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QUIPs, SPDRs, CMOs, GNMAs, ETFs, REITs, PINEs, WIREs.  Pull up a chair, put on a bib, and dip your 
spoon into this financial broth.  Monica Haven, E.A. will sort out the alphabet and explore investment ideas that 
will provide income, balance your portfolio, and ease anxiety. 
 

 

The information contained herein is for educational use only and should not be construed as tax, financial, or legal 
advice.  Each individual’s situation is unique and may require spec ialized treatment.  It is, therefore, imperative that you 
consult with tax and legal professionals prior to implementation of any strategies discussed. 

 
I. The Basics 

 

 Long-term Capitalization (LTC) 

                             $100M 

 
 
Debt Financing                Equity Financing 
     (Bonds)    (Common Stock) 

       $40M                                 $50M 
                        Hybrid  

    Preferred Stock 

           $10M 

 

A. Bond = a standardized IOU with a par value of $1000.  Interest (a.k.a. coupon or nominal 
yield) is paid to the lender to compensate him for time, risk, and opportunity costs.  Bonds 
may be issued by corporations or governments. 
 
1. Yield to Maturity (YTM) provides the average annual return 

 a bond which is ”underpriced” will have a YTM > Coupon 

 a bond which is ”overpriced” will have a YTM < Coupon 
 

ST rates fluctuate more than LT rates 
LT prices fluctuate more than ST prices 

 
2. Taxable Equivalent Yield (TEY) 

 

TEY of Municipal = Corporate Coupon × (1 - Tax Bracket %) 

 
   

Investor is offered the choice between a 15-year, AAA-rated coporate bond with a 6.00% coupon and a 
15-year, AAA-rated municipal bond with a 4.00% coupon.  If Investor is in the 25% federal income tax 
bracket, which bond would be preferable? 
 
 TEY Muni = 6.00% coupon  x (1 – 25% tax) = 4.50% 
 
Here, the corporarte bond is favorable since the muni offered to him is paying less than the TEY.  
HOWEVER, Investor must also consider the state tax consequences.  He is in the 10% tax bracket in CA. 
 
 TEY Muni = 6.00% x [1 – (25% federal + 10% state tax)] = 3.90% 
 
Now, the muni is favorable since its coupon exceeds the TEY. 
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3. Investor Preferences 

 “Premiums are bad — Discounts are good.” 

 Investor may want to pay Premium for higher Coupon (annual income) or better 
ratings (perceived safety) 

 
B. Common Stock = represents ownership in the company and entitles the shareholder to vote and 

share in profits at the discretion of the Board of Directors. 
 

C. Preferred Stock = an equity position that shares the characteristics of common stock (ownership) 
and bonds (income).  It gives the holder a prior claim to earnings and assets in the event of 
liquidation.  Most preferred stock pays a fixed dividend that is paid prior to the common stock 
dividend, stated as a percentage of par value which is always $100/share. 

 
 

 Common Stock Preferred Stock Bonds 

 

  

 Growth  Income 

 Age 25 Age 45 Age 65 
 

 
 
II. Getting Complicated 
 
 Derivative Securities = Contracts whose price is derived from the price of an underlying financial 

asset 
 

A. Stock Rights = privilege granted to existing shareholders who may subscribe to shares of a new 
issue of common stock before it is offered to the public below the public offering price. Rights 
generally have a life of 2 - 4 weeks. 

 

B. Warrants = entitle the holder to buy stock at some specified future date at a specified price, usually 
higher than current market price.  Warrants are traded as securities whose prices reflect the value of 
the underlying stock.  Corporations often bundle warrants with another class of security to enhance 
the marketability of the other class.  Warrants are like call options, but are offered by the corporations 
themselves with longer time spans. 

 

C. Options = give the buyer the right, but not the obligation, to buy or sell an asset at a set price on or 
before a given date.  Investors, not companies, issue options.  Buyers of call options bet that a stock 
will be worth more than the strike price.  Buyers of put options bet that the stock's price will drop below 
the strike price. 

