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Convertible Securities and
Asset Allocation Considerations
By John P. Calamos, Sr.

Convertible securities provide the opportunity for investors to participate in the upside of equity markets while also offering
potential downside protection. Because convertibles possess both equity- and bond-like attributes, they can be particularly useful
in managing a portfolio’s risk/return profile. In the wake of 2008’s market dislocation, convertible securities fell to dramatic
levels of undervaluation, presenting a meaningful opportunity for long-term investors. But convertibles are not a one-size-fits-all
solution. Convertible portfolios can be structured to meet a range of investment objectives. In this article, we discuss our view of
the favorable conditions in the convertible market and the different ways that investors can use convertibles to pursue their asset
allocation goals.

About the Author
John P. Calamos, Sr., is chairman,
chief

executive

co-chief

officer

investment

of

Calamos

A

recognized

and
officer

Investments.
authority

on

convertible securities, he has
pioneered investment strategies
and techniques to help manage
risk for major institutional and individual investors over the
course of more than 30 years. He has shared his expertise
in two books: Convertible Securities: The Latest Instruments,
Portfolio Strategies, and Valuation Analysis (McGraw-Hill,
1998) and Investing in Convertible Securities: Your Complete
Guide to the Risks and Reward (Longman Financial Services
Publishing, 1988). He has also authored numerous articles in
various financial journals and is a frequent guest on nationally
syndicated financial networks.

Convertible Securities and Asset Allocation Considerations

TABLE OF CONTENTS

Convertible Securities: A Primer

2

Convertible Securities:
A Primer

Convertible securities combine the characteristics and potential benefits of fixed-income securities

Valuing Convertibles:
The Starting Point for
Successful Asset Allocation

Because of these hybrid features, they can be particularly useful as investors seek to manage a

4

Current Undervaluation

Convertible bonds are considered to be debt instruments because they provide income through

5

Challenges and Opportunities
for Asset Allocation

5

Convertibles and
Asset Allocation

3

and stocks—specifically, the potential for downside protection and upside equity participation.
portfolio’s risk/return profile.
There are two principal types of convertibles—convertible bonds and convertible preferred stocks.
coupon payments and have maturity dates, at which time the issuer guarantees to pay the par
value, typically $1000 per bond. Issued as subordinated debt, convertibles maintain priority over
common stock within the company’s capital structure. Meanwhile, as preferred stocks, convertible
preferred stocks typically provide a fixed dividend with priority over common stock.

		I. Defensive Equity
		II. Enhanced Fixed Income
		III. Distinct Category
		IV. Convertible Arbitrage

In addition to these fixed-income characteristics, convertible securities have a feature that changes

10

is issued.)

Conclusion

their risk/reward profile—the convertibility feature. The owner of the convertible has the right to
exchange the convertible for a specific number of shares of the underlying common stock and can
typically exercise this option at any time. (The conversion ratio is established when the security

Because convertibles can be exchanged for a specific number of shares of stock, when the price
of the underlying stock rises, the price of the convertible tends to rise as well. When a stock price
falls, however, the convertible bond price typically declines less as its bond-like attributes establish
a “floor.”
Convertibles have historically demonstrated a favorable risk/reward pattern relative to their
About Convertible Security Risk

underlying common stocks—that is, they have typically participated in a greater portion of their

There are risks associated with an
investment in a convertible bond.
These include default risk (the company
issuing a convertible security may be
unable to repay principal and interest)
and interest rate risk (the convertible
may decrease in value if interest rates
increase). In the case of an issuer’s
insolvency, the convertible bond
holder’s claim would be subordinate
to the claims of holders of senior debt
(for example, a non-convertible bond).
Unlike bonds issued and guaranteed by
the U.S. Government, convertibles are
not backed by the full faith and credit of
the United States.

underlying stocks’ upside than their downside. Part of the reason for this non-parallel risk is
that the convertible continues to provide interest income even if the common stock does not
appreciate. The convertible will also repay principal at maturity or at call, providing a cushion from
downside volatility (unless the issuer has defaulted or entered bankruptcy proceedings).

