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Bond Investing Strategies

B
onds are an important part of 
a well-balanced portfolio. You 
should consider what bonds 

have to offer as well as strategies to 
build your portfolio. 

Bonds Deliver Income — If 
you are looking for a reliable source 
of income, you should include 
bonds in your portfolio. Even when 
interest rates are low, there are a 
variety of bonds that provide higher 
returns, such as high-yield bonds 
and emerging market debt.  

Bonds Offer Diversification — 
If you put all of your money into 
one asset class, such as stocks, your 
entire portfolio is at greater risk. By 
investing a portion of your portfolio 
in bonds, you will reduce your risk. 
Bonds can help you preserve capi-
tal. 

Bonds Preserve Principal — 
When you are getting closer to the 
time you will need cash from your 
investments, you should move more 

money to fixed-income investments. 
The stock market can experience 
large losses over a short period of 
time, but your fixed-income invest-
ments are less likely to experience 
large losses over the short term.   

Bonds Offer Tax Advantages — 
If you are trying to reduce your tax 
liability, certain types of bonds can 
help you meet this challenge. For 
example, the interest earned on 
municipal bonds is free from federal 
taxes, and if you own a bond issued 
within the state you live in, it will 

A Financial Plan Is a Living Document

I f you’ve ever completed a financial plan, you know how much work it 
is to prepare. So, after all that work, you’re done, right? Wrong. The 

world is constantly changing, the markets are constantly fluctuating, and 
so is your life. Your plan for the future has to reflect those changes, too. 
Instead of a static document, your financial plan needs to be like a dra-
matic series. 

How often should you revise your plan? The easy answer is this: 
whenever there’s a major change in your life circumstances — a birth or a 
death, a promotion or the loss of a job, or a wild gyration in the stock or 
real estate markets. Even without those major events, an annual review is 
a good idea. It’s important to check your progress toward your long-term 
goals. Wide divergences from your trend line may mean you need to save 
more, devote more of your income to other needs or goals, or change 
your asset allocation strategy. 

It can be a mistake to let your financial plan sit too long unattended. 
Much has changed in just the past few years. If you feel it’s time to give 
your plan another look, please call.    mmm 
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also be state income tax free. While 
taxes shouldn’t be the only reason 
to invest in bonds, consider this as 
part of your overall financial plan. 

Building a Bond Portfolio —
Based on your goals and risk toler-
ance, there are many strategies for 
building your bond portfolio. 
Investors who are looking for 
income but don’t want to be active-
ly involved in portfolio manage-
ment may want to employ a  
buy-and-hold approach. Investors 
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who want more involvement, along 
with security and predictability, 
may want to look at index matching 
and immunization strategies. For 
investors who want to actively man-
age portfolios, search for higher 
returns in exchange for higher risk. 

Consider the following bond 
strategies: 

1. Passive Bond Strategy 

With a passive bond strategy 
known as buy and hold, you are 
buying individual bonds and hold-
ing them until maturity. The bond’s 
coupon rate is the amount of inter-
est income earned each year based 
on the face value of the bond, and 
its yield is the estimated rate of 
return, assuming it is held until its 
maturity date. The cash generated 
by bonds can be used for income 
needs or reinvested into other bonds 
or even other asset classes.  

Unlike more active strategies, 
the buy and hold investor does not 
actively deal with the future direc-
tion of interest rates, nor is he/she 
focused on the current value of the 
bonds due to changes in the yield. 
The assumption is that full par 
value from the bond will be 
received upon maturity. 

Because of the investor’s mini-
mal involvement, passive bond 
portfolios provide stability during 
market volatility. The primary rea-
son for this is that the strategy 
invests in very high-quality, non-
callable bonds, such as government 
or investment-grade corporate or 
municipal bonds.  

Bond laddering is probably the 
most common form of passive bond 
investing and provides a steady 
income stream. The idea of a bond 
ladder is simple: instead of invest-
ing in bonds that mature at roughly 
the same period of time, or in a hap-
hazard pattern of maturities, you 
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spread your portfolio out in rough-
ly equal amounts over maturities 
that are evenly separated from one 
another. Ideally, all of these bonds 
are from the same issuer or from 
issuers with the same credit quality. 
When a bond matures, the principal 
is reinvested at the bond ladder’s 
longest maturity date. 

If interest rates are higher then, 
your annual bond income will go 
up; if rates go down across the 
board, your income will still benefit 
from the relatively higher rates on 
the rest of your portfolio. In either 
case, because most of your portfolio 
is still throwing off the same cash 
flow, your annual income won’t 
change much, which makes your 
life more predictable than if all of 
your bonds matured in any single 
year. 

2. Indexing Bond Strategy 
An indexing bond strategy is 

what is known as a quasi-passive 
strategy. The primary objective is to 
provide similar return and risk 
characteristics of a particular index. 
It is similar to tracking a specific 
stock market index, as a bond port-
folio can be structured to copy a 
published bond index. Probably 
one of the most well-known and 
widely used bond indexes is the 
Barclays Capital U.S. Aggregate 
Bond Index. Using this works best 
with a large bond portfolio due to 
the number of bonds that need to 
be purchased to replicate it.    

