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o Numerics ®

20 times rule, 25-26, 263, 281-282
20-year bond, risk of, 54
30-day SEC yield, 61
60/40 portfolios, 280
70/30 diversified portfolio, 37
75 percent bonds and no more formula, 175
95% Rule, 283
100 scale for bond prices, 52-53, 289-290
401(k)
estate tax on, 286
eventually taxed as regular income, 284
money withdrawn from, 220
withdrawals from, 285-286
529 College Plan, 214

o Ao

absolute wealth, 152
accrual bonds, 74
accrual interest on I bonds, 75
actively managed funds, 170
actively managed investments, 240
actively managed bond ETF, 242
advertisements for bond funds, 245
after-tax real return, 155
agencies, considering, 109-110
agency bond funds, 251-252
agency bonds. See also federal agency
bonds
as callable, 107
comparing and contrasting, 106-108
as conservative investments, 110
described, 101-102
lesser liquidity of, 106

role in a portfolio, 185

small risk of default inherent in, 104

taxation of, 107

Web sites, 309
agents, 225-226
aggressive portfolios

back testing, 279

example of, 180, 181, 182-183

specific recommendations for, 198-200

suggested composition of, 202-203
All About Asset Allocation (Ferri), 165
allianzinvestors.com, 254, 309
all-in-one bond and stock fund, 257-258
all-in-one bond funds, 256-257
alternative minimum tax. See AMT
American Century Ginnie Mae fund, 251
American Century International Bond fund,

253
American Church Mortgage Company, 133
americancentury.com, 309
AMT (alternative minimum tax), 123, 252,
293

annual fees for bond funds, 208
annuities

horrific rip-offs, 268

moving to, 201

predictability of, 268

purchasing, 186-187

taxation of, 268

types of, 268
Annuities For Dummies (Pechter), 187, 268
Argentina, bond debt in 2002, 42
asset classes

defined, 164

diversifying across several, 32

having several different, 16
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asset classes (continued)
historically non-correlated, 168
performance cycles of, 165
TIPS as an entirely new, 46

author, Web site for, 311

average effective duration, 66

ol e

back testing, aggressive portfolios, 279
back-end load, 244
background checks on brokers, 230
bad times, effects on high-yield bonds, 98
balanced funds, 197
balanced portfolio, example of, 183-184
balancing portfolios, 160, 188-190
bank CDs, 13, 82
bankrate.com, 266, 308
banks, savings at local, 28
Barclays Bank, ETNs from, 30, 141
Barclays iPath Dow Jones-AIG Commodity
Index, 188
Barclays Web site, 141
barclaysglobal.com, 309
basis points, 90
bearer bonds, 38, 218
Bengen, William P., 280, 283
bid/ask spreads, 222
BlackRock High Income (HIS), 256
bloomberg.com, 308
bond(s)
annuities, compared to, 268
as ballast to a portfolio, 172
blending with stocks, 174
buying at a discount, 290
buying too complicated, 298
cash flow from stock dividends, 271
characteristics of, 14
countries issuing, 17
current importance of, 42-43
dealing in individual, 208-210

details about, 53-55
dual roles of, 167-169
falling in value, 64
finding someone specializing in, 226
flavors of, 185
historical track record of, 39-42
initial selection of, 192-193
investing in despite lackluster returns,
160-161
issuing, 12
long-term return on, 283
major kinds of, 18-21
measuring desirability of, 50-58
misconceptions about, 289-293
no ironclad guarantees, 148-152
online purchase, selecting for, 232
on an open exchange, 225
peer-to-peer lending, compared to, 267
preferred stock, compared to, 272
reasons for investing in, 160-161
reasons for owning, 15-18
registered ownership of, 38
REITs, compared to, 271
relying too heavily on in retirement, 299
as a retiree’s best friend, 292
returns during stock declines, 160
reverse mortgages, compared to, 269
reviewing the rationale behind, 192-193
risk characteristics of, 147-154
stocks, negative correlation to, 166-167
in a tax-advantaged account, 284
total value of outstanding worldwide, 15
trading online, 231-233
types of, 185
world-wide market for, 43
bond and stock fund, all-in-one, 257-258
bond brokers. See brokers
bond duration calculator, 66
bond expert, becoming, 215
bond funds
access to institutional-like, 230
all-in-one, 256-257
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average coupon yield, 58-59
calculating the advantages of, 210-215
compared to individual bonds, 21-22,
223, 292
compared to money market funds, 265
evaluating advertisements, 245
expenses of, 297
finding fabulously frugal, 208
individual bonds as more work, 211
kinds of, 238-242
new and better, 45
pruning out underperformers, 243-244
rolling interest back into, 212
rules for selecting, 243-245
selecting, 243, 245-258, 296-297
share prices of, 62
some really bad, 256
ten-year standard deviation for, 153
Web sites, 309
yearly management fees, 125
bond holdings, volatility of, 64-67
bond index funds. See index funds
bond investing
despite lackluster returns, 160-161
mistakes made, 295-299
risks inherent in, 148
Web resources for, 307-311
bond issuers. See issuer
bond laddering. See laddering
bond market(s)
bird’s-eye view of, 228
brave new world of, 208-210
as efficient, 171
highest performing global, 128-129
internationalization of, 46
major players in, 18-21
performance compared to stocks, 167
recent developments in, 45-46
ties with the inflation rate, 57-58
understanding, 222-223
bond markups. See markups

