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• Bond Fundamentals 

• Types of Bonds 

− treasury 

− agency / instrumentalities / GSE / MBS 

− supranational 

− commercial paper/corporate notes 

− certificates of deposit 

− money market mutual funds/Local Government Investment Pools (LGIPs) 

 

Presentation agenda  



Fixed income securities – a review 
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Primary risks 

Credit Risk 

• Risk that the issuer of the security will be downgraded or default on the security 

Market Risk 

• Sensitivity of the security to interest rate changes 

Liquidity Risk 

• Ability to sell the security in the secondary market 
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Primary vs. secondary markets 

* This market may be cheaper than new issues. 

Primary Market 

• Market in which securities are originally issued  

Secondary Market 

• Market where securities trade after they are issued but prior to their maturity* 
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Prices and yield move inversely 

For illustrative purposes only. 

COUPON 

% $ 

Par: Amount that will be repaid by the issuer at maturity 

Premium:  If the purchase price is greater than par value (Current Yield < Coupon) 

Discount: If the purchase price is less than par value (Current Yield > Coupon) 
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Original issue discount 

For illustrative purposes only. 

100.00 

97.90 

$1,000,000 

6 Month 
4.18% Disc 
4.33% BEY 

$979,000 

{$21,000} 
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Significance of spread 

Source: Bloomberg, as of August  2, 2016. 
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• Treasury securities 

• Agency / Instrumentality securities 

• Supranational securities 

• Corporate securities 

• Certificates of deposit 

• Money market funds / LGIPs 

 

Types of securities 



10 USP0161 

Virtually credit risk free 

• Backed by full faith and credit of US government 

• Market risk 

Potential for excellent liquidity 

• Each issue $12 to $24 billion range 

• Primary dealers 

Standardization 

• Coupon and maturity 

• Auction schedule 

Benchmarks for fixed-income securities 

Treasury securities 
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• Maturities of 1 year or less 

• 3- and 6-month auctioned every Monday 

• 4-week and 1-year bills auctioned on Tuesday 

• Mature Thursdays, unless it’s a holiday  

• Trade at discount to par  

• No coupon 

• Actual/360 basis 

 

Treasury bills 
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• Notes 

– original maturity of 10 years and under 

 

• Bonds 

– original maturity >10 years, up to 30 years 

– STRIPS:  Separate Trading of Registered Interest and Principal 

 

• Mature either the 15th or last day of the month 

• Semi-annual fixed coupons 

• Interest calculated on actual/actual basis 

 

Treasury notes and bonds 
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Current treasury issues 

As of May 2016. For illustrative purposes only. 

Maturity Auction Minimum/Multiple 

1-month Every Tuesday $1,000/1,000 

3-month Every Monday $1,000/1,000 

6-month Every Monday $1,000/1,000 

1 year Every Mon $1,000/1,000 

CMB As needed $1,000/1,000 

2, 3, 5, 7-year Every month $1,000/1,000 

10-year Feb, May, Aug and Nov $1,000/1,000 

30-year Feb, May, Aug and Nov $1,000/1,000 
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Primary dealer list 
www.newyorkfed.org 

Source: www.newyorkfed.org, as of May 2016. 

• Bank of Nova Scotia, New York Agency 
• BMO Capital Markets Corp. 
• BNP Paribas Securities Corp. 
• Barclays Capital Inc. 
• Cantor Fitzgerald & Co. 
• Citigroup Global Markets Inc. 
• Credit Suisse Securities (USA) LLC 
• Daiwa Capital Markets America Inc. 
• Deutsche Bank Securities Inc. 
• Goldman, Sachs & Co. 
• HSBC Securities (USA) Inc. 

• Jefferies & Company, Inc. 
• J.P. Morgan Securities LLC 
• Merrill Lynch, Pierce, Fenner & Smith Incorporated 
• Mizuho Securities USA Inc. 
• Morgan Stanley & Co. LLC 
• Nomura Securities International, Inc. 
• RBC Capital Markets, LLC 
• RBS Securities Inc. 
• Societe Generale, New York Branch 
• UBS Securities LLC. 
• Wells Fargo Securities, LLC 

http://www.newyorkfed.org/
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• Government National Mortgage Association (GNMA) 

• Farmers Home Administration (FMHA) 

• Small Business Association (SBA) 

• General Services Administration (GSA) 

• Federal Housing Administration (FHA) 

• Housing and Urban Development (HUD) 

 

US agencies securities 
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• Backed by the full faith and credit of the US government 

• Most not considered money-market instruments 

• Most are not active;  therefore, the quotes, except for GNMAs are not widely published 

• Some are Fed wireable 

 

US agencies securities 
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• Federal National Mortgage Association (FNMA) 

• Federal Farm Credit Banks (FFCB) 

