A GUIDE FOR INCOME INVESTORS
Due to their attractive yields and tax treatment

A GUIDE TO
PREFERRED STOCKS

preferred stocks have been a mainstay of income
investor portfolios for many decades. In this guide we
take a look at the exchange-traded retail preferreds
market and how investors can take advantage of its
opportunities while avoiding its pitfalls.
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WHAT ARE PREFERRED SECURITIES?
Preferred securities share characteristics of both debt and equity. They are popular with income investors
because of their relatively high yields, reflecting their junior position in the corporate capital structure, as
well as qualified tax treatment. In 2017, REIT dividends became eligible for a 20% deduction, further adding
support to the market. Traditional preferred securities form the bulk of the market and have existed for
more than a century. They rank ahead of common shares and behind debt in the capital structure.

STRUCTURES
Multiple types of preferred security structures exist in the market.
-

Traditional Preferred Stock – the most common format. Perpetual securities ranking ahead of
common shares and behind debt.

-

Trust Preferreds – securities issued by a trust with the proceeds invested in junior subordinated
securities issued by the parent. Rank as junior subordinated obligations. Issuers can defer
payments for a specified period. Less popular now since they no longer qualify as Tier 1 capital
for regulatory purposes.

-

CoCo / Additional Tier 1 (AT1) Securities – institutional preferred stocks issued by banks.

-

Third-Party Repacks – issued by a third-party, typically a financial institution, unrelated to the
underlying issuer.

TAX CONSIDERATIONS
For individuals, dividends on traditional preferreds are treated as Qualified Dividend Income (QDI). This
means that investors pay a maximum federal rate of 20% on dividends, well below the maximum rate of
37% on debt securities.
The 2017 Tax legislation introduced a change for REIT dividends which are not normally treated as QDI.
There is now a 20% deduction – for investors in the 37% tax bracket the effective tax rate becomes 29.6%.

CHARACTERISTICS OF PREFERRED SECURITIES
Preferreds tend to share the following characteristics:
-

Dividends rank ahead of common shares. Coupon can be fixed-rate, floating-rate and feature
interest-rate caps and floors.

-

Most are callable at issuer’s option after an initial period of 5 to 10 years.

-

Most are perpetual i.e. having no set maturity

-

Dividends can be deferred by the issuer – the issuer would have to first halt common dividends.

-

Trade on major exchanges in various “par” amounts. Retail preferreds tend to trade at a
liquidation preference of $25 and institutional preferreds tend to trade at $1000

-

Trade at a dirty price i.e. the market price includes the accrued dividend
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-

Some preferred stocks carry credit ratings – they are usually set one level lower than the senior
unsecured rating of the same parent company

-

Majority of the sectors are financial companies such as banks and insurance companies. Other
significant sectors are REITs and utilities.

MARKET COMPOSITION
The preferred securities market is largely, though far from exclusively, dominated by financials issuers such
as banks, insurance companies, asset managers and others. Other larger sectors are REIT and utilities.

COMMON MISCONCEPTIONS
In this section we look at common misconceptions that may be holding individual investors back in the
preferred securities market.

AVOIDING NON-CUMULATIVE STOCKS
Many investors will tend to avoid non-cumulative preferreds due to their concern that the issuer can simply
suspend dividends on the stock without having to pay back the suspended dividends. The non-cumulative
dividend feature is largely a feature of bank preferreds which require this element in order for the preferred
stock to count as part of their regulatory capital. It is important to understand, however, that Banks,
particularly large national institutions, require access to financing markets on a frequent and significant
basis due to the nature of their leveraged business model. A bank will only suspend dividends on their
preferreds as an absolute last resort since it would be denied further access to capital markets and would
have to file for bankruptcy anyway. Outside of the banking sector, it is interesting to note that during the
financial crisis both GSEs Fannie and Freddie suspended their preferred dividends indefinitely after they
were taken into conservatorship, however AIG and GMAC continued to make payments even after the
government took partial ownership. Avoiding non-cumulative preferreds means that investors will avoid
the biggest part of the preferred market and arguably the market that should trade at relatively attractive
valuations given the supply / demand dynamic.
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TRACKING RELATIVE VALUE WITH A PRICE CHART
Many investors track relative value of a given investment by looking at its historic price chart. For preferred
stocks this presents a muddled signal since preferred stocks trade at their dirty price, or with the dividend
included in the price. This means that, even if nothing changes, the price of the stock will go up for about
3 months until the ex-dividend date when the price will drop by the stock’s upcoming dividend which is
often on the order of 1-1.5%. Investors have to watch out for this dynamic as well as make sure that they
don’t view this sudden drop as an investment opportunity. To get a clean result, investors should look at
the stock’s clean price through history, or even better, the stock’s correctly calculated yield-to-worst.

BUYING STOCKS WITH NEGATIVE YIELD-TO-CALL
Preferred stocks can trade at a negative yield-to-call. This can happen once the clean price of the preferred
goes above “par”. For example, a stock trading at $25.50 that is currently callable will have a negative yieldto-call of roughly -2%. It makes sense for issuers to call their preferreds if they are trading above the call
price because that is a signal from the market that the issuer can refinance the existing preferred at a lower
coupon. Therefore, investors should be careful if they buy currently callable preferred stocks over par.
Some investors avoid paying over par for all preferred stocks¸ both callable immediately and callable in the
future, however, this approach doesn’t make a lot of sense since the series of the same issuer trading below
par could have a lower yield and present a worse investment option than a series trading above par.

FAVORING FIXED-TO-FLOAT SERIES AS LESS SENSITIVE TO RATES
Many fund company guides to preferred stocks will invariably mention the benefit of fixed-to-floating
preferreds in their lower sensitivity to interest rates. Anyone familiar with bond theory will also know that
the duration of floating-rate instruments is close to zero. The problem with this thinking is that floatingrate and fixed-to-float preferreds do not exist in isolation – they co-exist in an investment space with fixedrate preferreds and when short-term rates fall, the yields of floating-rate stocks and reset yields of fixedto-float stocks will fall relative to fixed-rate series. And, in order to compensate for this lower yield, the
prices of these stocks will have to adjust sharply lower as well in order to push the yield closer to that of
fixed-rate issues. For example, in March of 2020 the fixed-rate GS-N hugely outperformed all other GS
series because it was the only fixed-rate series of the issuer. The prices of the other series had to fall much
more in order to have yields closer to the fixed-rate series.

5

IGNORING THE COST OF THE CALL OPTION
Most preferred stocks are callable by the issuer. What this means in practice is that the upside of the stock
is limited since the issuer is likely to call the stock that is trading above “par”. This is more likely to happen
when interest rates and/or credit spreads fall making the upside fairly limited. However, the downside is
unlimited – the issuer is unlikely to call the stock if interest rates and/or credit spreads rise. Most investors
accept this asymmetry in performance as part of the preferred stock market without thinking much about
what in actual value they are giving up in return. By effectively being short the call option investors are
giving up two main benefits – first, this makes the stocks less defensive since the ability of the issuer to call
the stock lowers its ability to rise in value when interest rates fall sharply. Secondly, it potentially shortens
the holding period of an attractive investment. Some issuers have both callable and non-callable series
outstanding, most notably WFC and BAC. The non-callable series, which were issued at $1000 par, normally
trade at yields similar to or even higher than the callable series which makes them highly attractive.

