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Lower Duration
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Outperform
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rates
High Credit Quality

A

strategy that our group has used effectively to enhance portfolio
returns during a time of interest rate uncertainty, is investing client
funds in a fixed-income strategy known as, kicker bonds.
The general strategy is simple; invest your funds in high quality bonds,
which are callable in the short term, and have a relatively short final
maturity (approx. fifteen years or less). these bonds are purchased with a
yield to the first call, typically better than prevailing money market rates.
Ultimately the objective is to hold on to the bonds past the first call and
have the yield kick-up to a larger yield after each successive call date and
finally to maturity. that is where the name, Kicker Bonds, is derived from.
Benefit
High Credit Quality

Risk
Call/Redemption Risk

High Current Income
Minimize Interest Rate Risk
Outperform Money Markets

Portfolio Managers

The examples below demonstrate how the strategy can work by
highlighting three, high quality bonds from vastly different parts of the
country. By choosing a number of different, quality issuers we are able to
create a more diversified portfolio to further reduce overall risk.
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The first scenario looks at Connecticut State Housing Finance Authority
Revenue bonds. The bonds have a 4.5% coupon and a final maturity of 2025.
These bonds are rated Aaa/AAA by Moody’s and S&P, respectively.

Scenario 1 Highlights

• Tax-Free Income*
• Aaa/AAA Rated
• 9 year final
maturity
• 1.95% YTC 2017
• 4% YTM 2025

Connecticut State Housing Finance Authority
Revenue Bonds CUSIP: 20775BHT6
Rated Aaa/AAA (Moody's / S&P)
4.50% Coupon Maturing 11/15/2025

Ideally, these bonds would be purchased around a 1.95% yield to the first
call on 11/15/2017. If the bonds remain outstanding this would allow
the yield to kick up to a 4.00% at maturity. The yield schedule below
demonstrates how the yield on the investment increases rapidly as the
bonds remain outstanding. If the bonds are held just three years, the yield
kicks to over 3.0%.
Call Date
11/15/2017
11/15/2018
11/15/2019
11/15/2020
11/15/2021
11/15/2022
11/15/2023
11/15/2024
11/15/2025

Yield
1.95%
2.90%
3.32%
3.56%
3.71%
3.82%
3.89%
3.95%
4.00%
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The second scenario looks at Gettysburg Pennsylvania Revenue bonds. The
bonds have a 4.00% coupon and a final maturity of 2027. These bonds are
rated AA/AA+ by Moody’s and S&P, respectively. They also carry insurance
from AGM Assurance Corp.

Scenario 2 Highlights

•
•
•
•

Tax-Free Income*
AA/AA+ Rated
agm insured
11 year final
maturity
• 1.0% YTC in 2016
• 3.97% YTM 2027

Gettysburg PA Municipal Authority
Revenue Bonds CUSIP: 374316FG7
Rate AA (S&P) AGM Insured
4.00% Coupon Maturing 11/15/2027

The bonds would yield 1.00% to the first call date in May of 2016, ideally
outperforming a money market return. If the bonds remain outstanding
the yield kicks to a 3.97% to the final maturity in 2027. Below is a
breakdown of the yield schedule, exhibiting how the yield could kick up
quickly as the bonds remain outstanding.

Call Date
5/15/2016
5/15/2017
5/15/2018
5/15/2019
5/15/2020
5/15/2021
5/15/2022
5/15/2023
5/15/2024
5/15/2025

Yield
1.00%
3.77%
3.88%
3.91%
3.93%
3.94%
3.95%
3.96%
3.96%
3.97%
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The third scenario looks at College Park Georgia Business and Industrial
Development Revenue bonds. The bonds have a 5.25% coupon and a final
maturity of 2025. These bonds are rated Aa3/AA- by Moody’s and S&P,
respectively. They also carry insurance from Ambac Assurance Corp.

Scenario 3 Highlights

•
•
•
•

Tax-Free Income*
Aa3/AA- Rated
AMBAC Insured
9 year final
maturity
• 0.65% YTC in 2016
• 5.02% YTM in
2025

College Park GA Business and Industrial Dev Auth
Revenue Bonds CUSIP: 194301HH3
Rated Aa3/AA- (Moody's / S&P) AMBAC Insured
5.250% Coupon Maturing 09/01/2025

The bonds would yield 0.65% to the first call date in Sept of 2016. As noted
below in the yield schedule, little over one year, is needed for the yield on
this investment to approach 4%.

Call Date
9/1/2016
9/1/2017
9/1/2018
9/1/2019
9/1/2020
9/1/2021
9/1/2022
9/1/2023
9/1/2024
9/1/2025

Yield
0.65%
3.99%
4.50%
4.71%
4.82%
4.89%
4.94%
4.98%
5.00%
5.02%
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Summary
As the market waits for interest rates to rise, it is still imperative to put
funds to work. It is impossible to make up lost time when speaking in
terms of compounding interest. Kicker bonds aim to outperform money
market funds right from the start. The ultimate goal of the strategy is
to capture the yield of a long term bond in a much shorter period of
time by assuming call risk.

These materials have been provided to you by NatAlliance Securities, LLC (NAS) for informational purposes only and may not be relied on for any
purpose. The information herein is not an offer to buy or sell, or a solicitation for, any security, loan, or asset or to participate in any trading strategy.
These materials may contain projections and other forward-looking statements prepared by the Company or outside sources that NAS has reason to
believe are reliable. Any such forward-looking information has been developed based on various estimates and assumptions that are subject to change
and actual results may vary materially. Neither NAS nor any of its affiliates have independently verified any of the attached information, nor do they
make any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein, and nothing herein
shall be relied on as a promise or representation as to past or future performance. The information herein is subject to change, and NAS assumes
no obligation to update or otherwise revise these materials. Nothing herein shall be construed as legal, business, tax, or accounting advice, and
you are encouraged to consult your own advisors. The information contained herein does not purport to contain all information need to evaluate any
transaction(s), and you are encouraged to read all transaction documents. The information contained herein is confidential and intended for use by the
recipient only. By accepting the information, you agree that you and your affiliates will use the information only to evaluate any potential transaction(s)
and you will not divulge the information except as necessary for that purpose.
*Depending upon the state of residence income in the account may or may not be tax-free
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