• Federal Home Loan Banks (FHLB) 

• Federal Home Loan Mortgage Corporation (FHLMC) 

 

Instrumentality securities 
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• Government sponsored corporations (GSE) 

• Often referred to as “agencies” 

• No explicit government guarantee, although implied government assistance 

• Most are widely traded 

• Some are state tax exempt (FFCB, FHLB) 

 

Instrumentality characteristics 
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• Spread over Treasuries 

• Liquidity considerations 

– issues size $10 MM to several billion 

• Various structures 

– discount notes, “bullets,” callables, floating rate, step-up callables  

• Coupons non-standard (2.17%, 1.83%) 

• No predictable issuing schedule 

• 30/360 interest calculation 

 

Instrumentality characteristics 
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• Discount notes issued by instrumentalities 

– FNMA 

– FHLMC 

– FFCB 

– FHLB 

• Purchased at the “window” or secondary through dealer 

 

Instrumentality securities 
Discount notes 
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• T-Bill similarities 

– maturity - 1 year or under 

– no coupon  

– discount to par 

– actual/360 

• T-Bill differences 

– yield 

– liquidity 

– days of week mature 

 

Instrumentality securities 
Discount notes 
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• Securities that pay periodic interest (similar to Treasury notes or bonds) 

• Many different structures 

– quarterly, semi-annually 

– floating rate 

– callable  

– step-up 

 

Instrumentality securities 
Coupon  
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• Similar to Treasury notes and bonds 

• Typically pay interest semi-annually 

• No predictable issuing schedule 

• Coupons non-standard (2.17%, 1.83%) 

• 30/360 interest calculation 

 

Instrumentality securities 
Coupon  
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• Issuer has right but not the obligation to  redeem early 

• Usually called at par value 

• Investors are paid a higher yield to compensate them for their loss of rights 

• Various structures 

– protection period - non-callable 

– different types of calls 

 

Instrumentality securities 
Callable 
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• One-time (European):  Callable one-time only on call date 

• Discrete (Bermuda): Callable on certain specified dates (e.g., coupon payment date, monthly, quarterly, 
annual) 

• Continuous (American):  Can be called at any time on or after the first call date 

 

Callable structures 
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• The yield of the callable is based on the rights that have been sold 

• The more rights you sell, the higher the yield 

– 5 year, non-callable 3 month (one-time)   1.23%* 

– 5 year, non-callable 3 month (discrete)  1.50%* 

– 5 year, non-callable 3 month (continuous) 1.58%* 

Different structures = different yields 

* Yields are for illustrative purposes only and are not intended as an offer to buy or sell securities. Yields are based on securities in Wells Fargo Securities’ inventory as of July 26, 2016. 
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You need information 

Source: Bloomberg, as of  July 26, 2016. 
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You need information 

Source: Bloomberg, as of  July 26, 2016. 
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You need information 

Source: Bloomberg, as of July 26, 2016. 
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• Some market conditions favor callable securities and other conditions favor non-callable securities 

• Insight has the resources and experience to know which structures are most likely favorable to the investor 

 

Callable timing 

As of December 31, 2015.  For illustrative purposes only. 

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14 Dec-15

9-Year Average 
 01.11% 

Buy Callables 

Buy Non-callables 

2-year Treasury Yield 
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• These securities are back by a collection of mortgages 

• Typically are “pass through” 

• Amortizing securities – partial periodic principal repayment 

• P&I is guaranteed either by either US government (GNMA) or GSE (FNMA, FHLMC) 

• P&I is usually monthly 

• Prepayment risk, extension risk, liquidity risk 

• Collateralized Mortgage Obligations (CMO) 

Instrumentality securities 
Mortgage backed (MBS) 
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2015 top 10 underwriters of agency/instrumentality securities 

JP Morgan 

Barclays 

BNP Paribas Group 

Citi 

Deutsche Bank 

Morgan Stanley 

Nomura Holdings Inc. 

Credit Suisse First Boston 

FNT Financial 

TD Securities 

Source: Bloomberg, as of July 2016. 
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Supranational securities 

As of July  2016. For illustrative purposes only. 

European Bank 
for 

Reconstruction 
and Development 

International Bank 
for Reconstruction 
and Development 

International 
Finance 

Corporation 

Inter-American 
Development 

Bank 

African 
Development  

Bank 

Asian  
Development 

 Bank 
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Asian Development Bank  16% 1st (co-largest Japan) Manila, Philippines 

European Bank of Reconstruction  10% 1st  London, UK 

Inter-American Development Bank  29% 1st  Washington, DC, USA 

International Finance Corporation  24% 1st  Washington, DC, USA 

International Bank for Reconstruction 17% 1st  Washington, DC, USA 

African Development Bank  7% 2nd  Abidjan, Ivory Coast 

 

US ownership 

Source: The World Bank, as of December 31, 2015. 

