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Keeping funds in cash can erode purchasing
power. Despite low inflationary rates, each
dollar kept in cash is worth less each year
because inflation is currently greater than
zero. Of the essence is investing in securities
that will exceed the expected rate of inflation,
while aligning with one’s risk tolerances. Many
investors care more about the preservation of
capital, than the return on capital. They do
not necessarily need current income today,
but will need income in the future. Traditional
high grade, fixed rate securities may not
provide the rate of return that some investors
demand. For these investors, it may be
prudent to consider bonds with adjustable
coupons.
In the municipal bond market, an adjustable
coupon bond often begins as a zero coupon
bond, which may be purchased at a discount
to par. For a period of time, the bond
performs as a zero coupon bond, then at a
predetermined date, the bond converts to an
interest bearing security. Often, the coupon
adjusts to a rate that is higher than the
prevailing interest rate. Many school districts
across California issue such a bond structure,
securing it as an unlimited tax general

obligation bond, based on the unlimited
ability to levy and collect ad valorem (by
value) property taxes on taxable property in
the district. As a result, the bonds tend to be
of high grade credit quality, while having a
favorable yield in relation to similarly rated
fixed rate bonds.
An example of such is from the Lake Tahoe
Unified School District. In 2010, they issued
a $17.74 million general obligation bond,
rated A1/A+, with Assured Guaranty
insurance, which enhances the rating to
A1/AA, maturing on August 1, 2045, and has
a sinking fund beginning on August 1, 2035.
The bond was issued at a discount, with a
zero coupon through August 1, 2032, and
then converts to a 6.375% coupon
thereafter. The secondary market indicates
the bond is worth around 4.3% yield to
maturity, subject to prevailing interest rates.
The bond trades at a substantial discount to
par due to the zero coupon feature prior to
the coupon adjustment.
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Finances

If at first you
don’t succeed,
do it the way
your mother
told you to.
-Unknown

In comparison, a similar rated fixed rate
bond demands a yield to maturity of 3.4%,
subject to prevailing market rates, and
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depending on the coupon, could demand a
premium price in relation to its par value. By
investing in the adjustable rate coupon,
compared to a fixed coupon, an investor has
the ability to pick up approximately 90 basis
points, while paying a substantial discount.
Likewise, once the coupon converts, the bond
could trade in the secondary market at a
considerable premium, depending on
prevailing market rates. If the investor does
not need immediate income, they may have
the opportunity to realize greater income after
conversion than a similar fixed rate bond may
provide.
Adjustable coupon bonds are optimal for
customers who buy and hold, and do not
need current income today, though seek
higher current income in the future. While the
bonds certainly have an active market, due to
the relatively limited issuance, they may be less
liquid than other municipal bonds. For the
right investor though, they provide another
outstanding arrow to their quiver. To learn
more about adjustable coupon debt, and
understand what the current offerings are,
have a conversation with your Alamo Capital
Financial Advisor.

Take Charge Of Your Finances
Pay off Unsecured Debt - Design a plan for
paying off your unsecured debt, like credit
cards. Create a timeline to pay them off and
tackle the highest-interest debt first, while still
making payments on your other cards and
loans.
Save for Retirement - Think about making
the highest allowable contributions to your
401(k) if your employer offers to match
contributions. Maxing out your 401(k) of IRA
will benefit your retirement savings and may
help lower your taxes.
Secure Your Income - Consider disability
and life insurance to secure your income and
protect your family in the event of your death
or disability.
Research Long-Term Care - Take a good
look at what Medicare will and won’t cover.
Start a long term care policy early. Being
young and healthy will help you qualify for a
policy and potentially have cheaper
premiums.
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For information about
Alamo Capital Financial
Services or your account,
call us Monday through
Friday from 6:30a.m to
5p.m. PST.
For general information
and account services, call
877-68-ALAMO
or visit us online at
www.alamocapital.com

Walnut Creek:
201 North Civic Dr. Suite 360
Walnut Creek CA 94596
(877) 68-ALAMO
New York:
100 Park Avenue, 16th Fl.
New York, NY 10017
(212) 880-6473
Chicago:
225 W. Washington, #2200
Chicago, IL 60606
(312) 942-0206
Las Vegas:
3770 Howard Hughes Pkwy Suite 270
Las Vegas, NV 89169
(866) 319-5772
Auburn:
6821 Udall Pl SE #G-307
Auburn, WA 98092
(253) 880-1300

Questions, comments or suggestions? Email us at information@alamocapital.com
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