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Equities are represented by shares, which denote the ownership in the company. The investors who purchase
shares at a particular price do so in expectations of selling them later at a higher price and make profits. Since
the share price movements are uncertain, equity returns are uncertain and considered a risky investment. While
the company raises capital by issuing shares to common investors, it does not have any liability to refund that
money, it is not obligated to make any regular payment to investors like a dividend , and is not responsible for
any adverse changes in share price. Debt does not represent an ownership in the company, but acts as a loan.
To raise capital, companies, government or other competent authorities may issue debt instruments that are
interest-paying fixed income securities. Such instruments are issued for a specific period, during which the
issuing entity pays an interest to the investors based on the specified terms. The regular interest payments,
better guarantee of returns, and priority claim in case of default â€” makes the fixed income investment less
risky than equity. By issuing such instruments, government or companies use the capital collected for various
purposes - like financing projects, building infrastructure or business expansion, the investors benefit by
earning interest. Different Types of Fixed Income Products The most common example of a security that
yields a fixed income is a bond. Bonds can be issued by federal governments, local municipalities or major
corporations. They are issued for a specific period of time which can range from a few months to a few
decades. Investors can invest in these instruments and are paid the specified interest for the period they remain
invested. Treasury bills generally have maturity period of a year or less, treasury notes have maturity period
from two to ten years, while treasury bonds have maturity period ranging from 10 to 30 years from their issue
date. Government of a particular country can also issue sovereign bonds in foreign currencies which allows
foreign investors to invest in their local currency. Governments can also issue special types of fixed income
instruments â€” like a treasury security called Treasury Inflation Protected Securities TIPS that provides
protection to investors from the negative effects of inflation. A municipal bond is a similar fixed income
security that is issued by a state, municipality or county to finance its capital expenditures. Companies also
issue bonds for raising capital which are called corporate bonds. The interest earned on the above mentioned
fixed income instrument types varies based on their risk factor. Since government has the liberty to print
money as required, the securities issued by the US treasury are considered risk-free and pay the least amount
of interest. Municipal bonds comes with a slightly higher risk, and they pay comparatively higher interest,
while the corporate bonds may pay much higher interest as they make the business related investments that are
considered the riskiest among the lot. In general, bonds and fixed-income securities with longer-dated
maturities pay a higher rate, because they are considered riskier. The issuer is the entity government, authority,
or company which borrows the funds by issuing the fixed income security. The issuer is also responsible to
pay interest at the specified intervals and repay the capital amount to the investors upon maturity of the
security. Principal is the amount that an investor receives on maturity, and is also known as the maturity value,
face value or par value. The coupon refers to the annual interest linked with the fixed income security that the
issuer must pay to the lender. It is usually expressed as a percentage of the principal. The maturity indicates
end of the bond investment tenure - the date on which the issuer must return the principal to the investor.
Essentially, the company needs money now to build the plant, and expects to start making profits within five
years from that venture which is when it will return the borrowed money to the investors. Investors who
believe in the business potential of this company may lend money by purchasing the bonds. This amount is
fixed and represents a steady income to the bondholder. Investors may also have the option to sell the bond
anytime in the open market to other interested investors before the five year maturity period. The interest is
then paid to the bondholders on pro-rata basis, that is â€” depending upon the holding period. Risks
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Associated with Fixed Income Investments The primary risk associated with fixed-income investments is the
issuer defaulting on his payments. Additionally, there is the credit risk linked to a corporate, and it can have
varying effects on the valuations of the fixed income instrument till time to maturity. It is possible that a
company issued a year long bond when it was in its prime, while five years later its business started struggling
due various factors and bond valuations started depleting. Though the company may or may not continue its
regular coupon payments, it may become difficult for the investors to sell the bonds in open market at a fair
price. These returns are generated from low risk securities that pay predictable interest, and various
methodologies can be employed to generate steady returns. Building a fixed income portfolio may include
investing in bonds as well as bond mutual funds , certificates of deposit CD , and money market funds. These
assets provide low but safe returns to the investors. With the laddering strategy, a portfolio manager can
reinvest the principal of matured bonds into bonds with higher rates. When the one-year bond matures a year
from now, the principal will be rolled into a three-year bond. When the two-year bond matures, the principal
will be rolled into a three-year bond, and so on. By so doing the investor is able to take advantage of the
higher interest rates as the years go by. Fixed-income securities are recommended for investors seeking a
diversified portfolio. There is also an opportunity to diversify the fixed-income component of a portfolio.
