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. Know possible risks when working with bonds

" Second of two parts.

Lost weok's
column present-
od soveral key
features of a
flzed-income se-
curity, This
wock's column
explures various
risks associated
with a bond.

—
HKORE THAN
MONEY

Many Faces of
Risk

Even bondw
Idcnll::ul

SID MITIRA
PHD

ities and

¥
or YTM, can significantly differ
from ane another becauss of the
varylng degrees of risk associated
with them. Several types of risk
have telling effecta on bond pric-
es, an discussed befow.

Intereat Rato Risk: Thoe inter.
cut rate risk refers to the possibil-
ity of variations in bond prices as
o result of fluctuations in market
interest rates. As a general ruls,
when market Interest rotes rise,
bond prices decline. The opposite
is true when market rates drop.
Figure 1 demonstrates this rela.
tionship,

The interest rate-bond price re-
Vationahi \s an i

fact. Even In the case of a perfect-
ly safe, non-callable Treasury
bond, the impact of the fss in in-
terest rates can be devastating.
. For Instance, Figure 2 reveals that
n mere 2 percent increass in the
Interest rate would elash the price
« of a 20-year, 7.6-percent Treasury
Lond by 18 percent. Of course, the
reverse is also true. In 1991, for
instance, because of ateadily de-
. clining interest rates, lang-term

‘Troasury bonds racked up total
returns of 10.3 percent — a stun.
ning performance not likely to bo
repeatsd any time in the near fu-
ture,

Inflatfon Rlsk: The in{lation
risk Ia the impact that inflation
han on the coupon payments and
the return of the principal. For in-

terms of intorest and principal
payments,

‘Thus, & rieing yield (or falling
price) on a bond may reflect a

situntion rathor than any overall
rise In market intoreat rates. Sll‘n:

Diversifylng with Interna-
tlora)] Bonds: Many (oroign
aro atill in ion, ur

Figure 1
TUERELATIONSHIP OF RATES TO PRICES

are beginning to recover. 8o for
now, higher interest rates may be
available in international bond
funds.

itarly, when o
on 1 Ay the

stance, if a contract is made un-
der which an Investor holding a 10
percent bond receives an interest
payment of $100 at tho end of ono
year, the nominal interest Is 10
percent. Howover, if during the
year the price level riscs by, say, 6
percent, then the real Interest
(adjusted for inflation) would be
only 9.4 percent. So, 1}

yield= on its obligationa decline.

Callabflity Risks: Callabillty
risk refers to tha poasibility of the
bond's being called before maturl.
ty. Typlcally, if a bond is called,
the premium is patd by the josuer
to the bondholder; this i

But golng éas for
bonds should not let tha relative-
1y high returns tempt them ’irzlo
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putting too much of the
Iin thess potentially volatile mer-
kets. So, 10 to 15 percent of the
total funds Inveated in fixed-in-
come securities should be suffi-
cient to i tho foreign expo-

often varies directly with the re-
maining years to maturity, A

that the principal is recelved after
one year, the value of $1,000
would drop to $943.40 in real dol-
lars, a loss of 6.68 percent.
Maturity Rlsk: Becauso the
future is assumed uncertain, in-
veating In a bond with & longer
maturity always involves a higher
risk then tho risk assoclated with
£ shorter-maturity bond. Because

fora
bond called at the end of the call
protection perlod would be one
year's interest.

Risk Reductlon Strategies
Several risk reduction strato-

giea applicabls to bonds aro avail-

able that have worked well over

time. Some are discussed below.

. l.nldderlnl Bond Investment:

pure measurably and get the
diversification needed to help mi-
tigate price and Interest-rate risks
on the domestic holdings.
Investing in Tax-Exempt
Bonds: Yiclds on tax-exempt
bonds may stlll look attractive in
comparison with taxable bond
yields, especislly for investars
who pay top tax rates. And In a
higher tax environment, increased
demand for tax-exempt funds can
help provide some support for

bond  holders fly prefer
shorter-term investments to mini-
mize risk, they require a higher
prermalum for investing in long-
term securities. Borrowers aro
willing to pay the i bo-

bond —_

icipal bond prices.

whether an investor holds indi-
vidual bonds or sharea in funds
— s a commeonly rocommended
atrategy that may be suitable for

cause they want 1o avold the im-
pact of future increases in interest
rates.