Convertible Securities: Equity Participation, Potential Downside Protection

When the underlying stock rises,
convertibles may capture a portion of the
capital appreciation.

Upside
Potential

2

CALAMOS RESEARCH

Potential Downside
Protection

If the underlying stock price drops, convertibles
can continue to provide consistent income and
fixed-income characteristics.

Valuing Convertibles: The Starting Point for
Successful Asset Allocation

Figure 1. Valuing the Convertible
Fixed Income
Characteristics

Distressed

If we wish to understand the roles for convertibles within

Hybrid Characteristics
(Balance of fixed-income
and equity characteristics)

Equity
Characteristics

asset allocations, it is critical to understand the investment
is to understand the risk/reward potential for an individual
issue—that is, how much would a convertible rise in response
to upside moves in the underlying common stock and how
much of a cushion would the convertible’s fixed-income
characteristics provide should the stock price decline? In typical
markets, we would consider a favorable risk/reward profile as

CONVERTIBLE BOND PRICE

characteristics of convertibles. In valuing convertibles, our goal
Convertible Fair Value Price Track
Investment Value (Bond)
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the common stock and one-third of the downside. In some
market environments, we may find significantly enhanced
opportunities. For example, in the wake of the recent market

CURRENT STOCK PRICE
Source: Calamos Advisors LLC

dislocation, we have identified convertibles where valuation
analysis indicates three-fourths of the upside and one-quarter
of the downside of the underlying equity.
In Figure 1, we illustrate the relationship between changes
in convertible bond prices (the vertical axis) to changes in
underlying common stock prices (horizontal axis).

be a floor for the issue. Interest rate volatility, time to maturity
and other bond factors will also influence the convertible’s
investment value.
As previously mentioned, convertibles can be converted to
common stock at the holder’s option. The conversion price is

A key part of valuing a convertible involves determining its

determined at the time the security issued. Conversion value

fixed-income value. The light gray line labeled “Investment

represents the equity portion of the convertible, which is

Value (Bond)” represents the convertible’s straight bond

depicted as a 45-degree line in Figure 1. For any stock price, the

value. Except in cases where the credit is extremely distressed,

conversion value is found by multiplying the given stock price

the horizontal nature of the line represents the convertible’s

times the stated conversion ratio.

downside protection (often referred to as the “investment
floor”). This floor is derived from the assumption that the
convertible will hold its value strictly based on its bond
characteristics. Like any fixed-income investment, these
characteristics are dependent upon all the variables considered
in fixed-income analysis, such as credit worthiness, yield and
time to maturity. So long as the company is a stable “going
concern,” able to pay distributions and service its debt, the
bond value is represented by the horizontal portion of the
line (shown on the right hand and middle section of the light
gray line). As credit quality deteriorates (shown toward the left
portion of the light gray line), the investment value becomes
more vulnerable. For distressed credits (far left), there may not

The typical convertible price curve, shown in blue, indicates
that convertibles will trade above their conversion value. This
difference is called the conversion premium. Notice as the stock
price increases in value, the conversion premium decreases
until it becomes zero. At that point the convertible price and
conversion value are equal. As the common stock declines in
value, the convertible gains a conversion premium because
it is approaching its investment or bond value. Normally, the
convertible market price should always be higher than either the
conversion value or its investment value. A convertible also has
an implicit option, therefore the fair value price track estimates
how much premium should exist at different stock prices. This
is determined using Option Price Theory.

This is a theoretical discussion and not representative or predictive of any convertible instrument. Source: Calamos Advisors, LLC.
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Convertibles generally provide a risk/reward advantage to

This is because a convertible’s fair value can be thought of as

investors when they are in the middle range of the fair value

a “reversion to the mean.” In other words, historically, market

price track, providing the potential for a combination of equity

forces have corrected the valuation gap and convertibles have

upside and bond-like downside protection.

returned closer to fair value over time. The arbitragable nature
of convertibles is an important element driving this reversion.
Specifically, if the price of a convertible is out of line with

Current Undervaluation			

the sum of its parts—that is, its bond value, stock value and

Figure 2 shows the mean convertible security fair price

conversion features—then arbitrageurs should step in and

valuation since 1990, as measured by our proprietary valuation

drive the price of the convertible closer to fair value.

model. We have often published this chart, but over recent
months, it has told a story we once thought unimaginable.
In late 2008, convertibles reached levels of undervaluation
that we have not seen in more than 30 years of investing in
convertibles. In recent months, valuations have rebounded
off these unprecedented lows but remain at a level that still
indicates an attractive opportunity. As in the past, we believe
that this current dislocation will eventually be corrected.