              Percentage of US    US is X largest   
                    Ownership                Owner           Headquarters 
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• Commercial paper 

• Medium-term corporate notes 

• Asset backed securities (ABS) 

 

Corporate securities 
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• Credit risk 

• Unsecured debt 

• Highest ratings  

– Moody’s: P-1 

– S & P: A-1+ 

– Fitch: F-1+ 

• 270-day maximum maturity 

• Discount (most common) or coupon 

• Purchased direct or through dealers 

 

 

 
Commercial paper 
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Largest issuers of direct commercial paper 

Source: Bloomberg, as of  July 2016. 

General Electric Capital Corporation 

UBS Finance (DE) Inc. 

Toyota Motor Corporation 

Deutsche Bank Financial 

Societe Generale 

Citicorp 

Prudential Funding Corporation 

American Express Credit Corporation 
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• Credit risk 

− check rating categories 

• Higher yields 

• Maturity of 5 years or less  

• Coupon securities – Semiannual 

• Usually not callable 

• Purchased through Broker/Dealers or New Issues 

• DTC eligible 

 

Medium-term corporate notes 
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• Corporate bond – backed with non-mortgage loans 
− auto Loans 

− home equity loans 

− credit card loans 

• Credit risk 
− non-idiosyncratic risk 

− credit enhancements 

• substitution 
• over collateralization 
• subordination – credit tranching 

• Higher yields 

• Maturity of 5 years or less  

• Amortizing security with monthly P&I payments 

• Illiquid with prepayment risk 

 

Asset backed securities (ABS) 
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Continuous credit analysis 

Source: Bloomberg, as of September 2008 and CNN, as of March 2008.  

9/12/08 
 A rated 

9/15/08 
 CCC-  rated 

9/16/08 
 D  rated 

3/1/08 
 A+ rated 

6/2/08 
 A rated 

March 17th 2008 
“JPMorgan scoops up troubled Bear” CNN 

“Many will say that standalone investment banks’ days are 
numbered” CNN 
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Lehman Brothers stock 

 

Continuous credit analysis 

Source: Bloomberg, as of September 2008. For illustrative purposes only.   
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Compile a list of pre-approved issuers 

• Establish a minimum credit rating 

– limit commercial paper purchases to A1/P1/F1 

– MTN - require a long-term debt rating of at least A and AA is better 

• Limit purchases to issuers with at least $500 million in total assets 

• Monitor trends in issuer’s financial condition 

– 10-K, 10-Q and rating agency reports 

Develop a strategy for negative trends 

• Do not purchase securities on a watch list 

• Review current exposure 

• Make hold or sell decision 

 

Corporate securities policy 
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2016 top 10 underwriters of corporate debt 
Investment grade 

Bank of America 

JP Morgan 

Morgan Stanley 

Citi 

Goldman Sachs 

Barclays 

Deutsche Bank 

Wells Fargo 

HSBC 

RBS 

Source: Bloomberg, as of July 2016. 
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Non-negotiable 

• No secondary market 

• Redemption penalties 

• $100,000 FDIC insurance 

• Collateralized 

Negotiable CDs 

• Secondary market 

• $1 million blocks 

• May or May not be collateralized 

Government Finance Officers Association recommended practice 

 

Certificates of deposit 
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• Commercially operated pooled liquid assets 

• Legal structure 

– sponsored by private companies 

– used by variety of institutional investors 

– could include investments not authorized for entity 

– most regulated and registered with SEC 

– Rule 2a-7 governs credit quality, diversification, maturities,  

• stable NAV of $1.00 for government funds 

• floating NAV for any fund with corporate exposure 

 

Money market mutual funds 
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• Combines liquid assets of numerous public entities 

• Two general types 

– state-operated pools 

– intergovernmental pools 

• Questions to ask 

– does the pool follow SEC Rule 2a-7? 

• 60 day WAM 

• maturity limit to 1 year on non-floating assets 

• higher credit quality securities 

– is the pool rated AAAm*? or AAAf*? 

– what are the cut-off times for contributions and withdrawals? 

– does the pool offer Internet access? 

– does the pool offer ACH transactions? 

 

* m = money market, f = floating. 

LGIPs 
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• Who is the issuer? 

• What is the term of the investment? 

• What are the sources of income? 

• What are the sources of risk? 

– credit risk 

– market risk 

– liquidity risk 

• Are there any administrative considerations? 

