Summary:

e Bond fund invest-
ments are not the
same as owning
individual bonds.

e Bond Funds
behave like equi-
ties and trade like
stock funds.

e Individual bonds
pay a fixed rate of
interest, then
return the face
value when due.

e Bond funds pay
variable divi-
dends.

o With individual
bonds, you incur
lower fees.

® Bonds come due;
bond funds and
ETFs do not.
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It’s easier to buy bond funds. So,
why buy individual bonds? This
note will explain some of the ad-
vantages of individual bonds over
bond funds.

Protection of Principal: At the
outset, keep in mind that individ-
ual bonds will return their face
value when they come due and will
pay interest at fixed dates. Stocks
may or may not pay dividends and
never come due. This is the major
distinction between stocks and
bonds. Bond funds are like stocks
in that they never come due. You
cannot predict the future value of
bond funds or their dividend pay-
ments. Thus, even bond funds
that hold very secure bonds may
not protect your principal.

Impact of Inflation: Inflation
erodes the value of all investments.

However, if you own a bond ladder
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Bond Funds = Individual Bonds — NOT

of individual bonds, rising interest
rates resulting from inflation will
enable you to increase your cash
flow and rate of return. This will
occur if you reinvest your interest
coupons and principal payments
when your bonds come due in
higher yielding bonds. You will

Stan & Hildy Richelson, bond ex-
perts and authors of 4 bond books

have no loss on your individual
bonds if you hold them until they

Are you riding the bond fund rollercoaster?

Daily you will hear about the move-
ments of Treasury bond interest
rates. Bond prices and yields move
in an inverse relationship. That
means that when interest rates
decline, bond prices rise. When
interest rates rise, bond prices de-
cline. It is a seesaw of ever fluctuat-
ing values. Should this matter to

you?

If you purchase a bond fund or ETF
the value of the fund will change
automatically along with the fluc-
tuation of interest rates. Thus,

when you decide to withdraw cash
from your fund, the price of your
fund is at the mercy of the market-

place.

While an individual bond’s value
will also fluctuate, each day it
marches one day closer to its due
date. Unlike a bond fund or an ETF,
you know that one day it will be
redeemed at the bond’s face value.
This enables the individual bond
holder to ignore market fluctua-
tions, knowing that interest will be
paid every 6 months, and the prin-
cipal when due.
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come due no matter what their
price is while they are outstanding.
On the other hand, rising interest
rates will decrease the value of
your bond funds, possibly substan-
tially, even if the funds hold very
safe bonds. If your bond funds
declines in value, it is unclear
when you might recoup your

losses.

Costs: When you purchase an
individual bond you pay a
“spread”, the difference between
your purchase price and what the
broker paid for the bond that is
sold to you. This is a one-time
cost to you. When you purchase a
bond fund or bond ETF there are a
variety of annual and one-time
costs and transaction fees. If you
buy an individual bond as a new
issue, there is no spread.
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Important Disclosure Information

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there
can be no assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or indirectly in
this newsletter (including the investments and/or investment strategies recommended or undertaken by Scarsdale Investment Group, Ltd.), will be prof-
itable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to various factors, including changing
market conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or
information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Scarsdale Investment Group,
Ltd. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she
is encouraged to consult with the professional advisor of his/her choosing. A copy of Scarsdale’s current written disclosure statement discussing our
advisory services and fees is available for review upon request.