USING THE WRONG YIELD
The main difficulty of investing in individual preferreds is the need to figure out the yields of the individual
stocks. Many third-party providers publish wrong yields: they either use dirty prices in the yield calculations
which skew the yields, ignore yield-to-maturity for stocks with maturity dates and other basic errors. This
can make it difficult for investors to make the right decisions in their allocations.

YIELD ANALYSIS OF PREFERRED STOCKS
Yield is the main headline metric of preferred stocks. The main difficulty with yields is that the complexity
of the preferred stock structure means that no single metric can adequately describe the expected return
of a given stock. The sections below cover the main types of yield calculations in the preferreds market.

6

STRIPPED YIELD
Stripped yield is just the last annualized dividend divided by the clean price. There are several ways this
metric can go wrong. At its most basic we need to be careful about the dividend that we use, particularly
for newly trading stocks. For these stocks the first dividend is often different from the standard dividend
because of the odd length of the first period (i.e. a long or short stub) which can be shorter or longer than
the normal accrual period (which is normally 3 months for most preferreds). One solution to this issue is to
just use the fixed coupon of the stock. While this will work for most preferreds it creates an issue for
floating-rate preferreds that do not have a fixed coupon.
Another common pitfall with stripped yield is to use the dirty price or market price of the preferred stock
which is commonly done on a few preferred stock websites. This is typically done because calculating the
clean price of a preferred is tricky as it requires figuring out the ex-div date and then subtracting the accrued
dividend up to the calculation date. Using the dirty price means the current yield will be biased lower
(because the dirty price is always equal to or higher to the clean price). For a 6.5% coupon preferred stock
the yield will be wrong on average by 0.05% and a max of 0.10%. The second issue is that on the ex-div
date the yield will jump up by 0.10% potentially flagging a more attractive yield that is not really the case.
For stocks with floating-rate coupons the stripped yield will always be incorrect and more so when the
underlying base rate has moved sharply. For example, many floating-rate preferreds showed artificially
elevated stripped yields after short-term rates dropped sharply in March of 2020 because they referenced
a coupon that was set at a previously higher rate.
A final, and most serious problem, is that using the stripped yield assumes two things: first that the stock
will never be called, will never mature or that the stock's dividend will never change. These are clearly
unrealistic and the resulting figure will likely significantly overstate the lifetime income for most preferreds.
The negative pull-to-par of many stocks will significantly offset the optically high stripped yield that is on
offer.

YIELD-TO-CALL
Yield-to-call is a metric that is designed to address the embedded issuer call. This metric is particularly
important now when so many stocks are trading above par and getting called. The yield-to-call calculation
is the usual yield calculation that assumes the maturity of the stock is actually the first call date. In other
words, the yield-to-call of a perpetual preferred stock with a call date in 5 years is the yield of the same
preferred stock maturing in 5 years.
Ignoring yield-to-call in the currently low yield environment is likely to result in realized income that is
significantly below expectations. To get an intuition around this let's consider a 6% preferred stock with a
call date in 5 years’ time trading at a clean price of $26. The stripped yield of the stock is 5.78% whereas
the yield-to-call is 5.13%. What is driving this big difference? The difference has to do with the pull-to-par
element of the stock. If the stock gets called at the first call date the current clean price of $26 will move
to $25 over 5 years. This is a loss of 4% in total or very roughly 0.8% per annum (let's ignore compounding
for the moment). This figure is a drag on the 5.78% stripped yield.
Yield-to-call is a fantastic metric but like most metrics it is incomplete. What are the common pitfalls of
yield-to-call?
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The first pitfall is that the yield-to-call is typically calculated as the yield to first call. In reality preferred
stocks are callable at any point after the first call date. This means that the yield-to-call, as typically
calculated, will actually be lower than the yield to the actual call date whenever that happens to be. This is
because many stocks do not get called at the first possible moment but continue trading well past their call
date.
Why would stocks not get called at the first call date? This may be the case for a systemic reason such as a
broad rise in interest rates or an idiosyncratic reason such as a rise in the credit spread of that particular
issuer. Both of these can make refinancing uneconomical and so the issuer will keep the preferred
outstanding. Another reason could be the additional expenses required to refinance a given stock. This
does not invalidate the yield-to-call but it does mean that the yield-to-call is a yield which, apart from
dividend suspension or default, is a kind of a worst-case scenario for investors which does not actually have
to happen. This means investors have to evaluate the probability of the yield-to-call metric on an individual
basis.

YIELD-TO-MATURITY
For stocks with maturities, the stripped yield is not applicable since these securities are not perpetual.
Instead, investors can use the yield-to-maturity calculation which assumes that investors get par back at
maturity.

YIELD-TO-WORST
A related metric is yield-to-worst which is the minimum of stripped yield and yield-to-call and is designed
to be the single go-to yield metric. For the few stocks with maturity dates, this becomes the minimum of
yield-to-call and yield-to-maturity.
One pitfall of yield-to-worst is that stocks that are currently callable and are trading at a slight discount to
par will be flagged as unattractive. For example, a stock with a 5% fixed coupon that is currently callable
and trading at $24.50 will show a yield-to-worst of 2%. The reality of course is that the stock will have a
stripped yield of 5.10% and if it is called will provide an immediate windfall of 2%. So, showing a 2% yieldto-worst for this stock will hugely discount the actual income and potential capital gain opportunity on
offer.

BOND EQUIVALENT YIELD
One general pitfall of all yield calculation is to fail to adjust for the frequency of the distribution. This is less
of an issue for comparing preferred stocks most of which pay quarterly (a bit less than 10% of retail
preferred market pays at a different frequency). This is because a more frequent distribution frequency is
better. In other words, a stock that distributes the same amount monthly is better than a stock that
distributes the same amount quarterly, all else equal. A monthly distribution can be reinvested sooner
allowing it to earn more interest on interest thus ending up with a higher total income. One way to address
this is to calculate something called BEY or bond equivalent yield which adjusts for the distribution
frequency and presents the stocks on an even footing. This is particularly relevant when comparing
individual preferreds to preferred funds many of which pay monthly.
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FORWARD YIELDS
The forward yield is a metric we have come up with as a way to address the pitfalls of yield-to-call or the
assumption that the stock will get called at the first possible call date. Instead of being a single metric, the
forward yield curve is a set of data points corresponding to call dates occurring after the first call date.

Because it is a curve it makes it difficult to compare across the entire preferred stock population. However,
where it is particularly valuable is in selecting one of a number of preferred stocks from a given issuer.
Let's see what the yield curve looks like for one stock. Below we plot the forward yield curve for the
Brookfield Property Partners L.P. 6.375% Class A. We choose this stock because it is relatively
straightforward to analyse given its fixed coupon does not change after the call date.
The stock pays a fixed coupon of 6.375% and is trading at a clean price of $25.82 at the time of writing. The
stock has a stripped yield of 6.07% and a yield-to-call of 5.57%. It is callable on 30-Sep-2024 and after. The
first point on the curve shows the yield to the first call date which is the same as the usual yield-to-call
metric.

