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THE CASE FOR PREFERRED AND CAPITAL SECURITIES
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investment-grade portfolio Source: Spectrum Asset Management, Inc., Bloomberg LLP, and Barclays.
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taxes. Indices are unmanaged and individuals cannot invest directly in an index.
See last page for index descriptions.

help mitigate interest rate risk

¢ Reduced tax rates on qualified
dividends for individual U.S. taxpayers

Conservative, risk-

Active management
based on specialized
research and dynamic
security selection

to manage complex
global markets

Deep and broad
experience:

Specialized management
of global high-quality
preferred and capital
securities across varied
market, interest rate, and
credit cycles for over

35 years.

managed investment
philosophy:

Emphasis on high current
income consistent with
capital preservation
equates to higher quality
bias relative to many
competitors.

Dynamic management:

Focus on seeking an
optimal combination of
preferred and capital
securities sectors and
structures under a variety
of credit, interest rate,
evolving regulatory, and
market conditions.
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Evolved tools to help portfolio managers manage interest rate risks

Today’s preferred and capital securities markets offer investors varied coupon structures that can potentially benefit
different types of interest rate movements. These structures include: fixed-rate, floating-rate, fixed-to-floating rate, and
fixed-to-variable rate (i.e., re-fixed)—each having differing duration and call option features. Active portfolio management
and security selection in anticipation of not only the overall direction on interest rates but the anticipated shape of the
yield curve are valuable product flexibilities to help mitigate risks in both interest rate and credit cycles. By selecting
securities with larger back-end spreads preferred and capital securities may help to cushion the effect of widening spreads
or rate volatility.

Strategic choices to manage interest rate risk
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Source: Spectrum Asset Management, Inc. For illustrative purposes only. See last page for definitions.
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The preferred and capital securities market isn’t what it used to be

The universe has vastly evolved due to regulation changes and with the introduction of contingent convertible
securities (CoCos):

o The $25 par preferred securities market —generally heavily comprised of fixed-rate structures that are sensitive
to interest rates — has shrunk over the years.

» The current landscape, with a smaller $25 par market, is made up of fewer fixed-rate structures and more adjustable-
rate structures that are less interest-rate sensitive.

 Preferred and capital securities are better positioned to be more defensive, which may help in various rate environments.

Preferred and capital securities market size Preferred and capital securities market size
as of December 31,2012 as of June 30,2024

® $1000s @ $25s Eur Cap Sec ® $1000s @ $25s @ CoCos Eur Cap Sec
YIELD -6.12% YIELD -5.32%
EFFECTIVE DURATION - 4.72 years EFFECTIVE DURATION - 4.10 years

Source: ICE Data Services, Bloomberg. $25s are represented by the ICE BofA Core Plus Fixed Rate Preferred Securities Index; $1000s are
represented by the ICE BofA U.S. Investment Grade Institutional Capital Securities Index and ICE BofA U.S. High Yield Institutional Capital Securities
Index; CoCos are represented by the ICE BofA Contingent Capital Index; Eur Capital Securities are represented by the ICE BofA Euro Non-Financial
Subordinated Index and ICE BofA Subordinated Euro Financial Index. Indices are unmanaged and individuals cannot invest directly in an index. See
last page for index descriptions and definitions. Past index performance is not a reliable indicator of future performance.
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Tax-advantaged dividends can potentially augment
after-tax income for U.S. taxpayers

Global U.S. dollar denominated preferred and capital securities currently offer among the highest after-tax current
yields for individual U.S. taxpayers. Because dividends from some preferred and capital securities may qualify for a tax
preference at lower rates, certain security selections can be more attractive than their bond equivalents. One way to
implement a preferred allocation for a U.S. taxpayer would be to switch less tax-efficient high-yield debt or lower yielding
investment-grade corporate bonds for more tax-efficient preferred and capital securities.

Qualified dividends favor individual U.S. taxpayers

Taxable equivalent Pre-tax
current yield current yield
10%
I
9% |
8% |
I
7.1
7% 7.0 . |
- 5
& |
5 6%
T |
> 5% |
)
(=
g I
c 4%
=}
O I
3% |
2% |
I
1% | 1 .0
0% |
Contingent U.s. U.S. Al u.s. Contingent  U.S.All  Emerging U.S. MBS
Capital  Municipal  Capital HighYield Capital Capital Markets Mumcrpal Corporate Floatrng— 10 year TIPS
Securities Securities Corporate rate notes  Treasury

Past index performance is not a reliable indicator of future performance.
Source: Spectrum Asset Management, Inc., Bloomberg LLP, Barclays. As of June 30, 2024.