 

D. Futures = agreements to buy or sell a set number of shares of a specific stock in a designated future 
month at a price agreed upon today.  These differ from options because futures investors promise to 
actually make a transaction. 

 
 Strike vs. 

Market Price 

Term Publicly 

traded? 

Obligation to 

deliver? 

Issuer Underlying 

Security 

Rights ↓ Weeks No Choice Corporation Stock 

Warrants ↑ Months to Years Yes Choice Corporation Stock 

Options ↑ if Call 
↓ if Put 

9 months 
(2 – 5 years, if LEAP) 

Yes Choice OCC Stock 

Futures ↑ Various Yes Promise CFTC Stock or 
Commodity 

 
 

http://biz.yahoo.com/f/g/ee.html#b
http://biz.yahoo.com/f/g/aa.html#cq
http://biz.yahoo.com/f/g/ll.html#bf
http://biz.yahoo.com/f/g/dd.html#cd
http://biz.yahoo.com/f/g/cc.html#dd
http://biz.yahoo.com/f/g/pp.html#g
http://biz.yahoo.com/f/g/uu.html#d
http://biz.yahoo.com/f/g/uu.html#d
http://biz.yahoo.com/f/g/ss.html#br
http://biz.yahoo.com/f/g/ss.html#bs
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/cc.html#dd
http://biz.yahoo.com/f/g/oo.html#e
http://biz.yahoo.com/f/g/pp.html#dz
http://biz.yahoo.com/f/g/bb.html#cy
http://biz.yahoo.com/f/g/ss.html#stock
http://biz.yahoo.com/f/g/mm.html#n
http://biz.yahoo.com/f/g/tt.html#ca
http://biz.yahoo.com/f/g/uu.html#e
http://biz.yahoo.com/f/g/cc.html#b8
http://biz.yahoo.com/f/g/cc.html#l
http://biz.yahoo.com/f/g/bb.html#cy
http://biz.yahoo.com/f/g/aa.html#cq
http://biz.yahoo.com/f/g/pp.html#ct
http://biz.yahoo.com/f/g/ii.html#c5
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/cc.html#l
http://biz.yahoo.com/f/g/ss.html#stock
http://biz.yahoo.com/f/g/ss.html#d3
http://biz.yahoo.com/f/g/pp.html#d9
http://biz.yahoo.com/f/g/ss.html#bs
http://biz.yahoo.com/f/g/oo.html#3
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III. Now the hard stuff… 
 
A. Debt Securities 

 Bank Anticipation Notes = issued by municipalities to obtain interim financing for projects that 
will eventually be funded through the sale of a bond issue. 

 Bond Anticipation Note (BAN) = a short-term debt instrument issued by a municipality to borrow 
against the proceeds of an upcoming bond issue. [Also see:  RANs and TANs] 

 Certificates of Automobile Receivables (CAR) = pass-through securities backed by 
automobile loan receivables. 

 Certificates of Amortized Revolving Debt (CARD) = pass-through securities backed by credit 
card receivables. 

 Certificate of Accrual on Treasury Securities (CATS) = zero-coupon U.S. Treasury issues sold 
at discount which pay no interest but  return the full face value at maturity. 

 Collateralized Bond Obligation (CBO) = investment grade bonds backed by a collection of junk 
bonds with different levels of risk, called tiers. 

 Collateralized Mortgage Obligation (CMO) = backed by a pool of pass-through securities 
structured so that there are several classes of bondholders with varying maturities, called 

tranches.  The principal payments from the underlying pool are used to retire the bonds.  Planned 

Amortization Class (PAC) = a CMO tranche that has a sinking fund schedule to make principal 

payments that are not subordinated to other classes.  Targeted Amortization Class (TAC) = a 

tranche of CMOs whose amortization is not guaranteed and met at only one prepayment rate.  Z 

Bond = interest accrues but is not paid and is instead added to the principal balance payable. 

