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Since many of today’s advisors got into the business during the 1980s and 90s, in what was the best stock market 
in U.S. history, most have become stock market specialists. Frankly, if they do fixed income, it’s usually an 
afterthought, and most will simply take the easy way out and invest their clients’ money in bond mutual funds. 

What many people don’t realize is that bond mutual funds carry risks, costs, and tax implications that can be 
reduced, or even eliminated, by investing in a diversified portfolio of individual bonds, or other fixed-income 
securities.

That’s because when an investor buys an individual bond, they have two important guarantees. First, they’re 
guaranteed a fixed rate of interest for the life of the bond. Secondly, when the bond matures, they’re guaranteed 
their principal back – assuming there have been no defaults. With that assumption, an investor knows exactly 
what they’re going to earn on the bond that they hold to maturity, they know at what date it will mature, and 
they know the name of the company they are invested in. 

So how, then, do bond mutual funds compare to individual bonds?

Both guarantees that are inherent in individual bonds are “off the table”, so to speak, when it comes to bond 
mutual funds. First, bond mutual funds don’t pay a fixed rate of interest. The interest they pay fluctuates. 
Secondly, bond mutual funds never mature; your investment in the fund will continue until you decide to 
liquidate it. So, why does this matter in the real world?

Most investors understand the inverse relationship between interest rates and bond values. When interest rates 
go down, bond values tend to go up, and when interest rates go up, bond values tend to go down. If something 
happens in the bond market to cause bond values to drop, a portfolio of individual bonds as well as bond mutual 
funds will both be affected. 

However, if you’re holding individual bonds, the loss is simply a “paper loss” because you’re going to still receive 
your fixed interest payment for the life of the bond, and when the bond matures, you’re still going to get your 
principal back assuming there have been no defaults. 

But, if you are holding bond mutual funds, you may never recuperate your principal if the funds do not recover, 
or if you have to liquidate for any reason. Remember, bond mutual funds never mature. This is part of what 
makes bond mutual funds riskier than individual bonds.

Another big reason why investing in a bond mutual fund might not be in your best interest is the high costs 
associated with them. The fee structure of most mutual funds can be very complex, but these fees can end up 
eating away at the gains the fund manages to earn. These fees do not exist with individual bonds.

Why then do financial advisors utilize bond mutual funds instead of individual bonds? As we mentioned earlier, 
it could be because most advisors today got into the industry during the 1980’s and 1990’s, in what was the best 
stock market in US history. From 1982 to 2000, the Dow Jones Industrial Average went from 1,000 to almost 
12,000.
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Since the stock market was providing such stellar returns, many advisors became specialists in growth-oriented, 
stock market-based strategies. And, since the analysis of stocks and stock mutual funds is much different from 
the analysis of fixed income investments, many stock market-based advisors will often take the easy way out 
and will just place their clients’ money into bond mutual funds when asked about fixed-income investments.

Instead of spending the time to research individual securities, many advisors will just advise you to invest your 
money in a bond mutual fund to give you instant diversification. One of the benefits, for the advisor, is that if 
the fund performs poorly, they can point the finger at the fund manager. 

So, in a way, you can think of bond mutual funds as a “crutch” for stock market-based advisors because they’re 
leaning on a fund manager to pick the individual bonds for them. But like most things in life, simplicity comes 
at a cost. In this case, the cost is passed along to the investor, along with the added risks and stress that mutual 
fund investing can bring with it. 

This isn’t to say there isn’t a time and place for investing in bond mutual funds. For instance, if you were an 
investor just starting out, and you didn’t have enough capital to properly diversify in a portfolio of individual 
bonds, then at least bond mutual funds give you a way to leverage a low dollar amount to help diversify your 
portfolio. 

However, most people in or near retirement, who have saved their hard-earned money over a longer period of 
time, are better suited to invest in a properly managed portfolio of fixed-income securities. This will help in 
preserving their retirement savings and generating reliable income well into retirement. 