bond mutual funds. See also mutual funds
as an alternative to bond laddering, 236
average yearly operating expense of, 241
capital gains tax incurred by, 214
for SRI investing, 135-136
bond offerings, risky, 136-138
bond portfolios. See also portfolio(s)
building, 15
compared to stock portfolios, 174
finding the perfect fit, 198-204
bond returns, 159. See also return(s)
bond risk, 152. See also risk
bond trades, 223, 225
bondbuyer. com, 307
bondholders, 148, 291
bond-rating companies, 54
bondtalk.com, 307
book-entry form, 72
Bowie Bonds, 136
Brady bonds, 131
Britain, bonds issued by, 41
brokerage houses, 12, 308
BrokerCheck, linking directly to, 230
brokers
buying Treasuries from, 85
checking the background of, 230
churning by, 295-296
dealing with, 223-230
described, 222, 224
disappearance of, predicted, 225
financial interests of, 224
finding really good, 212
limitations of, 226
need for, 225-226
selecting the right, 226
spotting extraordinary, 215
bullet bonds, 107
Bureau of the Public Debt, 76
buying bonds online, 231, 232-233
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o Co

callability
of agency bonds, 107
as alien to investors in Treasuries, 81
of bonds, 55
calculating, 96
of church bonds, 132-133
of corporate bonds, 19, 88
of municipal bonds, 21, 114
of step-ups, 108
callable bonds
buying, 60
compared to mortgage-backed securities,
108
effects of, 61
higher risk of, 55
rates of interest for, 96
reinvestment risk, 149
risk compared to noncallable bonds, 61
yields of, 232
Calpine, defaulted bonds of, 139
Calvert Social Investment Fund, 135
cambridgeadvisors.com, 310
capital gains, 62, 123-124
capital gains tax, 214
capital need, raising demand for
borrowing, 57
Capstone Church Bond Fund, 133
case studies, 179-184, 198-203
cash
extracting from a portfolio, 274-275
living expenses in, 179, 193
in a portfolio, 169
providing steady in retirement, 263-264
sources of, 264
cash flow
bonds as a source of, 16
through portfolio rebalancing, 272-276
cash fund for emergencies, 182

cash or sweep positions, 266
cash withdrawal plan, 264, 273
Cassaday, Steve, 279, 280, 282
catastrophe bonds, 137
CDs (Certificates of Deposit), 28-29,
264-265
certificates, bonds issued as, 38
Certified Financial Planner (CFP), 310
CFA (Chartered Financial Analyst), 310
Charles Schwab, 233
check digit in a CUSIP, 227
church bonds, 132-133
churning by brokers, 295-296
closed-end funds, 238, 239, 241
CMO (collateralized mortgage obligation),
138-139
cnnfn.com, 308
Cohen, Marilyn
on Bowie-type bonds, 137
on corporate bonds, 90
on municipal bonds, 117-118
collateralized mortgage obligation (CMO),
138-139
college, financing, 214
comfort zone, finding, 279-280
Committee on Uniform Securities
Identification Procedures. See CUSIP
number
commodities
correlation to stocks and bonds, 188
described, 187-188
investing in, 30
commodity index ETNs, 141
company stocks, 29-30
compartmentalization of principal and
interest, 16
compound interest, 26
concessions, supermarket’s pricing as, 226
conditional trades, allowing for, 225
conscience, investing with, 132-136



conservative investments, bonds as, 14-15
conservative portfolios
example of, 181-182
recommendations for, 200-201
Conserving Client Portfolios During
Retirement (Bengen), 280
consols, issued by the British, 41
Consumer Credit Counseling Service, 269
containers for investments, 218
control, making individual bonds a better
option, 214
conventions in this book, 4-5
convertible bonds, 96-97
corporate bonds. See also bond(s)
amount held by individual investors, 21
calls on, 19
comparing to Treasuries, 88-92
concerns about investing in, 88
credit ratings for, 92
in default, 140
downgrading of, 94
historical performance in the U.S., 41
historical returns for, 90-92
performance compared to Treasuries, 91
purchasing, 225
returns greater than Treasury bonds, 91
risk of default, 224
corporate debt, 19, 95-97
corporate high-yield funds, 250-251
corporate investment-grade (high quality)
bonds, 90, 185
correlation
investments with little or no, 164-166
measuring, 166-167
cost myth about bond funds, 213
costs of bond funds, 212
coupon payments from bonds, 275
coupon rate
of a bond, 49
defined, 52

described, 6667
on TIPS, 80
coupon yield, 58-59
The Credit Agency Reform Act, 95
credit quality, diversifying by, 211
credit ratings
for corporate bonds, 92-95
highest, 93
industry devoted to, 93
credit risk of Treasury bonds, 19
credit-rating business, 95
currency exchange, returns reflecting, 253,
254, 255
current yield, 59
CUSIP number, 125, 227
cycles
of the economy, 301
for investments, 33

o e

dealers in bonds, 224
death bonds, 137-138
debt bomb, potential, 79
debt securities. See bond(s)
deceits, common, 169-170
defaulted bond issues, investing in,
139-140
defaulting
defined, 53, 94
risk of, 18, 94-95, 150, 224
defaults on bonds, 41
deferrals of income tax, 284
deferred load, 244
deflation
defined, 149
effect on TIPS, 80
DeLegge, Ron, 257
DeLorenzo, Yusuf, 134
Delphi, defaulted bonds of, 139

Index 3 ’ 7
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demand

raising prevailing interest rates, 57

raising prices of bonds, 58
denomination-free bonds, 73
derivatives, 138-139
developed-world bonds, 128-130
Dinkytown, 120, 308
discos. See no-coupon discount notes
discount, bonds selling at, 52, 60, 290
discount brokers with deals on bonds, 293
discount rate, set by Federal Reserve, 57
diversification

allowed by bond funds, 210-211

as a best friend, 166

of bonds by industry, 94

versus complication, 197-198

described, 304

for the entrepreneur, 30

with foreign bonds, 130

greatest safety found in, 303

importance of, 3, 32-33

in international bonds, 46

lacking, 175

need for fixed-income, 194-196

offered by municipal bonds, 114

as a reason for buying bonds, 16

seeking via bonds, 185

of Treasury bonds, 86

when dealing with riskier investments, 19
diversified portfolio, as a retiree’s best

friend, 292

dividends for stocks, 151, 269
Dodge & Cox Income fund, 248-249
dodgeandcox. com, 309
dollar-cost averaging, 218
dollar-denominated bonds, 129
dollar-hedged funds, 130, 254
Domini Social Bond Fund, 135
double-tax-free bonds, 117
downgrade risk for bonds, 150-151
downgrading, 41, 81, 94

