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Given this, you might wonder why so many advisors utilize bond funds instead 
of individual bonds. The main reason is that most advisors who specialize in 
more aggressive investments simply don’t have the resources or expertise to 
manage a diversified portfolio of individual bonds and bond-like instruments. 
That typically takes an advisor who specializes in income-based tools and 
strategies.
 

Bonds & Interest Rates  

With this in mind, there are many considerations when investing in individual 
bonds and preferred stocks:

Then, of course, there is the complex issue of yields and interest rates. For 
instance, when interest rates are low, you may wonder about the wisdom of 
buying bonds at all, thinking that when rates go back up, your bonds will drop in 
value.

But it’s never that simple, as many things affect bond values besides interest rates. 
If you’re investing in individual bonds and plan to hold them to maturity, interest 
rates largely become a moot point because your income remains steady 
regardless of any fluctuations in value.

There are three basic categories of investments: conservative, moderate, and 
aggressive.

Aggressive instruments are primarily invested in for growth. They carry a 
relatively higher risk of sudden losses. Conservative investment tools are deemed 
to have no default risk, while moderate instruments carry some default risk, but 
they are generally considered safer than aggressive investments. 

People typically use the instruments on the left and in the middle once they 
shift their investment focus from growth-first to income-first, growth-second. 
The interest and dividends normally yielded by these options give investors a way 
to generate reliable income and grow their money with less risk through strategic 
reinvestment. 

Bond Mutual Funds 

You may have noticed that one popular investment tool is absent from the chart 
above: bond funds. Generally, advisors specializing in income-generating 
strategies work with individual bonds and bond-like instruments rather than 
bond funds because individual bonds come with two important guarantees:
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A fixed rate of interest for the 
life of the bond.

Individual bonds offer fixed returns 
and maturity dates—assuming no 

defaults, you know what you’ll earn.

Remember to review maturity 
dates and creditworthiness.

Yields and interest rates are key 
variables that affect bond values.

Bond prices may fall when 
interest rates rise, but that’s 

not the whole story.

The return of its face-value 
investment upon maturity.

Bond funds, however, have no set 
maturity and fluctuating interest rates, 

so those guarantees don’t apply.

The return of its face-value 
investment upon maturity.



Annuities and REITs

An annuity is a contract between you and an insurance company that allows 
you to contribute money to a tax-deferred account. That sounds simple 
enough, but annuities are among the most complex investment tools available. 
They vary greatly in terms of types, features, and risk. 

As for Real Estate Investment Trusts (REITs), these options are also extremely 
varied. When choosing REITs, one needs to look at the type of real estate that 
the REIT is invested in, the average length of the leases within the REIT, and the 
profile of the major tenants, along with many other factors. 

Educational Process 

While this article provides an introductory overview, a financial advisor who 
specializes in income can guide you through a complete educational process to 
help you understand the pros and cons, potential risks, and expected returns 
of each investment vehicle and whether it might suit your personal goals and 
situation. 

Building your wealth by receiving consistent interest and dividends from your 
investments is a “bird-in-hand” approach that, for most people in or nearing 
retirement, represents a better alternative than crossing your fingers and hoping 
for capital gains.

The best way to get started and learn more is by contacting us, because we 
specialize in the universe of income-generating financial strategies!
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Investment Advisory Services are offered by Sound Income Strategies, LLC, an SEC Registered Investment Advisory firm. 
Spectrum Financial Group, Inc. and Sound Income Strategies LLC are not associated entities.