 Federal Agricultural Mortgage Corporation (Farmer Mac) = a federal agency chartered in 1988 
to provide a secondary market for farm mortgage loans.  [Also see:  Freddie Mac] 

 Federal Farm Credit System = a system chartered in 1971 through the Farm Credit Act 
providing farmers with credit services through a federal land bank, an intermediate credit bank, 
and a bank for cooperatives. 

 Federal Home Loan Mortgage Corporation (Freddie Mac) =a congressionally chartered 
corporation that purchases residential mortgages in the secondary market from banks and 
securitizes them for sale in the capital markets.  

 Federal Housing Administration (FHA) = the agency buys residential mortgages, sells them in 
packages, and insures the lenders against loss.  

 Federal National Mortgage Association (Fannie Mae) = a publicly owned, government-
sponsored corporation chartered in 1938 to purchase mortgages from lenders (backed by FHA) 
and resell them to investors.  FNMA became investor- rather than government-backed in 1968.  
[Also see:  GNMA, SLMA] 

 Floating Rate Note (FRN) = pay a variable short-term rate. 

 Flower Bonds = a U.S. Government bond that, regardless of its cost price, was acceptable at par 
value in payment of estate taxes if the decedent was the legal holder at the time of 
death; also called estate tax anticipation bond. Flower bonds stopped being issued 
in 1971, and the last of them, with a 3½% coupon, matured in 1998.  [Also see:  
TAB] 

 Forward Rate Agreement (FRA) = an agreement to borrow or lend at a specified future date at 
an interest rate that is fixed today. 

 General Obligation Bonds (GO) = municipal securities secured by the issuer's pledge of its full 
faith, credit, and taxing power.  

http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/mm.html#ct
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/dd.html#m
http://biz.yahoo.com/f/g/mm.html#ct
http://biz.yahoo.com/f/g/bb.html#ce
http://biz.yahoo.com/f/g/pp.html#v
http://biz.yahoo.com/f/g/pp.html#v
http://biz.yahoo.com/f/g/tt.html#cu
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/ii.html#bu
http://biz.yahoo.com/f/g/ff.html#c
http://biz.yahoo.com/f/g/mm.html#be
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/jj.html#f
http://biz.yahoo.com/f/g/jj.html#f
http://biz.yahoo.com/f/g/pp.html#u
http://biz.yahoo.com/f/g/cc.html#b8
http://biz.yahoo.com/f/g/bb.html#b8
http://biz.yahoo.com/f/g/mm.html#be
http://biz.yahoo.com/f/g/tt.html#ck
http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/uu.html#c
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/cc.html#b8
http://biz.yahoo.com/f/g/tt.html#ck
http://biz.yahoo.com/f/g/cc.html#cu
http://biz.yahoo.com/f/g/aa.html#bz
http://biz.yahoo.com/f/g/aa.html#r
http://biz.yahoo.com/f/g/ss.html#w
http://biz.yahoo.com/f/g/mm.html#ce
http://biz.yahoo.com/f/g/mm.html#ce
http://biz.yahoo.com/f/g/ss.html#w
http://biz.yahoo.com/f/g/ss.html#3
http://biz.yahoo.com/f/g/cc.html#7
http://biz.yahoo.com/f/g/mm.html#ce
http://biz.yahoo.com/f/g/ll.html#q
http://biz.yahoo.com/f/g/bb.html#ce
http://biz.yahoo.com/f/g/ii.html#bz
http://biz.yahoo.com/f/g/ff.html#b1
http://biz.yahoo.com/f/g/mm.html#ct
http://biz.yahoo.com/f/g/ii.html#db
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 Government National Mortgage Association (Ginnie Mae) = wholly owned U.S. government 
corporation within the Department of Housing & Urban Development which guarantees the timely 
payment of principal and interest on securities collateralized by FHA and VA mortgages.  

 

 

You  Bank  Govt.     