While this strategy is compara-
ble to a buy-and-hold strategy, it 
does offer some flexibility, as the 
portfolio can be rebalanced to 
reflect changes in the index. 

If you invest using an indexing 
strategy, you need to be aware that 
there are transaction costs associat-
ed with the original investment as 
well as when the portfolio is peri-
odically rebalanced. 

3. Immunization Bond 
Strategy 

With characteristics of both 
active and passive, the immuniza-
tion bond strategy invests a portfo-
lio for a defined return for a specific 
period of time regardless of poten-
tial influences, such as changes in 
interest rates. The immunization 
strategy is for the investor who is 
willing to give up potential gains 
for the assurance that the portfolio 
will achieve its desired returns.  

This strategy is often used in 
institutional investing, when com-
panies need to ensure they have a 
certain amount of cash flow to meet 
their liabilities at a certain period of 
time, but it is also an effective strat-
egy for individuals.  

The immunization strategy is 
best used with high-grade bonds 
that have a remote possibility of 
default or with zero-coupon bonds.  
Zero-coupon bonds match the 
maturity of the bond to the date the 
funds are needed.  

4. Active Bond Strategy 
An active bond strategy is 

about maximizing total returns. 
Investments are actively managed 
based on the anticipation of interest 
rate changes, credit changes, and 
valuation changes. The premise of 
active strategies is investors are 
making investments based on what 
the future will bring.  

For example, the active strategy 
investor would buy bonds with 
longer maturity durations in antici-
pation of lower long-term interest 
rates, buy junk bonds in anticipa-
tion of economic growth, or buy 
Treasuries when the Federal 
Reserve is expected to increase the 
money supply. 

Please call if you’d like to dis-
cuss the role of bonds in your 
investment portfolio.    mmm
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annualcreditreport.com.  Review 
your credit reports carefully for 
errors at least annually.  It is not 
uncommon to find information on 
people with similar names or other 
family members in your credit file.  
Make sure you are aware of all 
accounts listed and the balances are 
for expected amounts.  Check for 
unfamiliar addresses and inquiries 
about loans you never applied for.  
If you find errors, report them 
immediately in writing.  The credit 
bureau must then investigate the 
items and resolve those that can’t 
be verified.   

4Carefully share information 
online.  Never reply to an 

email asking for personal financial 
information.  Reputable companies 
will not request sensitive financial 
information in this manner.  Before 
giving personal information, review 
the site’s privacy policy, which 
should tell you how the informa-
tion will be used and whether the 
site sells information to third par-
ties.  Leave information blank, espe-
cially Social Security numbers, if 
you are uncomfortable providing 
data. 

4Shred financial information 
when discarding.  When  

discarding old tax returns, bank 
statements, brokerage statements, 
canceled checks, charge card state-
ments, or any information with 
account numbers or identifying 
information, shred the information 
first.  You may also want to shred 
credit card solicitations so someone 
doesn’t use it without your knowl-
edge. 

4Remove yourself from mail-
ing lists.  Preapproved credit 

card offers are an easy way for 
thieves to get credit cards quickly.  
Credit bureaus often sell lists to 
companies making these offers.  
Call the credit agencies and request 
the removal of your name from 
these lists.     mmm

Preventing Identity Theft

I
 t’s a common assumption that 
most identity thefts occur as a 
result of Internet usage.  But 

online problems typically result 
from the user’s carelessness — 
responding to an email asking for 
financial information or clicking on 
links in an email.  A far greater per-
centage of identity thefts occur as a 
result of a lost wallet or stolen mail. 

Armed with your name, Social 
Security number, and birthdate, 
thieves can obtain credit cards, get 
loans, purchase a car, or apply for a 
job in your name.  This information 
can be obtained from a variety of 
places.  Many people get checks 
printed with their Social Security 
number, driver’s license number, 
and birthdate.  Calls to credit 
bureaus, posing as prospective 
landlords, employers, or lenders, 
often yields information.   
Computer-literate thieves can find 
many ways to garner information 
over the Internet. 

While you typically aren’t 
responsible for charges made by an 
identity thief, you will have to work 
to restore your credit and close all 
fraudulent accounts.  That can be 
time-consuming and expensive.  If 
you are a victim of identity theft, 
inform the three major credit 
bureaus so a fraud alert can be 
placed on your account.  That way, 
no new credit will be issued with-
out first contacting you.  Also file a 

police report in case a creditor 
wants proof of the crime.  Make 
sure to report the theft on the Feder-
al Trade Commission’s website at 
ftc.gov/idtheft, which advises many 
companies and organizations about 
the theft. 