If the stock remains outstanding for another payment period, the graph shows that its yield will rise by
about 0.05%. Why would this happen? Consider the fact that the yield drag to the first call date is -0.50%
(5.57% yield-to-call minus 6.07% stripped yield). If we extend the first call date by 3 months this drag is
reduced by about 0.05% per annum because the clean price of $25.82 has another 3 months in which to
amortize to $25 which reduces the per annum drag.
What else affects the forward yield besides the time and distance to pull-to-par? The answer is change in
expected dividends post call date. Most stocks will switch to a floating-rate coupon if they are not called
on the first call date and this will impact forward yield.
Let's take AGNC Investment Corp., 7.00% Series C (ANGCN) as an example. The coupons of the stock will
switch to 3M Libor + 5.111% on 15-Oct-2022 if not called. Now, technically, Libor will cease after 2021 and
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will move to SOFR however the transition will try to capture the economics of the contractual floating rate
possibly by shifting to the SOFR with a certain basis spread.
At the end of 2022, the stock will start paying a floating rate coupon. How do we know what those floating
coupons will be? We don't know of course but we can calculate their expected amounts by using today's
forward interest rates, in this case forward Libor rates. This is what the forward 3-month Libor looks like.
The reason it slopes down at first is because the front-end of the interest rate swaps curve is inverted while
the belly and after is upward sloping.

Using this forward Libor curve we can calculate the expected cashflows of the stock. The chart shows a
clear dip after the first call date. This has to do with the fact that around the first call date the forward Libor
is roughly 1.3% which if we add the 5.111% spread comes out to 6.41%. This is below the current fixed
coupon of 7%.

All of this means that while the forward yield is pushed higher by the longer pull-to-par drag, it is pushed
lower by the lower expected coupons after the first call date.
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Combining both of these forces results in the following forward yield curve.

It's important to say that both of these forward yield drivers are moving parts. In other words, as the clean
price of the stock moves and as the forward Libor moves, the forward yield curve will shift. This advantage
of this kind of yield analysis is that it allows investors both to understand the return of a given stock in
various scenarios as well as what is priced into the market.

EVALUATING DIFFERENT PREFERREDS SERIES
A key task for investors in preferred stocks is to identify which sectors and which individual issuers they
want to allocate their capital to. In this sense preferred stocks are not too dissimilar to common stocks.
One key difference, however, is that preferred stocks of the same issuer can come in different series. Public
Storage, for example, has 14 different series, each with a different coupon and call date. Different series of
the same issuer can also have different coupon types: fixed, floating-rate, fixed-to-float, floating-rate with
a floor, floating-rate with different base rates etc. And that’s only some of the features that can be
different. This means that it is not enough for investors to settle on issuers – they also need to find the
series that best fits their views, yield-target and risk appetite.
The Goldman Sachs preferreds are an interesting case study because they feature three different types of
coupons: fixed, fixed-to-float and floating-rate with floors. This is the list of the non-synthetic Goldman
Sachs preferreds in the $25 par space. GS-A, GS-C and GS-D are floating-rate preferreds with floors. GS-J
and GS-K are fixed-to-float and GS-N is fixed. The table below lists these series.
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The chart below shows what the coupons on these series will look like for various levels of LIBOR once the
stocks move past their call dates. Clearly, soon enough LIBOR will go away, but the relative economics
should not change. For levels of LIBOR below 2.66%, the coupons of GS-N will be higher than all the other
stocks though it’s unlikely that we are going back to this level of LIBOR anytime soon.

Coupons, of course, combine with prices to produce yields - a far more relevant metric for investors. Let's
use clean prices and calculate stripped yields on the stocks past their call dates. Here, the picture is not as
obviously in favor of GS-N. The stock only dominates yields up to LIBOR of around 1.4%.
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What the market seems to be saying is that Fed Funds will stay around zero for a long time and the LIBOR
/ Fed Funds divergence is not going to blow up from here on, or in other words, the US economy will remain
pretty depressed but not so depressed as to see banks default or unsecured financing (an indicator of
LIBOR) remain stressed.
Dividends is not the only driver of performance, however, otherwise GS-N would obviously be the most
attractive series. The GS preferreds, as most other preferreds, can be called. Let's see what the market is
saying with respect to the chance of calls. In the chart below, we plot the forward call yields of the GS
preferreds. Forward yield is the yield of the stock at a given time assuming the stock is called at that time.
We use current Libor forwards to calculate expected floating-rate coupons post call date.
So, for example, if all GS preferreds get called in 2025, the yield of GS-A will be around 13% versus about
7% for GS-N. The much higher yield of GS-A has to do with its greater pull to par, as it is trading at a clean
price of $16.03 - well below the clean price of $23.25 of GS-N.
This set of charts tells us those investors who think that the GS preferreds are essentially never getting
called but short-term rates will remain low should be in GS-N whose stripped yield is the highest of all
series. Investors who think that the GS preferreds are not getting called but short-term rates are going to
move higher should be in GS-J or GS-K. And those investors who believe that this set of preferreds is likely
to get called in the next decade should be in GS-A that has the highest forward call yield.

HIGH RESET-YIELD PREFERREDS
One key dynamic of the March-2020 market sell-off was the underperformance of fixed-to-float securities
relative to fixed-rate securities. The chief reason for this underperformance had to do with their reset
yields. Reset yield is the yield a given fixed-to-float stock will boast at the current price once it goes past its
call rate and becomes a floating-rate security. When fixed-to-float preferred stocks are issued their floating
rates are usually set to roughly equal their fixed rates. For example, a 6% coupon newly issued preferred
will tend to set its spread over Libor at 4% if Libor is trading around 2%. So, when Libor fell sharply in the
early part of 2020, the expected floating-rate coupons of the stock fell along with it. So, now instead of
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paying 6% (Libor of 2% + a spread of 4%) the same stock would be expected to pay around 4.5% (Libor of
0.5% + 4%). This made fixed-to-floating stocks less attractive to their fixed counterparts.
Since Libor moved close to zero a number of new fixed-to-float preferred stocks have been issued, which
can be called high reset-yield preferreds, which offer attractive post-call coupons and yields. And because
short-term rates are unlikely to move below the risk-reward favors investors in these stocks. With interest
rates so close to zero and great uncertainty around the path of inflation in the medium term high resetyield preferreds are offering an attractive opportunity for investors to diversify their inflation risk profile
and take advantage of low interest rates. Interest rates moving below zero does remain a risk however the
likelihood of sharply negative rates appears low at this stage. The Fed also appears committed to avoiding
pushing rates below zero.
Higher reset-yield stocks should appeal to investors who think that interest rates are likely to be higher 5
years from now or investors who think that credit spreads are likely to remain elevated over that time,
preventing issuers from calling the stocks. In either case these stocks should outperform.

