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What is Investment Grade?What is Investment Grade?

Bonds of medium grade 
quality. Security 
currently appears 
sufficient, but may be 
unreliable over the 
long term

BBB+, BBB, BBB-Baa1, Baa2, Baa3

Bonds with many positive 
investment qualities.

A+, A, A-A1, A2, A3

Bonds are of high quality 
by all standards, but 
carry a slightly greater 
degree of long-term 
investment risk.

AA+, AA, AA-Aa1, Aa2, Aa3

Bonds of the highest 
quality that offer the 
lowest degree of 
investment risk. 
Issuers are considered 
to be extremely stable 
and dependable.

AAAAaa

Investment Grade Bonds

MeaningS&PMoody's



What is Non-Investment Grade?What is Non-Investment Grade?

In default.D-

Lowest rated class of 
bonds.

CC

Bonds of highly 
speculative features. 
Often in default.

CCCa

Bonds of poor quality. 
Issuers may be in 
default or are at risk 
of being in default.

CCC+, CCC, CCC-Caa1, Caa2, Caa3

Bonds that are not 
considered to be 
attractive 
investments. Little 
assurance of long term 
payments.

B+, B, B-B1, B2, B3

Bonds with speculative 
fundamentals. The 
security of future 
payments is only 
moderate.

BB+, BB, BB-Ba1, Ba2, Ba3

Non Investment Grade Bonds (Junk Bonds)
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• Most bonds have a par value of $1,000

• Bonds trade at prices slightly less than par 
(discount) or more than par (premium)

• Bonds pay par value at maturity

• Interest (coupon) rate is paid on par value; 
not the price paid for the bond
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Inverse Relationship:Inverse Relationship:

Interest Rates   Bond Price Bond Price   Interest Rates
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Municipals BondsMunicipals Bonds

• Millions of bonds have been issued 
by state and local governments

–The interest on most municipal bonds 
is federally tax-free and free from 
state taxes if issued in your state

–Most have long-term maturities (10, 
20, 30 years)
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TreasurysTreasurys

• U.S. Treasury Securities - US Treasurys
are backed by the full faith and credit of the 
U.S. government. 

• Treasurys are not given ratings -- they are 
considered “bulletproof” debt instruments.
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• A government debt security with a fixed 
interest rate and maturities of 1, 2, 3, 5, 
and 7 years.

• Interest payments on the notes are made 
every six months until maturity. 

• Interest payments are taxed only at the 
federal level. 
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Treasury BondsTreasury Bonds

• A government debt security with 
maturities of 10, 20, and 30 years.

• Treasury bonds make interest payments 
semi-annually 

• The income that holders receive is only 
taxed at the federal level
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