Duff & Phelps, 54
duration, measuring, 66-67

o F o

early-withdrawal penalties, 220
economic factors, looking at broader, 51
economic independence, 177-178
economic turmoil, bond performance
during, 37
economic upheaval, corporate bonds
and, 88
economy, cycles of, 301
education, savings bonds for, 74, 75
EE (Patriot) bonds, 74
efficiency
of bond markets, 171
of financial markets, 32
efficient markets for Treasuries, 80, 85
electronic savings bonds, 73
emerging-market bond funds, 255-256
emerging markets, 131
emerging-market bonds
choosing to invest in, 131-132
as dollar-denominated, 131
on equity side, 132, 204
limited correlation to U.S. stock market,
132, 150
producing very high yields, 196
emerging-market nations, bonds of, 42,
131-132
emigrantdirect.com, 29, 179
Enron, rated as investment-grade, 54
entrepreneur, diversification for, 30
entrepreneurial ventures, investing savings
in, 30
equities (stocks or commodities), 216, 279
equity
defined, 184, 187
in a portfolio, 161



estate tax on IRAs and 401(k)s, 286
ETFs (exchange-traded funds)
compared to ETNs, 140-141
described, 22, 45, 238, 239
in a diversified bond portfolio, 292
dodging capital gains, 214
example of, 248
as index funds, 242
price matching net asset value, 242
for stocks, 30
tapping Treasuries through, 86
trading like stocks, 241
from Vanguard, 208
ETNs (exchanged-traded notes), 30,
140-141, 204
excessive bond markups, 226, 235
exchange rates, fluctuations in, 129
exchange-traded funds. See ETFs
Exchange-Traded Funds For Dummies, 186
exchange-traded notes. See ETNs
expense ratio
on bond funds, 297
of ETFs, 45, 242
of index funds, 45
low for EFTs, 242
expiry date, 139

o Fo

FAC (Financial Assistance Corporation),
102

face value of a bond, 12, 49, 51-52, 290

falls, stomach-wrenching by stocks, 37

Fannie Mae. See Federal National Mortgage
Association (FNMA)

fanniemae.com, 309

FDIC (Federal Deposit Insurance
Corporation), 13, 28, 264-265

federal agency bonds, 20, 21, 102-103. See
also agency bonds

federal deficit, growing U.S., 302
Federal Deposit Insurance Corporation.
See FDIC
Federal Farm Credit Banks (FFCB), 102, 104
federal government, buying directly from
or selling to, 84
federal governments, bonds issued by, 131
Federal Home Loan Banks (FHLB), 102, 103,
105
Federal Home Loan Mortgage Corporation
(FHLMO), 102, 103, 105
federal income tax, municipal bonds
exempt from, 21
Federal National Mortgage Association
(FNMA), 102, 103, 104-105
Federal Reserve. See U.S. Federal Reserve
federal tax, on interest on U.S. government
bonds, 72
fee-only planner, 230
FFCB (Federal Farm Credit Banks), 102, 104
FHLB. See Federal Home Loan Banks
fhlbanks.com, 309
FHLMC (Federal Home Loan Mortgage
Corporation), 102, 103, 105
FICO (Financing Corporation), 102
Fidelity, 231, 233
Fidelity Ginnie Mae Fund, 251
Fidelity Government Income Fund, 247
Fidelity New Markets Income Fund
annualized return of, 131
described, 255
RiskGrade number, 154
ten-year standard deviation for, 153
Fidelity Short-Term Bond Fund, 246
Fidelity Tax-Free Bond Fund, 252
fidelity.com, 308, 309
finance.yahoo.com, 308
financial advisors, network of, 310
Financial Assistance Corporation (FAC),
102

Index 3 ’9
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financial environment, for bonds, 56
financial independence/retire early. See
fireseeker.com
Financial Industry Regulatory Authority.
See FINRA
financial markets, efficiency of, 32
financial objectives, focusing on, 24-27
financial planner, 230, 263, 310-311
Financial Planning Association, 310
financial professionals, 223-230
financial standing of a bond issuer, 53
financial supermarkets, 226, 231
Financing Corporation (FICO), 102
FINRA (Financial Industry Regulatory
Authority)
described, 209
running TRACE, 222
serving as a bond police force, 235
Web site of, 227, 310
FINRA BrokerCheck, 230
finra.org, 125, 227, 230, 235, 310
firecalc.com, 263
fireseeker.com, 310
Fitch IBCA
bond-rating company, 54
changing the rating on a bond, 150
corporate bond credit quality ratings,
93-94
municipal bond credit quality ratings, 116
fixed annuities, 186, 268
fixed expenses, covering with bonds, 215
fixed income
defined, 184
need for diversification, 194-196
in a portfolio, 161
fixed-income investments
bonds as, 62
described, 36-38, 52
types of, 264
fixed-income portfolio, tailoring of, 215
fixed-income returns, calculating, 155-156
fixed-income securities. See bond(s)