                                                             $ 

                                                                IOU = GNMA 

 

 Guaranteed Mortgage Certificates (GMC) = an undivided interest in conventional whole loans 
previously purchased by Freddie Mac. 

 Interest Only Strip (IO) = based solely on the interest payments from a pool of mortgages, 
Treasury bonds, or other bonds.  Once the principal on the mortgages or bonds has been repaid, 
interest payments stop and the value of the IO falls to zero. 

 Industrial Revenue Bond (IRB) = issued by local government agencies on behalf of 
corporations. 

 Liquid Yield Option Note (LYON) = zero-coupon, callable, putable, convertible 
bond developed by Merrill Lynch. 

 Manufactured Housing Securities (MHS) = loans on factory-built or prefabricated 
housing, including mobile homes. 

 Original Issue Discount Debt (OID) = a bond initially offered at a price below par.  [Also see:  
Zero-Coupon] 

 Payment-in-kind (PIK) Bond = gives the issuer an option during an initial period either to make 
coupon payments in cash or in the form of additional bonds. 

 Public Income Notes (PINES) = general, unsecured, unsubordinated obligations of a company 
that are sold to the public in small share amounts, trade on the stock exchanges, pay fixed 
specified quarterly interest payments, mature in 30 to 50 years but are redeemable at par plus 
accrued interest at the option of the company after a specified period (generally 5 years)

1
.  PINES 

are generally senior to the preferred securities of the company.  

 Project Loan Certificate (PLC) = securitized FHA multifamily, hospital, and nursing home loans 
offered by GNMA. 

 Project Notes (PN) = issued by municipalities, but guaranteed by the U.S.  Government
2
 to 

finance federally sponsored programs for urban renewal and housing. 

 Revenue Anticipation Note (RAN) = short-term municipal debt that will be repaid with 
anticipated revenues, such as sales taxes.  

 Savings bond = government bonds issued in face value denominations from $50 to $10,000, 
with local and state tax-free interest and semiannually adjusted interest rates, including Series EE 

and HH bonds.  I-bonds = savings bonds with a 30-year maturity indexed for inflation. 

 Stripped Mortgage-Backed Securities (SMBS) = redistribute the cash flows from the underlying 
generic mortgage-backed collateral into the principal and interest components to enhance their 
attractiveness to different groups of investors. 

                                                           
1
 These securities are CALLABLE and will likely be redeemed when rates decrease.  Thus, there is reinvestment risk 

unlike a security which is CONVERTIBLE at the investor’s option. 
2
 Securities guaranteed by the federal government receive automatic AAA ratings. 

$ $ 

http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/ss.html#4
http://biz.yahoo.com/f/g/cc.html#cu
http://biz.yahoo.com/f/g/mm.html#ce
http://biz.yahoo.com/f/g/cc.html#dy
http://biz.yahoo.com/f/g/ff.html#c5
http://biz.yahoo.com/f/g/ii.html#by
http://biz.yahoo.com/f/g/mm.html#ce
http://biz.yahoo.com/f/g/tt.html#cw
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/aa.html#bg
http://biz.yahoo.com/f/g/zz.html#b
http://biz.yahoo.com/f/g/cc.html#p
http://biz.yahoo.com/f/g/cc.html#d5
http://biz.yahoo.com/f/g/cc.html#d5
http://biz.yahoo.com/f/g/ll.html#bp
http://biz.yahoo.com/f/g/oo.html#e
http://biz.yahoo.com/f/g/pp.html#g
http://biz.yahoo.com/f/g/ii.html#db
http://biz.yahoo.com/f/g/oo.html#3
http://biz.yahoo.com/f/g/cc.html#es
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/dd.html#j
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/ff.html#c
http://biz.yahoo.com/f/g/ii.html#bu
http://biz.yahoo.com/f/g/ii.html#bz
http://biz.yahoo.com/f/g/ii.html#7
http://biz.yahoo.com/f/g/cc.html#bm
http://biz.yahoo.com/f/g/uu.html#c
http://biz.yahoo.com/f/g/cc.html#cr
http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/ii.html#bu
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 Student Loan Marketing Association (SLMA) = a publicly traded corporation established to 
increase the availability of educational loans by guaranteeing them in the secondary market. 