Indices are unmanaged and individuals cannot invest directly in an index. This material has been prepared for informational purposes only, and
is not intended to provide, and should not be relied on for, tax, legal or accounting advice. You should consult with appropriate counsel or other
advisors on all matters pertaining to legal, tax, or accounting obligations and requirements. See last page for index definitions.

Note: Taxable equivalent current yields are calculated by segmenting the applicable index income paid by QDI-eligible securities from income paid
by non-QDl-eligible securities, and tax adjusting such income by 20% and 37%, respectively. QDI-eligible income may be taxed at lower rates for
investors in lower income tax brackets. Investors should consult their tax advisor.
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Definitions

« Fixed-rate securities: Fixed rate coupon for life of the security.

« Floating-rate securities: Floating rate coupon that typically resets in 3-month
increments based on a spread vs a stated market ratel.

« Fixed-to-floating-rate securities: Coupon is initially fixed for a set period, typically
5,7,0r 10 years2. After initial fixed period, the coupon resets based on a stated
market rate plus a predetermined back-end spread1. Then it will typically resetin
3-month increments.

« Fixed-to-variable (Fixed-to-re-fixed) rate securities: Coupon is initially fixed for a
set period, 5, 7, or 10 years2. After initial fixed period, the coupon resets based on
a stated market rate plus a predetermined back-end spread (most commonly a
5-year market rate plus a back-end spread)3. The security’s coupon will be fixed
for another set time period, typically 5 years2.

T Historically, the most common reset index has been LIBOR; however with LIBOR
discontinuing, other rates such as SOFR have been and are expected to be used.

2 Other fixed periods exist, however 5- and 10- year fixed rate coupon time frames
are the most typical.

3 Theresetindex is typically constant maturity treasuries for the same term as the
fixed/re-fixed periods, but other reset indexes include swaps.

Index descriptions

* Bloomberg U.S. Aggregate Index (U.S. Agg) provides a broad-based measure of
the U.S. investment-grade fixed income markets.

* Bloomberg Global-Aggregate Index (Global Agg) provides a broad-based
measure of the global investment-grade fixed income markets.

e Bloomberg U.S. Treasury Inflation-Linked Bond Index: U.S. TIPS index (U.S. TIPS)

measures the performance of the U.S. Treasury Inflation Protected Securities

(TIPS) market.

Bloomberg U.S. Mortgage Backed Securities Index (U.S. MBS) tracks fixed rate

agency mortgage backed pass-through securities guaranteed by Ginnie Mae

(GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC).

Bloomberg U.S. FRN Index (U.S. Floating-rate notes) measures the performance

of USD denominated, investment-grade, floating-rate notes across corporate and

government-related sectors.

ICE BofA Core Fixed Rate Preferred Securities Index tracks the performance of

fixed rate U.S. dollar denominated investment grade preferred securities issued in

the U.S. domestic market.

ICE BofA Core Plus Fixed Rate Preferred Securities Index tracks the performance

of fixed rate U.S. dollar denominated preferred securities issued in the U.S.

domestic market.

ICE BofA U.S. Investment Grade Institutional Capital Securities Index tracks

the performance of U.S. dollar denominated investment grade hybrid capital

corporate and preferred securities publicly issued in the U.S. domestic market.

ICE BofA Subordinated Euro Financial Index (Euro Capital Securities Financials)

racks the performance of EUR denominated investment grade debt publicly

issued by financial institutions in the eurobond or Euro member domestic
markets.

ICE BofA Euro Non-Financial Subordinated Index (Euro Capital Securities Non-

Financials) tracks the performance of non-financial EUR denominated investment

grade corporate debt publicly issued in the eurobond or Euro member domestic

markets.

ICE BofA U.S. High Yield Institutional Capital Securities Index tracks the

performance of U.S. dollar denominated sub-investment grade hybrid capital

corporate and preferred securities publicly issued in the U.S. domestic market.

ICE BofA U.S. All Capital Securities Index (Preferred and capital securities) tracks

the performance of fixed rate, U.S. dollar denominated hybrid corporate and

preferred securities publicly issued in the U.S. domestic market.

ICE BofA Contingent Capital Index (Contingent Capital) tracks the performance

of investment grade and below investment grade contingent capital debt publicly

issued in the major domestic and eurobond markets.

ICE BofA U.S. High Yield Index (U.S. High Yield) tracks the performance of U.S.

dollar denominated below investment grade corporate debt publicly issued in the

U.S. domestic market.

ICE BofA U.S. Corporate Index (U.S. Corporate) tracks the performance of U.S.

dollar denominated investment grade corporate debt publicly issued in the U.S.

domestic market.

ICE BofA Emerging Markets Corporate Plus Index (Emerging Markets Corporate)

tracks the performance of U.S. dollar and euro denominated emerging markets

nonsovereign debt publicly issued in the major domestic and eurobond markets.

