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Duration rates bond’s volitility

Recently I suggested to Mr. John
Doe that he buy a AA-rated munici-
pal bond with a 30-year maturity
and 5.65 percent coupon. Mr. Doe’s
question: “That's well and good. but
what is its duration?"

The bond rating does measure a
bond’s default risk, but it does not
measure a bond's volatility, depend.
Ing tpon its maturity.

In general, given a change in the
interest rate, the longer the time re-
maining to maturity of the bond. the
greater is the price fluctuation.

For instance, if the interest rates
rises from 8 to 10 percent, the price
of a 5-year bond would drop by $76
to 5824 whereas the price of a 20-
year bond would drop by $170 te
$830.

Duration is a measure of this vola-
ulity of bond prices relative to their
maturity.

IN TECHNICAL jargon. duration
15 “weighted average of the time 1t
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At the heart of the calculation of
duration is the concept of present
value, which s based upon the old
cliche, "a bird in hand is worth more
than two in the bush.”

For example. the present value of
2 $100 interest payment received to-
day is of course $100. However. the
present value of the same interest
expected to be received 10 years
from today 1s only $46.30. if the cur-
rent interest rate 1S 8 percent.

In calculating duration, the pres-
ent value of cach coupon payment o
be received 1 the future is first cal-
culated. Then “an average™ of all
d which, in

takes to recoup your i .
Put differently, it measures the time
1t takes for you to recover your prine
cipal as well as the interest you ex-
pect to recelve from the bond.

is

wra. helps to delermine the duration
of vour bond This concept helps you
find out how much risk there really
15 1 the bond you own.

THE ACCOMPANYING table pro-
vides the basis for a clear under-
standing of the value of duration.
Suppose you own a 20-year munici-
pal bond with an approximate yield
of ©.55 pereent and a duratien of 10.2
years.

This means that if interest rate
rises by 1 percent, the bond would
decline by 10.2 percent. Alternatives
Iy, if the interest rate falls by 1 per-
cont, the bond would gain 10.2 per-
cent,

The sanie concept can be extended
10 a_bond fund. Say the ABC munici-
pal bond fund has the following aver-
age maturities: long-tcrm portfolio:
10 years: intermediate-terim port-
folio: § years: shart-term portlolio: 1
year. This implies that the long-term
segment s 1wice as volatile as the

intermediate  segment, which has
about five times the risk of the short
term portfolio.

e Duration is a measure of the
payback period. Sinee higher
coapons pay back faster, the higher
the coupon, the Jower the duration.

® For short and intermediate-
term bonds with a maturity of, say,
less than five years, the number of
coupon pasments is relatively small
and the bulk of the payment is
received when the bond matures.
Consequently, the duration and ma-
1urity are almost identical.

& As maturitics Increase, so docs
duration, because it takes longer to
recover your investment. Also, be-
yond 25 years, duration Increases lit-
1le as maturity increases, because
the present values of coupon pay-
ments to be received after 25 1o 30
years are negligible.

duration

malurlty duration
yaars yleld* years
1 4.55% 1.0
3 5.15’/, 27"
5 5.65% . 4.3
7 6.05% 5.6
10 6.60% 7.2
20 7.55% 102’
30 7.65% 1.7
*AAA-raled municipal bond priced at par

Source: M.D.S. Investors Services Inc.

# For zero-coupon bonds, dura-
tlon and matority are identical, be-
cause there are no coupon payments
in these bonds.

Duration measures are not readily
available, becausé this is pat a con-
cept casily understood. Consult the
portfolio manager of your mutual

fund for the duration of the part-
folios in which you lnvest.

Seminar: “How to Invest Home
Equity Safely: New Investment Op-
portunitics; New Tax Law After One
Year." The seminar, sponsored by

the Observer & Eccentrle Newspa-
pers and Coordinated  Financlal
Planning, will be 7-9:30 p.m;
Wednesday, Oct. 21, at the Kingsley
Inn, 1475 N. Woodward, Bloomlield
Hills..

For reservations, call 643-8888.
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© BEGINNING SPREADSHEET

Thursdays, Oct. 15 1o Nov. § —
~Beginning Spreadsheet using IBM-
PC and Lotus Symphony " offered 7-9
pam. in Bloomfield Hills. Fee: §75.
Information: June Fasang. 645-3835.
Sponsor: Cranbrook Schools.

@ INVESTMENT
INFORMATION

Thursday-Saturday, Oct. 15-17 —
Investors Gallery of stock Invest-
ment information offered 2-6 p.m.
Thursday. from noon to 6 p.m. Fri-
day and {from 10 a.m. to 4 p.m. Sat-
urday in Detroit. Free. Information:
543-0612. Sponsor; National Associa-
tion of Investors Corp.

© COMMERCIAL
BROKERAGE
Friday, Oct. 16 — “The How-To's

of Commercial Brokerage™ continu-
ing, education class begins at 8 am.
in Detroit. Non-member fee; $85. In-
formation: Brenda Zimmerman, 259-
0400. Sponsor: Detroit Board of Re-
altars.

© SMALL BUSINESS
GROWTH

Friday, Oct. 16 — Growth strate-
gies for the going concern confer-
ence hetd all day in Union Lake. Fee:
$75. Information: 360-3041. Sponser:
Oakland Community College.

@ CHRISTIAN MEN

Friday, Oct. 16 — Full Gospel
Business Men's Christtan Fellowship
meets in Farmington. Information:
Stanley Marentette, 464-7291.

