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In today’s environment of low yields and tight credit spreads, preferred

securities present an opportunity to supplement income‐focused

strategies and may enhance after‐tax total return. Preferred securities

have been issued for many years and have historically been a source of

secretdiversification, tax efficient return, and rising rate protection for client portfolios. We believe they are particularly

attractive today given current valuations and credit dynamics as well as technical aspects of the preferred market that

present an opportunity for additional value. At Fiera Capital, we leverage our background in credit research and

quantitative analysis to identify preferred securities from companies which meet our screens for quality, liquidity, and

tax efficiency.

Introduction to Preferred Securities

Preferred issuance has increased by financial companies since the Great Recession as regulators began to demand

higher capital requirements. Companies that issue preferred securities may receive favorable accounting treatment,

bolstering their balance sheets. Preferred securities combine elements of stocks and corporate bonds. Like stocks,

they are subordinate in the capital structure, dividends can be tax‐advantaged, payments can be suspended without

default, and there is no maturity date. Like bonds, however, they pay a stated rate of interest, the issuer has right to

call at certain times, and prices are sensitive to changes in both interest rates and credit spreads. There are different

structures within preferreds, but Fiera Capital focuses on $25 & $1000 par securities due to the favorable tax

treatment for individual clients. In these structures, payments are generally subject to capital gains rather than

income taxes.

ANALYSIS OF CORRELATION TOMERRILL LYNCH PREFERRED INDEX (JANUARY 1990 – MAY 2017)

Source: Bloomberg as of May 31, 2017. Past performance is not indicative of future results. Inherent in any investment is the potential for loss. Please refer to 
Important Disclosures at the end of this presentation regarding index references. 
*Pre‐tax Equivalent (31.8%). We have assumed the Federal Alternative Minimum Tax for the purpose of pre‐tax adjusting the returns of tax‐exempt municipal 
bonds.

The chart above demonstrates preferred markets’ low correlation to other asset classes – while the preferred market 

exhibits the highest correlation to the high yield market, it does not exhibit correlations of over 45% with any of the 

listed markets. Preferreds thus can be a way to diversify fixed income allocations. 

Opportunities in Preferred Securities:
Income Enhancement in a Low Yield Environment 
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Rising Rate Protection

Preferreds may offer a degree of protection from rising interest rates that other fixed income investments do not. As

investors know all too well, as interest rates rise, bond prices fall. In contrast, we believe that preferreds are likely to

perform better than broad bond indices in a rising rate environment. $1000 par preferreds generally pay a fixed

coupon for a set number of years before the issuer has the ability to redeem. However, once this time elapses, if the

issuer chooses not to redeem, the coupon becomes variable based on a spread above a benchmark index. This means

the effect of rising rates provides a benefit not available to other bonds where the coupon of a bond is fixed to

maturity.

TIER 1 BANK MEDIAN CAPITAL RATIOS

BANK OF AMERICAMERRILL LYNCH INDICES ANALYSIS

BANK OF AMERICAMERRILL LYNCH HIGH YIELD OAS SPREADS

Source: Bloomberg as of June 8, 2017
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Yield Opportunities

We believe that investors can enhance yield by

investing in lower debt seniority levels of high

quality companies.

Bank credit quality has greatly improved since

2008 with capital ratios at levels not seen in

years. Our macroeconomic outlook expects

continued slow growth amid accommodative

monetary policy which should keep recession

risks low and supportive of preferred securities.

The BofA Merrill Lynch indices analysis to the

right show that preferreds occupy a desirable

middle ground among valuation, quality and

sector.

Preferreds are able to offer similar yield to high

yields due to the subordination in the capital

structure. We think that with high yield spreads

at the tighter end of range and positive view of

bank fundamentals, preferreds are well‐

positioned for investment in the current market.

Market Technicals and the Potential for Added

Value

The two main segments of the preferred market

are in $25 and $1000 par securities. $25 par

securities cater to individual investors who

purchase smaller lots and trade on stock

exchanges. $1000 par securities are used by

institutional investors because of the ease of

building positions more quickly. Regardless of

par amount, the credit ratings are the same.
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FINANCIALS

Investment Grade Bonds 3.28% BBB+ 29%

Fixed Rate Preferred 5.40% BBB 70%

High Yield Bonds 5.94% B+ 5%
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The following example looks to the different preferred, senior, and subordinated bonds outstanding of a large US

bank. The $1000 preferred offers higher before and after‐tax yield than any other issue. Although the yield differential

to senior bonds is to be expected, of note is the degree of spread between the $25 and $1000 par securities. A major

cause of this discrepancy is the explosion of mutual funds and Exchange Traded Funds, investing only in $25 par

preferred. Due to the different investor bases, price differences such as this can be exploited by active managers.

