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CLNs currently offer more than traditional bonds

� You are looking for an alternative to traditional bonds or would like to 
optimize the yield of your bond portfolio

� The credit derivatives market offers interesting possibilities in this 

regard

� Compared with a classic bond investment, this can open up advantages
such as:

� extending the investment universe, given that certain bonds are 
not available in the desired currency

� higher yield compared with traditional bonds thanks to a positive 
CDS basis
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Simple approach

COSI® Credit Linked Notes offer a fixed coupon and redemption at 
nominal value. They relate to a reference debtor, whose solvency is key 

in determining the payment of the fixed coupon and the repayment of the 

nominal value.

�Provided no default or redemption event occurs in respect of the 
reference bond during the term of the product, the client receives the 

fixed coupon and redemption at the nominal value.

�The addition of the COSI® mechanism means the Vontobel issuer risk is 
virtually eliminated. 



Redemption in the event of default

� Early redemption in the case of a default or redemption event (e.g. 
bankruptcy or insolvency declaration of the reference bond issuer, payment 

default or restructuring of the reference bond)

� When a default or redemption event is determined in respect of the reference 

bond

−no further payments are made from the structured product from that point 

onwards

−Vontobel (as the issuer) announces a default or redemption event in respect 
of the reference bond within five bank business days

−the calculation agent determines the percentage redemption factor at its 
own discretion

−the structured product is redeemed at the liquidation amount on the cash 
redemption date
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Extending the investment universe

� Many interesting borrowers do not issue bonds in the currency 
desired by the investor (e.g. there are no CHF bonds available for 
many US borrowers)

� Many investors are not prepared to bear the currency risk

� Currency hedging means additional work and costs

� By selling a CDS in the desired currency (currency hedged), COSI® 
Credit Linked Notes make interesting borrowers available to the 

investor in the desired currency and in a simple manner

� This can expand the investment universe for many investors



Page 6Page 6

Higher yield compared with traditional bonds

� The prerequisite for a higher yield is that there be a (clearly) positive 
CDS basis for the borrower concerned

� CDS basis = CDS spread – asset swap spread (see next slide for definitions)

� If the CDS basis is clearly positive, a COSI® Credit Linked Note can 

deliver a higher yield than a traditional bond investment
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Definitions

� The credit default swap spread, CDS spread for short, is the default 
premium (insurance premium) in the case of a CDS contract paid in 
return for taking on the default risk of a debt. The CDS spread is paid by 

the protection buyer to the protection seller. Its amount depends on the 

borrower’s risk potential. It is usually expressed in basis points p.a.

� The asset swap spread refers to the spread (difference) above LIBOR the 

fixed rate payer receives in an asset swap.

- Asset swap = bond + interest rate swap

- The fixed rate payer pays the coupons from the bond and receives 

LIBOR + x, with x being the asset swap spread

Alternatively: asset swap spread = bond yield - swap rate
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Reasons for a positive CDS basis (1)

� CDS cheapest to deliver option: In the case of a CDS, the protection buyer has 
a delivery option if a credit event occurs. They can deliver the cheapest bond 

from a basket of deliverable bonds. It is therefore likely that the protection 

seller will receive the most unattractive bond. The seller must be compensated 

for this with a higher premium, which increases the CDS basis.

� The CDS premium cannot fall below 0: Asset swap levels for high-quality 
borrowers (e.g. AAA) can be below LIBOR. CDS premiums cannot be negative. 

This increases the CDS basis.

� CDS restructuring - technical default: There is a risk that the legal structure of 
the transaction in the case of a CDS will trigger a default without there being a 

default event on the cash bond. The CDS protection seller must then pay even 

though no full default has occurred. They must be compensated for this risk, 

which increases the CDS basis.
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Reasons for a positive CDS basis (2)

� CDS protection seller guarantees the par amount: Bonds can fall below par 
after issue due to a rise in interest rates or higher credit spreads. However, the 

CDS protection seller guarantees the par amount – they must be compensated 

for this higher risk, which increases the CDS basis.

� Difficulty in shorting cash bonds: If, for example, banks want to hedge their 

credit exposures, they mostly do so via CDSs since it is difficult and expensive 

to short bonds (illiquid repo market). This increases the demand for CDSs, and 

drives up the CDS premium and the CDS basis

� Issuing of convertible bonds and purchase of CDSs by hedge funds:  Hedge 
funds buy convertible bonds as a cheap means of accessing equity market 

volatility. To ensure they only receive this risk, they hedge the credit risk of the 

issuer among other things using CDSs. This results in an increase in demand, 

CDS premiums and the CDS basis.

� Generally: supply and demand



This publication is for information purposes only and does not represent an investment recommendation or

advice and contains neither an offer nor an invitation to make an offer. It does not replace the qualified advice

necessary before any purchase decision, in particular as regards all associated risks. This publication was drawn
up by our Financial Products & Distribution organizational unit, and is not the result of financial analysis. The

Directives on the Independence of Financial Research issued by the Swiss Bankers Association do not apply to
this publication. Any content in this publication originating from other organizational units at Vontobel or third

parties are marked as such with reference to the source. The legally applicable product documentation (listing

prospectus) consists of the definitive term sheet with the final terms and the issue programme registered with
SIX Swiss Exchange. These documents and the brochure “Special Risks in Securities Trading” may be obtained

free of charge at www.derinet.ch or from Bank Vontobel AG, Financial Products, CH-8022 Zurich (Tel. +41 (0)58
283 78 88). Past performance must not be taken as an indication or guarantee of future performance. Structured

products are not regarded as collective investment schemes within the meaning of the Federal Act on Collective

Investment Schemes (CISA), and are therefore not subject to the approval or supervision of the Swiss Financial
Market Supervisory Authority FINMA. The value of structured products may depend not only on the performance

of the underlying, but also on the creditworthiness of the issuer. The investor is exposed to the risk of the
issuer / guarantor defaulting. This publication and the financial products outlined therein are not intended for

persons subject to a jurisdiction which limits or prohibits the sale of financial products or the dissemination of

this publication and/or the information contained therein. All information is provided without a guarantee.

February 2015 ©Bank Vontobel AG. All rights reserved.

Page 10

Legal notice



Page 11

Vontobel Group