INFLATION UNCERTAINTY
Thinking about inflation in the medium term feels unusually difficult given the number of very strong
drivers that are pushing in opposite directions. High deficits suggests that the US can only escape the debt
trap by inflating it away. And the deflationary effects of globalization and Chinese exports are coming to a
screeching halt. On the other hand, a wide output gap is likely to continue for many years with many
business and jobs lost permanently to the crisis.
Given this uncertainty, holding cheap inflation hedges in this environment looks like an attractive
proposition. Owning assets that perform well when interest rates are rising is highly valuable for income
investors. This is because most income assets are long-duration assets, that is, they tend to drop in price
when interest rates rise. Floating-rate preferreds, on the other hand, will tend to outperform fixed-rate
assets in price and income terms when rates rise. Of course, these stocks can be called away by issuers
however that also means that their price will tend to be supported by this likelihood.

ASYMMETRIC INTEREST RATE RISKS
Another reason to like high reset-yield preferreds has to do with where current interest rates are. Base
rates for fixed-to-float preferreds have tended to be closely tied to the Fed policy rate such as SOFR or
Libor or rates linked to the belly of the yield curve such as the 5-year Constant Maturity Treasury rate.
In either case these rates are at or close to historically low levels. So unless we see sharply negative interest
rates this situation offers an attractive asymmetric risk/reward. This is because interest rates have a lot
further upside than downside at these levels.
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Negative interest rates are a real risk for those fixed-to-float securities without a rate floor. However, in its
communication the Fed remains averse to negative interest rates. That said, negative rates do have an
easing impact on financial conditions according to some economists such as the team at Goldman Sachs.
The market has also at times priced in negative short-end rates, though this is likely due to hedging by
banks rather than any outright market views.
More likely than negative policy rates is the policy of yield curve control. This policy, which has already
been implemented by various global central banks, means that yields on certain Treasury bonds are not
allowed to rise above a certain level. The Fed did run yield curve control during and shortly after the second
World War as a way to help the Treasury manage the costs of financing the war. We can certainly envision
a scenario where the costs of managing COVID are so high and requires such large Treasury issuance that
the Fed reinstates yield curve control measures, however this still seems unlikely at this stage. And even if
it were to pass the downside risk for investors is small given where rates are now.
It is possible, of course, that if interest rates rise these stocks may be called away by the issuer. However,
this is not necessarily a bad thing. First, it means that the price of these stocks will be supported relative to
fixed-rate series. Over the past few months we have seen fixed-to-float issues underperform fixed-rate
issues because of the drop in short-term rates. If we see a rise in short-term rates this dynamic will flip, and
recently issued higher reset-yield stocks should outperform.
Secondly, not all issuers are high-frequency market participants and many fail to call their stocks even when
it is advantageous to do so.
Thirdly, whether or not a given stock is refinanced is a function of both interest rate and credit spread
levels. So, just because interest rates rise does not mean that a given stock will be trading above "par". If
the credit spread exceeds the difference between the stock's coupon and the issuer's fair-value yield level
then the stock will trade below "par" making it uneconomical for the issuer to refinance.

Watch Those Prices
Another important dynamic to watch, even for investors who don't particularly want to be in the new fixedto-float issues is the impact of the new issues on existing issues. Because new fixed-to-float stocks are
15

issued at more attractive reset yields, the older series are likely to suffer disproportionate price falls. For
example, this is the dynamic of the American Equity Invest Life Holding preferreds with the older series
taking a pretty sharp drop on the issuance of the new series. This price dynamic suggests that holders of
existing preferreds may want to tactically manage their exposure by waiting out the first week or so of the
new issue.

FLIPPING NEWLY-ISSUED PREFERREDS
For all of the advances over the last decade in electronic trading, transparency of pricing and ease of market
access, the retail preferreds market remains weirdly archaic in some ways. The way many retail preferreds
come to market is first via the so-called "Grey" or "Other OTC" Market. For example, on 8-June Public
Storage issued the new 4.625% Series L shares with a permanent ticker symbol (PSA-H). However, because
it takes a few days to get the shares listed on NYSE the underwriters, who have already priced the shares,
aren't particularly keen to warehouse them and take the price risk. Instead, they acquire a new ticker for
the shares, in this case, PUBXL and start selling the shares to investors prior to their listing on NYSE.
In order to be able to trade shares in the OTC market, investors need to know two main things. First, they
obviously need to be aware that there is a new issue out there. Normally, companies make an
announcement via a press release which investors can track directly on a platform like Business Wire or on
a news aggregator like Yahoo. Alternatively, portals like QuantumOnline.com also list recent new issues.
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The second key issue for investors is that they need to both know the OTC ticker of the new issue and make
sure that their broker is set up to trade the new issue. Some brokers can take a day or two to sort out the
pipes and make the issue available for trading.

Does It Work?
To kick off let's motivate the discussion with a few preferreds. Public Storage is particularly top of mind not
just because of a newly issued series but because it is a prolific and frequent issuer. Let's take a look at how
three of its series issued over 2019 have fared over the first month of trading. All three series closed above
$25 on the first day of trading and then slowly traded up over the first 21 business days.

We have to be mindful that since preferreds trad “dirty”, the prices would reflect around 10-12 cents of
accrued by the end of the first month depending on the series so some of the rise is due just to the dividend.
Overall, however, it looks like all three series enjoyed pretty strong growth with an average rise of about
2%. And although the preferred market did well in 2019 - it surely did not return anywhere near 24%
annualized in pure capital gains.
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Let's take a more systematic approach and look at all the $25-par preferred IPOs over 2019. The reason we
choose 2019 is to control for what was a very unusual trading environment in February to April of this year
that would skew the results plus the fact that the new issue market was effectively closed in the latter
stages of the first quarter. To make sure this is not a one-off we also checked the performance of about a
dozen new issues since April of this year and the results look very similar.
The chart below shows the average return path of 94 2019 IPOs starting with the closing price of the first
trading day. Arguably, we should be using the open price of the first trading day as the first data point,
however, not all investors would be able to transact at the open. The chart shows a pretty steady rise in
returns over the first month - at a net price return of about 1.4% (after subtracting the accrued and the
above-par first close) and an annualized return of nearly 17%. This suggests that you don't have to jump
on the stock out of the gates in order to enjoy decent returns. You can even wait for it to start trading on
the exchange though that will give up about a third of the gains.

An average hides a lot of variation. Let's take a look at the box-and-whiskers plots chart of each trading day
over the first month. The box plots measure the range of prices with the box indicating the range of the
first quartile and the third quartile, with the whiskers showing the tails of the distribution and diamonds
indicating outliers. The bars in the box indicate the median prices.
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This median line through the boxes is similar to the average line in the earlier chart - showing steady
progress in the median price of new IPOs through the month. Interestingly, the bulk of new IPOs don't
trade further than about 2% below "par" and 6% above "par". This shows that the asymmetry of the price
distribution favors early buyers.
Another important question for investors is how to manage the entry point. In the chart below we compare
the daily average open to the average low and high. The chart shows that the low is about half a percent
below the open suggesting that there are opportunities to enter the trade at an attractive level after the
open.

If we look at the return from the open to the close on the first day of trading we can see that there is a
small pop on the first day however it is not particularly large though the variation is fairly wide.