flat yield curve, 265, 298
flipping bonds, 224
floaters, 108
FNMA (Federal National Mortgage
Association), 102, 103, 104-105
Ford, bonds downgraded, 150-151
foreign bonds. See also global bonds;
international bonds
American investment in, 128
limited correlation to U.S. bonds, 129
no index funds for, 240
relatively high risk of default, 150
tax consequence of, 220
foreign high-yield bonds, 99
foreign investment in U.S. Treasury
bonds, 79
foreign stocks, track record of, 169
foreign-bond mutual funds, 129-130
formulas for portfolio construction, 27
for-profit companies, bonds issued by, 19
fpanet.org, 310
France, bonds issued by, 41
Freddie Mac. See Federal Home Loan
Mortgage Corporation (FHLMC)
freddiemac.com, 309
free lunch
diversification as, 32-33
searching for the elusive, 146-147
freedom portfolio, 262
Fridson, Martin, 140
front-end load, 244
full faith and credit of the federal
government, 101, 103
fundamental analysis by fund managers,
171
funds. See bond funds
Fuss, Dan, 90, 301-304
future
forecasting, 170-171
peering into, 177-184
futures, 138, 139
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Gaffney, Kathleen, 301
Gannon, John, 244
garrettplanning network.com, 310
Gelfand, Matthew, 240
General Electric Company, 20-year bearer
bond, 38
General Motors (GM), 14, 150-151
general obligation bonds, 115
General Services Administration (GSA),
102, 103
Genovese, Chris
bond markups, 235
a diversified bond portfolio, 211
holding long-term bonds, 217-218
UlTs, 242
Ginnie Mae. See Government National
Mortgage Association (GNMA)
global bond default rate, 41
global bonds, 127-141. See also foreign
bonds; international bonds
global fixed income, categories of, 128
GM. See General Motors
GNMA (Government National Mortgage
Association), 102, 103, 108
gold, track record of, 169
gonzo investing, 168
government agencies, issuing bonds, 102
Government National Mortgage
Association (GNMA), 102, 103, 108
Government Trust Certificates (GTC), 102
government-sponsored enterprises (GSEs),
103, 104-106
Great Depression, 37
Great Nation Investment Corporation, 133
growth
investments with the goal of, 29-30
steady but slow appropriate for bonds, 26
growth companies, 270
growth stocks, 185

GSA (General Services Administration),
102, 103

GSEs (government-sponsored enterprises),
103, 104-106

GTC (Government Trust Certificates), 102

o Hoeo

hedge funds, as expensive, 169
Herbert, Paul, 245
high quality bond funds, short-term,
246-247
high quality corporate bond funds,
248-249
highest yield, 232
high quality bonds, majority of bond
holdings in, 193
high-yield bonds. See also junk bonds
appeal of, 195
counting too much on, 297-298
default risk as an issue, 150
described, 14, 17, 97-98, 250
handsome historical returns, 204
investing in, 98-99
moving in synch with the stock market,
167
role in a portfolio, 185
substituting for stocks, 99
high-yield muni funds, 252
historical performance, lessons learned
from, 41-42
historical returns for corporate bonds,
90-92
history, as an imperfect guide, 156-159
holdings, tweaking to temper risk, 189
home equity, 28, 281
“Home Made Money” booklet from AARP,
269
hot investment sectors, 33
houses, purchasing, 214
housing market, 109
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hsbcdirect.com, 179

HUD-certified reverse mortgage
counselors, 269

hype, ignoring, 171-172

o ]eo
I Series bonds, 75-76
Ibbotson Associates, 159
icons in this book, 7-8
illiquid investments
Bowie Bonds as, 137
church bonds as, 132
defined, 116
hedge funds as, 169
illiquid savings, 28
implied guarantee to stand behind bonds,
101, 103
in default, bonds, 139
income
bonds as a source of, 16
interest payments taxed as regular, 64
steady provided by bonds, 160
income tax, deferral of, 284
incomesecurities.com, 140
index funds
coming out ahead, 171
compared to actively managed funds,
170, 211-212
described, 22, 32, 45, 240
management of, 196
from Vanguard and Fidelity, 208
index investors, ending up better off, 211
indexes, ETN payout based on, 141
individual bonds
benefits of, 214-215
compared to bond funds, 21-22, 292
cost of having idle cash, 212
dealing in, 208-210
diversifying, 302
holding to maturity, 214

investing in, 223
picking and choosing, 22
researching prices, 125
individual foreign bonds, investing in, 129
individual investors, bonds popular with,
21
industrial age, bonds as a better
investment during, 39
industry, diversification by, 94
inflation
accounting for, 63
balancing with interest rates, 56
beating, 36
defined, 63
effects of, 58, 213, 273
fear of, 277
ignoring, 299
inflation adjustments, allowing for, 63
inflation protection, 84, 248
inflation rate, ties with the bond market,
57-58
inflation risk, 27, 149
inflation-adjusted annuities, 187
inflation-risk premium, 57
information
getting basic available, 51-53
greater access to, 45
ING Direct, 266
ingdirect.com, 29
inherited IRAs, different table for MRDs,
285
inside edge, information on bonds, 215
institutional buyers, better prices, 212
institutional money in the bond market, 43
insurance company mutual fund, 246
insurance for bonds, 54
insured municipal bonds, 115, 116
interest
finding interesting sources of, 264-269
rate of paid by bonds, 12
real rate after tax, 291
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interest payments
from bond funds, 275
reinvesting, 59
taxable at income-tax rate, 151
on the U.S. national debt, 18
interest rates
banking on a rise or fall in, 86
as a barometer of society, 68
driving bond prices, 56
effects of rising, 291
effects on the value of holdings, 65
feds lowering, 217
flavors of, 56
forces driving, 56
lending money at fixed, 67
paid by bonds, 47-48
predicting the future of, 216-217
prevailing, 56
rising as a bondholder’s worst enemy, 56
rising as a risk, 293
Treasury bonds modest, 72
varying among global bond markets, 129
interest-rate flux, laddering protecting
from, 234-235
interest-rate risk, 148-149, 234
intermediate bonds, 13
intermediate-term Treasuries, 82
international bond funds, 253-255
international bonds, 89. See also foreign
bonds; global bonds
international stocks, volatility of, 186
internationalization of the bond market, 46
Internet, tax-equivalent yield calculators,
120
Internet banking, 29, 265
inverted yield curve, 82-83, 217
investing in bonds. See bond investing
investinginbonds.com, 125, 227-228,
307
investment(s)
costs of, 34
cycles for, 33

