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Disclosure
 

The views expressed herein are those of the speaker and do not necessarily represent the views of FTN Financial Main Street 
Advisors, LLC or its affiliates. Views are based on data available at the time of this presentation and are subject to change based 
on market and other conditions. We cannot guarantee the accuracy or completeness of any statements or data. The information 
provided does not constitute investment advice and it should not be relied upon as such. It is not a solicitation to with respect to 
an investment strategy or investment product and is not a solicitation to buy and/or an offer to sell securities. It does not take into 
account any investor’s particular investment objectives, strategies, tax status, or investment horizons.  All material has been 
obtained from sources believed to be reliable, but we make no representation or warranty as to its accuracy and you should not 
place any reliance on this information.  Past performance is no guarantee of future results. 

FTN Financial Group, FTN Financial Capital Markets, and FTN Financial Portfolio Advisors are divisions of First Tennessee Bank 
National Association (FTB). FTN Financial Securities Corp (FFSC), FTN Financial Main Street Advisors, LLC, and FTN Financial 
Capital Assets Corporation are wholly owned subsidiaries of FTB. FFSC is a member of FINRA and SIPC—http://www.sipc.org/. 
FTN Financial Group, through FTB or its affiliates, offers investment products and services. FTN Financial is not registered as a 
Municipal Advisor. 
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U.S. Fixed Income Market
 

Source:  The Securities Industry and Financial Markets Association Data as of December 31, 2014 
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History of U.S. Treasury Debt 

Federal Debt held by the public as a percent of GDP (1790-2013) 
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In 1790, Congress passed a law that had the Federal Government assuming State debts 

Source: Congressional Budget Office 
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Federal Debt Outstanding and Interest Rate
 

*
 

*Includes Social Security, Medicare, etc. Trust Funds 

Source: U.S. Treasury 
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Treasury Notes and Bonds Maturity Distribution
 

Does that make you a little nervous? 

T-Bills $1.04 Billion, TIPS 1.08$Billion, Floaters $164 Million
 

Source: Bloomberg, U.S. Treasury 
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Treasury Time Bomb?
 

Source:  USDebtClock.org 
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TIPS (Treasury Inflation Protected Securities)
 

Source:  Bloomberg 
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Inflation History
 

Source:  Bianco 
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Duration:  TIPS vs Treasury Bullets
 

1-5 Yr Treasury Bullet Index 

1-5 Yr TIPS Index 

Source: Bloomberg, Bank of America Merrill Lynch 
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Treasury Floating Rate Notes
 

Weekly Coupon Resets 

Source: FTN Financial 
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The “Big Four” Federal Agencies
 

Source: FTN Financial 
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Organizational Information
 

Agency Creation Purpose Use of Funds Guarantee Owner(s) 

FHLB 1932 Restore confidence in 
the thrift industry 

Advances (loans) to 
member banks 

None; joint and 
several obligations 
of the FHLBs (12) 

Member banks: 
7,300 (approx) 

FNMA 1938 
Provide liquidity to 
the U.S. mortgage 

market 

Purchase mortgage 
loans 

"Essentially 
Guaranteed" U.S. 

Treasury 

Conservatorship  to 
the U.S. Treasury; 
public stock still 

trades 

FHLMC 1970 
Increase liquidity to 
the U.S. mortgage 

market 

Purchase mortgage 
loans 

"Essentially 
Guaranteed" U.S. 

Treasury 

Conservatorship  to 
the U.S. Treasury; 
public stock still 

trades 

FFCB 
1971 

(1916) 

Act as financial 
intermediary to 
provide credit to 

farmers 

Provide short and 
long term loans to 

farms and affiliated 
businesses 

None; joint and 
several obligations 

of the FFCBs (4) 

Cooperative of 
borrowers 

Source: FTN Financial 
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FNMA/FHLMC Conservatorship
 

Source:  Bloomberg 
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Types of Federal Agency Securities
 

 Discount Notes 
 Bullets (non-callable) 
 Floating Rate Notes (FRN) 
 Fixed to Floating Rate Notes 
 Callables (many types) 
 Mortgage Backed Securities (FNMA and FHLMC) 
 Subordinated Notes 

