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What types of bonds are available?

Bonds are issued by federal, state, and local governments; agencies of the U.S. government; and corporations. There are three
basic types of bonds: U.S. Treasury, municipal, and corporate.
Treasury securities are liquid and traded on the secondary market. Bonds, bills, and notes issued by the U.S. government are
generally called "Treasuries" and are the highest-quality securities available. They are issued by the U.S. Department of the
Treasury through the Bureau of Public Debt. They are differentiated by their maturity dates, which range from 30 days to 30 years.
One major advantage of Treasuries is that the interest earned is exempt from state and local taxes. Treasuries are backed by the
full faith and credit of the U.S. government as to the timely payment of principal and interest, so there is little risk of default. The
following are examples of Treasury securities:
• Treasury bills (T-bills) are short-term securities that mature in less than one year. They are sold at a discount from their face
value and thus don't pay interest prior to maturity.
• Treasury notes (T-notes) earn a fixed rate of interest every six months and have maturities ranging from 1 to 10 years. The
10-year Treasury note is one of the most quoted when discussing the performance of the U.S. government bond market and
is also used as a benchmark by the mortgage market.
• Treasury bonds (T-bonds) have maturities ranging from 10 to 30 years. Like T-notes, they also have a coupon payment
every six months.
• Treasury Inflation-Protected Securities (TIPS) are inflation-indexed bonds. The principal value of TIPS is adjusted by
changes in the Consumer Price Index. They are typically offered in maturities ranging from 5 to 20 years.
In addition to these Treasury securities, certain federal agencies also issue bonds. The Government National Mortgage
Association (Ginnie Mae), the Federal National Mortgage Association (Fannie Mae), and the Federal Home Loan Mortgage Corp.
(Freddie Mac) issue bonds for specific purposes, mostly related to funding home purchases. These bonds are also backed by the
full faith and credit of the U.S. government.
Municipal bonds ("munis") are issued by state and local governments to fund the construction of schools, highways, housing,
sewer systems, and other important public projects. These bonds tend to be exempt from federal income tax and, in some cases,
from state and local taxes for investors who live in the jurisdiction where the bond is issued. There are two basic types of
municipal bonds. General obligation bonds are secured by the full faith and credit of the issuer and supported by the issuer's
taxing power. Revenue bonds are repaid using revenue generated by the individual project the bond was issued to fund. In
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general, munis tend to offer competitive rates, but have additional risk because local governments can go bankrupt.
Note that, in some states, investors will have to pay state income tax if they purchase shares of a municipal bond fund that invests
in bonds issued by states other than the one in which they pay taxes. In addition, although some municipal bonds in the fund may
not be subject to ordinary income tax, they may be subject to federal, state, and local alternative minimum taxes. If an investor
sells a tax-exempt bond fund at a profit, there are capital gains taxes to consider.
Corporate bonds tend to carry a higher level of risk than government bonds, but they generally are associated with higher
potential yields. They may be issued by corporations to fund a large capital investment or a business expansion. The value and
risk associated with corporate bonds depend in large part on the financial outlook and reputation of the company issuing the bond.
Bonds issued by companies with low credit quality are high-yield bonds, also called junk bonds. Investments in high-yield bonds
offer different rewards and risks than investing in investment-grade securities, including higher volatility, greater credit risk, and the
more speculative nature of the issuer. Variations on corporate bonds include convertible bonds, which can be converted into
company stock under certain conditions.
Zero-coupon bonds (also called "accrual bonds") don't make coupon payments but are issued at a steep discount and redeemed
at full value upon maturity. Zero-coupon bonds tend to fluctuate in price more than coupon bonds. They can be issued by the U.S.
Treasury, corporations, and state and local government entities and generally have long maturity dates.
Bonds are subject to interest rate, inflation, and credit risks, and they have different maturities. As interest rates rise, bond prices
typically fall. The return and principal value of bonds fluctuate with changes in market conditions. If not held to maturity, bonds
may be worth more or less than their original cost. Bond funds are subject to the same inflation, interest rate, and credit risks
associated with their underlying bonds. As interest rates rise, bond prices typically fall, which can adversely affect a bond fund's
performance.
Mutual funds are sold by prospectus. Please consider the investment objectives, risks, charges, and expenses carefully before
investing. The prospectus, which contains this and other information about the investment company, can be obtained from your
financial professional. Be sure to read the prospectus carefully before deciding whether to invest.
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Taxable and Tax-Free Bonds
Tax-exempt bonds
Unlike corporate bonds, some bonds offer investors a tax exemption that depends on who issues the bond. In general, tax-exempt
bonds fall into two categories: securities issued by the U.S. Treasury and municipal bonds (or munis), which are issued by state
and local governments. The income from Treasury securities is exempt from state and local taxes but not from federal taxes.
However, when investors refer to tax-exempt bonds, they are often referring to municipal bonds which are generally exempt from
federal income tax (though specific issues may be taxable). Munis also may be exempt from state and local taxes for investors
who live in the state in which the bond is issued, though regulations vary from state to state.
Caution: Although most states exempt from state taxes municipal bonds issued within the state while taxing munis from other
states, not all do so. Some tax both in-state and out-of-state munis, and some tax neither. Consult a local tax professional before
investing to make sure of your state's tax policy.
Because of their favorable tax treatment (and in the case of Treasury securities, their relative safety), tax-exempt bonds typically
yield less than a corporate debt instrument with an identical maturity period. They have traditionally been most attractive for
investors in high tax brackets, because their favorable tax treatment can mean the return can be higher than that of bonds that
pay taxable interest. A bond's tax-exempt status applies only to the interest paid on the bond; gains from any increases in the
bond's value are taxable.
Technical Note: So-called Build America Bonds (BABs), authorized by the American Recovery and Reinvestment Act of 2009 for
issuance through December 31, 2010, are taxable municipal bonds whose interest payments are partly subsidized by the federal
government. Those subsidies represent 35 percent of the total coupon interest owed by the bond's issuer, though the amount of
those subsidies may be subject to federal funding cutbacks. Depending on the bond, the subsidy may be in the form of a
refundable tax credit paid to the governmental issuer (a Direct Payment BAB), or a federal tax credit for the bondholder (a Tax
Credit BAB).
Caution: Not all munis enjoy a tax advantage; a bond's status depends on what the municipality or state is using the bond
proceeds to fund. For example, taxable munis might fund local sports facilities, investor-led housing developments, and certain
municipal refinancing strategies that the federal government deems not to provide a significant benefit to the public at large.
Private activity bonds (also known as nonessential function bonds or private purpose bonds) are those in which 10 percent or
more of the bond's benefit goes to private activities, or 5 percent of the proceeds (or $5 million if less) are used for loans to parties
other than government units. Generally, private activity bonds are taxable unless their use is specifically exempted from taxation.
For example, the American Recovery and Reinvestment Act of 2009 specifically exempts interest on private activity bonds issued
in 2009 and 2010 from being included in calculations of the alternative minimum tax (most private activity bonds are considered an
item of tax preference and are therefore included when calculating AMT liability.)
There are several types of municipal bonds. General obligation bonds are backed by the issuer's taxing power; revenue bonds are
backed by revenues from the project being funded. Other types include industrial development bonds and baccalaureate or
college-saver bonds.