The current convertible valuation gap has created renewed
interest in investing in convertibles. Some investors desire
to invest in convertibles only until the gap closes (i.e.,
convertibles as a tactical strategy). However, the potential
benefits of using convertibles within a successful longer-term
investment strategy should not be ignored. These securities
are complex and can be used in various strategies. In this
article, we consider the different ways that convertibles may
fit into investors’ asset allocations.

Figure 2. Convertible Market: Fair Value Estimate
In the chart below, the gray band indicates the typical levels of undervaluation/overvaluation in the convertible market. Currently, according to Calamos
proprietary estimates, the convertible market remains notably undervalued.
January 31, 1990 to JUNE 30, 2009
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Source: Calamos Corporate System (CCS), Calamos Advisors LLC. 2009. Please note that the above chart has been derived from CCS, a proprietary valuation system designed and
maintained solely by Calamos. While we deem the above information to be reliable, Calamos makes no public claims as to the validity of the information derived from the system.

4

CALAMOS RESEARCH

When Managed Properly, Convertibles Can Address Multiple Asset Allocation Goals
Because of their varying and hybrid characteristics, convertibles are well suited for alternative fixed income and alternative equity allocations.
The Calamos investment team utilizes convertibles to pursue defensive equity and enhanced fixed-income objectives.
| ASSET CATEGORY |

CASH

FIXED INCOME

EQUITY

Traditional
Fixed Income

| SUB-CATEGORY |

U.S.
Equity
Defensive
Equity

Enhanced
Fixed Income

| OBJECTIVE |

MARKET
NEUTRAL

| CONVERTIBLE STRATEGY |

Global
Equity

BUSTED/
HIGH YIELD
CONVERTIBLES

CONVERTIBLES

U.S.
OPPORTUNITIES
(U.S. Convertibles
and Equities)

GLOBAL
OPPORTUNITIES

(Global Convertibles
and Equities)

INCREASING RISK

The Dynamic Characteristics of
Convertibles—Challenges and
Opportunities for Asset Allocation

Moreover, at any given time, the entire convertible universe

One of the more complex aspects of convertible investing relates

universe over a recent three-year window. In early 2000, with

to where convertibles fit within the asset allocation spectrum.

equity markets marching full-speed ahead, about 53% of all

Often, investors group all convertibles together as either fixed

convertible securities were highly equity-sensitive. Contrast

income, equity, or even as a separate asset class. This overly

that to the end of 2002 when nearly 69% of the convertible

simplified approach ignores the very different attributes that

universe had become more fixed-income like after the market

an individual convertible security possesses, and the many roles

corrected. If you had simply applied an index-like strategy to

for convertibles within asset allocations. While some individual

convertible universe and ignored the changes that occurred in

convertible securities can be highly equity-sensitive, others are

the universe’s overall characteristics, your asset allocation — and

much more fixed income-like; some are investment grade, while

in particular its risk/reward profile — would have changed in a

others are below investment grade or even distressed.

meaningful and unplanned way. Thus, it is not the convertible

can take on a distinct equity- or fixed-income-like profile
(see Figure 3). For example, we can compare the convertible

security that makes a strategy work — but rather how one uses
convertibles to achieve a defined investment objective.
Figure 3. Convertible Universe Over Time
The characteristics of individual convertibles vary from issue to issue, and
the characteristics of an individual convertible can vary over time. As a
result, convertible portfolios, properly managed, can be positioned to
pursue a broad range of investment objectives. However, the convertible
allocation must be carefully monitored to ensure that it continues to meet
the asset allocation objective it was intended to pursue.

