MIE Mark H. Smith

Credit Union Investing Options
Beyond CDs

Presented by: Jason Williams, Managing Partner
at Moreton Asset Management

(Webinar will begin on the hour)



MORETON

ASSET MANAGEMENF

Investing Beyond CD’s

Presenter: Jason Williams, Managing Partner




COVID 19 and the Bond Market

* February 1, 2020 sample yields:
& 2 ear LES Frcastiry 1-.58%
25 Year U S dreasume 69V
* Fed Funds Rate 1.50%
* April 30, 2021 sample yields:
* 2 Year US. Treasury 0.16%
* 5 Year US. Treasury 0.86%
* Fed Funds Rate 0.05%




What Happened to CD Rates?

* Estimated $5 trillion of stimulus
funds in 2020-2021

¢ Individual stimulus payments

* Paycheck Protection Program
* 2 EARES
* Banks and other Depository

Institutions have low appetite for
deposits. How long does that last?

1984-2021
@ 6-monthCD ¢ 1-yearCD @@ 5-yearCD

Historical CD Interest Rates 1984-2021 | Bankrate




Ditferences in Types of CD’s

AMER NATL BK/FOX 2M18/2022

Monthly
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honthly

MIDFIRST BANK 21282022

MAT

GOLDMAN SACHS BK 6/2/2022

MAT

15T FIN BK USA 6/1/2022

Monthily

BANESCO USA 5272022

Monthly

TIAA FSB 5f26/2022

MAT

SEC 5T BK SCOTT Sf2T /2022

Monthly

°  Direct Certificates of Deposit

Issued in $250k increments by financial
institutions

Held on deposit at the bank/CU

Low cost (good access from QwikRate,
National CD Rateline, etc.

°  Negotiable Certificates of Deposit

Securitized CD’s that are issued in large
blocks with underwriting and selling fees

Easy to track/custody for institutional
investors

Large secondary market for additional

liquidity

MIDFIRST BANK 5/26/2022

MAT

1ST FIN BK USA 121472022

Monthily

BMW BANK OF NA S/22/2023

S/A

AMER NATL BR/FOX 5M18/2023

Monthly

COMMERCE ST BANK 5/22/2023

Monthly

COMMONW BUS BK S/30/2023

Monthily

BMW BANK OF NA 1102172023

SiA

CONTINENTAL BANK 1102772023

Monthly

BMW BANK OF NA S21/2024

SiA

MEDALLION BK UT S/21/2024

Monthly

LEADER BANK MA 6/3/2024

SiA

FIRST MAT BK AME 5/28/2024

Monthly

COMMONW BUS BK S/28/2024

Monthily
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Monthly

MEGA BANK B/24/2024

S/A

ST EXCHANGE BK 5/28/2024

Monthly

GUARANTY ST B&T 1102472024

Monthly

Sample CD rates as of 05/17/20 not an offer to buy or sell




®

Bond Market Asset Classes (other than CD?s):

U.S. Treasuries

° Bonds issued by the United States Department of the
Treasury.

Corporate Bonds

* Bonds issued by corporations that carry an investment
grade rating

Agency Bonds

* Debtissued by the government-sponsored enterprises
(GSEs). This includes Fannie Mae, Freddie Mac, and
the Federal Home Loan Banks.

Municipal Bonds (Munis)

° A bondissued by a state, city, or local government

Mortgage-Backed Securities (MBS)

° A bond collateralized by the cash flows of principal
and interest payments from an underlying pool of
single family residential mortgages.

Asset-Backed Securities (ABS)

° A bond collateralized by the cash flows of an underlying
pools of assets such as auto loans, credit card receivables,
etc.

Collateralized Debt Obligations (CDOs)

° A type of asset-backed security backed by any on or several
other ABS, MBS, bonds or loans.

High-Yield (Junk) Bonds

°  Bonds that carry a rating that falls below investment grade.

Allowed under NCUA investment guidelines/ Some allowed state chartered credit unions




Understanding Risk

Default Risk

®  The risk an issuer is unable to meet the interest and principal
payments when due.