Refunded and pre-refunded municipal bonds
Bond issuers sometimes choose to issue new bonds to pay off the obligations of older bonds, in somewhat the same way a
homeowner might refinance a home mortgage in a time of falling interest rates. The proceeds of the new bond or bonds can be
used to replace a specific revenue source that was pledged to repay the interest and principal of older bonds (for example, a tax
collected by the issuer or the revenues of a bond-funded project).
The money obtained from issuing the newer bond is generally put into escrow and paid out over time as the older bond's
obligations come due. Because the older bond no longer relies on its original funding source but on the escrowed proceeds, the
older bond is then considered a refunded bond.
Bonds that are refunded through their maturity dates are said to be "escrowed to maturity." The escrowed money is typically
invested in or collateralized by U.S. Treasury securities that are scheduled to mature as the refunded bond's interest and principal
payments are due. If a refunded bond's original documents include a call provision that allows the issuer to pay off the bond
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before its maturity date, the bond is referred to as a pre-refunded bond. Because refunding typically occurs after interest rates
have fallen, refunded bonds generally offer a higher coupon rate than newer issues with the same quality and maturity. As a
result, refunded bonds often will sell at a premium to their par value. Also, because they are backed by escrowed money that is
typically invested in or collateralized by U.S. Treasury securities, they are generally considered to be of similar high quality as
Treasuries.
Caution: A refunded bond itself is not backed by the full faith and credit of the U.S. Treasury. Also, municipal bonds are subject to
the risks associated with any fixed income security, including interest rate risk, credit risk, and reinvestment risk.