 Tax Anticipation Bills (TABs) = special bills that the Treasury occasionally issues that mature on 
corporate quarterly income tax dates and can be used at face value by corporations to pay their 
tax liabilities.  [Also see:  Flower Bonds] 

 Tax Anticipation Notes (TANs) = issued by municipalities to finance current operations in 
anticipation of future tax receipts. 

 Treasury Bills = debt obligations of the U.S. Treasury that have maturities of one year or less.  

Treasury notes = have maturities of more than 2 years but less than 10 years.  Treasury Bonds 
= have maturities of 10 years or more. 

 Variable Rated Demand Bond (VRDB) = floating-rate bond that periodically can be sold back to 
the issuer. 

 Yankee bonds = foreign bonds denominated in U.S. dollars and issued in the U.S. by foreign 
banks and corporations.  Bonds with roots in Japan are called Samurai bonds.  [Comparable 
to ADRs for stocks] 

 Zero-coupon Bond = no periodic coupon is paid over the life of the contract.  Instead, both the 
principal and the interest are paid at maturity. 

 
B. Equities 

 American Depository Receipt (ADR) = represent foreign shares held by a U.S. bank and are 
subject to the same currency, political, and economic risks as the underlying foreign share.  

American Depository Share (ADS) = foreign stock issued in the U.S. and registered in the ADR 

system.  International Depository Receipt (IDR) = a receipt issued by a foreign bank as 
evidence of ownership of a foreign corporation that the bank holds in trust. 

 Domestic International Sales Corporation (DISC) = a U.S. corporation that receives a tax 
incentive for export activities.  [      LOOK OUT for Foreign Tax Credit, Form 1116] 

 Exchange-traded Funds (ETF) = A security that tracks an index, a commodity or a basket of 
assets like an index fund, but trades like a stock on an exchange, thus experiencing price 
changes throughout the day as it is bought and sold. 

 Foreign Sales Corporation (FSC) = created by the Tax Reform Act of 1984 and designed to 
provide a tax incentive for exporting U.S.-produced goods. 

 Participation Certificates (PC) = investments representing an interest in a pool of funds or other 
instruments such as foreign securities, that allow participation in the rise or fall of a security. 

 
C. Hybrids   [       BEWARE of non-transferable proprietary products!] 

 Auction Rate Preferred Stock (ARPS) = floating-rate preferred stock, whose dividend is 
adjusted every 7 weeks through a Dutch auction in which the lowest price necessary to sell the 
entire offering becomes the price at which all securities offered are sold.  The price of an item is 

gradually lowered until it elicits a responsive bid.  Cumulative Auction Market Preferred Stocks 

(CAMPS) = Oppenheimer & Company's Dutch auction preferred stock product.   

 Convertible Adjustable Preferred Stock (CAPS) = exchangeable at par value for common stock 
or cash after the next period's dividend rates are revealed.  The interest rate is adjustable and 
pegged to Treasury rates. 

 Equity Security Units = initially consist of a Contract to Purchase Common Stock at a specified 
time (i.e. within 3 years) and a Company Debt Security which pays the security's specified normal 
quarterly distribution plus an additional contract adjustment distribution payment.  The debt 
security is pledged as collateral to secure the holder's obligations under the stock purchase 
contract [Also see:  QUIBS]. 

