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Undressing the STRIPS market Authors

STRIPS 101 - The Naked Truth

What are Treasury STRIPS?

m  Treasury STRIPS (Separate Trading of Registered Interest and Principal of Securities)
are Treasury securities (notes and bonds) that have been ‘stripped’ into their naked
components. The ‘stripping’ process is conducted by dealers (typically financial Samuel Kaplan, CFA
institutions) on the CBES (Commercial Book Entry System).
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Managing Director,

m  For example, a 30 year US Treasury can be separated into the principal payment at Fixed Income Rates and
maturity and each individual coupon payment at 6 month increments from now until Securitized Portfolio
maturity. The current 30 year is the 4.75% 5/15/55. If we take 100mm par and strip Manager

that bond naked, we will create 100mm 5/55 Principal STRIPS (“Ps”) and 2.375mm
each of the coupon stream (“Coups”) starting on 11/15/25 and going until 5/15/55.

m  STRIPS are backed by the full faith and credit of the US Government; hence, the default
risk of STRIPS is the same as their underlying unstripped Treasury, thus attributing to a
low-risk investment.

Why are STRIPS generally longer in duration? Clothes can be such a drag!

m  Comparing a Principal STRIP with its corresponding unstripped Treasury, the Ps will Elizabeth Caruso
generally have a higher duration despite having the same maturity. This is because of Managing Director,
the zero-coupon nature of Ps, compared to unstripped Treasuries, which pay coupons Tl Tneoine Raiies ol
semi-annually. Securitized Trader

B Forinstance, looking at long-end unstripped Treasuries and STRIPS maturing on
5/15/55, we find that there is a significant difference in modified duration: 15.7
years for the coupon bond vs. 29.2 years for the P (as of 6/30/25). The duration
difference is driven by the fact that you receive some income from the unstripped
Treasury every 6 months, which shortens its duration or payback period. The Principal
STRIP receives no income (zero-coupon), which makes its duration roughly equal to
its actual maturity.

m  Given the zero coupon nature of Ps, they trade at a discount and gradually increase Jennifer Karpinski,
towards par at maturity. This allows an investor to increase duration exposure using less CFA
capital. In other words, an investor can get the same sensitivity to interest rate changes Managing Director,
for their portfolio using fewer dollars or increase their duration risk using the same Client Portfolio
amount of dollars. Manager
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What is the size of the market? Size does matter!

m The size of the total STRIPS market is ~$549B market value (Exhibit 1), most of that is concentrated in long STRIPS with a
maturity greater than 10 years.

m  STRIPS have been in high demand with consistent net stripping since we moved into a higher rate environment in 2022.

m  STRIPS outstanding at the end of 2021 was $357B. Of course, market value was much higher back then given the 10 year
yield was hovering around 1.5%!

Exhibit 1: STRIPS Outstanding
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January 31,2001 - June 30, 2025. The above time frame represents long term historical market cycles. Source: Office of the Chief Data Officer (OCDO) at the
Bureau of the Fiscal Service (Fiscal Service), Department of the Treasury.

What are the most common indices used?

m  Given STRIPS are a capital efficient (and unlevered) way to increase duration exposure and most of the bonds outstanding
are long, the Bloomberg US STRIPS 10+ Year, 15+ Year, and 20+ Year Indices are most commonly used (Exhibit 2).

m  We prefer the Bloomberg US STRIPS 20+ Year Index because it is large and the most liquid segment. In our view, it is the
sweet spot in that the Index has enough bonds in the universe to provide relative value/alpha opportunities (79 holdings),
while also getting sufficient duration (~26 years).

Exhibit 2:
Benchmark Market Value (MM) Duration (yrs) Yield (%) Number of Holdings
Bloomberg US STRIPS 10+ Year Index $270,851 21.77 491 156
Bloomberg US STRIPS 15+ Year Index $218,429 23.99 4.97 125
Bloomberg US STRIPS 20+ Year Index $166,299 25.83 4.96 79
Bloomberg US STRIPS 25+ Year Index $92,992 27.72 492 39

How can a plan use STRIPS? How much exposure do you need?

m  STRIPS have historically provided significant diversification and helped with downside volatility in periods when equity
returns were down the most. Additionally, a plan can increase duration exposure for the same amount of capital allocation.