defined, 27
mixing and matching, 164-167
positioning for minimal taxation, 219-220
reaping the rewards of, 262-264
types of, 184
investment costs, keeping to a
minimum, 34
investment game plan, 23-34
investment objectives, having clear, 15
investment principles, 31-34
investment style, 26-27
investment-grade bonds, 14, 17, 54, 248
IRA(s)
bond money incurring income tax, 219
estate tax on, 286
eventually taxed as regular income, 284
money withdrawn from, 220
withdrawals from, 285-286
IRS Web site, 285
iShares iBoxx $ High Yield Corporate Bond
Fund, 250
iShares iBoxx $ Investment Grade
Corporate Bond Fund, 249
iShares Lehman 7-10-Year Treasury Bond
Fund, 248
iShares Lehman TIPS Bond Fund, 248
Islamic law, adhering to, 133-134
issuer
diversifying by type of, 194-195
financial standing of, 53
risk of defaulting, 293
Web sites, 309
issues of municipal bonds, 113
issuing bonds, 12

° ] °
jargon about bonds, 289-290
Jean and Raymond case study, 180,

198-200
Juan case study, 182-183, 202-203
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junk bond investing, long-time leader in, 251
junk bonds, 62, 65, 89. See also high-yield
bonds

o Ko

Kay case study, 180-181, 182, 200-201
kayak.com, 225
keeping-up-with-the-Joneses risk, 151-152
Kerstein, Bob, 44

o [/ o

laddering
in any interest-rate environment, 303
bonds, 22, 194
described, 234-236
individual bonds, 211
Lambert, David, 109
large stocks, long-term return on, 283
Legacy Treasury Direct, 84
Lehman Brothers U.S. Aggregate Bond
Index, 158-159, 170, 177
Lehmann, Richard, 140
leveraging Treasuries, 86
life cycle funds, 197
life-expectancy factor in IRS publication
590, 285
lifespans, increasing, 278
“Limit Price” option, 233
“Limit Yield” option, 233
limitations of brokers, 226
limited correlation of asset classes, 165
liquidity
of agency bonds, 106
of corporate bonds, 88
defined, 28
load(s)
in bad funds, 256
charged by bond funds, 244
for mutual funds, 239

load funds, not recommended, 244
long bonds, 13
longevity, effects of added, 278
long-term bonds, 37, 82, 148
long-term returns

on all bonds, 175

higher with rebalancing, 189

stocks compared to bonds, 176, 177
long-term Treasuries, as hedge against a

stock market crash, 217

Loomis Sayles Bond Fund, 90, 196, 249, 301
loomissayles.com, 309
loss of principal, risking, 27

o U o

Macaulay, Frederick, 66
management expenses of bond funds, 22
management fees, importance of, 34
managerial risk, diversifying away, 196
market price for a bond, 62
market value of a bond, 290
market volatility, fear of, 277
marketable (tradable) securities from the
U.S. Treasury, 77
market-correlated fund, buying an
undifferentiated, 302
markets. See also bond market(s)
momentum of, 190
timing, 170
markups
on agency bonds, 106, 107
broker, 231
buying Treasury bonds without, 198
excessive, 226, 235
on munis, 125
paying with all agency bonds, 106
maturity
of a bond, 12, 13, 49, 54
considering in picking corporate
bonds, 95



Index 325

diversifying by, 194
of municipal bonds, 113
picking your own, 82
maturity date of a UIT, 242
maximizing return, 176-177
middleman, 224-225, 297
minimizing volatility, 175-176
minimum required distributions. See MRDs
Miriam case study, 183-184, 203
misconceptions about bonds, 289-293
Modern Portfolio Theory (MPT), 33, 166
Modly, Helen, 212
momentum of markets, 190
money, fear of running out of, 277
money market funds
compared to bonds, 160-161
compared to short-term Treasuries, 82
mining, 265-266
money market mutual funds, 29
MoneyChimp.com, 60, 308
Moody’s
bond-rating company, 54
changing the rating on a bond, 150
corporate bond credit quality ratings,
93-94
municipal bond credit quality ratings, 116
Morgan Stanley High Yield Fund, 196
Morgan Stanley High Yield Securities
mutual fund, 170
Morgan Stanley High-Yield Securities A, 256
Morgenthau, Henry, Jr., 40
Morningstar Principia software, 153
morningstar.com, 308
mortgage pool, 108
mortgage-backed securities, 102, 108-109
MPT (Modern Portfolio Theory), 33, 166
MRDs (minimum required distributions)
on 401(k) plans and IRAs, 285
from retirement accounts, 220

multi-sector bond funds, 303
municipal bond funds, selecting, 243
municipal bonds (munis)
amount held by individual investors, 21
array of possibilities, 116-117
buying, 124-125
comparing with other bonds, 113-114
defaults, 41-42
demand affecting prices, 114
described, 20, 111-112
diversification of, 114
entities issuing, 115-117
exempt from the AMT, 123
free from federal tax, 220
as free of taxation, 293
issues of, 113
market for, 113
matching to appropriate accounts,
122-123
no index funds for, 240
paying taxes on tax-exempt, 123-124
purchasing, 225
rating system for, 116
role in a portfolio, 185
some of the best, 252-253
subject to call, 21
tax status of, 20-21, 55, 112-113
trade costs of, 210
as very safe, 115
Municipal Securities Rulemaking Board,
209, 222
municipal zero-coupon bonds, tax rules
governing, 124
municipalbonds.com, 124, 307
mutual funds. See also bond mutual funds
actively managed, 240
described, 22, 238, 239
dollar-hedged, 130
indexed, 240
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mutual funds (continued)
low-cost, no-load, 197
low-cost, no-load for stocks, 185
mining a multitude of, 239-241
for mortgage-backed securities, 109
performance figures for, 296-297
tapping Treasuries through, 86
Mutual Funds For Dummies (Tyson), 186
mutual-fund fees, lowering of, 208

