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¢ President of 7Twelve Advisors, LLC

—  Creators of the first strategic investment product for retail and
institutional investors that is diversified across seven asset
classes.

e Girard Securities, Inc., Nashville Registered Principal
—  AFINRA/SIPC broker/dealer with headquarters in San Diego
* Hornor Townsend & Kent, Nashville Regional Sales Manager

—  Co-managed a 210 rep, 13 state office, grew it to the 2" highest
performer in the company.

¢ J.C.Bradford & Co., Nashville Investment Broker
— 100% transfer rate of clients to new firm.

Andrew D. Martin, e Merrill Lynch, Nashville Financial Consultant
President —  Executive Club distinction as a rookie performance leader.
7Twelve Advisors, LLC e Merrill Lynch, New York City Financial Consultant
(615) 341-0712 —  Built book of business cold calling with no personal contacts.

amartin@ 7twelveadvisors.com
www.7twelveadvisors.com

Should iNvestOrs fear
rising interest rates?’

Andrew D. Martin, President | 7Twelve Advisors, LLC

7Twelve
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Bubble? You mean from all the
money we’ve made on bonds lately?

ervironment

= Evaluate the Fght tioes

BIRRFEF I BRAYW SIS
Tuasday, April 268th, 1pm EST, Plaasa Ragistar .

THirky semars af declindng interest rates thal pumped up Bond retarmns Base
hit rock bottarm, Higher rates and infiation are academic. Rates wiil rise,
bond prices will Tall, it may not happen tomorrow or nesxt week, but it's
coming. There are ways to protect portfolios inoa rising interest rate

Aol Tam Lydan | COitor of BETF Trends | J0e Leary, LIS Treasufy Rates
Strateqist at GitiGreup Global Markets, Ine., |
President of Direxien Shares | o this Webcast as they discuss how to

= Protecting (deas ror fixed income holdings
= Understanding the importance of hedging strategies

Ragistar hara to attend our Webcast | Tuasday, April 28th, 1pm EST

and Cian Crrelll,
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The Pain of
Rising Rates

If interest rates
rise one percentage
point across the
board, here’s how
the prices of three
types of standard
bond funds might
be affected

Short-Term Intermediate-Term Long-Term

-19% -4.7%

-9.4%

MR

Note: Based on the funds’ average
duration, a measure of interest-rate
sensitivity. Price drops could be partially
offset by income distributions.

Source: Morningstar

7Twelve

=

88 advisorsqadvisors



http://advisors4advisors.com/
http://www.7twelveadvisors.com/
http://advisors4advisors.com/
http://www.7twelveadvisors.com/

Happy landing!

Wind at Their Backs
The steep shde i intervat rates cver the pest 50 pears powersd trackticnal bond fuads to big pem,
with only shart periads of nogative retums.

30 yoar Treasiry prtd Grawth of $30,000 1 average long term bend fund
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The Right Number
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Basic Price [ Interest relationship

$10,000 bond face value, 102 coupon

Interest rate direction | Yearly interest : Marketinterestrate - Bondvalue
< $1,000 H 10% = $40,000
1t $1,000 ¢ X = 48333
a $1,000 ¢ oA = $11,00
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Malkiel’s Theorems

1. Theorem One: Bond Prces and Yields Move m Opposite Directions

2. Theorem Two: Long-Term Bonds Have More Interest Rate Risk than Short-Term Bonds

3. Theorem Three: Higher Coupon Bonds Have Less Interest Rate Risk

4. Theorem Four A Bond's Sensitiwity to Interest Rate Changes Increases at a Dmunishing Rate as s Matunty Grows

5. Theorem Five: Capital Gams from an Interest Rate Dechne Exceed the Capstal Loss from an Equivalent Interest Rate Increase
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ber

Theoremyp

Differentinting (2) with respect to ¢ we obtain:
M

ar _ —CQ + 9 4 O + 8+

» ) (1 - N
Multiplying through by /7 (where we use exprossion (2) Tor F) and
aimplifying we obiain

@ OP.i_ —CU o H b ea it

ai P C(1 + ON+: — O(1 + 1) + + 1)
Lot us write A(N) = (1 + Q€A + OF — € + #4]* so that
(0 G oET -r’;;v — TR A:?\’v’) > 0 for all finlte N.
Differentiating ($) with respect to 7 we obtain:

2%z ;] Fi
{(an —*L—';‘—' - AN 1+ ¢4 (1 4+ OMNeE— 1 — 0]
When N == 1, (11) = 0. (11) ix positive for all tinlte N &= 2 as will
now be =shown by induction. Write

ON) = ) i (1 DN 1 ).
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110 year history of interest rates

20-Year Treasury Bond Yield
14%

12% A
1

1900 1910 1920 1930 104071960 1960 1970 1880 1990 2000
(Source: www.Crestmontresearch.com)

FR2R2F
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The entire taxable bond fund
L]
universe, pre 1960 to present
Total Mutual Funds 26325
Taxable Bond Mutual Funds 4227 16%
Incept <1960 5 0.118%
Fund Symbol Incept Morningstar Category Type
DWS Core Plus Income S SCSBX 4/24/1928 Int Term Bd Corporate
Nicholas High Income | NCINX 5/11930 High Yld Bd Corporate
Northeast Investors NTHEX 8/1/1950 High Ylid Bd Corporate
Putnam Income A PINCX 1111954 Int Term Bd Corporate
Wells Fargo Advantage High YId Bo  EKHBX 9/11/1935 High Yid Bd Corporate
Predecessor funds may have had a different name.
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Higher rates? Lower rates?
Does it really matter?