Market Risk
°  'The risk that interest rates will rise, reducing the value of bonds
Liquidity Risk
°  'The risk that bonds cannot be sold quickly at an attractive price.
Early Call Risk
®  The risk that high-yielding bonds will be called away early, with the
result that the proceeds will have to be reinvested at a lower interest
rate.

Reinvestment Risk

®  The risk that the interest payments and principal you receive may
have to be reinvested at a lower rate.

Event Risk
®  The uncertainty created by the unfolding of unexpected events.
Tax Risk

®  The possibility that changes in the tax code might adversely affect the
tax advantages of bonds.

Political Risk
°  'The likelihood that changes in law will adversely affect the issue
Inflation Risk

®  The possibility that the fixed value might be eroded with an increased
cost of living.




Agency Bonds: Fixed Coupon vs Step-Up vs
Mortgage Backed

s Eixed Rate S Step P

®  Need to understand call structure °  Need to understand both the Call Structure and the Step
AT e Structure.

SRRl i- 11 1 11
¢ N BopeantOheime sc(});;?i ul’-lil:y step semi-annually, quarterly, or really any other

*  Bermuda (Berms)- Quarterly Step-Up bonds may have all types of call structures.

*  American- Anytime after a certain date. Need to compare both the Yield to Worst with the Yield to

°  The more callable a bond is, the cheaper it should be. e
* Mortgage Backed

°  Also bonds can have varying call lockouts.
°  Principle and interest is guaranteed by the issuing agency

°  Pay both interest and principle every month

°  Can be purchased in varying maturities or weighted
average life




Benefits of a Treasury Bond Ladder Strategy

ik teica Relfoumance i Higher Average Yields: combines the
Hedauy RueRrRondadder higher yields of longer term bonds
o with the liquidity of shorter term
6.000% bonds

5.000%

4.000% —5YearTreasury More ConSiStent Returns: When
S interest rates rise or fall generally more

3.000% \ =——Rolling 3 Mo

Treasury consistent yields

== Rolling 6 Mo
Treasury

Yield to Maturity

2.000%

1.000%

Ongoing Liquidity: bonds mature on a
N e regular basis and you can redirect
&SSP '»@q'\r& f
proceeds for another purpose

Year

Past performance is no assurance of future results. The graph represents constant
maturity Treasury yields. The yields do not reflect any transaction costs. The 3 month T-
Bill yield is the yield average of each respective year. The 1 year T-Bill is the average of
yields as of Dec. 31 of each year. The yield for the 5 year Treasury ladder is the average of
a rolling ladder of Treasury obligations as of Dec 31 beginning with the 1-5 year
maturities on Jan 1, 1994. Source Bloomberg Financial
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ESinotons Historical Treasury 3 year and 5 year maturity rates compared
Investing today may be similar to 10/1/2012
environment

Investing in 1,2,3 and 5 year treasuries

First four rounds spaced 3 months apart.
After that rolling maturities out 5 years.

Mid Price
M H15T3Y Index (L1) 0.29
Unknowns H15T5Y Index (R1) 0.73

Future path of interest rates

Similar spot in economic
cycle to 2012, Assumed
similar growth trajectory

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
H15T3Y Index (US Treasury Yield Curve Rate T Note Constant Maturity 3 Year) Dai Copyright 2021 Bloomberg Finance L.P. 04-Mar-2021 1




Historical Performance of US Treasury 5 Year Bond Ladder

=5 Year Treasury Ladder
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Benefits of a US. Agency —

Cash 1.04

S Ladder Strateoy - e

Duration 2823
Convexity -1.481

WAL 3.592
Years to Final Maturity 13131
Years to Effective Maturity 3.580

* Higher Average Yields: combines the higher e
yields of longer term bonds with the liquidity of

Book iekd 0.906

Avg Credit Rating AA-IA2IIAA-

shorter term bonds /X MORETON

ASSET MANAGEMENT
Report: (Cash Flow Forecast
Account: ‘Sample FCU
Projected Cashflows For: 051772021 - 05/16/2022

* More Consistent Returns: when interest rates rise€ mam=™ tw e |
X 2 : Date Grops [ Post Date | Awat ! Eniing Cah Balance [

or fall generally more consistent yields S e
701201 -07312021 | 080 5083137

0B0V2001 - 08312021 | BIED 28D
012001 -09302021 62945 0543773

* Ongoing Liquidity: both principle and interest are mmnz | .

