Dear Mr. van Wie,
I have put together a portfolio based on our conversation.  I have designed this portfolio to be low risk, through a passive management strategy. More specifically I am proposing a strategy of immunization.  I have attempted to minimize interest rate risk by matching the dates of liabilities (payouts to employees) to the date of maturity of the assets.  
If we were to not follow an immunization strategy and interest rates were to rise in the future, then our portfolio would suffer a capital loss, as the prices of bonds fall when interest rates rise.  Slightly offsetting this, our reinvested coupons will grow at a faster rate.    If this were to occur a long time then the portfolio might be unable to meet its obligations with the money set aside for those liabilities.  If interest rates were to fall shortly before the required payout, then your portfolio would show a return. 
Conversely, if interest rates were to fall, then our portfolio would be worth more, but we could not reinvest our coupons at the same rates as before.  Here, if interest rates were to fall shortly before payout, then the portfolio might be unable to meet its obligations with the money set aside for those liabilities.  If interest rates were to fall a long time before the required payout, then our portfolio would show a return.
The risk to the price of our assets is called the price risk, while the risk to the reinvestment rate of our coupons is called the reinvestment rate risk.  By pursuing a strategy of immunization, we balance our price and reinvestment risk.  Under this strategy we are able to lock in a rate, so we are not subject to fluctuations in the interest rate.
In addition, as interest rates change, our obligations change as well.  However, under a strategy of immunization, the return on our exceed our obligations no matter which directions interest rates change.  This is due to convexity.  A coupon bond has greater convexity than the obligation which it funds.
Although this is a passive strategy, we must still continue to monitor your portfolio in order to rebalance it.  As time progresses, the relative weights of the various payments change, causing the maturity to change.  This is in addition to changes in duration due to interest rate changes.  We must continue to make sure that the duration of our assets matches our liabilities in order to stay immunized.
Of course, any low risk strategy seeks to invest in bonds over equities, and then only in highly-rated bonds.  These bonds come from large, stable corporations and are generally rated BBB or above.  The safest bonds are considered to be government bonds.
I have reviewed your current portfolio.  I first reviewed the credit worthiness of your corporate bonds.  One bond, Union Carbide is just below the level I am comfortable recommending to our customers interested in low-risk investments.  I would recommend selling it.  
The average duration of your liabilities is 7.16 years, while the average duration of your portfolio is 8.5 years.  While you have a large amount money in 13 year Treasury bonds, you do not have much coverage in the 15-20 year span of your portfolio.  I would recommend changing putting some of the money in stripes instead to lengthen the duration.  Once I have done this I would look at the short term range timeframe of your portfolio.  I have added a 3-year Treasury Note to fill in the duration hole in your portfolio during that timeframe.  I have added some short term Treasuries in order to bring down the average duration of your portfolio.  The average duration of my proposed portfolio is 7.18 years.
[bookmark: _GoBack]Although this strategy does not seek to maximize return, it gives you a good chance of meeting your future obligations.
-Michael Plasmeier