Taxable bonds
The interest on corporate bonds is taxable at ordinary income tax rates by local, state, and federal governments. Issuers of
taxable bonds typically must pay a higher interest rate than issuers of tax-exempt bonds in order to attract investors.
Agencies and government-sponsored enterprises (GSEs) vary in their tax status. Interest from Ginnie Maes, Fannie Maes, and
Freddie Macs is fully taxable at federal, state, and local levels. The bonds of other GSEs, such as the Federal Farm Credit Banks,
Federal Home Loan Banks and the Resolution Funding Corp. (REFCO), are subject to federal tax but exempt from state and local
taxes. Before buying an agency bond, you should verify the issuer's tax status.
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Analyzing Cash Alternatives
What is involved in analyzing cash alternatives?
The term "cash alternatives," sometimes called cash equivalents, refers to money market instruments with a short-term maturity
(typically less than a year). With most cash alternatives, the four major factors in deciding whether to purchase the instruments are
(1) the financial strength of the issuer, (2) the maturity date of the instrument, (3) any early withdrawal penalties, and (4) the yield
to maturity.
The financial strength of the issuer indicates the probability that you will be repaid when the instrument matures. The maturity date
refers to how long you must wait before you will be repaid. An early withdrawal penalty is the amount of money you must forfeit if
you surrender the instrument before the maturity date. Finally, the yield to maturity is the amount of interest (and possible gain in
principal amount) you will receive for holding the instrument until it matures. The following discussion looks at how to analyze the
various cash alternatives that are available to an individual investor in today's marketplace.

Treasury bills
When you analyze Treasury bills, the financial strength of the issuer and early withdrawal penalties are usually not considerations.
Treasury bills (sometimes called T-bills) are backed by the full faith and credit of the U.S. Treasury and have historically been
considered among the safest investments you can make. Early withdrawal penalties are also usually not a factor because T-bills
can be sold in the secondary market at any time, and there is a very active market for them. You don't have to hold them until
maturity. (Of course, you may have to pay a small commission if you want to sell T-bills on the secondary market before they
mature.)
The only considerations, therefore, are the yield and the maturity date of the instruments. Because of their relative safety, T-bills
almost always yield less (for a comparable maturity) than other more risky cash alternatives, such as commercial paper. Thus, the
most important issue in analyzing T-bills is whether you want to accept a slightly lower yield (compared with other cash
alternatives) in return for the assurance that there is almost no possibility that the issuer--the U.S. Treasury--will default on the
repayment when the bills mature. The only other consideration is how long a maturity you want. T-bills are issued and auctioned in
4-, 13-, 26-, and 52-week maturities (although, as noted, you do not have to hold T-bills until maturity).

Commercial paper
Another type of cash alternative is commercial paper. Because publicly and privately owned companies issue commercial paper,
there is a slightly higher risk that the issuing company will default on repayment at maturity. Commercial paper is not backed by
the full faith and credit of the U.S. government. You are relying solely on the issuing company's promise to repay you when the
paper matures.
Therefore, before you buy commercial paper, you should research the financial strength of the issuing company. The large
credit-rating agencies, such as Standard & Poor's and Moody's, rate medium- and large-size companies for their financial
strength. Because of the slightly higher default risk, commercial paper also has slightly higher yields than T-bills. Although there
are no early withdrawal penalties, it is more difficult to sell commercial paper than T-bills in the secondary market before the
maturity date.

Certificates of deposit
A short-term certificate of deposit (CD) issued by a bank is also considered a cash alternative. Repayment of the CD is backed by
both the issuing bank and the bank's deposit insurer (e.g., the FDIC). Therefore, when analyzing CDs, you should consider the
financial strength of the issuing bank (or other financial institution) and make certain the institution has federal deposit insurance.
This insurance will usually cover up to $250,000 of an individual's deposits in one financial institution (retirement accounts are
generally insured separately up to $250,000). If the financial institution defaults on its obligation to repay the CD, the federally
backed deposit insurer will cover the bank's obligation. Another consideration in analyzing CDs is whether there are early
withdrawal penalties. Many financial institutions impose a penalty if you cash in the CD before its maturity date, so plan to hold the
CD until maturity.

Repurchase agreements
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A repurchase agreement (known as a "repo") is a type of cash alternative created when a lender (usually a large financial
institution) sells marketable securities to a buyer and agrees to buy back the securities a short time later for a higher price. The
time period between the initial sale and the buyback may be as short as overnight or a few days. Usually, only large institutional
investors (such as money market mutual funds) purchase repos. However, individuals may purchase repos if they have enough
money to invest. Like commercial paper, repos are usually issued in denominations of $100,000.
The analysis for the purchase of repos is similar to the analysis you should do before you buy commercial paper. You want to
research the financial strength of the issuer to make certain that the company can repay the repo amount to you when it becomes
due. (When you buy a repo, you are essentially lending money to the issuer for a short period of time.) When you buy a repo,
therefore, there is a slight risk of default if the buyer or seller has financial troubles. Another consideration when buying a repo is
the maturity date of the instrument, whether it is a short- or a longer-term agreement. You should also compare the yield on the
repo with the yield on similar instruments.