One Final Word of Caution about Mutual Funds

One of the biggest dangers behind investing in any type of mutual fund is something known as reverse dollar-
cost averaging—which is one of the most common and potentially disastrous financial mistakes a retiree can 
make.

Most people know what dollar-cost averaging is and have used it wisely in the course of saving for retirement. 
The purpose of dollar-cost averaging is to get your average purchase price down to help you buy low and sell 
high, which is the cornerstone principle of smart investing.

For example, if you decided to invest $100 each month in a bond mutual fund and in the first month, each share 
of the fund was worth $10 a share, you would be able to buy 10 shares. Now, let’s say the market performed 
poorly the following month and each share of that same fund was only worth $5 per share. If you stuck with your 
plan of investing $100 per month, you would be able to buy 20 shares with your $100.

After the second month, your average cost per share would seem to be $7.50, but, it would actually be lower. 
That’s because you bought twice as many shares at $5, and half as many shares at $10. Through dollar-cost 
averaging, you were able to get your average cost per share down to about $6.65.

This strategy works well when you are in the contribution stage of retirement investing. The problem arises 
when you reach the point where you’re not saving into your fund anymore, and you start drawing funds from 
the principal balance of your savings for things like IRS required minimum distributions. The same principles 
apply but now in the opposite direction. You are now reverse dollar-cost averaging. 

3



Taking the same example, let’s say that in the first month you need to liquidate $100, so you sell 10 shares. In 
the second month, the fund’s price per share once again drops in half. Now, to withdraw your $100, you would 
have to sell twice as many shares. So, now what’s your average sales price per share? Again, the math is the 
same: now instead of taking your purchase price down from $7.50 to $6.65, you’ve taken your sales price and 
pushed it down. You’ve been forced by the IRS to sell low instead of high.

To understand the potential dangers of spending principal during retirement, let’s consider a 30-year retirement 
like a 30-year mortgage in reverse. When you first start making mortgage payments, you’re not paying back 
much principal at all. Instead, you’re paying primarily interest and only a small amount of principal. As the 
years go on and the balance gets paid down, you pay a little less interest and a little more principal. The process 
continues until, after 30 years, your mortgage is paid off.

Now, let’s imagine the same process in reverse. Take a pool of savings worth $1 million, generating 5 percent 
interest per year, or $50,000. If you take even just a little bit more than the $50,000 each year, just a small 
amount of your original principal, your $1 million in savings will be depleted within 30 years in much the same 
way that a mortgage is paid off.

Know, with Greater Certainty, What Your Financial Future Holds
Investing in income-generating securities is similar to lending your money to the largest U.S. companies that 
pay you regularly scheduled interest. In the case of bonds, at the end of the loan term, they send you the last 
interest payment along with the return of your original principal.

By owning predominantly income-generating securities, prudent investors can know, with a greater degree of 
certainty, what their financial future holds. Other investment vehicles such as common stocks and mutual funds 
don’t offer much certainty at all.
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All written content on this site is for information purposes only. Opinions expressed herein are solely those of Agemy Wealth Advisors, LLC. and 
our editorial staff. Material presented is believed to be from reliable sources; however, we make no representations as to its accuracy or completeness. 
All information and ideas should be discussed in detail with your individual adviser prior to implementation. The presence of this white paper shall in no 
way be construed or interpreted as a solicitation to sell or offer to sell investment advisory services to any residents of states where we are otherwise 
legally permitted to conduct business.

Advisory services offered through Agemy Wealth Advisors, LLC, a Registered Investment Adviser and fiduciary to its clients. Sound Income Strategies, 
LLC is a Third-Party Advisor. Agemy Wealth Advisors, LLC may recommend the services of an independent investment advisor (“Third-Party Advisor”). 
The recommendation will depend on the client’s circumstances, goals and objectives, strategy desired, account size, risk tolerance, or other factors. 
Advisor and client will work together to determine which Third-Party Advisor may be appropriate. Clients are never obligated to use a recommended 
Third-Party Advisor. Agemy Financial Strategies, Inc, Agemy Wealth Advisors, LLC, and The Retirement Income Store, LLC, are associated entities.