Another important data point is the first day's low versus the open. The chart shows that on average we
see a half a percent drop from the open to the day's low which again suggests that entering with a limit
order a bit below the open might make sense for most stocks.
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WHY DOES IT WORK?
The obvious question is why does buying new issues work?
One reasonable response here is that - well it works at the theoretic "mid" price but doesn't work very well
once you take bid/offer costs into account. This point doesn't invalidate the strategy, but it does point to
the importance of using limit orders and possibly stagger them for larger trading sizes.
A reason why this strategy appears to work is a circular suggestion that the presence of flippers themselves
pushes up the price. This is certainly true although the fairly straight performance line of the strategy
suggests that the flipper demand is small relative to the demand of the broader market once the trading
in the stock gets established.
A second reason could be that the broader retail community takes up the new issue from either spare cash
or by rotating out of other assets. Once the permanent ticker is known and exchange trading commences
more retail investors become aware of the new issue and buy the stock.
A third reason could be due to a yield-advantage. In other words, some stocks could be issued at a yield
advantage to existing series so the appreciation of the new series has more to do with it moving towards
fair value rather than anything else. This explanation rings true to us based on some recent issuance.
In summary, it pays for investors to get involved early, particularly if they like the economics of the new
series.

UPGRADING YIELD WITHOUT ADDING CREDIT RISK IN
PREFERREDS
One strategy that can add alpha in preferreds is to rotate into newly issued preferreds of those issuers that
investors may already hold in their portfolios. And while newly issued preferred may have different
coupons, call dates, and reset terms, their credit risk is identical to the existing series of the same issuer.
This means that investors can often pick up a decent yield without taking on additional credit risk. An added
bonus is that investors usually get longer call protection to go along with it.
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ROTATION IS THE NEW BUY-AND-HOLD
To illustrate how rotating into newly issued preferreds can add yield we go through a number of recent
preferred stock IPOs in this section.
First up is Public Storage - a prolific issuer of preferred stocks. The company is the largest operator of selfstorage facilities in the world. It is also one of the few investment-grade rated REIT preferreds.
In late August, the company refinanced one of their existing preferreds with the Public Storage 4.125%
Series M (PSA.PM). At the time of issuance, the new Series M offered a nearly 1% yield-to-worst pickup
(blue bars) relative to the next highest-yielding stock. This was followed by a sharp yield contraction which
we can see with the orange bars so that while Series M still offers a pick-up it is now significantly less than
it was shortly after issuance.

What this means in price terms is that the Series M sharply outperformed the other series of the stock
which mostly treaded water during this time.
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One potential issue worth considering for investors is that rotating into the new series may reduce their
actual ongoing income as was the case for PSA.PM. This is because the new series boasted the lowest
stripped yield. It is true that the yield-to-worst calculation may not present the most accurate picture of
the total return of a given stock since we don't actually know when the stock will get called. A delay in the
call means that stocks with higher stripped yields and lower yields-to-call may end up delivering a higher
return than stocks with higher yields-to-call but lower stripped yields. This should be taken into account by
individual investors with regard to their outlook on the issuer as well as the propensity of the issuer to
refinance outstanding series.

Another recent IPO was the new Farmer Mac 5.25% Series F (AGM.PF) which was used to refinance Series
A. The call left Series A holders nursing a loss of about 2% on the call which exemplifies why yield-to-worst
is a relevant metric, particularly in the current market where stock prices have rallied closer to "par" and
refinancings have increased.
As the chart below shows when the AGM.PF started trading, it did so at a significant pickup in yield-toworst. Several weeks after it began trading, we can see that the market has compressed the yield valuation
across the stocks which we can see in the orange bars.
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In price terms, this means that AGM.PF has rallied harder which is shown in the chart below.

As the last recent example, Truist Financial Corp - a North Carolina banker - issued its 4.75% Series R
(TFC.PR) a few weeks ago. In a similar dynamic, the new series was issued at a yield-to-worst pickup to
the other series.
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It then rallied harder than the other series as the yield differential between them compressed.

These examples suggest that this strategy of picking up yield in a newly issued series is a no-brainer.
Investors have to keep in mind, however, that while there is often a yield-to-worst pickup in newly issued
preferreds, their stripped yield is typically below that of the existing series. This means that by rotating into
the newly issued preferred investors will typically have to settle for the lower actual income of their holding
in exchange for a likely higher total return. What makes the strategy difficult to execute for some investors
is that the reduction in income is immediate and definite while the higher total return is both less certain
and in the future. An example where this strategy may not be successful is for issuers who have noncommercial financing considerations which means they do not call outstanding series when it is in their
favor to do so. This means that the stripped yield advantage may make up for a yield-to-call disadvantage
if the stock remains outstanding for a number of years past its call date. Recall that the yield-to-call is yield
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to the first call date and if the stock is not called on its date, then the actual yield of a given series will move
towards its stripped yield.
For more tactical investors, however, the answer is more clear-cut. Newly issued preferreds tend to
outperform when they are issued, which provides an attractive way for investors to generate additional
alpha in this part of the market.

EQUITY CEFS PREFERREDS
We often read comments by various market participants that say something like "CEFs must maintain their
leverage below X". A quick glance at the 1940 Act shows that this is incorrect. There is nothing legally
stopping a CEF from happily "breaching" its regulatory asset coverage, nor does it have to cure the
coverage. All that happens is that the CEF is unable to carry out certain actions. The action matrix is fairly
extensive, but for common shareholders, the key bits are that the fund will be unable to declare or pay a
distribution or buy back common shares. Interestingly, the fund can continue to pay a distribution with its
own shares.
These restrictions are fairly onerous, and no fund really wants to suspend distributions given the
reputational risk involved. However, they really can just carry on. In fact, it may be in the best interests of
common shareholders that the fund continue with elevated leverage despite suspending distributions,
particularly if the markets make a reversal.
Many leveraged funds holding volatile assets like equities, MLPs and CLO equity ended up deleveraging in
March 2020, which led to permanent capital losses because asset prices bounced back shortly after. Of
course, not all funds can carry on with elevated leverage ratios, particularly those that have private credit
facilities which carry hard leverage caps, but funds that finance themselves with senior securities can really
just carry on for an extended period of time.
The chart below illustrates the risk of deleveraging. In this example, we have an asset price (blue line) that
goes from 100 to 50 and then back to 100. The orange line tracks the NAV of a CEF that is leveraged 25%
at the start and fully deleverages when its leverage hits 50%. Once that happens, asset prices come back
gradually and the fund remains unleveraged. The end result is that while the asset price comes all the way
back, the fund's NAV remains 27% below its start. This is clearly a toy example, but it does illustrate the
risk that leverage can bring.
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GUT CASE STUDY
In this section, we take a look at a fund that has been trading for a long while and also has had senior
securities outstanding for some time: the Gabelli Utility Trust and the associated GUT 5.625% Series A
(GUT-A). The fund also had Series B auction-rate preferreds outstanding during the period.
Through 2008 and early 2009, the fund's NAV dropped more than 50% before recovering fully in total
return terms in 2011. In order to be able to make distributions, GUT had to repurchase and redeem its
preferreds, as shown in the chart below. Series A were repurchased across mid-2008 to mid-2009, while
Series B were redeemed in the second half of 2008. Series A shares were repurchased at a significant
discount to market value, while Series B were redeemed at their liquidation preference.

