PROVIDENCE

Little Company of Mary 404;:96

Medical Center /J\ é‘

Torrance J‘l
O

proudly brings you the

Palos Verdes

Streel Fair &
Music Festival

Saturday, June 6 * 10 am- 10 pm
Sunday, June 7" * 10am-9pm

NEW! Friday, June 5" * 6 pm - 10 pm (tamiusl Bides - Teen e tight
Located on Crossfield Drive in Rolling Hills Estates

between Promenade on the Peninsula and Peninsula Shopping Center
FREE PARKING at Promenade parking structure. Enter on Indian Peak Rid

- FUN AT THE FAIR
,-;J SEE WWW.PVSTREETFAIR.COM FOR INFORMATION
Two Days of Events and Live Music
Jazz Festival
Nearly 200 Street Vendors
Eco-Friendly Goods

MAJOR SPONSORS

+ PROVIDENCE
Little Company of Mary Medical Center Tomance

City of Rolling Hills Estates

LA County Supervisor Don Knabe
Fidelity Investments LA/South Bay
Trump National Golf Club

Malaga Bank

Equinox Fitness Center

Terranea Resort

Waste Management

DCH Toyota of Torrance

Alva’s Music Store

Torrance Memorial Medical Center
Promenade on the Peninsula
Peninsula Shopping Center
Peninsula People

»

“Living Green’ Demonstrations
Carnival & Kiddie Rides
Pony Rides & Petting Zoo

International Food Court
Student Art Walk

TOP DOGS Dog Show
Show Off Your Fashionable Furry Friends - Saturday 10am

$5 OFF

UNLIMITED

-
One coupon per wrist band.
s‘l.eel Pall. & ey eI IR Coupon cannot be combined
CARNIVAL RIDE M“su: Fesllval * Sunday, June 7 10am-9pm IRAUENTHUSESHETIIES
WRISTBAND | ot redeemable for cash.

*GOOD ONE DAY * Carnival Presented by Fidelity lnvmtmenb LNSnulh Bay

* % * * * * * * *
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by Stuart Chaussee

n the summer of 2004 I wrote a series of articles for TheSteet.com,
a financial Web site co-founded by CNBC's Jim Cramer. One was

titled “Protection Against A Housing Collapse,” and another
“Nowhere to Turn in this Rate-Hike Cycle.”

I had grown increasingly worried about the poor lending practices at
the time and the fact that everyone was bragging about his or her
home's price appreciation As beautiful as it is in the South Bay, there
should be limits to what one pays for a home. The enthusiasm remind-
ed me of the technology/Internet bubble of the early 2000s.

My articles for TheStreet.com warned about the coming housing col-
lapse and the devastation it would cause to stocks, real estate and other
asset classes. I basically wrote “there was no place to hide.”

While I stressed protecting wealth before the coming decline in
stocks and real estate, I was wrong in stating “there was no place to
hide." Other than CDs or cash, there was a great place to "hide" —
in short-term corporate bonds. Short-term bends, which mature in
from one to five years, are simply loans you make to corporations.
In turn, the corporations agree to pay you an income stream (cer-
tain percentage coupon), typically twice yearly. At maturity, assum-
ing no default by the issuer, you will have received all your income
payments and repayment of your principal. The yield-to-maturity at
the time of purchase tells you the exact percentage return you can
expect if held to maturity.

During the recent bear market in stocks, real estate and other asset
classes, short-term, investment-grade corporate bonds have provid-
ed fairly steady returns without the volatility and risks associated
with other asset classes. The Vanguard Group has several short-term
bond funds that performed admirably during this period. I've cho-
sen Vanguard's offerings for comparison purposes because they are
the best-known provider of low-cost funds. Vanguard's Short-Term
Bond Index Fund (symbol VBISX) returned 3.7 %on average over the
past five years and 5.7% on average over the past three years. Since
inception in 1994, it has returned 5.3%, averaged annually.
Vanguard's Short-Term Investment-Grade Fund (VFSTX) also held
up well during this period, earning 2.1% on average the past five
years and 2.4% during the past three years. Its average annual
return since inception in 1982 has been 6.8%.