Convertibles and Asset Allocation
Equipped with this better understanding of how convertibles
are valued and the dynamics of the convertible universe, we
can now take a more in-depth look at how various convertible
strategies fit into the asset allocation options. The simplest asset

CONVERTIBLE UNIVERSE
Fixed-Income
Characteristics

Hybrid
Characteristics

Equity
Characteristics

allocation breakdown is among equity, fixed income and cash

3/1/2000

18.9%

27.8%

53.3%

by the investor’s risk tolerance and time horizon. With today’s

12/31/2002

68.5

27.6

3.9

range of choices, the risk considerations within each asset

6/30/2009

54.0

33.7

12.3

allocation category have become much more complex. Of

Source: Merrill Lynch, All U.S. Convertibles Index (VXA0)

categories. How much is invested in any category is determined

course, the focus is not simply on risk, but on risk/reward.
JULY 2009
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I. Convertibles as Defensive Equity

Figure 4. Convertibles as Defensive Equity: Reduced
Risk, Outperformance vs. the Equity Market

Types of Convertibles Used: Primarily hybrids (convertibles

Asset Allocation Category: Equity
Sub Category: Alternative Equity
Objective: Defensive Equity*

that offer a balance of fixed-income and equity characteristics).
Let us begin by focusing on the equity category, where

10-Year Period Ended
JUNE 30, 2009

convertibles fit well within the alternative equity strategies
sub-category, pursuing the objective of defensive equity. We

Avg. Risk
(Beta)1

S&P 500 Index

define “defensive equity” as strategies designed to achieve

Avg. Annualized
Return

1.00

-2.22%

0.60

5.52

Convertibles
(A shares at NAV)

equity-like returns with less risk than a pure-stock portfolio.
Within defensive equity, we manage two types of portfolios—

Calamos Convertible Fund

those that invest principally in convertibles and those which

Convertible Opportunities
(A shares at NAV)

opportunistically blend common stocks and convertibles
(which we call our “opportunities” portfolios).

Calamos Growth &
Income Fund

0.71

6.78

To measure risk, we have used beta over a 10-year period (see

Calamos Global Growth
& Income Fund

0.69

5.47

Figure 4). Beta attempts to measure a portfolio’s correlation to
the market as a whole and the portfolio’s sensitivity to market
movements (volatility). Therefore, measuring longer-term beta
can help us determine if managed convertible strategies using
hybrid convertibles can provide investors with defensive equity

Sources: State Street Corporation, Lipper, Inc., Mellon Analytical Solutions, LLC.
* Refers to the objective of the investor, not the stated prospectus objective of a
given portfolio.
1

S ince the Funds’ inception, each has also demonstrated less risk than the
equity market (S&P 500 Index). The beta of Calamos Convertible Fund is 0.62 since
6/30/85; Calamos Growth and Income Fund’s beta since 9/30/88 is 0.71; Calamos
Global Growth and Income Fund’s beta since 9/30/96 has been 0.68.

characteristics.

Average Annual Total Returns (Class A shares as of JUNE 30, 2009)
YTD*
(6/30/09)

1-Year

3-Year

5-Year

10-Year

Load Adjusted

14.01%
8.62

-10.27%
-14.54

-0.53%
-2.13

1.54%
0.56

5.52%
5.00

9.34%
9.12

Calamos Growth & Income Fund (CVTRX) (Inception – 9/22/88)
At NAV
Load Adjusted

12.98
7.60

-14.18
-18.26

-2.83
-4.39

1.79
0.80

6.78
6.26

11.31
11.05

Calamos Global Growth & Income Fund (CVLOX) (Inception – 9/9/96)
At NAV
Load Adjusted

12.91
7.59

-15.27
-19.30

-1.92
-3.49

1-Year

S&P 500 Index

Calamos Convertible Fund (CCVIX) (Inception – 6/21/85)
At NAV

Comparative Index Performance (as of JUNE 30, 2009)

