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Making The Switch: Bond Funds vs. Bond SMAs

A diversified portfolio utilizes different sectors and asset classes to help meet an overall financial 
objective.  At Crossmark, our clients allocate their funds to our fixed income products for three reasons: 
1) the ability to diversify by economic sector, 2) the ability to invest in what we call a “known entity” 
to match the client’s specific future cash outflows with future cash inflows from a portfolio of bonds, 
and 3) the consistent defined income (known as a bond’s coupon) due from a bond issuer’s obligation 
to make payments in specific amounts on specific dates.  Although the diversification component can 
be delivered via different fixed income options, including mutual funds, the ability to tailor the income 
stream derived from the portfolio can only be realized through the use of separately managed accounts.
 
In a separately managed account (SMA), the client does not own a portion of a larger, comingled 
portfolio of bonds along with other investors, as is the case in a mutual fund.  Rather, the client 
personally owns the individual bonds held in his or her account.  

There are many advantages to an SMA providing the ability to tailor your investments to your own 
personal story in order to help you achieve specific financial goals.  An investor may choose a portfolio 
that matches their liabilities with specific maturity requirements, helping to negate the need for selling 
shares of a mutual fund at perhaps an inopportune time in the market. 

Fixed income total return is comprised of two factors – a price return and an income return.  As interest 
rates and/or credit spreads shift, the price return could be negative.  Unfortunately, it is at this time that 
many fixed income mutual fund shareholders decide to liquidate causing the fund to capture losses.  If 
an investor owns individual bonds, he or she can make the choice to hold a bond to maturity, thereby 
decreasing the effects of market value volatility and allowing the investor to collect the yield to maturity 
contemplated at the date of purchase.
 
For clients who rely on a specific income stream, the advantage of investing through an SMA is once 
again apparent.  Since the investor owns the individual bonds, as income is paid, he or she can simply 
withdraw those funds from the account and use that income for whatever purpose, as needed, such as 
school tuition, healthcare, living expenses, or other family obligations.  This income flow is a contractual 
obligation from the bond issuer to pay, in most cases, a consistent amount of interest every six months. 
 

Months 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Bond A A A Coupon

A Principal

Bond B B B B Coupon

B Principal

Bond C C C C Coupon

C Principal

Client decides whether coupon/maturity payments are re-invested or distributed as cash.

Bond B C A B C A B C Coupon

SMA A B C Principal

Source: Crossmark Global Investments

Simplified example of coupon and principal payments under a Bond SMA
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With a mutual fund, the investor doesn’t have the ability to receive those same coupon payments on 
each payment date nor does the investor have a say in whether to withdraw the funds or reinvest them 
back in the portfolio – this decision is at the discretion of the fund’s portfolio manager.  Having the 
ability to make such decisions for one’s self is important to many fixed income investors.

Months 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Bond A A A Coupon

A Principal

Bond B B B B Coupon

B Principal

Bond C C C C Coupon

C Principal

Fund manager distributes portion of coupon/maturity payments as monthly
or quarterly cash dividends, re-invests remainder in new bonds.

Bond Mutual Div Div Div Div Div Dividends
Fund

Source: Crossmark Global Investments

Simplified example of coupon and principal payments under a Bond Mutual Fund

There are an infinite number of ways to structure an investment portfolio based on a client’s individual 
financial goals.  For clients who are looking for diversification, the ability to match their liabilities with 
maturing bonds to reduce the need to liquidate, the power to determine how to utilize their own earned 
income, and the advantage of having their own personalized investment experience, a separately 
managed account is worth considering as an appropriate fixed income investment option.  
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Crossmark Global Investments, Inc. (Crossmark) is an investment adviser registered with the Securities and Exchange Commission that provides discretionary 
investment management services to mutual funds, institutions, and individual clients.  Investment advice can be provided only after the delivery of Crossmark’s firm 
Brochure and Brochure Supplement (Form ADV Parts 2A and 2B) and once a properly executed investment advisory agreement has been entered into by the client.  

Information and recommendations contained in market commentaries and writings are of a general nature and are not intended to be construed as investment, 
tax or legal advice.  These materials reflect the opinion of Crossmark on the date of production and are subject to change at any time without notice.  Where data 
is presented that was prepared by third parties, the source of the data will be cited, and we have determined these sources to be generally reliable.  However, 
Crossmark does not warrant the accuracy of the information presented.

All investments are subject to risk, including the possible loss of principal.  Past performance does not guarantee future results.

The Crossmark Steward Funds are distributed by Crossmark Distributors, Inc., member FINRA.  Crossmark Distributors is an affiliate of Crossmark Global 
Investments, the Steward Funds’ investment adviser.

Before investing in a mutual fund, you should read the fund’s prospectus carefully and consider the fund’s investment objectives, risks, charges and 
expenses.  The prospectus contains this and other information about the fund.  A copy of the Steward Funds’ prospectus may be obtained free of charge 
by calling Crossmark Distributors at 800-262-6631.

Crossmark Distributors, Inc. 
Member FINRA

Crossmark Global Investments, Inc.
15375 Memorial Drive, Suite 200, Houston, TX  77079
888.845.6910  advisorsolutions@crossmarkglobal.com 
crossmarkglobal.com

About Crossmark’s 30 Year History

Crossmark Global Investments is an innovative investment management firm. The firm provides a full suite of investment management 

solutions to institutional investors, financial advisors and the clients they serve. We have a multi-decade legacy of specializing in 

responsible investment strategies for clients. Founded in 1987, the firm is headquartered in Houston, Texas. 
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