– calculation of interest 

– issuance schedule 

– monthly P&I – reinvestment risk 

 

Evaluating investment options 
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Credit default risk 

For illustrative purposes only. 
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Market price risk  

Higher Risk 
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Liquidity risk 

US
 T-

Bi
lls

 

US
 T-

No
tes

 (S
ho

rt-
ter

m)
 

US
 G

ov
t. A

ge
nc

y B
on

ds
 

LG
IP

 
Mo

ne
y M

ar
ke

t F
un

ds
 - A

AA
 

Co
mm

er
cia

l P
ap

er
 - A

-1
/P

-1
 

No
n-

ne
go

tia
ble

  B
an

k C
Ds

 

US
 G

ov
t. I

ns
tru

me
nta

liti
es

  
(B

ull
ets

) 

Degree of Liquidity 
Cash Illiquid 

Lo
ng

-te
rm

 G
ov

er
nm

en
t B

on
ds

 

US
 G

ov
t. I

ns
tru

me
nta

lity
 D

er
iva

tiv
es

 

Ov
er

nig
ht 

Re
po

s 

For illustrative purposes only. 
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1. Investopedia – “The Advantages of Bonds” 

2. Investopedia – “The Basics of Bonds” 

3. Investopedia – “Bond Basics: Characteristics” 

4. Investopedia – “Agency Bonds: Limited Risk and Higher Returns” 

5. Investopedia – “Callable Bonds: Leading a Double Life” 

6. Investopedia – “Advanced Bond Concepts: Bond Type Specifics” 

7. Investopedia – “How to Invest in Corporate Bonds” 

8. Investopedia – “Bond Basics: Yield, Price and Other Confusion” 

9. Investopedia – “How Bond Market pricing Works” 

10. Investopedia – “Advanced Bond Concepts: Yield and Bond Price” 

11. Investopedia – “Advanced Bond Concepts: Term Structure of Interest Rates 

Reading material 



Important disclosures 

Past performance is not a guide to future performance.  The value of investments and any income from them will fluctuate and is not guaranteed (this may partly be due to exchange rate 
changes) and investors may not get back the amount invested.  Transactions in foreign securities may be executed and settled in local markets.  Performance comparisons will be affected by 
changes in interest rates. Investment returns fluctuate due to changes in market conditions. Investment involves risk, including the possible loss of principal. No assurance can be given that the 
performance objectives of a given strategy will be achieved.   The information contained herein is for your reference only and is being provided in response to your specific request and has been 
obtained from sources believed to be reliable; however, no representation is made regarding its accuracy or completeness. This document must not be used for the purpose of an offer or solicitation 
in any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or otherwise not permitted. This document should not be duplicated, amended, or forwarded to a third party 
without consent from Insight. This is a marketing document intended for professional clients only and should not be made available to or relied upon by retail clients. 

Investment advisory services in North America are provided through four different investment advisers registered with the Securities and Exchange Commission (SEC), using the brand Insight 
Investment:  Cutwater Asset Management Corp. (CAMC), Cutwater Investor Services Corp. (CISC), Pareto New York LLC (PNY) and Pareto Investment Management Limited (PIML).  The North 
American investment advisers are associated with other global investment managers that also (individually and collectively) use the corporate brand Insight Investment and may be referred to as 
“Insight” or “Insight Investment”.  

Unless otherwise stated, the source of information is Insight. Any forecasts or opinions are Insight’s own at the date of this document (or as otherwise specified) and may change. Material in this 
publication is for general information only and is not advice, investment advice, or the recommendation of any purchase or sale of any security. Insight makes no implied or expressed 
recommendations concerning the manner in which an account should or would be handled, as appropriate investment strategies depend upon specific investment guidelines and objectives and 
should not be construed to be an assurance that any particular security in a strategy will remain in any fund, account, or strategy, or that a previously held security will not be repurchased. It should 
not be assumed that any of the security transactions or holdings referenced herein have been or will prove to be profitable or that future investment decisions will be profitable or will equal or exceed 
the past investment performance of the securities listed.  

Insight does not provide tax or legal advice to its clients and all investors are strongly urged to consult their tax and legal advisors regarding any potential strategy or investment.  

Insight and MBSC Securities Corporation are subsidiaries of BNY Mellon. MBSC is a registered broker and FINRA member.  BNY Mellon is the corporate brand of The Bank of New York Mellon 
Corporation and may also be used as a generic term to reference the Corporation as a whole or its various subsidiaries generally. Products and services may be provided under various brand 
names and in various countries by subsidiaries, affiliates and joint ventures of The Bank of New York Mellon Corporation where authorized and regulated as required within each jurisdiction. Unless 
you are notified to the contrary, the products and services mentioned are not insured by the FDIC (or by any governmental entity) and are not guaranteed by or obligations of The Bank of New York 
Mellon Corporation or any of its affiliates. The Bank of New York Mellon Corporation assumes no responsibility for the accuracy or completeness of the above data and disclaims all expressed or 
implied warranties in connection therewith. 

© 2016 Insight Investment. All rights reserved. 
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