
Floating rate mutual funds

A “mutual fund” is a company that pools money from many investors and invests the combined holdings in a 
single portfolio of securities that is professionally managed. To manage risk, the fund’s manager attempts to 
diversify the fund’s investments according to the fund’s investment objective. Individual investors own shares of 
the fund, while the fund or the investment company owns the underlying investments chosen by the manager. 
Investments within mutual funds are subject to market volatility, so an investor’s shares when redeemed, or sold, 
may be worth more or less than their original cost.

Mutual funds are generally actively managed, meaning fund managers may purchase or sell securities in the fund 
portfolio in an attempt to take advantage of changing market conditions. It is possible for mutual funds to hold 
securities even though their market value and dividend yields fluctuate.

Floating rate mutual funds
Floating rate mutual funds are fixed income funds that invest primarily in floating rate loans. Floating rate loans 
are typically made by banks to companies rated below investment grade. These ratings are from third party rating 
agencies such as Moody’s or Standard & Poor’s. However, in some cases the companies may not be rated by a 
rating agency. Floating rate funds may also invest in leveraged loans, which are not securities, and therefore are 
not subject to anti-fraud protections provided by federal securities laws. Floating rate mutual funds assume the 
risks of these loans.

Because the floating rate fund is tied to the fund’s portfolio holdings and the prevailing interest rate tied to 
each portfolio holding, the rate will rise, fall or float with variable rate changes and market conditions. Prevailing 
interest rates adjust weekly, monthly, or quarterly. Interest rate spreads, credit quality and the loan’s collateral are 
considerations when investing in a floating rate mutual fund.

Floating rate mutual funds may produce higher yields than an investment grade bond fund, and may provide 
protection against rising interest rates. In exchange for higher yield potential, the price of floating rate mutual 
funds may have increased volatility and be subject to other risks described below. Floating rate mutual funds do 
not maintain a stable net asset value and should not be considered a cash alternative fund. Additionally, many 
floating rate funds may also have fairly high annual expense ratios relative to bond funds, and this reduces the 
return for the investor.
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Northwestern Mutual Investment Services, LLC (NMIS) periodically prepares information for its clients on a 
variety of securities-related topics. This document is meant to provide clients with important information about 
floating rate mutual funds. This material is not intended as an endorsement or recommendation of any particular 
investment or security.
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Risks
The level and type of risk associated with mutual funds may vary significantly from one fund to another. As a 
result, it is important to have a complete understanding of the investment strategies and underlying products 
from which a mutual fund derives its value to evaluate the risks. These risks are outlined in the mutual fund’s 
prospectus and/or statement of additional information. No investment strategy within a mutual fund can 
guarantee a profit or protect against loss, including the loss of principal. Below are some of the primary risks 
associated with investing in floating rate mutual funds.

Market | The risk that the financial markets will decline, reducing the value of the investments held by the mutual 
fund and, in turn, the mutual fund’s value. This may result from increasing/decreasing interest rates, a recession 
or changes in the rate of inflation, each of which can impact the financial markets.

Management | The risk associated with underperforming management of the fund. It refers to the risk of the 
fund manager performing poorly in relation to other fund managers for comparable funds.

Call/redemption | The risk that an issuer may exercise its right to redeem a fixed income security. Issuers may 
call outstanding securities prior to their maturity for a number of reasons (e.g., declining interest rates, changes 
in credit spreads and improvements in the issuer’s credit quality). If an issuer calls a security that the fund has 
invested in, the fund may not recoup the full amount of its initial investment and may be forced to reinvest in 
lower-yielding securities, securities with greater credit risks or securities with other less favorable features.

Liquidity | Changing regulatory, market or other conditions or environments (for example, the interest rate or 
credit environments) may adversely affect the liquidity of the fund’s investments. Additionally, several floating 
rate mutual funds may be attempting to liquidate at similar times in such an environment, which contributes 
further to liquidity risk. Floating rate loans generally are subject to legal or contractual restrictions on resale, and 
may trade infrequently, and their value may be impaired when the fund needs to liquidate such loans. Loans or 
other assets may trade only in the over-the-counter market rather than on an organized exchange and may be 
more difficult to purchase or sell at a fair price, which may have a negative impact on the fund’s performance. 
Generally, the less liquid the market at the time the fund sells an investment, the greater the risk of loss or decline 
of value to the fund.

Interest rate | The risk that changes in interest rates may reduce (or increase) the market value of bonds or other 
fixed income investments in the fund. If interest rates increase, the market value of a bond will typically decrease; 
and if interest rates decrease, the market value will typically increase. Generally, the longer the maturity of bonds, 
the more sensitive the bonds market value becomes to interest rate changes. Investments with longer maturities 
will be affected more by interest rate changes than those with shorter maturities.

Credit/default | The risk that the borrower will be unable to pay the interest or principal on its debt obligation or 
otherwise become insolvent, which in turn may reduce the market value or performance of the fund.

Repurchase offer risk | Some closed-end floating rate mutual funds do not repurchase shares on a daily basis. To 
provide a measure of liquidity, these funds will normally make monthly or quarterly repurchase or tender offers 
for a percentage of the outstanding shares. If more shares are tendered than the fund is offering to repurchase, 
investors may not be able to completely liquidate their holdings in any one repurchase offer, and the fund 
will repurchase tendered shares on a pro rata basis. Investors will not have liquidity between these monthly 
repurchase dates.
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Portfolio turnover | The risk that a fund will engage in frequent trading of securities held in the portfolio. Active 
and frequent trading may lead to the realization and distribution to shareholders of higher short-term capital 
gains, which would increase their tax liability. Frequent trading increases transaction costs.


