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Municipals have a place in your portfolio

Flrst of two parts

The default in 1983 of the $2.25 bll-
LUen of municipal bonds lasucd by the
Wasbington Public Power Supply Sys-
tem — or "Whoops" — sent shock
waves through the tax-exempt securi-
ties market. Nevertheless, the munlel-
pal bonds market is still szfe and
sound. In a two-part article, we will
critically evaluate this market.

What are munlclpal bonds? They are
the debt obtigations of towns, citles and
states or authoritles established by
them. Maoy people call them “tax-ex-
empls." By whatever name, the obliga-
tions are paid off by taxes or by reve-

because the Interest Is free from feder-
al Income tax, The bonds are usually
exempt, too, from state and local taxes
in the area In which they are iasued.
For instance, if you are a resident of
Michigan and buy a munieipal bond ls-
sued in this state, you pay no taxes on
the interest. But If you buy a Californla

lTong-term tax-exempts have returned
approximately 7.5 percent on average.
By comparison, long-term corporate fa-
sues bave yielded about 11.8 percent on
average, and a treasury bond 11.6 per.
cent.

- Does that make tax-exempls attrac-
tlve for all Not

bond, you will owe state of
taxcs and probably local tazes as well.
In either case, you would have to pay a
capltal-galns tax on the proflt if you
sold the bond for more than you pald
forit.

How do yields for municlpals com-
pare with those for other types of
bonds? As a result of the tax break on

ta th . Interest, municipals carry lower ylelds
f,mjf;’f" projects bullt by the com: than do comparable corporate bonds or
even US. fzsues, which are

Why do people bay them? Primarily

subject to federal tax, In recent times,

Some Investment advisers suggest that
people conslder munleipal bonds only if
they bave Income taxed at more than
30 percent, If you are in the 30 percent
tax bracket, boying a long-term munjc-
ipal bond ylelding 9.7¢ percent is the
equivalent of recelving taxable Interest
of 14 percent. If you are In the top 80
pereent bracket, 9.7¢ percent tax-free
is the samo as a taxable yleld of 29.8
percent,

Is there more than one type of mu-

oicipal bond? Generally, there are two
major types of securities: General-obll-
gallon bonds and revenue bonds. To-
day, nearly 70 percent of a)l bonda ls-
sued are revenue bonds. These are
bonds on which the nterest and prinel-
pal are pald from the recelpts of the
faclllty bullt from the bonds, such aa
toll roads, electric-generating faclli-
tles, bridges and alrports, On general-
obligation bonds, the Interest and prin-
cipal are pald from tax revenues.

Does that mean that one is better
than the other? It all depends, Tradl-
tionally, general-obligation bonds had
boen consldered safer because they bad
the state or local government’s taxing
power behind them. But In réceat

some experts (o favor revenue lssues

-+ Sid
Mittra

finances and you

that are backed by earnlngs of speciflc
projecta,

Next week: ABC's of Tax-Exempt
Securitles, Part IT,

will conduct a financlal planning semi-
nar on March 7 at the MSU Manage-
ment Center in Troy. This session fea.

tures comprehensive financlal plan-
ning, retirement planning, and Invest-
ment and tax shelters, Admlssion'is
free and no reglstration Is requlired.
For more details call 643-8838,

Std Mittra is president of Coordi.
nated Financial Planning in Troy
and a professor of Economics and
Management at Oakland Universi.
ty in Rochester.
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Birmingham Community House
South Bates Street
Birmingham, Michigan

7:00-8:30 p.m.— IRA & IRA Rollovers
8:30-10:00 p.m,— Tax Shelters

Admission is free but seating is limited.
For reservations call
Mary Lou Zamora
(313) 964-9800
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U HOW'S YOUR
COMPUTER LITERACY?

ENRGLL MOW IN ACADEMY OH COMPUTERS

Loarn 16 tell your bits from. your.bytes; 8 RAM
from & ROM. Attend classes without ever
leaving home. Sign up for 8 12-week course
broadcast three convenlent times each week.
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