o \l o

NAPFA (National Association of Personal
Financial Advisors), 230, 311
National Association of Securities Dealers
(NASD), 209, 310
national munis, 117, 118
NAV (net asset value), 241
near-cash assets, 179, 193, 245, 246-247
negative correlation, 165-166
Nenadov, Dalibor, 233
nest egg
example of dependence on, 180-181
guidelines for your future, 25
withdrawals from, 178
net asset value (NAV), 241
new (on-the-run) Treasuries, 85
no-coupon discount notes, 107-108
nominal (before inflation) bond returns
over the past 30 years, 156-159
for the period 1926 to 2006, 159
non-callable bonds from agencies, 107
normal bond yield curve, 83
NRSRO (Nationally Recognized Statistical
Rating Organization), 95

o () o

old (off-the-run) Treasuries, 85
old age, chances of living to, 278

Olson, Kevin, 124

online savings accounts, 266

online trading, 231, 232-233

open market operations of the Federal
Reserve, 57

open-end funds, mutual funds as, 239

operating expenses of bond funds, 243-244

opportunity cost of holding a bond to
maturity, 148

options, 138, 139

o Po

par value, 12, 51, 290
Passbook savings accounts, 160-161
Patriot bonds. See EE bonds
PAX World High Yield Fund, 135
paxworld. com, 309
Payden Emerging Markets Bond Fund, 255
Payden High Income Fund, 250
payden-rygel.com, 309
peer-to-peer lending, 266267
PEFCO (Private Export Funding
Corporation), 102
pension, demise of the traditional, 42—-43
perfect storms, 168
performance cycles, of asset classes, 165
Permanent Port Treasury Fund, 256
personal characteristics, yours, 192
PIMCO Foreign Bond, Dollar-Hedged Fund,
254
PIMCO Foreign Bond, Unhedged Fund, 254
pimco.com, 309
portfolio(s)
adding stability to, 89
agency bonds for, 109-110
allocating correctly, 161-162
balancing with taxes in mind, 219
blending bonds with stocks, 174
building, 163-172
determining the kind of, 24-25
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estimating a target, 263
keeping in balance, 188-190
percentage held in bonds, 278-279
rebalancing, 274
scheduling rebalancing, 190
selecting, 23
shades of gray in, 184-188
spending a lot of time and energy on, 215
tailoring for you, 162
well diversified, 281
predictability myth of individual bonds, 213
predictability of bonds, 14
preferred stock, 271-272
premium, bonds selling at, 52, 290
prestiti, interest paid by, 39, 41
pre-tax returns versus post-tax, 64
prevailing interest rates, 56
principal. See also face value of a bond
bond broker acting as, 224
described, 51
guarantee of for bonds, 13
risking a loss of, 27
Private Export Funding Corporation
(PEFCO), 102
promises, sniffing out false, 244
prosper.com, 266
pseudo-agencies. See GSEs
Pullman, David, 136
Pullman Bonds. See Bowie Bonds

o () o

-
quality bonds, diversifying power of, 169
quality of bonds, 65
quasi-governmental agencies, 20

o Roe

rate of inflation. See inflation rate
rate of return, 48-50, 63-64
rates on CDs, 28-29

ratings. See also credit ratings
of bonds, 53-54
real (after-inflation) rate of return
of bonds for the period 1926 to 2006, 159
described, 155
for long-term government bonds, 36
real dollars, investments in, 36
real estate
described, 187-188
investing in, 30
real estate investment trusts (REITs),
30, 271
real property, church bonds backed by, 132
real rate of interest, after tax, 291
real rate of return, calculating, 49-50
real return, 27, 175. See also return(s)
reasons for owning bonds, 15-18
rebalancing
creating cash flow, 272-276
portfolios, 188, 204, 274
realizing larger returns over time, 189
scheduling, 190
tricky in the real world, 276
reciprocal of your tax bracket, 119
recovery rates, 115
REFCORP (Resolution Funding
Corporation), 102
regression to the mean. See reversion to
the mean
regulatory agencies, Web sites, 310
reinvestment(s), as interest rate climbs,
217
reinvestment rates of return, 62-63
reinvestment risk
for bonds, 149-150
described, 66
of long-term bonds, 82
subjecting yourself to, 235
REITs (real estate investment trusts),
30, 271
relative risk for different kinds of bonds,
152
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relative wealth, 152
rentes, issued by the French, 41
repos (repurchase agreements), 86
research, levels of, 50-51
reserve requirements, 57
Resolution Funding Corporation
(REFCORP), 102
retiree’s best friend, diversified portfolio
as, 292
retirement
basing on clear thinking, 283
relying too heavily on bonds, 299
retirement accounts
kinds of tax-advantaged, 284
minimum required distributions, 220
retirement calculator, 309-310
retirement plans, problem with all, 263
retirement portfolio, choosing a ratio for,
280
return(s). See also real return; total return
defining, 147
expected on bond investments, 155-161
maximizing, 176-177
measuring on bonds, 49
relationship with risk, 31-32
tradeoff with risk, 145-146
revenue bonds, 115
reverse convertible security, 97
reverse mortgages, 269
reversion to the mean, 33
revertible or a revertible note. See reverse
convertible security
Reznik, Matthew, 230, 231
rising interest rates, effects of, 291
risk. See also bond risk
in bonds, 293
defining, 147
inherent in bond investing, 148-152
measuring, 154
relationship with return, 31-32
standard deviation as a measure of, 153
tradeoff with return, 145-146