Risk Management

Preferreds securities are not without risks. Preferred investors are subordinate to bond holders so any factor that

reduces the creditworthiness of an issuer could result in price declines. Unlike senior bonds, payments may be skipped

without triggering default and offer less claim in the event of default. In periods of market stress, particularly in 2008,

preferreds traded with a similar volatility profile to common stocks.

Fiera Capital applies the same rigorous investment discipline to preferreds that we bring to other fixed income asset

classes. All issuers are subject to approval by credit research staff and issues are screened for liquidity to facilitate

ease of trading. We prefer large deal sizes from issuers with stable to improving credit profiles. Relative value analysis

is conducted to select securities trading at attractive prices versus peers. Call features are also reviewed to avoid

redemptions that could subject the investor to reinvestment risk.

In this low‐yielding environment, we believe that an allocation to preferred securities may enhance investors’ return.

Our macroeconomic outlook is supportive of preferred securities in the near future.

JP MORGAN PREFERRED STOCK INDEX YIELD TO WORST

Source: Bloomberg as of June 8, 2017
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IMPORTANT DISCLOSURES
GENERAL DISCLOSURES
This material is proprietary to Fiera Capital Inc. (“Fiera Capital”). This document is intended for information purposes only and may not be relied upon in
evaluating the merits of investing in any Fiera Capital investment vehicle or portfolio.
The information provided reflects Fiera Capital’s views as of the date of this presentation. Such views are subject to change at any point without notice. Some of
the information provided herein is from third party sources and/or compiled internally based on internal and/or external sources and are believed to be reliable
at time of production but such information is not guaranteed for accuracy or completeness and was not independently verified. Fiera Capital is not responsible
for any errors arising in connection with the preparation of the data provided herein. No representation, warranty, or undertaking, express or implied, is given as
to the accuracy or completeness of such information by Fiera Capital or any other person; no reliance may be placed for any purpose on such information; and no
liability is accepted by any person for the accuracy and completeness of any such information.
These materials are not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient, investments or
strategies that may be described herein are provided as general market commentary, and there may be no account or fund managed by Fiera Capital for which
investments or strategies described herein are suitable due to the various types of accounts or funds that are managed by Fiera Capital. Nothing herein
constitutes an offer to sell, or solicitation of an offer to purchase, any securities, nor does it constitute an endorsement with respect to any investment area or
vehicle.
Any charts, graphs, and descriptions of investment and market history and performance contained herein are not a representation that such history or
performance will continue in the future or that any investment scenario or performance will even be similar to such chart, graph, or description. Any investment
described herein is an example only and is not a representation that the same or even similar investment scenario will arise in the future or that investments
made will be as profitable as this example or will not result in a loss to any investment vehicles. All returns are purely historical, are no indication of future
performance and are subject to adjustment.
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IMPORTANT DISCLOSURES

FORWARD‐LOOKING STATEMENTS

Discussions regarding potential future events and their impact on the markets are based solely on historic information and Fiera Capital's estimates and/or

opinions, and are provided for illustrative purposes only. A number of the comments in this document are based on current expectations and are considered

"forward‐looking statements". Actual future results, however, may prove to be different from expectations. The opinions expressed are a reflection of Fiera

Capital's best judgment at the time this document is compiled, are subject to change at any time without prior notice, cannot be guaranteed as being accurate,

and any obligation to update or alter forward‐looking statements as a result of new information, future events, or otherwise is disclaimed. Furthermore, these

views are not intended to predict or guarantee the future performance of any individual investment strategy/style, security, asset class, markets generally, nor are

they intended to predict the future performance of any Fiera Capital investment vehicle or portfolio.

INDEX DEFINITIONS:

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns and will bear the cost of

fees and expenses that will reduce returns.

The BofA Merrill Lynch Option‐Adjusted Spreads (OASs) are the calculated spreads between a computed OAS index of all bonds in a given rating category and a

spot Treasury curve. An OAS index is constructed using each constituent bond’s OAS, weighted by market capitalization. The BofA Merrill Lynch High Yield Master

II OAS uses an index of bonds that are below investment grade (those rated BB or below).

S&P 500 – The S&P 500 is a stock market index made up of approximately 500 US large cap stocks. It is often used as a common benchmark for US stock funds. The

index comprises a collection of stocks of 500 leading companies and captures 80% coverage of available market capitalization. Index results assume the re‐

investment of all dividends and capital gains.