120V2021 - 12312001 AN 9810843

paid monthly back to the credit union portfolio  ==e= ; -

- 975,123.69 1214419.53




Summing Up

* Certificate of Deposit market may  ® Understand credit risk- U.S.
have some low yields for a period Treasurtes, U.S. Agencies, U.S.
of time. (U.S. Treasuries are higher Agency MBS, and FDIC insured
yielding than many CD’s right now CD’s

1tv!
for the same maturity!) * Laddering/ having discipline to

Bond Optionality (1.e. step-ups, and purchase securities over a maturity
callable bonds generally favor the range over time.
issuer NOT the credit union)
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PLEASE VISIT OUR WEBSITE:
MARKHSMITH.COM

info@markhsmith.com
800 268-7795

CYNTHIA@MARKHSMITH.COM




Disclosures

Moreton Asset Management, LL.C cannot guarantee the future performance of client assets, promise any
specific level of performance, or promise that Moreton’s investment decisions, strategies or overall
management of the portfolio will be successful. The price of securities can and will fluctuate. Securities held
in Moreton’s portfolios are not deposits or obligations of, or guaranteed by Moreton or any of its affiliates;
nor federally insured by the FDIC, the Federal Reserve Board or any other federal, state, or municipal
governmental entity.

Opinions and forecasts regarding sectors, industries, companies, countries and/or themes, and portfolio
composition and holdings, are all subject to change at any time, based on market and other conditions, and
should not be construed as a recommendation of any specific security, industry, or sector

IMPORTANT NOTE: Moreton Asset Management, LLC is a state-registered Investment Advisory firm.




Bond Trading Terminology

Bonds generally trade anywhere in the world that a buyer and seller can strike a deal. There is no central
Place or exchange for bond trading, as there is for publicly traded stocks.

Bond Dealers: occupy the central role in the vast network of telephone and computer links that connect
interested players. The dealers “make a market” to provide liquidity for bond investors.

Bond Investors: major bond investors are financial institutions (including credit unions), pension funds,
mutual funds, and governments from anywhere in the world.

Bid-Offer Spread: The price difference between what the trader will buy a bond at, and the price at which
the trader will sell a bond

Basis Point: is a hundredth of a percentage point. Example if a yield moves from 3.5% to 3.0% it has
moved 50 basis points.

Spread: Non-federal government bonds are quoted on the basis of a yield spread over a similar maturity
government bond. “This CD is 25 bps over treasuries.”




Bond Price vs. Yield

* Bond Prices and Yields are INVERSELY related.

Yield %

ke 3 y&A s -
“ . <«— Bond Selling at Premium

0

o .
i100.0 ) <— Bond selling at Par
b

i

gf

ﬁ@wj, <— Bond Selling at Discount

s
£ 77
4
&
'
E
| 5.0
1
1
v

o it
T

Yield %




How Bonds Trade

You Are Here

\ 4

Investor

Broker 7

V' Brokers
y
7 Brokers




The Price of a Bond: What’s the Difference to
You?

U.S. Bank 11/15/2018 Floater Al, * Purchase Amount $250,000

JRER AT * How to figure the price:

Price Offered At:
Broker 1: +75DM or 99.306 $1000 $248,265

99.145 $991.45 per $1000  $991.45 x 250=
Broker 2: +81 DM or 99.145 $247.862.50

Broker 3: +83 DM or 99.091 99.091 $990.91 per $1000  $990.91 x 250=
$247.,727.50

Difference between high and low: $248,265-$247,727.50= $537.50




Bond Terminology

Coupon(The Interest Rate)
°  Stated interest rate at the time the bond is issued
°  Can be paid quarterly, semi-annually, annually, etc.
Face Value/Par Value
°  The amount of money a holder will get back once the bond matures.
Maturity Date
®  The date on which the issuer must repay the borrowed amount.
Yield to Maturity
°  Advance yield calculation that shows the total return you will receive if you hold the bond to maturity.
Yield to Worst

°  The lowest potential yield that can be received on a bond without the issuer actually defaulting.