risk characteristics of bonds, 147-154
risk of default, gauging, 94-95
risk premium, paying, 14
risk-and-return potential, diversifying by,
195-196
risk-free investment
as the equivalent of a free lunch, 146
Treasury bonds as, 19
RiskGrade numbers, 154
riskgrades.com, 154, 308
RiskMetrics, 154
risk-return sweet spot, 161-162
risk-return tradeoff, 93
risky bond offerings, 136-138
rolling down the yield curve, 215
Rome, interest rates in ancient, 68
Roosevelt, Franklin D., 40
Roth IRAs, 220, 285
royalties, future as collateral, 136
Rule of 20, 25-26, 263, 281-282
rules
20 times, 25-26, 263, 281-282
95%, 283
Municipal Securities Rulemaking Board,
209, 222
municipal zero-coupon bonds tax rules,
124
optimal allocation of bonds in a portfolio,
179
selecting bond funds, 243-245
selecting bonds, 193
Run Calculations in
investinginbonds.com, 228, 229
Russia, bond defaults, 42

o Seo

S&P 500 index. See also Standard & Poor’s
measuring returns, 177
RiskGrade for, 154
standard deviation for, 153

safety, savings options with, 28-29
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sale price of a bond, 52-53
salespeople, brokers as, 224
Sallie Mae (Student Loan Marketing
Association), 106
savings, defined, 27
savings banks, accounts at, 28
Savings Bond Calculator, 76
savings bonds
for beginning investors, 73-77
described, 72
for education, 75
kinds of, 74
no longer earning interest, 76
as non-marketable, 73
time limit on interest, 77
savings goal, ultimate, 25
savings options with safety, 28-29
savings/investing cash in hand, 216
SBA (Small Business Administration), 102,
103
scale of 100 for bond prices, 52-53,
289-290
scheduling portfolio rebalancing, 190
Schueth, Steve, 135
schwab. com, 308, 309
scripophily, 44
SEC. See U.S. Securities and Exchange
Commission
sec.gov, 310
selling bonds online, 231, 233
sensible-investor.com, 308
sensitivity to changes in prevailing rates,
66
SEP (self-employed pension), money
withdrawn from, 220
Series EE bonds. See EE bonds
Shariah Capital, 134
short bond, 13
short-term, high quality bonds, 29
short-term money, parking, 246
short-term Treasuries, compared to CDs,
265

short-term Treasury bond fund, 243
Small Business Administration (SBA),
102, 103
small businesses, investing savings in, 30
small-company stocks, 186, 283
social criteria of PAX World, 135
socialinvest.org, 308
socially responsible investing (SRI),
134-136
solidity of a company issuing a bond, 88
Southern Life Insurance and Trust
Company (1839), 44
sovereign bonds, 42, 131
spread between corporate bonds and
Treasuries, 88
SRI (socially responsible investing),
134-136
stability of bonds, 14
Standard & Poor’s (S&P). See also S&P 500
index
bond-rating company, 54
changing the rating on a bond, 150
corporate bond credit quality ratings,
93-94
municipal bond credit quality ratings, 116
standard deviation, 153
State Farm Interim Fund, 246
state munis, exempt from state tax, 117
states, income tax rates, 120-122
step-ups, 108
stock dividends, tax treatment of, 270
Stock Investing For Dummies (Mladjenovic),
186
stock market
crash in 1929, 37
future of, 279
high-yield bonds correlated to, 98
Treasuries low correlation to, 81
stock mutual funds for SRI investing, 135
stock portfolios, compared to bond
portfolios, 174
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stocks
adding to lower volatility, 176
compared to bonds, 16
compared to high-yield bonds, 98
compared to the bond market, 167
converting bonds into, 96
cost of trading, 222
described, 29-30
diversifying, 185
funds offering high-dividend paying,
270-271
generating returns, 269-272
as a long-term investment, 36
stomach-wrenching falls of, 37
taxable as capital gains, 219
types of, 185-186
strategic income funds, 303
strip, 85
Strongtower Financial, 133
Student Loan Marketing Association (Sallie
Mae), 106
success, measuring for investments, 35
sukuk, 133-134
sunset provisions in the tax codes, 281
supply and demand, forces of, 58
Supreme Court on taxing local bonds, 112
surrender charges for annuities, 187
surrender fees for life insurance
investments, 31
sweep accounts, 266
Swensen, David, 89
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T. Rowe Price Emerging Markets Bond
Fund, 256