Source: FTN Financial 
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Agency Spread History
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Spread:  1-5Yr Agency* vs Treasury 

Source: *Bank of America Merrill Lynch 
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Discount Note Calculations
 

Original Cost vs. Amortize
 

Source:  Bloomberg 
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Agency Discount Notes
 

Treasury Notes 

Source:  Bloomberg 
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Bullets, Callables, FRN Offerings – NIM Page
 

Source:  Bloomberg 
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Bullet Details  *
 

Cash Flow (Coupon Payments) 

Source: FTN Financial 
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Floating Rate Note (FRN) Details
 

“WAM Real Estate”
 
Source:  Bloomberg 
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Floating Rate Indices
 

Source:  Bloomberg 
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Floating Rate Indices History
 

Source:  Bloomberg 
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Callable Bond Checklist
 

 When you purchase a callable, you are selling a 
call option to the issuer 

 You should be paid for selling that option by 
means of receiving a higher coupon than a bullet 

 The issuer has the right to call the bond 
 The purchaser has the obligation to relinquish the 

bond 
 Refinancing:  The issuer will most likely call the 

bonds if the interest rate has dropped 

Source: 
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Callables–What’s Up With the Names  *
 

Source: FTN Financial 
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Callables - American
 

Source:  Bloomberg 
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Callables - Bermudan
 

Source:  Bloomberg 
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Callables - European
 

Source:  Bloomberg 
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Bullets vs. Callables vs. Callables
 

Coupons 
Structure 2Yr 3Yr 4yr 5yr 
T-Note 0.94 1.19 1.41 1.56 
Bullet 0.98 1.26 1.49 1.67 

Number of Callable Days 
2Yr 3Yr 4yr 5yr 

0 0 0 0 
0 0 0 0 

European One-Time Calls 
NC 3mon 1.00 1.31 1.68 1.72 
NC 6mon 0.90 1.31 1.67 1.74 
NC 1Yr 0.87 1.29 1.63 1.77 
NC 2Y 1.28 1.58 1.79 

1 1 1 1 
1 1 1 1 
1 1 1 1 

1 1 1 

Bermudan Discrete Calls 
NC 3mon 1.10 1.38 1.76 1.93 
NC 6mon 1.09 1.37 1.74 1.89 
NC 1Yr 1.05 1.34 1.69 1.85 
NC 2Y 1.30 1.63 1.82 

7 11 15 19 
6 10 14 18 
4 8 12 16 

4 8 12 

American Continuous Calls 
NC 3mon 1.12 1.41 1.79 2.00 
NC 6mon 1.11 1.39 1.77 1.95 
NC 1Yr 1.08 1.36 1.73 1.92 
NC 2Y 1.33 1.68 1.89 

635 1,000 1,365 1,730 
545 910 1,275 1,640 
360 725 1,090 1,455 

360 725 1,090 

Data as of 1/12/16, assumes 2-3 weeks forward settlements and standard fees on callables, agency bullets are MTNs 

Source: FTN Financial 
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Callables – “Cushion Callable” Analysis
 

3Yr NC 6Month  1X Call 

Issued at a Premium 

6 Month Agy Bullet = .60% (+10 BPS) 

3 Year Bullets = 1.27%  (+70 BPs) 

2.5 Year Bullets = 1.10% (90 BPs In-The-Money) 

YTC 

YTM “Principal 
Loss” 

“WAM 
Real 

Estate” 
Source: FTN Financial 
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Callables – Canary
 

Source:  Bloomberg 
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Callables - Step-Up
 

Source: FTN Financial 
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Step-Up vs. Fixed Coupon Callable
 

Step Up Analysis 5yr Annual Steps 

Time 
Step 

Coupons 
Cumltv 

Cpn 
Fixed 

Coupon Var 
1Yr 1.125 1.125 1.900 (0.775) 

2Yr 1.500 1.313 1.900 (0.588) 

3Yr 2.000 1.542 1.900 (0.358) 

4Yr 3.000 1.906 1.900 0.006 

5Yr 4.000 2.325 1.900 0.425 
Breakeven 

Step-up and fixed coupon callable yields as of 1/13/16 

Some Investment Accounting Systems average the coupons for YTM 
Which is Not Correct!! 