Other cash alternatives
In addition to the cash alternatives previously discussed, there are other money market instruments, such as Banker's
Acceptances (a short-term debt instrument guaranteed by a commercial bank but issued by a company). Like commercial paper
and repurchase agreements, such instruments are purchased almost exclusively by large institutional investors because they are
usually issued in large denominations. However, an individual with enough money could purchase them. The analysis you should
do before purchasing these types of instruments is similar to what you should do before buying repurchase agreements or
commercial paper. You need to research the financial strength of the issuer to make certain that the institution can repay the
amount you invest. Be aware, too, of the maturity provisions, and compare the yields with those of similar instruments.

Money market mutual funds
One of the most popular cash alternatives is a money market mutual fund, a type of mutual fund that invests solely in cash
alternatives and other money market instruments. A money market fund may purchase T-bills, commercial paper, repos, and
similar types of instruments. An individual can then buy shares in that fund. There are also subcategories of money market funds,
such as those that invest only in T-bills or commercial paper. There are also funds that require very large minimum deposit
amounts. These are just a few of the varieties of money market funds.
The two main considerations when analyzing a money market mutual fund are the safety of the fund and its yield. In general,
money market funds have been relatively safe. However, if your primary concern is the safety of your money, then you should
invest in a money market mutual fund that invests only in government securities (such as T-bills).
Caution: An investment in a money market fund is not insured or guaranteed by the FDIC or any other governmental agency.
Although such a fund seeks to preserve the value of your investment at $1 per share, it is possible to lose money investing in a
money market fund.
The yield on a money market fund will depend, in part, on the type of securities in the fund--a money market fund with only T-bills
will yield slightly less than a fund with more risky money market instruments. Furthermore, because the money market fund takes
an annual management fee, the yield on a money market fund tends to be less than if you bought the money market instruments
directly.

Money market deposit accounts
Another type of cash alternative is a money market deposit account. This is a type of federally insured savings account that banks,
savings and loan associations, credit unions, and other financial institutions offer to their customers. The financial institution pools
the money it receives from depositors and then invests the money in high-yielding, short-term debt instruments such as T-bills and
commercial paper. The money market deposit account usually pays a higher rate of interest than that paid by other savings and
checking accounts. Although technically a savings account, a money market deposit account usually allows the depositor to write
a limited number of checks against the account each month.

Checking and savings accounts
Probably the most widely used cash alternative is a checking account (and sometimes a savings account, as well) at a bank,
credit union, or other financial institution. Most checking accounts pay little or no interest, but you have access to your money at all
times. The analysis you should do before opening a checking account is similar to what you should do before buying a certificate
of deposit. You should make certain that the institution is financially sound and has federal deposit insurance. This means that if
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the financial institution collapses, your deposits will be protected by the federally backed deposit insurer, up to a certain amount (in
general, $250,000 per owner as discussed under the section above on "Certificates of Deposit").
Another consideration is the interest (or lack of interest) that the financial institution pays on the checking or savings account.
Some banks offer savings accounts with a check-writing ability (called a NOW account in some parts of the country). These
accounts will typically pay a higher rate of interest than a normal checking account and still offer the protection of the federal
deposit insurance. Before opening your checking or savings account, look at the fee structure. Many checking accounts pay
marginal rates of interest (for example, 0.75 to 1.5 percent per year), but have offsetting monthly fees or transaction fees that
negate the interest and thus cost more than a non-interest-bearing account.
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IMPORTANT DISCLOSURES
Securities and Advisory Services offered through Cadaret Grant & Co., Inc., a Registered
Investment Advisor & Member FINRA / SIPC. www.finra.org
m2 Asset Management, Inc. & Cadaret Grant & Co., Inc. are separate entities.
OSJ Office: 100 Madison St., Ste. 1300, Syracuse, NY 13202 / (315) 471-2191
Disclosure:
Performance figures displayed herein represent past performance and are not predictive of future
results. The investment return and principal value of an investment will fluctuate so that an investor’s
shares/units, when redeemed, may be worth more or less than the original cost. Investment
securities are not FDIC-insured, nor are they deposits of, or guaranteed by, a bank or any other
entity.
The information has been gathered from sources believed to be reliable, however, m2 Asset
Management and Cadaret, Grant do not guarantee the accuracy or completeness of the information,
do not provide tax, legal, or accounting advice, and clients should consult their tax, legal or
accounting advisor as appropriate.
To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.
These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable — we cannot assure the accuracy or
completeness of these materials. The information in these materials may change at any time and
without notice.
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