Market Period Interestrates Annualreturns

Bear  1963-1981 A 4,15

Bul 19822000 W 7.85%

smpann of avirige aveiad retummi for g0 equaly wegree pertfolo af al tsatie Lot Ands

S noepton £ ites before 1460 that e 4 I exdstence
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The index case—
Interest rates rose 300 bps from 1976-1985

£ 10,000.00 1976-1985 Compounded Return
1976 15.50% $11,560.00
Q77 3.00% $11,006,80
1578 Lg% $12,073.50
197G 1LgaR $12,301.89
1g8o 200% $12,53%.07
a8t &.30% $13,451.08
a8 32,600 $17,800.61
1983 &.40% $19,305.62
1adq 5.15% $22,23%0.42
1085 21.11% 2714557
10946% Cum. 10 yrs, non compounded
1745 Compounded

Barclays Capital US Aggregate Bond Index
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Have | mentioned diversification?
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1963-1981

20-Year Treasury Bonds compounded returns:

+27.4%

10-Year Treasury Bonds compounded returns:

+87.7%

Source returns data: James Keys, Ibbotson, Federal Reserve Bank, Aswath Damodaran, PhD
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Indexing may be enough

IT'S HARD TO BEAT THE MARKET—PARTICULARLY AFTER TAXES

MORNINGSTAR CATECORY BEFORE TAX (%) AFTER TAX {%)

88 advisorsqadvisors
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T Bills and Bonds 1950-1980

[Annual Returns on Investments [Compounded Value of $100*

Year T.Bills T.Bonds TBills T.Bonds
1950 1.17% 0.43% $124.34 $199.27
1951 1.48% -0.30% $126.18 $198.68
1952 1.67% 2.27% $128.29 $203.19
1953 1.89% 4.14% $130.72 $211.61
1954 0.96% 3.29% $131.98 $218.57
1955 1.66% -1.34% $134.17 $215.65
1956 2.56% -2.26% $137.60 $210.79
1957 3.23% 6.80% $142.04 $225.11
1958 1.78% -2.10% $144.57 $220.39
1959 3.26% -2.65% $149.27 $214.56
1960 3.05% 11.64% $153.82 $239.53
1961 2.27% 2.06% $157.30 $244.46
1962 2.78% 5.69% $161.67 $258.38
1963 3.11% 1.68% $166.70 $262.74
1964 3.51% 3.73% $172.54 $272.53
1965 3.90% 0.72% $179.28 $274.49
1966 4.84% 2.91% $187.95 $282.47
1967 4.33% -1.58% $196.10 $278.01
1968 5.26% 3.27% $206.41 $287.11
1969 6.56% -5.01% $219.96 $272.71
1970 6.69% 16.75% $234.66 $318.41
1971 4.54% 9.79% $245.32 $349.57
1972 3.95% 2.82% $255.01 $359.42
1973 6.73% 3.66% $272.16 $372.57
1974 7.78% 1.99% $293.33 $379.98
1975 5.99% 3.61% $310.90 $393.68
1976 4.97% 15.98% $326.35 $456.61
1977 5.13% 1.29% $343.09 $462.50
1978 6.93% -0.78% $366.87 $458.90
1979 9.94% 0.67% $403.33 $461.98
1980 11.22% -2.99% $448.58 $448.17

*Base Year 1928

Sources http  Home | [0}

The raw data for T Bond and Bl ret from the Federal Louis

The TBillrateisa the T Bondis year bond,

e Sondretum miods cospon and et sprecion % advisors4advisors

Why might this be true?

Best answer: | don’t know

Next best answers: 3 P’s

7Twelve

r
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3 P’s

* Pragmatic
e Paradox
e Productivity

7Twelve
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Rising rates means rising income

S Increase Trom

Yo wom nal fate yeat betore
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Higher historical size of returns =
higher variable returns

|

~
S
<

88 advisorsqadvisors

Blinded by science

Yield comparisons of 10 year Govt Bonds

Country Rating Yield
Australia AAA 4.9%
Japan AA- 1.1%

W 88 advisorsqadvisors
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See anything bursting down there?
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1950-2009

U.S. INTERMEDIATE GOVERXMENT Bono RETURNS

|

~
=
=
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Jevons Paradox
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GNP Growth

AN
50s, 60s, 70s f \‘\

+7.82%

80s, 90s, 00s
+5.58%

1950 1960 1970 1980 1990 2000

Source: http://www.data360.org/dataset.aspx?Data_Set_Id=508
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Starting to make sense?
THE WALL STREET JOURNAL

FUND TRACK | JuLY 15, 2011

Money-Market Fund Assets Rise

By JOHM KELL
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Bonds beat inflation too
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The Right Ni

Thank you!

Andrew D. Martin, President | 7Twelve Advisors, LLC
1720 West End Ave Nashville, TN 37203, USA

6153410712 amartin@yzTwelveadyvisors.com

=mNEle THNERE

www.7Twelveadvisors.com

7Twelve
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The Right Number
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Andrew D. Martin,
President
7Twelve Advisors, LLC
(615) 341-0712
amartin@7twelveadvisors.com
www. 7twelveadvisors.com
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Please Fill In The Exit Survey

Email A Friend About Our Webinars
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CFP® CE Credit

Enter CFP® ID in post-webinar survey
CE credit automatically submitted
Must attend at least 50 minutes

* Replays: post-webinar quiz required

CIMA® - CIMC® - CPWA® - CE Credit

You submit CE Form to IMCA
http://bit.ly/IMCA-CE-Form.pdf

This webinar’s program ID is: 158733448
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