Default Rlak: Yiclds reflect a
borrower's credit quality, Lower
quality, or non-inveatment grade
bonds — those rated BB or below
— generally offer higher yields
than better quality issucs, but
they have moro potential for price
volatility, The higher yicld com-
pensates tho inveator for lending
money to a company that is con-
sidered more likely to default in

bond # 1 means
buying bond Investments that
mature at different times., As a
rule, investors should buy bonds
with maturities within a ten-year
time horizon. That way, every
other year or so, they can roll over
abaut 20 percent of their portfolio
into new bonds st the prevailing
rates, With this spproach, inves.
tors can catch high yields when
interest rates rise, and premium
prices when they drop, which can
help emooth out the overall vola-
tility of their portfollo over time,

Adopting Dollar-Cost-Aver-
aging Strategy: A simple meth-
od that can help obtain good val-
ues in the bond market is dollar-
coat averaging regularly
investing s fixed amount in bonds
or band funds that match inves-
tors' noeda, This strategy can be
particularly effective when rein.
vesting bonds that have come
due, or shifting investments to re-
flect changing goala and nceds.
With dollar-cost averaging, inves-
tors buy more bonds or shares
when prices are down, and fewer
when they go up. Of course, dol-
lar-cost aversging doean't protect
oguinst a loss in declining mar-
kets or ensure a profit in rising

, Figure2

Pond Price Volaulity
(based on 7 5% coupon)
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markets, and investors may have
o goin or loss when they sell their
shares in bond funds.

Sid Mittra, Ph.D., CFP, is pro-
fessar of finance, Oakland Univer-

sity, Rochester Hills, and owner,
Mittra Associstes, a Troy finan.
cial consulting fum. Thiz column
was critically reviewed by Profes-
sor Jerrold Grossman, Ockland
University.

BUSINESS MILESTONES

This column highlights promo-
tions, transfers, hirings and other
* key personnel moves within the
Qakfand County business com-
munity, Send a brief blographical
summery — including the towns

sors in the media di of

lnakd will to

BBDO Detroit in Southfield.

Gerald Van Wyke of Birming-
ham jolned the Detroit law firm of
Felkens, VanderMale, Stevens,

. of and

' and a black-and-white photo, Iif
- desired — to: Business Edjtor,

Eccentric Newspapers, 805 E,

" Maple, Birmingham, M! 48009,

Del A. Szurs opened a law off-
ice in downtown Rocheater. Ho
had been a commercial litigatlon
attornoy for Dickinson, Wright,
Moan, Van Ducacn & Greeman,
The office number is 652.8900.

Lynas Dodson was appolnted
branch manager at Mctrobank's
nowest location in West Bloom.
field. Shelloy Disbro was named
branch manager at Metrobank’s

i office. Rlek d

Bellamy & Gilchirat. Van Wyke
has 25 yours of logal and bus(nesa
experience, 15 of which were spent
practicing law at the Detroit firm
of Bodman, Longley & Dahling.

Sharon D. Campbeli joined
Stone, August, Baker Communi-
catlons Cos. In Troy ns writer/edi-
tor for the group's public relations
and human resource services. Bo.
fore joining tho company, Camp-
bell was public relationa/market-
ing director for the Flint YMCA.

Tiernoy Ohly of West Bloom-
field was promoted to independ-
ent regional advisor in the Longa-
berger Co. sales progrem Ohly is

Troy. 8 Wi
manago alf retail lending func-
tions.

Dan Rocves was named mern-
bership director with the Associ-
ated Food Dealera of Michigan in
Southfleld. Rooves had worked far
the Michigan Restaurant Associ-
ation in Lansing.

Don Tannoer of West Bloom-
field was named account execu-
tive for Morx Layne & Co., a
Farmington Hills-bnaed market-
ing and public relations firm.

Tammy Brown joined Conway
MacKenzis & Dunleavy, o l'm.An.

Mark A. Davis and Carolyn
M. Claerhout of the Bl field

Carp. He has more than 24 years
of and tel i

Hills office of Howard & Howard
Attorneys, P.C. have become
sharcholders of the carporation.

Michacl Simonte of Farming-
ton Hills was promoted to senlor
oudit manager for Emnst &
Young's Detroit office. He joined
the firm in 1986,

Robert Butters of West
Bloomficld was named director of
information systems at Detroit-

based Michigan Health Care

tions expericnce.

James Meriln of West Bloom-
fiedd earned the designation of
Chartered Financial Analyst.
Martin is a financial advisor with
the Baker Financial Group.

David M. Schmidt of Raches-
ter Hilla joined Ellis/Nacyasert!
Genheimer Associates Inc. in
Troy as chicl electrical engincer.
Schmidt has 25 years project

and

perience in the clectrical area.

Sarah Beth McDonald of Troy
and Tony Wenson joined the
staff of in-house writers and pro-
ducern for MVP Communications
Inc. in Troy. Each is now a pro-
ducer/writer/director.

Michael Kenny wan promoted
to account supervisor on the
Rockwell Intemational Corp. ac-
count at the Detroit office of
Bozell Worldwide Advertising in
‘Troy. He had been senior account

[

A High

cial and
firm in Birminghom. She has be-
come an associate.

