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HERE’S A PLETHORA OF
investment products aimed at
connecting savers with the
potentially high returns in equity

and property markets. Most, somewhat
confusingly, have the word ‘bond’ in their
name: tracker bonds, investment bonds,
protected bonds, and so forth. Many
promise some protection for the capital
invested so that downturns do not damage
the initial sum, or promise to ‘lock in’
some of the gains. 

IIB Bank’s Mark Donnelly, head of
structured products in the private banking
unit, has come up with a product aimed at
individuals with an appetite for risk. The
bank’s Protected Portfolio Bond
II has an entry level of !10,000
and two investment options, which
provide either 100% or 90%
capital protection. Two significant
differences mark out this bond.
One is its allocation of investment, split
two-thirds to equities and one-third to
commodities and property. Most bonds
allocate one-third to government bonds
and cash, as a balance against the riskier
equities element. 

By allocating one-third of the portfolio
into property and commodities, IIB is
betting that gilts do suffer when the
interest rate curve turns. IIB is hot on
commodities on the basis that demand for
commodities from emerging economies
such as China will drive up prices. The
bank also favours property over cash or
State paper, and the portfolio here is
spread across the European market. If an
investor wants 100% capital protection,
then the payout is 95% of the underlying

return on the portfolio. Investors who go
for 90% capital protection will receive
155% of any returns. 

Eagle Star’s Protected Dynamic Fund
targets people who want to benefit from
involvement in equity markets but with a
“meaningful” level of protection. The
fund has a protected price of 80% of its
highest ever price. So each time it reaches
a new high, the protected price (which can
never fall) increases in value, thus locking
in a portion of the gains. 

This fund invests in both Eagle Star’s
Dynamic Fund, invested mainly in
equities, and a cash fund. Exposure to the
Dynamic Fund is reduced if the Dynamic

Fund is performing poorly and rises when
the Dynamic Fund performs well. The
minimum investment is !5,000 and the
fund is available for pensions and
investments. 

Online bank RaboDirect has added
Robeco’s Emerging Markets Equities
Fund and the Henderson Horizon
Fund to its execution only investment
funds portfolio. RaboDirect charges
0.75% on entry and exit and its funds
appeal to the small investor, as the
minimum purchase is only !100. 
The Henderson Horizon fund invests 
in property-related equities. Says Greg
McAweeney, general manager of
RaboDirect: “The fund is designed for the
investor who wants property exposure but

without the burden of taking on a
mortgage or the hassle and hidden
expense of managing investment
properties. The additional benefit is the
liquidity that investing in a property fund
offers unlike residential or commercial

properties that may be hard to sell
if the need arises.”

But liquidity can be an issue in
property bonds too. First Active
cautions that with its popular
Property Fund, managed by

Friends First, restrictions may be
imposed on transfers out of the fund from
time to time. As such, property funds
should only be viewed as medium-term,
medium-risk investments. With First
Active, the minimum investment is in its
property fund is !5,000 and there’s an
annual charge of is 1.65% per annum.

Finally, Montgomery Oppenheim
has a novel bond aimed at providing
protection against funding shortfalls in
defined benefit pension schemes.
Demand for long-dated bond funds 
has been driven by new accounting
standards which require companies to
maintain minimum funding requirements
and to disclose pension fund deficits in
company accounts. 

Choose Your
Own Risk
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With deposit rates on the floor, it can pay dividends to buy
into an investment bond. BASIL MILLER runs the rule 

over some of the current offerings
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funds from time to time

IIB’s Mark Donnelly: Demand for
commodities will drive up prices


