Yield from GNMAs isn’t
all it’s cracked up to be

Recently I had a very pleasant,
but intense, argument with my cll-
ent, CB, over the true yleld he is
recelving on his GNMA Investment.

CB. argued, qulte correctly, that
he recclves 12 percent from bls
GNMA fund even though in today's
market of 9-percent would appear to
be quite attractive. In this artlcle I
wlll demonstrate the problem of cal-
:ul:ung the true yicld from a GNMA
und.

STANDARD YIELD: Calculatlon
of the standard yleld in the case of 2
no-load fund is relatively easy, Di-
vide the previous 12 month's divi-
dends by the net asset value (NAV).
Then study the average maturity
and the quality of the portfolio.

These two Independent variables
will have an effect on yield, with the
old trulsm, “high risk equals high re-
turm,” still applicable.

‘The next step Ls a blt more compll-
cated. Compare the yield to the lat-
cst 12-month performance.

The latest 12-month performance
1s the total return of the fund, which
cquals the sum of the dividends and
the capltal galns during that
added to the receat NAV, divided by
the NAV a year ago. The 12-month
performance figure should be great-
cr than the yleld.

THE GNMA YIELD: The GNMA
yleld calculation is mere complicat-

. Assume the ABC GNMA fund
shows a 12-month yield of 10.3 per-
cent and a total returs of 6.1 per-
ceat. Here is how the NAV calcula-
tion is done;

Year ended 12-31-1988

Income $1.90
Expenses {0.20)
Not Income $1.70
Distributions 1.72)

Not reallzed and unreallzed
qaln (loss) on Investraents (0.77)

(0.79)
NAV beginning of period $15.94
NAV end of period $15.15

Note that the fund pald more In
dlvidends ($1.72) than what was
avallable after expenses ($1.70). The
key to this puzzle Is in the loss of
investments,

‘The explanation lles in the fact
that this fund had Included in the
partfollo high-coupon mortgages by .
buylng them for more than face
value. High coupons allaw the fund
to make large distributions, which
increase the yleld.

When the mortgages backing the
GNMA are pald off due to
relinancing or people moving, the
holder reccives the portfolio of the
mortgage's principal assigned to the
certificate. Unable to reinvest this
raoney at a high rate, the fund loses
partof the pmnlum It pald wm;n
coupon paymen|
The investor mny have thought
that he or she received largs
dividend payments, and certalnly
paid tax on them, but the true yleld
vvia?dmuch less mnn the perceived
yield,

Let us now compare yield and
performance for ABC GNMA fund
for the year ending Dec. 31, 1988:
distributlons = yield
final NAV
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3172 = 114%
$15.15
ending NAV + distributions = 12-
month performance
beginning NAV
1515 + 1,72 = 5.8%
150
Note that during 1988 the
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@ CONSTRUCTION .
FlHAN’CEs
“Reduclog

y 18
Ihz Cost ol Clllms Adm!nmnuons"
discussed at meeting of Construction
Financlal Management Assoelation
In Detroit, Information: 491-2500.

© ACCOUNTANTS
ASSOCIATION

‘Tharsday, May 18 — National As-
sociation of Accountants meets in
; 652-

Investor's wealth has d only
5.8 percent because of the principal
erosfon. |

Actually, things are worse than
thoy seem, because the investor pald
taxes on the money that was
actually a return of capital.

Technlcally, this situation can be
corrected when the are sold
at a loss, but mest investors neglect
1o reco 1his tax loss and bence
miss that opportunity.

SEMINAR: “Lump Sum
Distribution — Five Cholces,”

'‘Medicare Tax — Myth vs. Facts,”

“Mutual Funds — Taxable va, Tax-
deferred” and “High Returns —
Must You Sacrifice Safety?”

The Seminar, sponsored by the
Observer & Eccentric Newspapers
and Coordinated Financial Planntng,
wlll be from 7-9 p.m. Tuesday, June
13, in the offices of Coordinated
Financlal Planning, Sheffleld Office
Park, 3250 W. BIg Beaver, Suite 540,

For reservations, call 643-8888.

Sid Mittra iz a professor of
Jinance in the school of business
at Oakland University and owner
of Coordinated Financial
Planning.
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@ FINANCES FOR THE
SURVIVOR

‘Thursday, May 18 — “Taking
Care of Finances When You Are
Alone” presented 10:30 am. to 7
p.m. in Farmingtoo Hills. Free. In-
formatlon: 851-7222. Sponsor: Em-
plre of America.