Kris Shaffer of Birmingham
was promoted to vice president,

Train for a “Real™ carcer as a

- was appolnted marketing mana- | one of more than 23,000 inde- associate director of strategic
ger of Metrobank in Farmi pendent i 1 lanning for the Lincoln brand
Hilla. the company nationwide. graup with Young & Rubi, De-
. troit.
Sharryn Kneshtel was ap- Charles E. Lewis Jr. and Mi-
pointed Midweat saleaman for chael C. Nowicki were promoted Brian J. Leslle was named
Palmer Paint Products in Troy. to aasociates with Giffels Hoyem .| vice president-Chevrolet market-
She had beon a deslgn consultant.| Basso Inc. In Troy. Lowis joined ing with the Sandy Corp. in Troy.
Garrott Heas was appolnted the company in 1986, Nowicki Other promotions were Ted M.
East Coast salesman. He had Joined the firm in 1984. Prrybockl to creative director-
been technical director. Chovrolet marketing and
Sandra C, Spears of South. Kimborly Downs to business
Jano McNamars was ¢lected field was promoted to assistant fead-Chevrolet marketing.

president and chairman of the
board for the Soclety for Consum-
-er Affalr Professionals in Busi-
neas in Farmington Hills,
McNamara is executive vice pres-
jdent and chief operating officer
of consumer Credit Counseling
Services of Michigan.

James Martin, a representa-
tive of lh: l_}:ker Flnn:lhdd_' Glmup

public marketing manager at To-
tal Health Care, & health mainte-
nancoe organization based in De-
troit. Spears will manage moro
than a dozen merketing repre-
sentatives end recruit physiciana
aa primary care providers.

Gregory Myford of Rocheater
was named director of sports
d Cral

in m o [y
tion Chartered Financial Analyst.

director of ovent

Samuel A, Walker M1 of Bir-
mingham was promoted to presi-
dent of Talon Development
Group Inc. in Detroit. Walker
joined the groupasa mnluh'anl
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n 1991 and served ns
vice president prior to his current
position.

Patrick G. Dunleavy, partner
in the Birmingham-based Con-
way MacKenzio & Dunl was

Palace Sporta and Entertainment

1in-Palmer Insuranca Agoncy in
Farmington Hills was awarded
the designation of Cortified Inuur-

Tom Krehblol was promoted with the Palsce of Aubum Hilla.
to senlor partner, management
supervisor on Jeep advertising/ Manny Dembs, president of
merchandising with Bozell MJ Group I Ltd. of West Bloom-
Worldwide Inc. in Southfteld. field wan invited to participate in
Bruoce Clayton was promoted to the sixth annual Natlonal Associ-
account supervisor, Jeep national | ation of Home Bullders’ Custom
handiasing. An: [¢] Builder S lum in San Diego,
.foined the Jeep team as sasiatant | Calif.
account executive,
James E. White was named
Renve Roemmelo of the Conk- | reglonal director of Firat Industri-

al Realty Truat Inc., Michigan
Reglon, which is In Troy. White la
chief operating officor.

named a Certified Fraud Examin.
er by the Association of Certified
Fraud Examiners.

Joseph Antonlnl, president of
Kmart Corp. in Troy, recelvad the
Cor Vitae (Heart of Live) Award
from the American Heart Associ.
ation.

Jerry Fournler of Farmington
Hilla and Mary Westeott of
Bloomf{isld Hills were honored by
HDS Servicea of Farmington
Hills for thelr yoars of services.
Fournict, HDS Services executive
vico president, was honored for 25
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spend the summer?

We aro very proud of our facillties
We'd be happy to show you.
Woald another furrier do the same?

[Bring Tn your furs
SAVE $5 I
| on cleaning with stomge|
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525-1930

UNITED TEMPERATURE
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\@) FREE 10’ WAVY SLIDE
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WITH PURCHASE OF LITTLE GYM OR
BIG CYM PLAYSYSTEASS.

MODELS ON DISPLAY

Sarg Sem, Torm, Pre Tables, Sard Bomen. Rampn,
Sarenvg Wheehs, Telracopes. Rope Ldders b biore?

e Datl Facpital
& 7oy Satdzon Skop
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MeSan 10-5:30; Fei. 10-8
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First of Michigan Corporation
in cooperation with Fidelity Investments presents

An Evening with
Fidelity

A small Investment of your time now could mean a major
financial return later. Because investment planning
has become more complex, there are no aimple answers to your
financial questions, but there is a simple way to get the
answers you need. Came to our free {nvestment planning seminar.
‘Take advantage of this opportunity to hear from and talk with
. a [

Mike Jenkins, Director,

from Fidelity Investments.
So mark your calendar, and bring your investment questions.

Guest Speakers

Bruce Rockwell, Senfor Vice President - First of Michigan Corporation

Date: May 9, 1995 Time: 7:30 p.m.
Location: Southfield Radisson

- Fidelity L
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anco Service Raymnhﬂvof ;:y years. Westcott, reglonal v(c\;‘ at Prudentiat Town Center
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: communications mansger in the s
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