Investors looking for diversifying their portfolio choose to invest in the type of fixed income securities based
on their risk appetite. While retired individuals generally tend to invest heavily in fixed-income investments
because of the reliable returns they offer, junk bonds or high-yield bonds are attractive investments for
investors looking for higher interest or income.
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There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market
risk, which is the possibility that the market value of securities owned by the portfolio will decline.
Accordingly, you can lose money investing in this strategy. Please be aware that this strategy may be subject
to certain additional risks. In the current rising interest-rate environment, bond prices may fall and may result
in periods of volatility and increased portfolio redemptions. Longer-term securities may be more sensitive to
interest rate changes. In a declining interest-rate environment, the portfolio may generate less income. They
are also subject to credit, market and interest rate risks. It is possible that these issuers will not have the funds
to meet their payment obligations in the future. Foreign securitiesare subject to currency, political, economic
and market risks. This communication is only intended for and will be only distributed to persons resident in
jurisdictions where such distribution or availability would not be contrary to local laws or regulations. There is
no guarantee that any investment strategy will work under all market conditions, and each investor should
evaluate their ability to invest for the long-term, especially during periods of downturn in the market. Past
performance is no guarantee of future results. A separately managed account may not be suitable for all
investors. Separate accounts managed according to the Strategy include a number of securities and will not
necessarily track the performance of any index. Please consider the investment objectives, risks and fees of the
Strategy carefully before investing. A minimum asset level is required. Any views and opinions provided are
those of the portfolio management team and are subject to change at any time due to market or economic
conditions and may not necessarily come to pass. Furthermore, the views will not be updated or otherwise
revised to reflect information that subsequently becomes available or circumstances existing, or changes
occurring. The views expressed do not reflect the opinions of all portfolio managers at Morgan Stanley
Investment Management MSIM or the views of the firm as a whole, and may not be reflected in all the
strategies and products that the Firm offers. All information provided has been prepared solely for information
purposes and does not constitute an offer or a recommendation to buy or sell any particular security or to adopt
any specific investment strategy. The information herein has not been based on a consideration of any
individual investor circumstances and is not investment advice, nor should it be construed in any way as tax,
accounting, legal or regulatory advice. To that end, investors should seek independent legal and financial
advice, including advice as to tax consequences, before making any investment decision. It is not possible to
invest directly in an index. Any index referred to herein is the intellectual property including registered
trademarks of the applicable licensor. Any product based on an index is in no way sponsored, endorsed, sold
or promoted by the applicable licensor and it shall not have any liability with respect thereto. The index is
unmanaged and does not include any expenses, fees or sales charges. The information presented represents
how the portfolio management team generally implements its investment process under normal market
conditions. The weights, tracking error typical yield duration, and the number of issuers represent typical
ranges and are not a maximum number. The portfolio may exceed these from time to time due to market
conditions and outstanding trades. The services described on this website may not be available in all
jurisdictions or to all persons. For further details, please see our Terms of Use. Morgan Stanley Distribution,
Inc.
Chapter 3 : Fixed Income Definition | Investopedia
Effective risk management is the cornerstone of the investment process used in managing the IRON Strategic Income
Fund. The Fund's goal is to adjust the exposure to credit dynamically using a combination of cost effective hedging and
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tactical allocation.
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