Since
Inception

4.05
3.05

5.47
4.96

8.04
7.63

Merrill Lynch
All U.S. Convertibles
ex-Mandatory Index
Value Line
Convertible Index
Barclays Capital
U.S. Govt/Credit
Bond Index
MSCI World Index (USD)

3-Year

5-Year

10-Year

-26.21%

-8.22%

-2.24%

-2.22%

-16.79

-3.26

-0.18

2.83

-13.36

-1.56

1.53

3.01

5.26

6.16

4.80

5.95

-29.01

-7.48

0.57

-0.37

Sources: State Street Corporation, Lipper, Inc., Mellon Analytical Solutions, LLC.
*Cumulative return

Performance data quoted represents past performance, which is no guarantee of future results. Current performance may be lower
or higher than the performance quoted. Portfolios are managed according to their respective strategies which may differ significantly
in terms of security holdings, industry weightings, and asset allocation from those of the benchmark(s). Portfolio performance,
characteristics and volatility may differ from the benchmark(s) shown. The principal value and investment return of an investment will
fluctuate so that your shares, when redeemed, may be worth more or less than their original cost. You can obtain performance data current to
the most recent month end by visiting www.calamos.com. Average annual total return measures net investment income and capital gain or loss
from portfolio investments as an annualized average. All performance shown assumes reinvestment of dividends and capital gains distributions.
Class A shares load-adjusted returns are adjusted for the maximum front-end sales load of 4.75%. The Funds also offer Class B and C shares, the
performance of which may vary. Performance shown reflects an expense reimbursement that improved results. The gross expense ratio for the
Funds (Class A shares) as of 10/31/08 are as follows: Growth and Income, 1.07%; Global Growth and Income, 1.36%; Convertible, 1.15%.
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As Figure 4 indicates, both our standard convertible strategies

Investors can thus avoid selling into downward-moving

and convertible opportunities portfolios have historically

markets with hopes of buying at the bottom. A convertible

provided investors with defensive characteristics. With a 10-

strategy offers investors time in the market at a comfort level

year beta of 0.60, the Calamos Convertible Fund (CCVIX)

that neither stocks nor bonds alone can duplicate.

demonstrated 40% less risk than the equity markets, as
measured by the S&P 500 Index, while the convertible
opportunities strategies each exhibited about 30% less risk.

Convertible/Equity Blends —
“Opportunities” Strategies

(Given the increased equity exposure of the opportunities

As we have discussed, the convertible market and individual

strategies, we should expect higher betas than the convertible

issues may be more or less equity-sensitive at different

strategy.)

points in time. However, we believe an investor’s risk

During this same 10-year period, each strategy also
outperformed the market, as measured by the S&P 500 Index,
by a significant margin. The Convertible Fund outperformed
by 774 basis points on an annualized basis (Class A shares at

posture typically should be constant. Therefore, when using
convertibles to pursue defensive equity objectives, we have
found it beneficial to blend common stock and convertibles,
opportunistically managing the allocation to each.

NAV), while the margin of outperformance for the Growth &

Including common stock alongside the convertibles in the

Income Fund (CVTRX) was even greater. (Again, given the

portfolio allows us to attempt to better manage the overall

increased equity exposure of this strategy, this difference is as

risk profile (namely, to maximize potential upside participation

we would expect.)

while simultaneously providing the required potential downside
protection). While one might assume that this simply adds to

Getting Paid to Wait*

the investor’s total equity exposure, we believe it instead serves

Defensive equity convertible strategies may be particularly

a much more important purpose: to maintain a specific risk

attractive for investors who have a constructive view on the

posture that prevents the overall defensive equity objective

equity markets but remain concerned about the potential

from varying.

for continued downside volatility. A convertible strategy can
mitigate the need to make the “equity timing decision.”
Convertible securities historically have provided downside
protection thanks to the bond floor. A convertible strategy also
receives coupon payments from the securities, so investors are
essentially “paid to wait” for the equity market to advance.

As we see in Figure 4, both the convertible strategy and the
opportunities strategies provided good defensive equity
characteristics. There was a modest increase in beta of the
opportunities strategies versus the convertible strategy (0.69
and 0.71 versus 0.60). However, this increase was accompanied
by higher returns.