© RETIREMENT PLANNING
Thursdny, May 18 — “Retirement
Planning After Tax Reform” begins
at 7:30 p.m. In Blootmfield Hitls. In-
formatiof: Emlly, §52-3200 or 1-800-
172-6225.
© TAX-FREE EXCHANGES
Friday, May 18 —~ “How You Can
Profit From Tax-Free Exchanged”

- offered 8:30 a.m. to poon ln South-

fleld. Fee: $75. Information: G46-
7701. Sponsor: The Dictz Organiza-
ton.
© CPA WEEKEND

riday-Sandsy, May 19-21 — Cer-
tifled Public Accountant Weckend
offering up to 58 continulng profes-
slonal education credits. Registra.

tion fee: $25. Information: 370-3120.

Sponsor: Oakland Unlverslty.
© INVESTING FOR
RETIREMENT

Moeday, May 22 — “Financlal

Survlval- in* Retiresacot”  cffered
7:30-9:30 p.m. in Birmingham. Feey.
$12. Informatlon: 644-5832. Spornsor
The Community House.

© REAL ESTATE LICENSE
Moaday, May 22, l.kmngh ‘nmn-

day, June 22 — Prellecase

course for real estale salcs ptt)plu'

offered In Farmington Hills. Infor--

raatlon: 855-2222 or 1-800-572-2597.

Sponsor: Century 21 of Michlgan Inc,

Information for this column-
should be sent to the business edi-,
tor, Observer & Eccentric NL'LUL
papers, 36251 Schoolcroft, Livo-"
nia 48150, Information must be
received by Monday to be pub-
lished in the Thursday fasue. Pub-, ;
lication cannot be guaranteed. In- |
formation should contain o day-
time telephone number. where
information can be verified.
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Michigan Bone and joint
and Rehabilitation Institute
is pleased to announce
it has moved to the new
Beaumont Medical Building, -
West Bloomfield
6900 Orchard Lake Road, Suite 103
(313) 855-7400
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Niveteen officrs throughout the
mectropolitas Detroltarea,
DETROIT: 20060 Van Dyhe,
BI3-7180 119830 West 7 Mde,

537:3100. EAST DETROIT:

19080 East 10 Mie, 771-8840. .
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20400 West 12 Male,

358-20171 25177 Gevenfickl.
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7314500, PEARBORN: 13007
West Warren, 584,
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6561040, CR(ESENME -
WOODS: 20068 Mlack Avenue,
8840161, LIVOH1A: 33897

Five Mle Road, 4258813
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Limited Time Offer

Act now for an incredible rate on a deposit as

low as $500.

We're-offering this special one-year Cerfificate
of Deposit rate only in Michigan — and only

for a limited time.

Your deposit is FSLIC-insured up to $100,000
per account rélationship for total security.

To take advantage of this special offer, visit
your nearest Empire of America office or call
SMARTLINE at 1-800-843-2443 from
9a.m. to 9 p.m., seven days a week.

Interest and princinat must Femain on depusit a fullyear 1 the stted rale 1 earm he antuiat yiekd shown.
Tnirest is compoundded daly Substantialinterest perulty for early withdrzwal

EARN %% EXTRA INTEREST

You can cam a 'A% rate bonus when you open your one-year
Certificate of Depasit with a check drawn on another financial
institution for $10,000 or more. Prcscnl this coupon when

you open your account.

Offer expires 519189, This offcr is not available 1..7 Certificates of Dxposit of $100.000
peaalty for carly withdrawal.

ur more. Substantlal

&y Emp
Sy of America

=
Fedetst Savingy Bank
BAamder FSLIC
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O Surgery Hand Surgery Neurosurgery

Martin L. Welssman, M.D. Thomas Magnell, M.D. Stephien E. Boodin, M .
Kenneth W. Gitlin, M.D. Michael E. Pochron, M.D. Neurology

Harry N. Herkowliz, M.D. Raina Ernstoff, M.D.
Jerry Matlen, M.D. dicl

‘Thomas J. Dltkoff, M.D. 2nd Rheumal

od
Ronald S. Taylor, M.D. Jerold Shagrin, M.D.

In cooperation with Witliam Beaumont Hospital, a. broad ran, fc of Phy: stcm‘
Therapy services are now availabic at the ncw location, wecl 5 betwi
7-AM and 7-PM, and on Saturday from 8-AM until 2-PM. Call (51}) 855- /4}1.
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. THERE'S A -5
PARTY GOING

‘FRI., SAT., SUN.
MAY 19, MAY 20th
MAY 21, 1989

* Snacks - K
* Beverages
¢ Prizes

. : 1
g umme’ H
LnSer 1 3500 4o 2000
Liwing 4 Manufacturer’s Rebate
: on any Solarium or
] Patio Enclosures
] {Must Present Coupon for Rebate)
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PLUS TREMENDOUS SAVINGS ON
* SUN ROOMS » DECKS » SPAS

spumspeti b,

Py,

Quund Withest,
Lowing o

oo

TR E

FRIDAY 9 AM-9 PM
SATURDAY ....10 AM-9 PM
SUNDAY.......... 12 PM-5 PM

11930 Farmington
Livonia, M1
481?0