T. Rowe Price International Bond Fund,
153, 154, 254-255

T. Rowe Price Spectrum Income Fund, 257

T. Rowe Price Tax-Free High-Yield Fund,
252-253

target portfolio, estimating, 263
tax adviser, consulting on munis, 117
tax bracket, 118-119, 285-286
tax codes, sunset provisions in, 281
tax differential, factoring into portfolio
allocation, 219
tax diversification, 286
tax risk for bonds, 151
tax status
of a bond, 243
of ETNs, 141
of municipal bonds, 20-21
taxable accounts
bonds belonging in, 220
placing munis in, 122-123
storing investments in, 218
taxable bonds in retirement accounts, 219
taxable munis, considering, 124
tax-advantaged accounts, 64, 218, 219
tax-advantaged retirement accounts
bonds belonging in, 220
housing REIT holdings, 271
keeping bonds in, 284
kinds of, 284
putting an annuity into, 268
taxation
effects on municipal bonds, 293
ignoring, 299
positioning for minimal, 219-220
potentially high cost of, 151
of REIT dividends, 271
tax-equivalent yield, 119, 120
taxes
on agency bonds, 107
on bonds, 55
on strips, 85
tax-free municipal bonds, 64
tax-free withdrawals, 284
Taylor, Don, 89, 90
tdameritrade.com, 308
technical analysis by fund managers, 171
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telephone, bond trades by, 209
Tennessee Valley Authority (TVA), 102
time frame
assessing your, 177, 178
in a bond ladder, 236
determining volatility, 65
TIPS (Treasury Inflation-Protected
Securities)
buying fund or individual, 201
as a complement to other bonds, 193
described, 46, 79-80
TIPS fund, example of, 248
total return. See also return(s)
defined, 53
as higher than coupon rate and current
yield, 291
recognizing, 62-64
sources of, 62
as unknowable, 291
TRACE (Trade Reporting and Compliance
Engine)
described, 209, 210, 222-223
not taking advantage of, 296
trade costs of municipal bonds, 210
Trade Reporting and Compliance Engine.
See TRACE
trading history on
investinginbonds.com, 227-228
transaction costs on individual bonds,
208-210
transparency
of ETFs, 45
getting some, 222-223
provided by TRACE, 223
Treasuries
advantages of, 81
amount held by individual investors, 21
buying through a middleman, 297
comparing to corporate bonds, 88-92
described, 72

downside to, 81

intermediate-term, 82

leveraging, 86

marketplace for, 84-86

overall annualized real return on, 91

risks faced by, 291-292

role in a portfolio, 185

in times of turmoil, 81
Treasury bills, 72, 77, 78
Treasury bond funds, 247-248
Treasury bonds

buying without a broker or agent, 225

buying without markup, 198

described, 72

diversification of, 86

expansion of, 45-46

foreign investment in, 79

as free from state tax, 219

interest rates paid by, 14

maturities of, 77

no state or local tax on, 55

prices on swooping up and down, 72
Treasury Inflation-Protected Securities.

See TIPS

Treasury notes, 72, 77
Treasury strip. See strip
treasurydirect.gov

buying savings bonds, 73

buying Treasury bonds, 198, 297

described, 45, 225

logging on to, 84

purchasing I bonds, 76

for Treasury bonds, 309
triple-tax-free bond funds, 243
triple-tax-free bonds, 117
triple-tax-free munis, 215
troweprice.com, 308, 309
turnover, as an expense in a bond fund,

303

TVA (Tennessee Valley Authority), 102
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UITs (unit investment trusts), 86, 238,
239, 242
underperformers, pruning out, 243-244
United States government
current debt of, 18
full faith and credit of, 72
moral obligation to pay on Sallie Mae
bonds, 106
unpredictability of convertible bonds, 97
U.S., economic welfare tied to the bond
market, 42
U.S. Agency for International Development
(USAID), 102
U.S. Federal Reserve, 56, 57
U.S. government. See United States
government
U.S. Securities and Exchange Commission
(SEC)
deregulation of stock markets (1975), 222
oversight over credit rating
companies, 95
requirements on yield reporting, 61
TRACE, 209
Web site of, 227
U.S. Treasury bonds. See Treasury bonds
U.S. Treasury debt securities, 72-73
USAID (U.S. Agency for International
Development), 102

o (/o

value companies, 270

value stocks, 185

Vanguard Balanced Index fund, 189

Vanguard fixed annuity, 268

Vanguard GNMA Fund, 153, 154, 252

Vanguard High-Yield Corporate Fund,
250-251

Vanguard High-Yield Tax-Exempt Fund, 153,
154, 253
Vanguard Long-Term U.S. Treasury Fund,
153, 154
Vanguard Short-Term Bond Index Fund,
153, 154, 247
Vanguard Short-Term Federal Fund, 247
Vanguard Short-Term Investment-Grade
Fund, 247
Vanguard STAR Fund, 258
Vanguard Total Bond Index fund, 189
Vanguard Total Bond Market ETF, 257
Vanguard Total Stock Index fund, 189
vanguard. com, 308, 309
variable annuities, 31, 186, 268
Venice, 13th century bonds issued by, 39,
41
volatility
of bond holdings, 64-67
factors affecting, 153
limited for bonds, 160
of lower-rated bonds, 116
minimizing, 175-176
on the stock side of the portfolio, 195
of stocks, 29-30
voodoo science, recognizing, 169-172
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Wallace, Richard, 235
war bonds for World War II, 40
Washington Public Power Supply System
(WPPSS), 42

Web resources for bond investing, 307-311
Web sites

author, 311

bond fund providers, 309

bond issuers, 309

bond-specific, 307

financial information, 307-311

financial supermarkets, 308
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finding financial planners, 310-311
general financial news, advice, and
education, 308
regulatory agencies, 310
retirement calculator, 309-310
whole life insurance, 31
Whoops. See Washington Public Power
Supply System
withdrawal rate from a nest egg, 282
withdrawals from your nest egg, 178,
285-286
Work Less, Live More (Clyatt), 283
work-for-pay, making optional, 262
worst-case basis yield, 61. See also yield-to-
worst-call (YTW)
WPPSS (Washington Public Power Supply
System), 42

° y °
Yahoo! Finance, composite bond yields,
228
yvahoo.com/bonds/composite_bond_
rates, 307
Yankee bonds, 129
yield
defined, 13
reflecting the middleman’s cut, 232
understanding the concept of, 58-61

yield curve
defined, 13
described, 217
making short-term bonds more attractive,
303
measuring of, 82-83
paying too much attention to, 217-218,
298
rolling down, 215
yield-to-call, 60-61, 232
yield-to-maturity, 59-60, 92
yield-to-maturity calculator, 60
yield-to-worst-call (YTW), 96, 232. See also
worst-case basis yield

o e

zero correlation, investments close to, 166
zero-coupon bonds, 63, 66
zero-coupon securities, 85
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