Option + Corporate Bond 

http://biz.yahoo.com/f/g/tt.html#ca
http://biz.yahoo.com/f/g/mm.html#n
http://biz.yahoo.com/f/g/tt.html#cy
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/ll.html#1
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/dd.html#j
http://biz.yahoo.com/f/g/tt.html#bv
http://biz.yahoo.com/f/g/tt.html#bv
http://biz.yahoo.com/f/g/tt.html#bv
http://biz.yahoo.com/f/g/ff.html#b9
http://biz.yahoo.com/f/g/ii.html#db
http://biz.yahoo.com/f/g/bb.html#bond
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/ss.html#j
http://biz.yahoo.com/f/g/cc.html#es
http://biz.yahoo.com/f/g/cc.html#dv
http://biz.yahoo.com/f/g/pp.html#c0
http://biz.yahoo.com/f/g/ii.html#bu
http://biz.yahoo.com/f/g/mm.html#maturity_date
http://biz.yahoo.com/f/g/ss.html#bs
http://biz.yahoo.com/f/g/uu.html#c
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/aa.html#bt
http://biz.yahoo.com/f/g/ii.html#da
http://biz.yahoo.com/f/g/ii.html#bo
http://biz.yahoo.com/f/g/ss.html#4
http://biz.yahoo.com/f/g/ss.html#4
http://biz.yahoo.com/f/g/pp.html#preferred_stock
http://biz.yahoo.com/f/g/dd.html#cd
http://biz.yahoo.com/f/g/dd.html#c2
http://biz.yahoo.com/f/g/pp.html#ct
http://biz.yahoo.com/f/g/pp.html#f
http://biz.yahoo.com/f/g/cc.html#dd
http://biz.yahoo.com/f/g/dd.html#ch
http://biz.yahoo.com/f/g/ii.html#bz
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 FELINE PRIDES = a Merrill Lynch product which initially consists of a Contract to Purchase 
Common Stock at a specified time (i.e. within 3 years) and a Company Preferred 
Security which pays the security's specified normal quarterly distribution plus an 
additional contract adjustment distribution payment.  The preferred is to be 
redeemed 2 years after the purchase contract date and is subject to a reset rate at 
the common stock purchase date [Also see:  PEPS]. 

 Monthly Income Preferred Security (MIP) = preferred stock issued by a subsidiary located in a 
tax haven, which re-lends the money to the parent company. 

 Market Index Target-Term Securities (MITTS) = a Merrill Lynch security whose returns are 
based on a stock market average.  They make no distributions during the term of the security, but 
return the entire principal amount at maturity and pay an additional amount based on the increase 
(if any) in the market average on which the security is based. 

 Premium Equity Participating Security Units (PEPS) = a Morgan Stanley product initially 
consist of a Contract to Purchase Common Stock and a Company Preferred Security which pays 
the security's specified normal quarterly distribution plus an additional contract adjustment 
distribution payment.  The preferred is to be redeemed 6 months after the purchase contract date 
[Also see:  FELINE PRIDES]. 

 Reset Performance Equity-linked Redemption Quarterly-pay Securities (PERQS) = 
mandatorily exchangeable into a specified common stock on a specified date, generally 2 years 
from the date of issue and pays a specified interest on a quarterly basis during the period between 
the issue date and the exchange date.  The Reset portion of the name indicates that if the price of 
the common stock exceeds specified prices at specified dates, the exchange rate is adjusted 
downwards to an exchange rate of a lower number of shares per PERQS.  

 Preferred Income Equity Redeemable Shares (PIERS) = preferred stock paying a fixed 
dividend and a warrant, exercisable at any time at the option of the holder, to purchase common 
of issue).  They are also redeemable, at the company's option, after a specified time such as 5 
years, for common stock at a scheduled conversion price.  The PIERS can be subject to 
mandatory redemption at face value in cash after a fixed period of time, often 10 years, if not 
previously exercised. 

 Preferred Equity Redemption Stock (PERC) = preferred stock that converts automatically into 
common on a stated date. 

 Quarterly Interest Bonds (QUIBS) = a company bond sold in small denominations (generally 
$25) by Morgan Stanley.; known as “baby Bonds.”  The QUIBS are senior unsecured debt 
securities that are senior to the preferred securities of the company [Also see:  Equity Security 
Units]. 