® WOMEN IN MICHIGAN
Friday-Sunday, Oct. 16-18

“Wwomen Mecting the Challenge In
Michigan" conference In Detrolt.
4 . 7

® FAANCHISE WORKSHOP
Monday, Oct. 19 — “Pros and

fee: $175. i

Cons of F " workshop of-

5.
963-5088. Sponsor: Women's Eco-

nomic Club.

® PERSONNEL
CONSULTANTS
Fridoy-Soturday, Oct. 16-17 —
Annuat convention of Michigan Asso-
ciation of Personne! Consultants in
Troy. Non-member fee: $200. Infor-
mation: 759-6910.

® 50+ FINANCIAL PLANNING

Monday, Oct. 39 — “Financlal
Planning for the Nifty Fiftics” class
offered 7:30-9:30 p.m. at The Com-
munity House, 380 S. Bates. Bir-
mingham. Fee: $12, Information:
644-5832. Sponsor: The Community
House.

fered at 2080 W. Big Beaver, Troy.
Fee: $10. Information: 649-B646.

Debbie Stabenow, 1 (517) 3731770,
Sponsors: Michigan Departments of
Labor and Commerce, House Sub-
comimittee on Small Business.

® TECHNOLOGY COUNCIL

Thursday, Oct. 22 — Michigan
Technology Council meets in South-
field, Informatlon: 763-9757,

Sponsor: Start A Business Store.

© FINANCIAL PLANNING

Monday, Oct. 19 — Free financial
planning seminar for people within
10 years of retirement begins at 7:30
p.m. in the Bloomfield Township Ll
brary. Information: Shirley Peisner,
626-1600. Spensor:  IDS/American
Express.

@ BARRIER-FREE LAW
Monday, Oct. 19 — Free forum on
changes in state Barrier-Free De-
sign law and regulations from 8:30
a.m. to noon in Detroit, Information:
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+DEAL DIRECT WITH MANUFACTURER

+ OVER 2 MiLLION INSTALLED

+GOOD HOUSEKEEPING SEAL

+ LIFETIME LIMITED WARRANTY

«DEBT CONSOLIDATION FINANCING
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In Southfield!

That's Right! OLDE DISCOUNT,

America’s Number One Di kbrol
has recently opened an office at 26600 .
Southfield Road to fill all of your
investment needs. i -
U yd

In addition to discounts on our fast and efficient
execution of stock, bond, and option trades, OLDE
also serves you with a wide variety of other invest-
ment services. No Fee Financial Planning and
Individual Retirement Accounts (IRA) with

no start-up or maintenance fees, are

avafiable to you as an OLDE investor.

Ask about OLDE's wide variety

of mutual funds.

gmp by our new office at 26600 Southfield

d and open your Brokerage Account today!
Or you can start zradiuﬁ today,

with just one phone call.

Amanga s Hamzer Orw Discoant Stocadronet

4/ OLDE DISCOUNT

¢ O R r

T
\Im'«‘\\ N osIpr

+ 751 Griswold St. + 961-6686
Washington + 662.5000

Datront - The OLDE uldl
Ann Arbor - 200 E.

Bloomfeig Hills + 2504 N.Woodward Ave. + 3387
Owarboen + 24323 Ford Ad. + 5651122
rmington « 34527 Grand Alver « 471.2222

Grosse Poim 8 + 20918 Mack Avenue + B34
LIvOr 33288 Siz Mile Rd + $23-9000
Mt Cl ns « 41731 Garfieid + 263-3000
Neater + 134 W University Dr. + 8516300

Aoc

Southfield + 26600 Southlisid AY + 540-2800

Sterling Heighta + 42450 ¥an Dyhe + 254.2100
Troy + 888 W. Big Deav 382.5500

+ BI26 Tweive

Warre: Miie Rg « 781.7374
West Bioomfieid « 6148 Orchard La

Ad - 8535000
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« Lowes! Prices
Anywhetet

» Fastest Delivery
Anywhere!

“FACTORY-DIRECT!

Save Even Mort
SHOP IN THE STORE!

'DELIVERY

at our new.
FACTORY
LOCATIONS!*
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S5 82%!

» Finest Quality
Anywheee!
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Guaranieed!
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storage beds, bunkbeds. trundles. Desks. chiests, night-
stanhy. Stozige and baokeases. Comfortess, sheets, decont-
tive wall coverings and lighting. For information about
our Free In-Home Design Assistance call Bedrooms

For Kids at 540-5551.

BEDROOMS
FOR KIDS

Birmingham—The Corners « Southtleld Road & 13 Mite Road
Phone §40-5551

Her very own room.

The memories start at Bedrooms For Kids.

«WHEN 1 JOINED UNITED TECHNOLOGIES, IGOTMORE |
THAN THE CHANCE TO GROW WITH THE COMPANY. L
1 GOT THE OPPORTUNITY TO BE PART
OF MICHIGAN’S LARGEST CREDITUNION?

1 your business. For years, Doarborn - ® Interest Checkls Committed to

1slocated onford  Federal Credit Unlon »Visaand quality, Dearborn our services

Motor Land has afull ‘with no annual fee TFederat Credit Unlon and membership .

fopment range of personal ® Automatic Payroll e i i
Corpotate property., financlal services members withthemost  3137336-jOtN e vistt |
such as Parklane t Ford. L] t nph g office. '
Towers. Falrlane Town  Motor Company Programs. Nnancial
Center, Faltlane Office  employees, retirees avallable.
or Commerce Parks, and their relatives. & and much more:
you, too, canenjoythe  NOw. you and yousr
of Dea ake
federal Credit Unlon advantage of our many
services
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