In order to finance the retirement of both series of preferreds, the fund would have had to sell assets at
what was, in retrospect, very depressed levels. And although the total level of preferred shares retired
was not very large, the overall impact was still to lock in permanent losses for investors.
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This episode illustrates the following investment implications. First, when push comes to shove, so to
speak, a leveraged CEF will pivot to support its senior securities at the expense of its common
shareholders. GUT ended up financing the retirement of its preferred shares by selling its assets at
depressed valuations. The corollary of this dynamic is that the repurchases of Series A also provided
technical support for preferreds holders, while pushing down the value of the types of stocks that the
fund actually held in its portfolio.
The second investment implication is that leveraged CEF preferreds behave a lot more like income assets
than the fund's common shares. We can see this in the much lower drawdown of preferred shares than
the common shares.
We can also see this in the underlying earnings profile of the fund. GUT, at its current price, has a very
attractive current yield of 7.92%. Let's take a look at how the fund is generating its earnings. For the year
ending December 19, the fund generated $10.52 million in total investment income, composed of
dividends and interest on its total assets. Out of that figure, $3.7 million went to pay the fund's
management fee with another $700k for additional expenses. An additional $5.14 million went to pay
preferreds holders, leaving a bit less than $1 million in income for common shareholders.

So, less than 10% of GUT's actual income is going to its common shareholders. The actual earnings yield
that the fund generates is 0.37% and its price yield after taking the discount into account is 0.20%.
Preferreds shareholders, on the other hand, are receiving stripped yields in excess of 5%, while at the same
time having common shareholders pay the fund's management fees. If the fund fails to generate capital
gains during periods of falling or stable equity prices, it can end up in a curious situation where preferred
dividends are paid out of its paid-in capital - creating an effective transfer of capital from common to
preferreds holders.
Of course, we don't mean to compare common stocks to preferreds stocks - common stocks offer upside,
which preferred stocks typically do not. Those investors who are looking for leveraged exposure on a basket
of stocks have all the reason in the world to hold leveraged equity CEFs. However, these funds are also held
by income investors, who view them as strictly income-producing assets, which they are demonstrably not.
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Rather, they are total return assets which behave like income assets by a kind of sleight of hand which
converts capital gains into distributions in exchange for a sizable management fee.
Investors who view leveraged equity CEFs as income assets are exposed to the risk that funds cut
distributions, and many go to great lengths to seek out funds that have never cut distributions. This type
of strategy can fail in a difficult market environment. This can be particularly painful because the price of
the fund following the cut can remain at depressed levels not just because of a low NAV, but also because
of significantly wider discounts caused by disappointed investors cutting their positions in the fund.
To illustrate this, let's take the Gabelli Go Anywhere Trust (GGO) as an example. Prior to the recent
drawdown, the fund's price was trading a bit over $15 per share and it was distributing $0.20 per share
quarterly, generating a decent-looking yield of about 5.3%. During the drawdown, GGO deleveraged
somewhat and significantly cut its distribution to $0.05, which not only resulted in a sharp drop in its yield
but also caused the discount to remain very wide at -18.5% currently - close to its historical wides. With
the fund boasting a current yield of 2.23%, the discount is unlikely to recover. This presents a difficult
dilemma for investors who bought into the fund prior to the drawdown attracted by its yield. Either they
continue holding the fund that with a 1.33% yield on their cost basis or they sell at current prices, locking
in a 40% loss. All this is in contrast to the GGO Series A (GGO-A), which has a yield of around 5% and is also
puttable by holders back to the fund.
Investors should be careful in treating leveraged equity CEFs as income assets. This is because during sharp
market drawdowns the interests of senior security holders, who have different incentives from common
shareholders, will predominate. Fund managers will tend to repurchase or redeem senior securities in
order to support the fund's asset coverage by selling down its assets at depressed valuations, locking in
permanent capital loss. In addition, preferred shares of leveraged equity funds tend to have much higher
true income levels, enjoy a subsidy by common shareholders who pay the fund's fees and can end up with
much higher distribution yields if the fund ends up cutting the distribution on common shares.

ALLOCATING TO EQUITY CEF PREFERREDS
Equity CEF preferreds are fairly unusual securities in the preferred stock space. For this reason, they require
a different set of metrics. Some of these key metrics are listed in the table extract below. These are:
-

Asset Coverage: this is simply the total assets of the CEF divided by the liquidation preference of
the preferred stock. For example, a CEF with $100m of assets that has $25m of preferred stock
outstanding has asset coverage of 4. The higher this number the better, all else equal.

-

NAV Drop for 100% Asset Coverage: This is simply the asset coverage figure made more intuitive.
This is how much the fund’s NAV can drop without the fund’s total assets going below the
preferred stock liquidation preference.

-

NAV Drawdown: this is the worst annual top-to-bottom price NAV drawdown. It gives investors a
sense of how much the fund’s NAV has fallen historically.

-

CEF NAV Vol: the volatility of the CEF NAV returns.
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-

CEF NAV 3Y Trend: trajectory of the fund’s NAV. A supportive trend indicates the fund has been
able to maintain its total assets historically.

BUILDING A DIVERSIFIED PREFERREDS PORTFOLIO
The market drawdown of March 2020 has hit the preferreds market like a ton of bricks. Lower short-term
rates have hammered fixed-to-float securities, while cyclical sectors like banks and REITs, which are heavily
represented in the population, took a heavy brunt of an oncoming recession. Investors who thought they
held relatively diversified portfolios may have been surprised by sharp and broad-based losses. In this
chapter, we take a look at a number of portfolio dimensions that investors may be overlooking when
constructing their preferreds portfolios.
In a nutshell, investors should look beyond merely increasing the number of securities in the portfolio,
allocating to higher-quality stocks or picking across a number of different sectors. Other dimensions worthy
of consideration are intra-sector, coupon type and duration diversification, as well as institutional vs. retail
market exposure.

PSEUDO-DIVERSIFICATION METHODS
What do investors typically do in order to diversify their portfolios? The traditional approaches are selecting
a sufficiently high number of securities, allocating across different sectors, and selecting higher-quality
securities for at least a part of the portfolio.
We call these insufficient diversification approaches - pseudo or lazy-diversification. This is because they
can give investors false comfort while setting them up for nasty surprises ahead. Let's go through them in
order.
Some investors will often aim to diversify their portfolio holdings by increasing the number of securities
they hold. The suggestion that appropriate diversification can be achieved by increasing the number of
holdings has come from both the media and academia. Jim Cramer, on his Mad Money program, used to
air a segment called "Am I Diversified?" where users called in with Jim's view of a 5-stock portfolio.
Somewhat more seriously, in their 1970 paper, Lawrence Fisher and James H. Lorie found that a random
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portfolio of 32 stocks reduced the return volatility of the portfolio by 95%. This approach, while interesting,
is not the same as diversification, however, and most investors are clearly well aware of this fact.
This is why investors also try to allocate across different sectors. However, apart from the CEF and utilities
sectors which dropped by "just" 20%, all other sectors experienced very heavy drawdowns in March.