* Time in the market cannot guarantee positive returns and it is possible to lose money investing in convertible securities.

JULY 2009
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II. Convertibles as Enhanced Fixed Income

III. Convertibles as a Distinct Category

Types of Convertibles Used: Generally, convertibles where

Types of Convertibles Used: Full spectrum of the convertible

the option is severely out of the money or where the yield is

universe.

very high.
How they’re used: As an alternative or complement to a
traditional fixed-income allocation, an enhanced fixed income
convertible strategy allows for better management of the
overall allocation’s risk/return profile.

How they’re used: As an asset allocation category distinct
from stocks and bonds.
Some investors will view convertibles as a distinct and separate
asset class in their allocation decisions. This is arguably the
most straightforward and convenient strategy for style-box

Not comprised strictly of convertible securities, the strategy

devotees and for those who focus primarily on the historically

typically utilizes other types of bonds such as high-yield or

lower correlations exhibited between convertibles and stocks

corporates.* It is managed with the aim of broadening the

or bonds.

high-yield universe and providing more attractive income and
risk/reward characteristics. Convertibles have competitive
yields, relatively short-term maturities, and capital gains
opportunities, all characteristics that make this strategy
appealing to yield-conscious investors.

However, we caution against simply buying the asset class
and believing that you might consistently enjoy the risk/
reward benefits exhibited during the convertible asset class’s
long-term history. We believe a well-managed convertible
portfolio should have a nonlinear relationship to the
underlying common stocks—ultimately providing upside
equity participation with downside protection.1
Successfully achieving this non-linear relationship does not
come automatically, however. Without active management
and rigorous valuation of the equity and bond characteristics
of the portfolio, a pure convertible strategy can easily fluctuate
from fixed-income-like to equity-like depending on the phase
of the current market and/or economic cycles. Also, unintended
sector risk may emerge due to new issuance trends.

* There are risks associated with corporate bonds. These include default risk (the risk that the company issuing the debt will be
unable to repay principal and interest) and interest rate risk (the risk that the security may decrease in value if interest rates
increase). Investments in lower-rated securities present greater risks than investment in higher-rated securities. This is because
there is a greater likelihood that the company issuing the lower-rated securities may default on income and principal payments.
1

8
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IV. Convertible Arbitrage

We believe that the Calamos Market Neutral Income Fund

Types of Convertibles Used: Hybrid convertibles.

(CVSIX) exemplifies the potential of convertible arbitrage as
an alternative enhanced fixed-income strategy. (We have used

How they’re used: Convertibles have long been used in

convertible arbitrage throughout the life of the Fund, adding

alternative allocations by investors in equity and fixed-income

covered call writing in 2004 as a complementary strategy.)

categories. Convertible arbitrage is more complex and difficult

Since its inception in 1990 through June 30, 2009, the Fund has

to place in the standard categories. Most typically, convertible

demonstrated a low historical correlation to the equity market,

arbitrage is considered a market neutral strategy, although

a beta of 0.22 versus the S&P 500 Index and an annualized

some consider it a “relative value” equity alternative and others

return of 7.08% (Class A shares at NAV).

view it as an enhanced fixed-income strategy.
However, convertible arbitrage portfolios are not necessarily
Convertible arbitrage can be used in a market neutral strategy

conservative. For example, convertible arbitrage on leverage

to “carve out” the income advantage of a convertible

can quickly shift from a low-risk strategy to a high-risk

security while attempting to neutralize the effects of market

strategy, depending on the amount of leverage used. In

volatility. This is done by buying the convertible and shorting

such cases, convertible arbitrage strategies may be more

the underlying common stock of the issuing company. With

appropriately categorized as alternative equity strategies for

this approach, hybrid convertibles are typically favored.

asset allocation purposes.

(Convertible arbitrage entails risks associated with equity
securities, short sales and fixed income securities, including
convertible securities. Short sale risk includes potentially

Average Annual Total Returns (Class A shares as of JUNE 30, 2009)
YTD*
(6/30/09)

higher volatility and the risk of loss of capital.)