The Bloomberg Barclays U.S. High Yield Index covers the universe of fixed rate, non‐investment grade debt. Eurobonds and debt issues from countries designated

as emerging markets (sovereign rating of Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and global bonds

(SEC registered) of issuers in non‐EMG countries are included. Original issue zeroes, step‐up coupon structures, 144‐As and pay‐in‐kind bonds (PIKs, as of October

1, 2009) are also included.

The Bloomberg Barclays Municipal 5 Year Index is a rules‐based and market value weighted index. To be included in the index, bonds must be rated investment‐

grade (Baa3/BBB‐ or higher) by at least two of the following ratings agencies: Moody’s, S&P, Fitch. If only two of the three agencies rate the security, the lower

rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment‐grade. They must have an outstanding

par value of at least $7 million and be issued as part of transaction of at least $75 million. The bonds must be fixed rate and have a maturity between 4 and 6

years. Remarketed issues, taxable municipal bonds, bonds with floating rates, and derivatives, are excluded from the benchmark.

The Bloomberg Barclays U.S. Aggregate Index is a rules‐based, market value‐weighted index that represents securities that are SEC‐registered, taxable, and dollar

denominated. The index covers the U.S. investment grade fixed rate bond market, with index components for government and corporate securities, mortgage

pass‐through securities, and asset‐backed securities. In order to be considered investment grade, securities must be rated investment‐grade (Baa3/BBB‐ or

higher) by at least two of the following ratings agencies: Moody's, S&P, Fitch. If only two of the three agencies rate the security, the lower rating is used to

determine index eligibility. If only one of the three agencies rates a security, the rating must be investment‐grade. These major sectors are subdivided into more

specific indices that are calculated and reported on a regular basis. To be included in the index, securities must have at least one year to final maturity regardless

of call features, must have at least $250 million par amount outstanding. Asset‐backed securities must have at least $500 million deal size and $25 million tranche

size. For commercial mortgage‐backed securities, the original transaction must have a minimum deal size of $500 million, and a minimum tranche size of $25

million; the current outstanding transaction size must be at least $300 million to remain in the index. Securities must be non‐convertible and fixed rate, although

they can carry a coupon that steps up or changes according to a predetermined schedule, and must be publicly issued. However, 144A securities with Registration

Rights and Reg‐S issues are included.

The Bloomberg Barclays Intermediate Aggregate Index represents securities that are U.S. domestic, taxable, and dollar denominated. The index covers the U.S.

investment grade fixed rate bond market, with index components for government and corporate securities, mortgage pass‐through securities, and asset‐backed

securities. Must have a maturity from 1 up to (but not including) 10 years for all sectors except for Securitized (MBS, ABS, CMBS), which does not have a maximum

weighted average maturity (MBS) or remaining average life (ABS, CMBS) constraint.

The HFRI Fund Weighted Composite Index is a global, equal‐weighted index of over 2,000 single‐manager funds that report to HFR Database. Constituent funds

report monthly net of all fees performance in US Dollar and have a minimum of $50 Million under management or a twelve (12) month track record of active

performance. The HFRI Fund Weighted Composite Index does not include Funds of Hedge Funds.

The Federal Reserve Major Currencies Index (“Federal Reserve Majors Index”) is a weighted average of the foreign exchange values of the U.S. dollar against a

subset of currencies in the broad index that circulate widely outside the country of issue. The weights are derived from those in the broad index. The broad index

is a weighted average of the foreign exchange values of the U.S. dollar against the currencies of a large group of major U.S. trading partners. The index weights,

which change over time, are derived from U.S. export shares and from U.S. and foreign import shares.

The S&P GSCI (“GSCI Commodity”) is a major investable commodity index. It is one of the most widely recognized benchmarks that is broad‐based and production

weighted to represent the global commodity market beta. The index is designed to be investable by including the most liquid commodity futures, and provides

diversification with low correlations to other asset classes.

The BofA Merrill Lynch Preferred Stock Indices track the performance of U.S. dollar denominated preferred securities issued in the U.S. domestic market.

Qualifying securities must be rated investment grade (based on an average of Moody’s, S&P and Fitch) and must have an investment grade rated country of risk

(based on an average of Moody’s, S&P and Fitch foreign currency long‐term sovereign debt ratings). In addition, qualifying securities must be issued as public

securities or through a 144a filing, and must have a minimum amount outstanding of $100 million.
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