While Vanguard's low-cost offerings are an attractive alternative for
many investors, my preference is for investors to build their own port-
folio of individual bonds. Corporate bonds are available for purchase at
all major brokerage firms and are typically offered in tranches of 10
bonds (approximately $10,000 in most cases). But some dealers have
minimums that are even lower (one to five bonds).

These portfolios are appropriate for clients who have moderate-risk
profiles, but want potential returns in excess of money markets and



CDs. Building a bond ladder, where maturities are staggered each year,
is an excellent way to achieve a decent income stream without assum-
ing a lot of risk. As the shortest maturity bonds come due, the investor
simply extends the ladder back out to five years with other bond pur-
chases. It's not an automatic-pilot investment plan, but it does provide
for a fairly passive, cost-effective way to invest for income.

Of course, owning short-term bonds means you give up the poten-
tially high returns from stocks or real estate investments going forward.
But you certainly sleep better at night and should do a much better job
of preserving your wealth. Furthermore, I'm not sure many investors
are aware that bonds beat stock returns over many years in certain
cases. Barron's recently ran an article that showed that for the past two
hundred years (that's not a typo...1802 to 2008); stocks beat bonds by
an average of 2.5% annually. During the most recent 41-year period
(February 1969 through February, 2009), the Barron's article shows,
bonds have actually outperformed stocks, and without the crazy volatil-
ity associated with stock ownership. Bonds also beat stocks from 1803
to 1871 and again from 1929 to 1949. My point is there are periods of
multiple decades when owning stocks is simply not worth the risk of
loss and bonds are a better alternative.

Certainly, from present depressed levels, stocks may well outperform
bonds going forward and a strong case can be made that present valu-
ations would suggest this to be the case. We just don't know for sure.

Here is an example of a Short-Term Investment-Grade Corporate
Bond Ladder:

Issuer Rating | Maturity | Coupon | Yield-to-Maturity
Cox Communications BBB- [ 1/2010 4.6% 4.7%
Tirken _  |'BBB- |2p010 | 57 58
Simon Property Group | A- 6/2010 46 7.7
Ameren Energy | BBB- | 11/2010 | 8.3 5.7
Fortune Brands | BBB- | 1/2011 | 5.1 5.2
AOL Time Warner | BBB | 4/2011 6.7 5.4
Exelon Generation | BBB | 6/2011 6.9 5.1
FirstEnergy | BBB- | 11/2011 6.4 5.3
Consolidated Energy | BBB 3/2012 7.8 6.5
Kinder Morgan Energy | BBB | 3/2012 | 7.1 54
Weyerhaeuser | BBB- | 32012 | 6.7 7.4
Verizon NY Sl N R 5.3
ST, | BBB [ 772012 6.6 5.6
Indiana/Mich. Power | BBB | 11/2012 | 6.3 k)
Sempra Energy | BBB+ | 2/2013 6.0 5.3
Autozone o | #BBBE Al 62018 4.4 56
Reynolds American | BBB | 6/2013 7.2 74
Buckeye Partners | BBB | 7/2013 4.6 5.9
Altria Group BBB 11/2013 | 85 6.1

Average coupon and yield-to-maturity:

Short-term corporate bonds are an excellent vehicle to help
investors meet their income needs and maintain their lifestyle dur-
ing retirement — or even for younger investors who can't stomach
the risks associated with stock ownership.

Stuart Chaussee is a Palos Verdes-based fee-only Registered Investment
Advisor. He is the author of three financial books, including the award-win-
ning, Advanced Portfolio Management; Strategies for the Affluent. He is
also a former contributing writer for TheStreet.com. Stuart welcomes your
feedback and can be reached through www.preservingwealth.com or e-
mail him directly at stuartchaussee@msn.com

At the time of publication, Stuart Chaussee and/or his clients held
positions in all the individual bonds mentioned in this article, although
holdings can change at any time. Under no circumstances does the infor-
mation in this column represent investment advice or a reconmmendation
to buy or sell securities. Pen

Exclusive Two Day Trunk Show

May 15t - 2nd

Featuring rare Burmese Jadeite
~ from Mason Kay’s one of a kind
collection, all natural non-treated.

Palos Verdes Showroom

310-541-2052

50-C Peninsula Center
RHE CA 90274
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