1-Year

3-Year

5-Year

10-Year

Since
Inception

Calamos Market Neutral Income Fund (CVSIX) (Inception – 9/4/90)

Convertible arbitrage is a strategy that essentially is market

At NAV

neutral. Sources of potential income from convertible arbitrage

Load Adjusted

include:
>

Income from coupons (convertible bonds) or dividend income
(convertible preferreds).

5.14%
0.12

-4.84%
-9.35

0.43%
-1.19

1.55%
0.56

4.98%
4.46

7.08%
6.80

-8.22

-2.24

-2.22

7.95

Barclay’s Capital U.S. Government/Credit Index
0.55
5.26
6.16

4.80

5.95

7.10

Citigroup 30 Day T-Bill Index
0.05

2.87

2.90

3.62

S&P 500 Index
3.16

-26.21

0.50

2.81

>

Short interest rebate.

>

Capital appreciation from undervalued securities.

Sources: State Street Corporation, Lipper, Inc., Mellon Analytical Solutions, LLC. *Cumulative return

>

Gains from hedging and appreciation of underlying

Performance data quoted represents past performance, which is
no guarantee of future results. Current performance may be lower
or higher than the performance quoted. Portfolios are managed
according to their respective strategies which may differ significantly
in terms of security holdings, industry weightings, and asset allocation
from those of the benchmark(s). Portfolio performance, characteristics
and volatility may differ from the benchmark(s) shown. The principal
value and investment return of an investment will fluctuate so that your
shares, when redeemed, may be worth more or less than their original
cost. You can obtain performance data current to the most recent month
end by visiting www.calamos.com. Average annual total return measures
net investment income and capital gain or loss from portfolio investments
as an annualized average. All performance shown assumes reinvestment of
dividends and capital gains distributions. Class A shares load-adjusted returns
are adjusted for the maximum front-end sales load of 4.75%. The Funds also
offer Class B and C shares, the performance of which may vary. Performance
shown reflects an expense reimbursement that improved results. The gross
expense ratio for the Fund (Class A shares) as of 10/31/08 is 1.14%.

securities.
Though market neutral strategies vary, a convertible market
neutral strategy may be particularly attractive as it attempts
to reduce the volatility of each holding, hence avoiding the
inherent risk of picking individual winners and losers.
Like many alternative investments, convertible arbitrage is a
conservative strategy on a cash basis and can be included in an
asset allocation as an enhanced fixed income strategy. This is
because hedging has the potential to reduce equity risk in the
portfolio; what remains is a potential income stream.
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A Note on Hedge Funds’ Use of Convertible Arbitrage.

objectives. As the cornerstone of enhanced fixed income and

While a judicious use of leverage can indeed add value and

defensive equity strategies, convertibles allow investors to fine

enhance returns, hedge funds serve as prime examples of

tune their portfolios’ risk/reward characteristics beyond the

how high leverage can transform convertible arbitrage into

traditional choices of cash, fixed-income and equities alone.

a high-risk strategy. According to Hedge Fund Research,
Inc. (HFRI), convertible arbitrage hedge funds (as measured
by the HFRI Convertible Arbitrage Index) finished 2008
down more than 33%.

Having used convertible securities continuously for more than
30 years, our investment team strongly believes in the merits of
convertibles, in all market environments. That said, we believe
the convertible opportunity is particularly compelling today.
Although valuations have recovered from the unprecedented

Conclusion
Because of their hybrid characteristics and complex attributes,
convertible securities provide a powerful tool for pursuing many
asset allocation goals. Yet, successfully utilizing convertibles
depends on two intersecting sets of information: first, a clear
understanding of the investor’s objectives, and second, a
comprehensive understanding about the characteristics of the
convertibles within the portfolio. Without this, a convertible
allocation may not be optimally positioned to achieve the
desired goal.
However, when investor objectives and convertibles are both
properly understood, a significantly broader opportunity
set emerges. Since we began managing our institutional
convertible strategy in 1979, we have found convertibles
readily lend themselves to pursuing a wide range of investor
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lows of 2008, we see considerable upside potential given
that valuations remain well below what we have historically
defined as the fair value band. Additionally, convertibles may
be a particularly attractive and timely choice for investors who
recognize the need for long-term equity exposure, but remain
uneasy about the potential for continued downside volatility in
the equity markets.