STRIDE Financial and STRIDE Investments
1925 N Clybourn Avenue, Suite 301

Chicago, IL 60614

STRIDE Financial is a full service financial services brokerage specializing in comprehensive, holistic financial planning, and 
offers a complete line of financial services and products for families and businesses - including retirement planning, college 
planning, estate planning, business planning, life insurance; annuities; health insurance; property and casualty insurance; 

long term care insurance; disability insurance; and investment advisory services. This presentation is for informational 
purposes only and is not intended to be a solicitation, offering, or recommendation of any security. Although this 

presentation may include investment-related information or opinions from its presenters, you should not consider anything 
you find in this presentation to be a recommendation that you buy, sell, hold or otherwise invest in an individual security, or 

any other investment or asset. This presentation does not intend to provide investment, tax, or legal advice. Investment 
Advisory services are offered by STRIDE Investments, LLC. Additionally, STRIDE Investments does not represent that any 

securities, products or services discussed in this presentation are suitable or appropriate for all investors



1. Income Specialists Invest Client Money in Individual Bonds, Not Bond Mutual Funds
Our Income Specialists possess the specialized training and knowledge required to create customized portfolios of individual fixed income 
securities, such as bonds and bond-like instruments. When you buy an individual bond, you have a guarantee that you’ll get a fixed rate of 
interest for the life of the bond, and when the bond matures, you’re guaranteed to get the face value of the bond back at maturity—assuming 
no defaults. With bond mutual funds, neither guarantee exists.

2. Income Specialists Look Beyond the Ratings
We learned during the Financial Crisis of 2007-2009 that all those AAA-rated mortgage bonds that were about to default had ratings 
attached to them that were far too generous. Income Specialists know they need to look beyond these ratings to research the actual 
financials and management of the issuers themselves.

3. Income Specialists Use Limit Orders
Most advisors will purchase fixed income securities using market orders and will end up buying those securities at prevailing market prices 
for that day. Our Income Specialists use limit orders when buying fixed income securities on their clients’ behalf. That way, if the prices of 
those securities happen to be up that day, we can be sure our clients don’t overpay.

4. Income Specialists Go Directly to Buyers And Sellers to Negotiate The Best Prices
Our Income Specialists are committed to conducting the research required to find out who is buying and selling various fixed income 
securities at any given time. That way, our traders can go directly to the buyer or seller and negotiate a better price for our clients.

5. Income Specialists take an Active Management Approach
Our active management of individual fixed income securities allows our portfolio managers to continually identify and act upon opportunities 
to maximize returns for our clients. Our active management approach allows us to take advantage of market dislocations and other short-
term developments in order to capitalize on opportunities to upgrade, or swap, for higher yields or capital gains for our clients. 

While most Registered Investment Advisory firms take shortcuts to simplify their efforts, our management team is diligent in their research. 
We seek to build customized portfolios of individual fixed income securities that fit the individual needs of each client.  In other words, we 
concentrate on helping you look forward to retirement with a greater sense of security than most typical stock marked-based plans can 
offer.
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5 Things that Set Our Income Specialists Apart

In the financial services industry, financial advisors will 
typically specialize in either the stock market or the bond 
market, but seldom both. If an advisor says they can help 
you with fixed income investing, most will take the easy 
way out and invest your money in bond mutual funds. 

The problem is that bond funds tend to have risks and 
tax implications that can be significantly reduced by 
investing in an actively managed portfolio of individual 
bonds. That brings us to the first thing that sets the 
Income Specialists at Sound Income Strategies and The 
Retirement Income Store® apart from the typical stock 
market-based financial advisor.
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