlay, especially
if they sell the bonds on the open market rather than

WHY INVEST IN
CORPORATE
BONDS? 
In order for companies to
attract investors they have
to offer a competitive
level of interest. The
amount largely depends
on their credit rating and
how long they have to go
until maturity, but most
pay far more than you
can earn from a bank or
building society with rates
ranging from less than 1%
up to 7% or 8%.

Despite the attractive
returns, corporate bonds
are normally considered to
be a less risky option than
shares. This is because
of the greater certainty
of income compared to
company dividends paid
to shareholders, and the
higher probability that
investors will get their

money back when the
bond matures.

Corporate bonds may
be suitable for those
who are looking for a
competitive and reliable
source of income,
especially if they have
sufficient capital to
diversify across a number
of different securities.

The portfolio approach
should also enable
them to receive a more
regular stream of income
throughout the year.

Whenever a bond is
held in an Individual
Savings Account (ISA) or
Self-Invested Personal
Pension (SIPP) all the
interest is paid tax-free
with no further tax due on
the income. Any capital
gains would also be free
of Capital Gains Tax (CGT).



THE KEY FACTORS THAT AFFECT
THE RETURNS 

 

waiting until maturity. The worst case scenario would be
if the issuer were to go bust, in which case they could
potentially lose their entire investment together with any
unpaid interest, although this is quite a rare occurrence
with many bonds seen as a pretty safe investment.

Unlike a bank deposit, corporate bonds are not protected
by the Financial Services Compensation Scheme so you
could get back less than you invest.

•  A bond’s price will fluctuate according to the balance of
supply and demand in the market with prices affected by
factors such as interest rates, inflation and the financial
performance of the issuer. If you need to sell before a
bond reaches maturity there is a risk of capital loss, which
could be exacerbated in extreme market conditions.

•  Some bonds have additional features such as ‘calls’ that
enable the issuer to repay the debt ahead of schedule.
This could be disadvantageous to the investor. These
features are described in the prospectus and investors
should make sure that they are aware of them before
investing.

•  There are also a number of other potential risks. If you
have any doubts about the suitability of a corporate bond
for your personal circumstances you should contact your
Beaufort broker or seek independent financial
advice.

KEEP UP TO DATE WITH 
ALL THE LATEST BOND 
ISSUES 

Beaufort clients can subscribe to 
receive free corporate bond email 
alerts that provide details of all the 
latest bond issues and how to invest 
in them. 

There are also links to prospectuses
and other associated information 
at beaufortsecurities.com.

In April the litigation finance
provider, Burford Capital, issued a 
retail bond that pays 6.125% per
annum in two equal instalments a 
year. The minimum investment was
£2,000 with the bond maturing in 
October 2024. 

Alpha Plus Holdings, which runs
a number of independent schools
and sixth form colleges, issued a 
similar bond in March. This pays 5%
per annum and runs until March 
2024 with the minimum investment
during the offer period being
£2,000. Neither have been given a
credit rating, which suggests that 
your capital would be at risk. 

All of the bonds are different with one of the key variants
being the financial strength of the issuer. The best way
to assess this is to look at the credit rating from agencies
such as Moody’s or Standard & Poor’s, as this will
provide an indication of how likely it is that the company
will be able to meet its obligations, although a rating is
not always available. The safest issues pay a lower rate
of interest and are referred to as investment grade, with
the riskiest known as high yield because of the higher
rates of interest.

Corporate bonds are available from well-known
companies including: Abbey National, Aviva, Barclays, BT,
Marks & Spencer, National Grid and Tesco. In the unlikely
event that an issuer runs into difficulties there could be
a risk that it might not be able to honour the interest
and capital repayments, in which case the bond would
probably fall in value, although it might well recover if the
company’s financial position improves.

Bond prices also react to changes in the level of interest
rates, with the most sensitive being those with a long
way to go until maturity. The reason for this is that when
interest rates go up, the yield – the interest payments
divided by the price − of a bond becomes relatively less
attractive. Investors will then sell them and move their
money elsewhere until the price falls enough to push the
yields back up to a competitive level.

The other key factor is inflation. If investors expect
inflation to rise it would reduce the real value of the
bonds as the future interest payments would not buy the
same amount of good and services.

THE MAIN RISKS TO BE AWARE OF
    The issuer could run into difficulties and be unable to 
return some or all of the capital and interest payments.

WHAT NEXT?
To find out more about Corporate Bonds, please contact 
a broker at one of our offices below:

London             0207 382 8300
Bristol               0117 910 5500
Colwyn Bay   0149 252 3000
Newcastle      0191 495 7950
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