 Stock Participation Accreting Redemption Quarterly-pay Securities (SPARQS) = a Morgan 
Stanley Dean Witter security which will pay quarterly distributions at the specified rate and then 
pay off the security (generally in 2 years) in shares of common stock in the specified company at 
the previously specified conversion rate.  After one year, the issuer also has the right to call the 
security and pay off at a specified maximum gain which includes all quarterly distributions [Also 
see:  STRIDES]. 

 Standard & Poor's Depositary Receipt (SPDRs) = are designed to track the value of the 
Standard & Poor's 500 Composite Price Index and trade on the American Stock 
Exchange under the symbol SPY.  SPDRs are similar to closed-end funds but are formally 
known as a unit investment trust.  One SPDR unit is valued at approximately one-tenth (1/10) of 
the value of the S&P 500.  Dividends are disbursed quarterly and are based on the accumulated 
stock dividends held in trust, less any expenses of the trust [Also see:  WEBs]. 

Option + Pfd. Stock 

Option + Pfd. Stock 

Option 

Pfd. Stock pays dividend 

AND warrant for 

Common BUT callable 

in 5 years 

“Preferred” converts to 

Common in 2 years 
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 Callable STock Return Income DEbt Securities (STRIDES) = a Merrill Lynch security 
which will pay quarterly interest and then pay off the security (generally in 2 years) in shares 
of common stock in the specified company at the previously specified conversion rate.  
After one year, the issuer also has the right to call the security and pay off at a specified 
maximum gain which includes all quarterly distributions [Also see:  SPARQS]. 

 Third Party Trust Preferreds Certificates = consist of a trust certificate based on either a debt 
or preferred security.  The issuer buys the underlying securities on the open market and sets up a 
special trust whose only function is to issue the third party trust certificates and then administer 
the collect and payment of funds between the underlying security issuer and the holders of the 
trust certificates.  The trust certificates often pay a different rate of distributions then do the 
underlying securities since the securities may be purchased by the issuer at either a discount or 
premium to the original price and pay distributions annually.  They are callable after 5 years from 

the date of issue.  Examples include Listed Insured Quarterly Interest Debentures (LIQUIDs), 

Quarterly Income Preferred Securities (QUIPS) and Trust Originated Preferred Securities 

(TOPrS), as well as PINES and QUIBS. 

 Unit Investment Trust (UIT) = shares (units) in a fixed portfolio. 

 Unit Share Investment Trust (USIT) = a unit investment trust comprising one unit of prime and 

one unit of score.  PRIMES entitle the owner to the dividend/income from an underlying 

security.  SCORES entitle the owner to the capital appreciation. 

 Warrants and Income Redeemable Equity Securities (WIRES) = a Morgan Stanley 
security which consists of a warrant to purchase common stock and a trust preferred security.  
The warrant allows the holder to purchase common stock at a fixed but increasing exercise price 
at any time prior to the maturity date.  The trust preferred security is subject to remarketing at the 
exercise of the warrants.  

 World Equity Benchmark Series (WEBs) = similar to SPDRs, they trade on the AMEX, and 
track the Morgan Stanley Capital International country indexes for Australia, Austria, Belgium, 
Canada, France, Germany, Hong Kong, Italy, Japan, Malaysia Free, Mexico, the Netherlands, 
Singapore, Spain, Sweden, Switzerland, and the United Kingdom. 

 Zero-coupon convertible security = allows for conversion of a zero-coupon bond into the 
common stock of the issuing company after the stock reaches a certain price. 

 
D. Other 

 Certificate of Deposit (CD) = issued by a bank indicating that a specified sum of money has 
been deposited and promising a specified interest rate to be paid at maturity.  AVAILABLE from 

B/D…  Callable CDs can be called away from the investor after the protection period has expired, 

but before maturity.  Step-up CDs also have call provisions but if the CDs aren't called, the 

interest rates periodically "step-up" to higher rates.  Bump-up CDs, although not callable, the 
depositor has the ability at various times to increase the yield to current competitive yields 

 Commercial Mortgage Backed Securities = non-standard issues backed by loans secured with 
commercial rather than residential property. 