Source: Bloomberg, FTN Calculations 

42 



 

   

  

Callables - Verde
 

Source:  Bloomberg 
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Callable – Step-Down
 

Average Coupon = 1.69 
5Yr Bullet = 1.61 as of 2/19/15 

Source:  Bloomberg 
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Callables - Fixed to Floating Rate
 

Source:  Bloomberg 
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Callables – Partial Call
 

Source: FTN Financial 
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Callables – Cost of Carry  (3Yr-1Yr-1X)
 

Source: FTN Financial 
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Spread Analysis – Two Approaches
 

Yield Spread Analysis: Usually quoted in basis points (1/100th of 1%) by 
subtracting a benchmark bond yield (usually a US Treasury of similar 
maturity) from the yield of the bond being analyzed.  The spread represents 
the incremental return over the benchmark the investor earns for taking on 
Interest Rate Risk, Reinvestment Risk, Call Risk, and Credit Risk. This 
incremental return is to a specific date (usually maturity) and does not take 
into account the possibility of an early redemption. 

Option Adjusted Spread Analysis: A financial-analysis method that analyzes 
the impact of any options embedded in a bond’s structure and measures the 
issue’s expected incremental return.  Quoted in basis points, the OAS 
represents the constant spread applied to the benchmark rates in a fixed-
income option model to recover the price of the bond being analyzed. The 
measure is called OAS because (1) it is a spread and (2) it adjusts the cash 
flows for the option when computing the spread to the benchmark interest 
rates. 

Source: FTN Financial 
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Callables – Option Adjusted Spread (3Yr-1Y-1X)
 
Volatility 

Treasury Yields 

Source: FTN Financial 
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Forward Treasury Yield Curve Analysis
 

2 Year T-Note:  .91%  x 2 years = 1.82%
 
Minus Current 1 Year T-Bill: - .60%
 
1Yr T-Bill Rate 1 Year Forward:  1.22%
 

Source: FTN Financial 
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Effective Duration – Callables vs. Bullets  *
 

1-5 Year Agency Bullets vs. 1-5 Year Agency Callables
 

- Callable 
- Bullets 

Bullets 

Callables 

3Year Tsy Yield 

Source:  Bloomberg 
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Duration Differentials
 

5Y NC 1Y 
Berm 

5Y NC 3M 
American 

Source: Bank of America Merrill Lynch 
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Duration Differentials – Step-Ups
 

5Y NC 1Yr Berm Step-Up 

5Y NC 3M Berm Step-Up
 

Source:  Bloomberg 
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“Fade the Fed?” 

Probability of a March 2016 Rate Hike as of 1/21/16 

Fed Funds Futures 
as of 1/21/16 

Fed’s “Dots” as of 12/16/15 

1.30% 

Pe
rc
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t
 

Next Hike = .625%
 
Mid Range of .50% to .75%
 

Source:  Bloomberg 
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Duration Sweet Spot
 

Benchmark Treasury Modified Sharp Ratio Analysis 
1/31/1990 to 12/31/2015 

Maturity Avg Yield 
Avg 

Duration 
Modified 

Sharp Ratio 
% Return of 30Yr 

/ % 30Yr Risk 
3 Mon T-Bill 3.00 0.24 56% / 2% 
6 Mon T-Bill 3.13 0.48 0.283 58% / 3% 

1 Yr T-Bill 3.27 0.97 0.279 61% / 6% 
Sweet Spot 2 Yr T-Note 3.60 1.90 0.316 67% / 12% 

3 Yr T-Note 3.84 2.85 0.294 72% / 19% 
5 Yr T-Note 4.27 4.45 0.285 80% / 29% 

10 Yr T-Note 4.85 7.96 0.233 90% / 52% 
30 Yr T-Bond 5.36 15.35 0.154 100% / 100%Source:  Bloomberg 

(3.60 – 3.00) / 1.90 = .316 3.60/5.36 = 67% 1.90/15.35 = 12%
 56 
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Final Questions or Comments 


Source: FTN Financial 
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