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BOND LADDERS

In a bond ladder, the bonds’ maturity dates are evenly spaced across
several months or several years so that the bonds are maturing, and the
proceeds are being reinvested at regular intervals. The more liquidity that
an investor needs, the closer together his or her bond maturities should be.
If interest rates climb in future years, as is likely from today’s very low
levels, the prices of existing bonds with lower rates will fall. The impact may
be felt more keenly by holders of bond mutual funds and exchange-traded
funds than by investors who have bought individual bonds. The latter have
the option to collect their bonds’ full face value at maturity, while bond
mutual funds don’t mature.
Using Bond Ladders in a Retirement Plan
A principle of retirement planning is to have three
to five years of predictable cash flow to live on
during the first several years of retirement. If you
retire at the beginning of a down market, you
will not have to sell stocks that are down to have
enough cash available to live.
The concept is to create a bond ladder with
each rung of the ladder representing one year of
budget needs. If the market is positive, you sell
stocks that are up and live on that money. The
bond that comes due that year is reinvested at
a new higher rung on the ladder to become due
in a later year. If the market is negative, you use
the bond that year for your budget and keep the
stocks invested in the market, allowing them to
get back into positive territory.

(Continued on next page)

Example of a Bond Ladder
Year 1

Year 2

Year 3

Year 4

Year 5

Bond A
(Matures in 1 year)
$20,000 at 5%
Bond B
(Matures in 2 years)
$20,000 at 5.25%
Bond C
(Matures in 3 years)
$20,000 at 5.5%
Bond D (Purchased with the proceeds from Bond A)
(Matures in 3 years)
$20,000 at 5.5%
Bond E (Purchased with the proceeds from Bond B)
(Matures in 3 years)
$20,000 at 5.5%
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