 Guaranteed Investment Contract (GIC) = a contract between an insurance company and a 
pension plan that guarantees a specific rate of return.  Often used to fund a 401(k) plan. 

 Long-Term Anticipation Securities (LEAPS) = long-term options. 

 Master Limited Partnership (MLP) = a publicly traded limited partnership. 

 Real Estate Investment Trust (REIT) = invest in real estate or loans secured by real estate and 

issue shares in such investments.  A REIT is similar to a closed-end mutual fund.  CMO REIT = a 
very risky type of REIT investing in the residual cash flows of CMOs, whereby the cash flows are 
derived from the difference between the rates paid by the mortgage loan holders and the lower, 
shorter-term rates paid to CMO investors.  
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 Real Estate Mortgage Investment Conduit (REMIC) = a pass-through tax entity that can hold 
mortgages secured by any type of real property and can issue multiple classes of ownership 
interests to investors in the form of pass-through certificates, bonds, or other legal forms. A 
financing vehicle created under the Tax Reform Act of 1986. 

 
 

IV. Regulatory Entities 
 

 FINRA = Formerly known as the National Association of Securities Dealers (NASD), Financial Industry 
Regulatory Authority is the self-regulatory organization formed when the NASD and NYSE consolidated 
effective July 30, 2007.  FINRA is responsible for registering and educating all industry participants; 
examining securities firms; writing and enforcing its own rules as well as federal securities laws; informing 
and educating the investing public; providing trade reporting and other industry utilities; and administering 
the largest dispute resolution forum for investors and registered firms. 

 MSRB = A regulating body that creates rules and policies for investment firms and banks in the issuing 
and sale of municipal bonds, notes and other municipal securities by states, cities and counties. Activities 
regulated by the MSRB include the underwriting, trading and selling of municipal securities financing 
public projects. 

 SEC = A government commission created by Congress in 1934 to regulate the securities 
markets and protect investors. In addition to regulation and protection, it also monitors 
the corporate takeovers in the U.S. The SEC is composed of five commissioners 
appointed by the U.S. President and approved by the Senate. 

 
V. Insurance 
 

 FDIC = Created in 1933 to maintain public confidence and encourage stability in the financial system 
through the promotion of sound banking practices, the Federal Deposit Insurance Corporation  is a public 
agency that insures deposits in member banks and thrifts for up to $100,000.  The FDIC is managed by a 
five-person board of directors, all of whom are appointed by the US President and confirmed by the 
Senate. 

 SIPC = Securities Investor Protection Corporation is an industry-financed insurance plan that protects 
clients of most broker-dealers registered with the Securities and Exchange Commission (SEC). SIPC 
insures customers' securities (up to $500,000 per account) against losses due to the financial failure of 
brokerage firms--losses caused by fluctuations in market value are not protected. The not-for-profit 
membership corporation was mandated by the Securities Investor Protection Act of 1970. 

 
VI. Ratings Agencies 
 

 Moody’s = Moody's publishes credit ratings and other financial information on more than 100,000 
commercial and government entities in about 100 countries. The firm rates such credit risks as insurers, 
bonds, managed funds, and securities. The company's famous letter ratings (ranging from Aaa to C) were 
invented by John Moody in 1909 and are still used today. 

 Fitch = Fitch issues ratings for thousands of banks, financial institutions, corporations, and 
governments.  The company is part of the Fitch Group, which is a subsidiary of France-
based Fimalac. 

 Standard & Poors (S & P) = With operations in more than 20 countries, the business 
provides the investment community with information on such financial vehicles as stocks, mutual funds, 
corporate bonds, and municipal bonds. In addition to its credit ratings, risk management, investment 
research, data, and valuations, Standard & Poor's is known for its indexes, including the S&P 500 index. 
The company's roots reach back to 1860; S&P was acquired by McGraw-Hill just over a century later. 
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