Tilting entirely towards investment-grade securities is no guarantee of success either. The chart below plots
total returns over March of investment-grade securities where drawdowns have ranged from low singledigits to over 60%.

In the sections below, we discuss additional dimensions of preferred securities that investors should
consider in constructing their portfolios.
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INTRA-SECTOR DIVERSIFICATION
As we suggest above, allocating to securities from different sectors may not do the job, since a given sector
can contain securities with very different characteristics. To take the mREIT sector as an example, the
recent drawdowns within the sector have ranged between 40% and 95%. While 40% is a terrible result, it
is surely miles better than 95%. In the case of this particular sector, the key differentiator lies in the
underlying portfolio holdings of each company with companies focused on agencies performing better.

RETAIL VS. INSTITUTIONAL DIVERSIFICATION
By definition, the individual institutional preferreds market is largely inaccessible to retail investors who
are mostly limited to the $25-par market with a few exceptions. This doesn't mean that retail investors
cannot hold institutional securities, however, with many preferreds funds allocating to the institutional
space.
In the chart below, we plot the total returns over the last two months of the two markets. We proxy the
two markets using two funds: PFF for the retail market and FPEI for the institutional market. This is not a
perfect comparison, given the credit quality, regional, and industry differences, but the results are still
telling. Initially, the two populations tracked each other relatively well, but then began to diverge sharply,
with the retail population showing significantly more volatility. We suspect the lower liquidity of the retail
space revealed more liquidity gaps in the trading and pushed the retail market nearly 10% below the
institutional one at the lows. Although, in the end, the two sectors have again converged, the sharper
drawdowns in the retail sector may have made it more difficult for investors to hang on to their holdings
during the drawdown.
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COUPON-TYPE DIVERSIFICATION
In the chart below, we plot the total returns of retail preferreds by dividend type: floating-rate, fixed-tofloating, and fixed. We exclude non-investment grade securities to control for credit quality. The chart
shows that fixed-rate preferreds have held up the best, with fixed-to-floating suffering drawdowns similar
to floating-rate securities but rallying harder since then.

This relationship makes sense for two reasons. First, fixed-rate preferreds have a higher duration, which is
an asset in an environment of decreasing interest rates. And secondly, lower short-term rates due to sharp
Fed cuts have lowered the distributions of floating-rate securities as well as reset yields of fixed-to-float
securities in relation to fixed-rate preferreds. A steepening yield curve means that the prices of floatingrate and fixed-to-floating securities had to drop further in order for their stripped and reset yields to catch
up to fixed-rate yields.
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CALL PROTECTION DIVERSIFICATION
If we look at total returns of investment-grade fixed-rate securities by the amount of call protection, we
see an interesting dynamic. Securities with the shortest amount of call protection have fallen the least, and
vice-versa. This makes sense intuitively since the time to first call acts as a kind of conditional duration and
securities with the least time to first call should have the lowest duration. And because the moves in credit
spreads were much higher than moves in risk-free yields, the securities with the lowest duration were least
impacted.

This only works up to a point, however, since the closer the company is to default, the more the prices of
its pari passu securities will move towards the same price. You can see this dynamic in the corporate bond
space when the yield curve will typically flatten and then invert at credit spreads of around 500-1000bps.
This is because when prices of bonds with different maturities move towards the same price i.e. recovery,
the yields of shorter-term bonds will mechanically increase more sharply than the yields of longer-term
bonds.
Let's take a look at a few fixed-rate preferreds issued by Bank of America to see if this dynamic is evident
in preferreds as well. The Bank of America, 6.2% Series C (BAC-A) has the least call protection with a call
date in January 2021, and the Bank of America 5.0% Series LL (BAC-N) has the greatest amount of call
protection with a first call date in September 2024. As we would expect, the BAC-A has moved much less
than BAC-N.
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Let's see what happened in yield terms. The yields of the six stocks compressed through the drawdown
and inverted during the worst episode and then normalized again. This jives well with the experience of
the corporate bond market but also suggests that investors may be more willing to take a lower yield if
they can lock in that yield for a longer period of time.

In summary, when constructing portfolios of preferred stocks, investors should look beyond the issuer
count and sector representation. Taking into account such security dimensions as intra-sector quality,
coupon-type and duration diversification, as well as institutional vs. retail representation should lead to
more resilient portfolios that could potentially withstand a greater number of challenging market
conditions.

ALLOCATING TO PREFERRED STOCKS
Managing a portfolio of preferred stocks requires different levels of analysis: macro, sector-based, issuer
and series. Macro-based analysis looks at the overall preferreds market – its current price and yield levels
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versus history to gauge how attractive the overall preferreds market may be. This can guide investor
allocations to preferred securities versus other types of assets in their portfolios.
Sector-based analysis does this on a sector basis and can guide investor allocations within the preferreds
market. On an individual security level, investors can gauge which individual securities deserve investor
capital. And finally, series-based analysis can guide investor allocation to one or several individual series of
a given issuer.

MACRO INDICATORS
Macro preferreds market indicators can give investors a sense of how the overall market is doing. Are prices
and yields high or low? Is the margin of safety sufficient to add risk or should investors take some chips off
the table and wait for a fatter pitch?

Investors who hold multi-sector portfolios can quickly gauge the overall valuation level of the preferreds
market in yield terms to see whether adding risk to this sector makes sense or not.

SECTOR-BASED INDICATORS
Sector-based indicators are simply individual metrics aggregated on a sector level. They can give investors
a sense of the risk/reward of individual preferreds sectors as well as where to focus their attention.
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INDIVIDUAL INDICATORS
Individual preferred stock indicators come in different types, listed below.


Prices – dirty and clean prices.



Returns – returns over various time horizons can give investors an idea of how the stock has
performed relative to the broader market.



Structural Features – key features such as call date, callability, coupon type, tax elements, exdividend date



Ratings – credit ratings can give investors a sense of the issuer’s financial strength.



Yields – stripped yield, yield-to-call, yield-to-worst, reset yield, and others.



Risk Metrics – volatility, drawdown, empirical duration, traded volume.



Valuation – price and yield percentile, yield sector spread percentile.



Fundamentals – asset coverage, interest coverage, leverage ratio.

Risk metrics play an important role in stock selection and portfolio allocation. Investors who are able to
build a preferred stock portfolio after the COVID crash are at a significant advantage because they are able
to see how various stocks have performed during the sharp market drawdown – which stocks were
relatively resilient and which ones were not able to climb back from the depth of the drawdown.
Volatility is the standard indicator of risk and its worth understanding. However, a more intuitive one is
drawdown. For each potential allocation under consideration investors should check both issuer and stocklevel drawdowns. This is because the different coupon types of different series may lead to a different kind
of drawdown.
Valuation metrics such as price and yield percentiles are useful relative value and timing indicators, giving
investors a sense of the price or yield of a given stock relative to its own history.
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APPENDIX – ADDITIONAL RESOURCES
https://www.quantumonline.com/search.cfm
https://innovativeincomeinvestor.com/

APPENDIX – RESILIENT PREFERREDS
This table contains one preferred series from issuers that have maintained resilience over the COVID
market drawdown period. Resilience is measured as 1) 1-year return above -5%, 2) largest drawdown
across all series of smaller than -30%. Calculations are as of July, 2020. Due to size constraints, the table
excludes Gabelli CEF preferreds all of which are resilient by this metric.