= Liability-Driven Investing (LDI) clients often use STRIPS to increase their rates hedge when their allocation to fixed income
is low.

m  Other client types can also use STRIPS for a similar objective.

m  For example, if your benchmark is the Bloomberg US Aggregate Index, you can invest ~85% of your fixed income
allocation in a two year duration instrument (like short high yield) and ~15% of your allocation in 20+ Year STRIPS with
a ~26 year duration and mimic the Bloomberg US Aggregate Index’s rate exposure.
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The Case for Actively Managing STRIPS Portfolios - Avoid being burned, use
sunblock!

Why active management?

m  For what many would expect to be a highly liquid sibling of the $36T US Treasury market, the STRIPS market can very easily
get dislocated due to one off flows and dealers looking to reduce their balance sheet.

m  Ps typically trade with 1-2bps of bid/offer. Coups typically trade with 3-5bps of bid/offer. Thus, transaction costs at start-up
can be a hurdle, but not something that can’t be overcome through active management.

m  Liquidity in the STRIPS market is generally lower than in the past, as current financial regulations have lowered dealers’
inventory. However, as liquidity has declined, mis-pricings and dislocations in the STRIPS market have increased, creating
relative value opportunities.

m  For example, Ps trade in standard blocks of 100-200mm with the bid/offer cited above. Coups trade in standard
blocks of 25-50mm. Given large stripping at the tip of the yield curve over the last few years and higher coupons on
US Treasuries, there has been a large coupon creation which has cheapened Coups such that the spread between the
same cash flow is 20-30bps in some parts of the curve
(Exhibit 3).

m  These factors create opportunities that may allow an investment manager to add alpha while taking very little risk. For
example, a manager can move a position in Ps out the curve 3 months at a pick in yield and then soon thereafter move
back into the original bond at a pick in yield. Concentrated Positions + Larger Duration + Small Relative Value = Alpha
Opportunities

Exhibit 3:
— Representative Active US Treasury STRIPS 20+ Year Portfolio Coupon STRIPS (Left Axis)
— Representative Active US Treasury STRIPS 20+ Year Portfolio Principal STRIPS (Left Axis)
= 8/15/2045 Coupon STRIP vs. 8/15/2045 Principal STRIP Yield Spread (Right Axis)
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February 28,2015 - June 30, 2025. The information on this page is supplemental to the Jennison Active US Treasury STRIPS 20+ year Composite presentation.
Please visit https://www.jennison.com/gips-active-us-treasury-strips-20-year-composite for the Active US Treasury STRIPS 20+ Year Composite presentation,
which includes fee information and criteria for composite performance creation. Example is provided for illustrative purposes only and is based on a
representative Jennison Active US Treasury STRIPS 20+ Year Portfolio. The representative portfolio was selected because itis in the institutional composite, and
we believe the holdings, characteristics and risk profile are representative of the strategy. Representative portfolios are subject to change.
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What differentiates an active manager?

= Jennison has actively traded STRIPS since the inception of the market in 1985. Over the last several years, we have
seen increased client interest in STRIPS, due to their ability to hedge long term liabilities and extend duration in a capital
efficient, low cost manner.

= Qur bottom-up investment process seeks to add value through the active trading of STRIPS versus the more common
passive strategy of many managers. We implement both yield curve and relative value strategies in our STRIPS portfolios.

m  Holdings for our STRIPS only portfolios that are benchmarked against the Bloomberg US STRIPS 20+ Year Index would
typically range between 5 and 20 securities versus the 70+ securities in the benchmark.

m  QOver the long term, we seek to generate half of our alpha from yield curve positioning, and the other half of our alpha from
security selection in our active STRIPS portfolios.

For professional investors only. All investments involve risk, including the possible loss of capital.
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End Notes

Sources: Jennison Associates LLC and “Bloomberg®” and Bloomberg Indices are service marks of Bloomberg Finance L.P. and its affiliates, including
Bloomberg Index Services Limited (“BISL"), the administrator of the indices (collectively, “Bloomberg”) and have been licensed for use for certain purposes by
Jennison Associates LLC (“Jennison”). Bloomberg is not affiliated with Jennison, and Bloomberg does not approve, endorse, review, or recommend Jennison’s
products. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to Jennison’s products.