To help prevent your identity 
from being stolen, follow these tips: 

4Protect your Social Security 
number.  This is the primary 

piece of information needed to steal 
your identity, so only give it out in 
situations where it is absolutely 
required, such as on tax forms, 
employment records, and for  
banking, stock, and property trans-
actions.  Request a personal identifi-
cation number for phone access to 
financial information.  Don’t print 
your Social Security number on 
your checks. 

4Only carry essential items in 
your wallet or purse.  Don’t 

keep anything showing your Social 
Security number in your wallet.  
Memorize your Social Security 
number, so you don’t have to carry 
your card.  Don’t keep any pass-
words in your wallet.  Thieves can 
obtain a great deal of information 
from checks, so consider not carry-
ing them with you. 

4Check your credit report 
annually.  All consumers are 

entitled to one free credit report per 
year, which can be requested at 



Raising Financially 

Responsible Children

Financial Thoughts

Why Tax Planning Matters
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A lthough you’ll have to wait a 
good while before they’ll thank 

you for it, teaching your children to 
be financially responsible is one of 
the best gifts you can give them.  

Lesson #1: Appreciation for the 
value of money — Money has to be 
earned — and when it is, they better 
appreciate its value. Consider form-
ing an allowance-for-chores policy.  

Lesson #2: Saving the money 
they earn — This habit will make it 
much easier for them to not spend 
their entire paycheck as well as 
leave their savings intact.  

Lesson #3: Setting goals and 
staying on track — Helping your 
child set short- and long-term goals 
is a key part of getting them to stick 
to a savings strategy.   

Lesson #4: The nitty-gritty of a 
balanced budget — Go through the 
line items on your budget and 
reveal your own percentage of sav-
ings for short- and long-term goals.  

Lesson #5: Understanding debt 
and loans — Explaining how inter-
est can work for you (in a savings 
account) and against you (in a loan 
or on credit) can keep them from 
making bad decisions.     mmm  

G
 enerally attributed to Ben-
jamin Franklin, one quote 
that still rings true today is 

that “…in this world nothing can be 
said to be certain, except death and 
taxes.” The certainty of having to 
pay taxes only seems relevant to 
most people when it’s time to file. 
But when people neglect to plan for 
taxes over the course of their life-
times, they end up facing another, 
also depressing certainty: paying 
more than necessary. Taking the 
time and effort to plan for taxes 
saves you money in the short term, 
long term, and can make all the dif-
ference. 

Short Term — Making a tax 
plan at the beginning of the year 
can help lower your tax bill by 
ensuring that you are taking advan-
tage of as many tax strategies as 
possible. The best way to make sure 
you haven’t missed anything is by 
going over your tax situation and 
strategies with an accountant or 
advisor. 

Long Term — Most people do 
not make enough money in a single 
year to fund their long-term goals. 
Therefore, some long-term tax plan-
ning is in order. For example, the 
money you put away in a tax-
advantaged 529 account for college 
education grows tax free and can be 

withdrawn tax free when used to 
pay educational expenses. Overall, 
the more you save on taxes, the 
more you have to put toward your 
financial goals. 

Retirement — As you plan for 
your retirement and continue to 
contribute to your 401(k) plan or 
IRA, it is helpful to know the 
amount you contribute can be 
deducted from your taxes. Even if 
you utilize a Roth IRA and cannot 
deduct the contributions today, you 
can access those funds tax free in 
retirement. It takes a lot of money 
and careful planning to retire com-
fortably, and a tax plan is an essen-
tial part of the process. 

Legacy — When you think 
about what you hope to leave 
behind for your heirs or your 
favorite charity, you might not ini-
tially consider the tax ramifications. 
Consider setting up part of your 
estate plan in a Roth IRA so your 
children can draw tax-free income 
from the account. You can also take 
advantage of the annual gift tax 
exclusion by transferring funds to 
your heirs while you are still alive. 
Donor-advised funds, life insurance, 
and various types of trusts can all 
offer other solutions to the tax 
aspect of your legacy.     mmm 

 

Approximately 58% of savers 
with 401(k) plans said they 

would like help choosing invest-
ments (Source: Wells Fargo, 2019). 

About 28% of Americans said 
their personal definition of wealth 
is living stress-free with peace of 
mind. Those surveyed said $1.4 
million makes a person financial-
ly comfortable (Source: Charles 
Schwab, 2019). 

One study found that buying 
decisions are forward-looking and 
selling is backward-looking 
(Source: AAII Journal, March 
2019). 

According to a recent study, 
investors as well as financial pro-
fessionals are more likely to 
invest in fund names that appear 
higher in the alphabet or higher 
in retirement plan menus (Source: 
The Financial Review, December 

2018). 

Knowledge about spousal 
and survivor Social Security bene-
fits is low among those who have 
yet to start receiving benefits. The 
lack of knowledge can put even 
otherwise financially literate indi-
viduals at risk for making subop-
timal claiming decisions (Source: 
Michigan Retirement Research 
Center Working Paper, September 
2018).    mmm  