AEP-B
AGM-A
AGRIP
AILIH
ALP-Q
ASRVP
BAC-K
BANFP
BGEPF
BK-C
BXP-B
C-J
CBKLP
CBSHP
CCI-A
CMS-B
CNLHP
DHR-A
DUK-A
FRT-C
GJO
GJR
GNE-A
GYC
HAWEL
IIPR-A

IPLDP
IRET-C
JPM-C
KEY-J

Issuer

Sector

American Electric
Power Co.
Federal Agricultural
Mortgage
AgriBank FCB
Ameren Illinois Co.
Alabama Power Co.
Ameriserv Financial
Cap Trust
Bank of America
Corp.
BFC Capital Trust
Bunge Ltd
Bank of New York
Mellon
Boston Properties
Citigroup
CoBank ACB
Commerce
Bancshares
Crown Castle Intl
Corp.
Consumers Energy
Connecticut Light &
Power Co.
Danaher Corp.
Duke Energy
Federal Realty
Mortgage
Walmart
Procter & Gamble
Genie Energy Ltd
SBC
Communications
Hawaiian Electric Co
Innovative
Industrial
Properties
Interstate Power
and Light
Investors Real
Estate Trust
JPMorgan Chase
KeyCorp

Utility

Cumulative

QD Tax

Type

N

Fix

S&P
Rating
BBB

1Y TR
-2.58%

Issuer
Drawdown
-28.60%

6.24%

-25.70%

Banks

N

Y

Fix

NR

Banks
Utility
Utility
Banks

N
Y
Y
Y

N
Y
Y
N

Fix/Float
Fix
Fix
Fix

BBB+
BBBBBB+
NR

24.84%
6.43%
4.45%
2.20%

-14.30%
-10.70%
-19.00%
-19.50%

Banks

N

Y

Fix

BBB-

5.90%

-28.10%

Fins
Industrials
Banks

Y
Y
N

N
N
Y

Fix
Fix
Fix

NR
BB+
BBB

9.79%
-4.89%
5.03%

-20.00%
-27.10%
-25.20%

REIT
Banks
Banks
Banks

Y
N
N
N

N
Y
Y
Y

Fix
Fix/Float
Fix
Fix

BBB
BB+
BBB+
BBB-

4.84%
3.15%
4.41%
3.36%

-29.00%
-29.70%
-12.70%
-14.90%

Industrials

Y

N

Fix

NR

27.94%

-28.00%

Energy
Utility

Y

Y
Y

Fix
Fix

NR
BBB+

4.16%
3.74%

-6.90%
-19.10%

Industrials
Utility
REIT

Y
Y
Y

Y
Y
N

Fix
Fix
Fix

NR
BBB
BBB

22.11%
8.72%
2.12%

-24.90%
-20.10%
-28.30%

N
N
Y
N

FLR
FLR
Variable
FLR

NR
AANR
BBB

-3.34%
4.99%
7.07%
14.75%

-13.90%
-8.40%
-28.90%
-27.90%

Consumer
Consumer
Energy
Telecom
Utility
REIT

Y
Y

Y
N

Fix
Fix

NR
NR

6.01%
2.20%

-27.80%
-25.20%

Utility

Y

Y

Fix

BBB

5.26%

-22.30%

REIT

Y

N

Fix

NR

6.76%

-16.20%

Banks
Banks

N
N

Y
Y

Fix
Fix

BBBBB+

7.54%
4.43%

-18.80%
-28.90%
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KSUKTBA
KTH
KTN
LANDP
NI-B
NMK-B
NSA-A
NSARP
OAK-A
PNC-P
PNC-Q
PSA-B
PUK-A
PW-A
SCHW-C
SLG-I
SR-A
STAG-C
TFC-F
UEPEN
USB-A
VER-F
WELPM

Kansas City
Southern
BellSouth
PECO Energy
Aon Capital
Gladstone Land
NiSource
Niagara Mohawk
Power Corp.
National Storage
Affiliates
NSTAR Electric Co.
Oaktree Capital
PNC Financial
Services Group
PNC Financial
Services Group
Public Storage
Prudential PLC
Power REIT
Schwab Charles
SL Green
Spire Inc
Stag Industrial
Truist Financial
Corp
Union Electric Co.
U.S. Bancorp
VEREIT, Inc.
Wisconsin Electric
Power Co.

Industrials
Industrials
Utility
Insurance
REIT
Utility
Utility

N

Y
Y

Y

Fix

NR

13.41%

-26.40%

N
N
N
N
Y
Y

Fix
Fix
Fix
Fix
Fix/Float
Fix

NR
BBBBBB
NR
BBBBBB

10.14%
8.19%
5.00%
7.20%
4.87%
5.14%

-26.00%
-15.80%
-20.40%
-22.40%
-23.80%
-25.10%

7.82%

-29.40%

REIT

Y

N

Fix

NR

Utility
Fins
Banks

N
N

Y
N
Y

Fix
Fix
Fix/Float

BBB+
BBB
BBB-

10.35%
2.61%
3.27%

-7.10%
-29.90%
-28.10%

Banks

N

Y

Fix

BBB-

6.09%

-28.10%

REIT
Insurance
REIT
Fins
REIT
Utility
REIT
Banks

Y
Y
Y
N
Y
Y
Y
N

N
Y
N
Y
N
Y
N
Y

Fix
Fix
Fix
Fix
Fix
Fix
Fix
Fix

BBB+
BBB+
NR
BBB
BB
BBB
NR
BBB-

3.96%
7.22%
7.16%
1.56%
4.52%
7.53%
2.61%
4.80%

-25.20%
-28.40%
-13.10%
-16.90%
-26.80%
-24.90%
-21.70%
-27.60%

Utility
Banks
REIT
Utility

Y
N
Y

Y
Y
N
Y

Fix
Fix/Float
Fix
Fix

BBBBBB
NR
NR

1.44%
4.65%
6.45%
24.52%

-7.10%
-27.50%
-29.00%
-22.50%

APPENDIX – PREFERREDS WITH NOTABLE FEATURES
Ticker(s)
BAC-L, WFC-L
SLMNP, GGOA, GDL-C
GAINM,
LANDP, BRG-A
ATHHL

Notable Feature
Non-callable, busted convertibles. Typically trade at higher yields than other series.
Lack of call makes these series highly valuable.
Puttable
Coupon step-up if not redeemed
Can be redeemed outside of call period at $26

ABOUT SYSTEMATIC INCOME
At Systematic Income we analyse the fund market through the prism of value, fundamental and technical
factors and help investors make the right decisions by providing easy-to-use interactive tools. We focus
specifically on income-products such as closed-end funds, preferred stocks, baby bonds, ETFs and mutual
funds.
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We maintain a Focus List of securities composed of ETFs, mutual funds, CEFs, baby bonds and preferred
stocks with attractive risk-reward profiles.
You can learn more about us and our SeekingAlpha Marketplace service here:
https://seekingalpha.com/author/ads-analytics
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