All data provided is as of 06/30/2025.

There is no guarantee our objectives will be met. All investments contain risk, including possible loss of principal. The strategy may vary significantly from the
benchmark in several ways including, but not limited to, sector and issuer weightings, portfolio characteristics, and security types. Diversification does not
protect an investor from market risk and does not ensure a profit or guarantee against a loss.

For informational purposes only and not for redistribution. This information is not intended as investment advice and is not a recommendation about
managing or investing assets. Jennison makes no representations regarding the suitability of any securities, financial instruments or strategies described
herein. In providing this information, Jennison is not acting as your fiduciary. This information does not purport to provide any legal, tax or accounting advice.

The information contained in this document is directed only to qualified professionals and eligible institutional investors. Distribution of this information to any
person other than the person to whom this presentation has been originally delivered, and to such person’s advisers, is not permitted. Any reproduction of
these materials, in whole or in part, or the disclosure or redistribution of any of its contents, without the prior written consent of Jennison, is prohibited. These
materials may contain confidential information and the recipient thereof agrees to maintain the confidentiality of such information.

Forecasts may not be achieved and are not a guarantee or reliable indicator of future results.

The views expressed herein are those of Jennison Associates LLC investment professionals at the time the comments were made and may not be reflective of
their current opinions and are subject to change without notice.

Certain third party information in this document has been obtained from sources that Jennison believes to be reliable as of the date presented; however,
Jennison cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The information
contained herein is current as of the date of issuance (or such earlier date as reference herein) and is subject to change without notice. Jennison has no
obligation to update any or all such third party information; nor do we make any express or implied warranties or representations as to the completeness or
accuracy of the third party information.

Jennison Associates is a registered investment advisor under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential Financial, Inc. (“PFI”)
company. Registration as a registered investment adviser does not imply a certain level of skill or training. Jennison Associates LLC has not been licensed or
registered to provide investment services in any jurisdiction outside the United States. Additionally, vehicles may not be registered or available for investment
in all jurisdictions. Prudential Financial, Inc. of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with
Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

Please visit https://www.jennison.com/important-disclosures for important information, including information on non-US jurisdictions

Market Definitions:

Coupon - the annual interest rate paid on a bond, expressed as a percentage of the face value and paid from issue date until maturity. Coupons are usually
referred to in terms of the coupon rate, which is the sum of coupons paid in a year divided by the face value of the bond in question.

Duration - a measure of the sensitivity of the price of a bond or other debt instrument to a change in interest rates.

Maturity - the date on which the life of a transaction or financial instrument ends, after which it must either be renewed or it will cease to exist. The term is
most commonly used in relation to bonds but is also used for deposits, currencies, interest rate and commodity swaps, options, loans, and other transactions.

Option Adjusted Spread (OAS) - the measurement of the spread of a fixed-income security rate and the risk-free rate of return, which is then adjusted to take
into account an embedded option.

Yield - a general term that relates to the return on the capital you invest in a bond.
Benchmark Definitions:

Bloomberg US Aggregate Bond Index includes securities that are US domestic, taxable, and dollar denominated. The index covers the U.S. investment grade
fixed rate bond market, with index components for government and corporate securities, mortgage pass-through securities, and asset-backed securities.
These major sectors are subdivided into more specific indices that are calculated and reported on a regular basis.

Bloomberg US STRIPS 10+ Year Index includes US Treasury Principal and Coupon STRIPS with a maturity of 10 years or more.
Bloomberg US STRIPS 15+ Year Index includes US Treasury Principal and Coupon STRIPS with a maturity of 15 years or more.
Bloomberg US STRIPS 20+ Year Index includes US Treasury Principal and Coupon STRIPS with a maturity of 20 years or more.
Bloomberg US STRIPS 25+ Year Index includes US Treasury Principal and Coupon STRIPS with a maturity of 25 years or more.
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