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When you look at all the investment options 
that are available, bonds, also known as 
fixed-income securities, may not be on 
the top of your list. Because they tend 
to offer steady income with lower risk to 
principal than other securities, bonds do 
not get the same attention and headlines 
as stocks or annuities. Although not always 
front page news, bonds should be a core 
component of any financial plan, regardless 
of an investor’s age, goals or life stage. 

Put simply, a bond is nothing more than a 
loan to the bond issuer for which you are the 
lender. The loan has a start date and an end 
date (where you are paid back the face value 
of the investment). During the course of the 
loan cycle, known as the term of the bond, 
you receive interest payments, known as 
coupons. Unlike owning stocks, where the 
investor becomes an owner in a corporation, 
bonds make you a creditor to the bond issuer 
(corporation or government). This is important 
because bondholders have a higher claim 
on assets than shareholders. Your financial 
advisor can explain this in more detail. 

basics
Bond



The Life of a Bond 

Let’s say you buy a $10,000 bond with a 6% interest 
rate that is scheduled to mature in 10 years (see 
illustration above). Every year, you can expect to 
receive two $300 coupons. Most coupons are 
distributed semi-annually, although some bonds pay 
coupons quarterly or monthly. Because the interest 
rate and the maturity date (when you get your 
principal back) are fixed, bonds are known as fixed-
income securities. 

The price of a bond in your account will fluctuate with 
market conditions. Generally, when interest rates 
rise, the price of bonds in the market falls. When 
interest rates fall, the price of bonds usually will go 
up. Regardless of the market value of your bond, it 
will continue to pay you the same, predictable coupon 
and will return at face value if held to maturity.

Types of Bonds

There are various types of bonds available to investors. 
Your financial advisor will give you a comprehensive 
look at available investments. Generally speaking, 
bonds are subject to market and interest rate risk 
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if sold prior to maturity. Lower risks are associated 
with government and municipal bonds. A U.S. 
Treasury security, for example, is a government-
issued bond that is guaranteed as to timely payment 
of principal and interest by the United States Federal 
Government. Corporate bonds, issued by companies, 
are typically higher-yielding but may carry more risk 
than government bonds. This is because corporations 
may vary in their ability to pay principal and interest in 
a timely manner. Some bonds are sold with adjustable 
interest rates. The interest rate can rise or fall 
depending on market conditions. Again, your financial 
advisor will work with you to determine the bond 
strategy that is best for you. 

No matter what type of bond you choose, there 
is satisfaction knowing you should receive steady 
income as well as the return of principal if held to 
maturity. No other asset class offers the combination 
of principal protection if held to maturity, liquidity and 
predictability that you experience with bonds.
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* This example shows a semi-annual coupon payout at 6% interest.

 This example is for illustrative purposes only.
 Not indicative of any specific investment.



How Bonds Fit into Your Portfolio

Although every investor should have bonds in their 
portfolio, individuals in the asset preservation and 
income distribution stages may benefit by putting a 
higher percentage of their portfolio in bonds. 

Younger or more aggressive investors can use bonds 
in their portfolio as a “shock absorber” to smooth 
out the more volatile returns of the stock market (see 
chart below). Investors in the asset preservation stage, 
typically aged 40-50, are in their prime investing years 
and are concerned with protecting accumulated assets 
and reviewing their allocation options. Investors in the 
income distribution stage, typically ages 50-60+, are 
starting to transition into retirement and need to plan 
for income investment (see chart on facing page for a 
typical portfolio of this stage). 

Bonds can fit in with investors in both latter stages 
because they can provide lower risk and steady cash 
flow. Better yet, your financial advisor can tailor a bond 
strategy to address your individual risk tolerance, cash 
flow needs and investment horizon.

Foundation Stage
 Establish career path
 Establish a budget
 Develop regular savings plan
 Learn about Investing

Accumulation Stage
 Early to mid-stage of career
 Determine appropriate risk levels
 Determine main investment goals
 Define asset allocation strategy

20 years old 30 years old

Example of asset allocation investor 
in their asset accumulation phase*

  Large Cap 55
  International 15
  Small Cap  10
  Bonds 15
  Cash 5
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Accumulation Stage
 Early to mid-stage of career
 Determine appropriate risk levels
 Determine main investment goals
 Define asset allocation strategy

Preservation Stage
 Prime earning years
 Protect accumulated assets
 Review asset allocation and   

rebalance if necessary.

Distribution Stage
 Transition into retirement
 Investment income
 Review asset allocation and   

rebalance if necessary

40 years old 50-60+ years old

Example of asset allocation for a person in or 
approaching retirement or a more financially 

conservative investor*

 The LPL Financial Advantage

At LPL Financial, we provide our advisors with the 
tools they need to make you successful. Your advisor 
will work with traders on our Fixed Income Sales and 
Trading Desk to help develop a bond strategy for your 
specific needs. Our team of experienced investment 
professionals brings the full range of bond products 
and strategies to you using a state-of-the-art trading 
floor with the latest technology. 

Your advisor’s relationship with LPL Financial provides 
the experience and technology necessary to develop a 
comprehensive bond strategy based on your needs. 

*  Asset allocation cannot guarantee a profit or protect against 
a loss.

 Actual allocations will vary based on your particular situation.

  Large Cap 25
  International 10
  Small Cap  5
  Bonds 50
  Cash 10              
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The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested 
into directly.

Small-cap stocks may be subject to a higher degree of risk than more 
established companies’ securities. The liquidity of the small-cap market may 
adversely affect the value of these investments.

International investing involves special risks such as currency fluctuation and 
political instability and may not be suitable for all investors. 

Stock investing involves risk including loss of principal.

To the extent you are receiving advice from a separately registered independent 
investment advisor, please note that LPL Financial is not an affiliate of and 
makes no representation with respect to such entity.
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