ICE U.S. Broad Municipal Index (U.S. Municipal) tracks the performance of U.S.

dollar denominated investment grade tax-exempt debt publicly issued by U.S.

states and territories, and their political subdivisions, in the U.S. domestic market.

ICE BofA Current 10-Year U.S. Treasury Index (U.S. 10-year Treasury) is a one-

security index comprised of the most recently issued 10-year U.S. Treasury note.

This materialis provided by and reflects the current views and opinions of

Spectrum Asset Management, Inc., is an affiliate of Principal Global Investors.

Spectrum is a leading manager of institutional and retail preferred securities

portfolios and manages portfolios for an international universe of corporate,

insurance and endowment clients.

Risk considerations

Past performance is no guarantee of future results. Investing involves risk,

including possible loss of principal. Fixed-income investment options are subject

to interest rate risk, and their value will decline as interest rates rise. Risks of
preferred securities differ from risks inherent in other investments. In particular, in

a bankruptcy preferred securities are senior to common stock but subordinate to

other corporate debt. Contingent capital securities (CoCos) may have substantially

greater risk than other securities in times of financial stress. An issuer or regulators
decision to write down, write off or convert a CoCo may result in complete loss on
an investment.

Important information

This material covers general information only and does not take account of any
investor’s investment objectives or financial situation and should not be construed
as specific investment advice, a recommendation, or be relied onin any way

as a guarantee, promise, forecast or prediction of future events regarding an
investment or the markets in general. The opinions and predictions expressed

are subject to change without prior notice. The information presented has been
derived from sources believed to be accurate; however, we do not independently
verify or guarantee its accuracy or validity. Any reference to a specific investment
or security does not constitute a recommendation to buy, sell, or hold such
investment or security, nor an indication that the investment manager or its
affiliates has recommended a specific security for any client account. Subject

to any contrary provisions of applicable law, the investment manager and its
affiliates, and their officers, directors, employees, agents, disclaim any express or
implied warranty of reliability or accuracy and any responsibility arising in any way
(including by reason of negligence) for errors or omissions in the information or
data provided.

All figures shown in this document are in U.S. dollars unless otherwise noted. This
material has been prepared for informational purposes only, and is not intended
to provide, and should not be relied on for, tax, legal or accounting advice. You
should consult your own tax, legal and accounting advisors before engaging in any
transaction.

This material may contain “forward looking’ information that is not purely historical
in nature. Such information may include, among other things, projections and
forecasts. There is no guarantee that any forecasts made will come to pass.
Reliance upon information in this material is at the sole discretion of the reader.
This materialis not intended for distribution to or use by any person or entity in any

jurisdiction or country where such distribution or use would be contrary to local law

or regulation.
This document is intent for use in:
» The United States by Principal Global Investors, LLC, which is regulated by the
U.S. Securities and Exchange Commission.
 Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s
Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) Limited
is regulated by the Central Bank of Ireland.Clients that do not directly contract
with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global
Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered
by the rules and regulations of the Financial Conduct Authority or the Central
Bank of Ireland, including those enacted under MiFID II. Further, where clients
do contract with PGIE or PGlI, PGIE or PGII may delegate management authority
to affiliates that are not authorised and regulated within Europe and in any such
case, the client may not benefit from all protections offered by the rules and
regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In
Europe, this document is directed exclusively at Professional Clients and Eligible
Counterparties and should not be relied upon by Retail Clients (all as defined by
the MiFID).
United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1
Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is
authorised and regulated by the Financial Conduct Authority (“FCA”).
This document is marketing material and is issued in Switzerland by Principal
Global Investors (Switzerland) GmbH.
United Arab Emirates by Principal Global Investors LLC, a branch registered in
the Dubai International Financial Centre and authorized by the Dubai Financial
Services Authority as a representative office and is delivered on an individual
basis to the recipient and should not be passed on or otherwise distributed by the
recipient to any other person or organisation.
Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No.
199603735H), which is regulated by the Monetary Authority of Singapore and
is directed exclusively at institutional investors as defined by the Securities and
Futures Act 2001. This advertisement or publication has not been reviewed by the
Monetary Authority of Singapore.
Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068,
AFS Licence No. 225385), which is regulated by the Australian Securities and
Investments Commission and is only directed at wholesale clients as defined
under Corporations Act 2001.
Hong Kong SAR (China) by Principal Investment & Retirement Services Limited,
which is regulated by the Securities and Futures Commission. This document has
not been reviewed by the Securities and Futures Commission.
Other APAC Countries/Jurisdictions, this material is issued for Institutional
Investors only (or professional/sophisticated/qualified investors, as such term
may apply in local jurisdictions) and is delivered on an individual basis to the
recipient and should not be passed on, used by any person or entity in any
jurisdiction or country where such distribution or use would be contrary to local
law or regulation.
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