About Calamos Investments
Calamos Investments is a diversified investment management firm offering
equity, fixed-income, convertible and alternative investment strategies.
With roots dating back to 1977, the firm applies a risk-managed
approach to capital appreciation and income generation. Calamos serves
institutions and individuals via separately managed accounts and a family
of open-end and closed-end funds.
For more information, please visit www.calamos.com.

Before investing, carefully consider the fund’s investment objectives, risks, charges and expenses. Please see the prospectus
containing this and other information or call 800-582-6959. Read it carefully.
Investing involves risk, including loss of principal. Diversification does not insure against market loss.
In addition to market risk, there are certain other risks
associated with an investment in a convertible bond, such as
default risk (the risk that the company issuing debt securities
will be unable to repay principal and interest), and interest rate
risk (the risk that the security may decrease in value if interest
rates increase).
Additionally, the Funds entail additional risk considerations, as
outlined below.
Growth and Income Fund (CVTRX) and Convertible Fund
(CCVIX). You should also know that the Funds may invest up
to 25% of its assets in the securities of foreign issuers. As a
result of political or economic instability in foreign countries,
there can be special risks associated with investing in foreign
securities, including fluctuations in currency exchange rates,
increased price volatility, and difficulty obtaining information.
Global Growth and Income Fund (CVLOX). The Fund may invest
up to 100% of its assets in foreign securities and in an array
of security types and market-cap sizes, each of which has a
unique risk profile. As a result of political or economic instability
in foreign countries, there can be special risks associated with
investing in foreign securities. These include fluctuations in
currency exchange rates, increased price volatility, and difficulty
obtaining information.
The Fund may also invest in small company issues, which
typically present greater risks than larger, more established
companies, and in lower-rated securities, which may present
greater risks than investments in higher-rated securities.
Market Neutral Income Fund (CVSIX). Convertible Arbitrage—
Convertible arbitrage entails risks associated with equity
securities, short sales and fixed income securities, including
convertible securities. Proper correlation must be used to
provide a proper safeguard in hedging the risks inherent in the
positions.
Short Sale Risk—The Fund engages in short sales of convertible
securities’ underlying stock, which may increase volatility and
portfolio turnover. Short sale risk includes the risk of loss due
to increase in the market value of borrowed securities between
the date of short sale and the date the Fund replaces the
security.
Convertible Bond Risk—In addition to market risk, there are
certain other risks associated with an investment in a convertible
bond, such as default risk (the risk that the company issuing
debt securities will be unable to repay principal and interest)
and interest rate risk (the risk that the security may decrease in
value if interest rates increase).

Option Risk—As the writer of a covered call option on a security,
the Fund foregoes, during the option’s life, the opportunity
to profit from increases in the market value of the security,
covering the call option above the sum of the premium and the
exercise price of the call.

Indexes
The S&P 500 Index is considered generally representative of the U.S. stock
market. The Barclays Capital U.S. Govt./Credit Index comprises longterm government and investment-grade corporate debt securities and is
generally considered representative of the performance of the broad U.S.
bond market. The Merrill Lynch All U.S. Convertibles ex-Mandatory
Index (V0A0) represents the U.S. convertible market, excluding mandatory
convertibles. The MSCI World Index is a market capitalization weighted
index composed of companies representative of the market structure
of developed market countries in North America, Europe and the Asia/
Pacific region. The Citigroup 30 Day T-Bill Index is generally considered
representative of the performance of short-term money market instruments.
The Value Line Convertible Index is an equally weighted index of the
largest convertibles representing 90% of the market. The HFRI RV Fixed
Income – Convertible Arbitrage Index includes strategies in which
the investment thesis is predicated on realization of a spread between
related instruments in which one or multiple components of the spread
is a convertible fixed income instrument. Strategies employ an investment
process designed to isolate attractive opportunities between the price of
a convertible security and the price of a non-convertible security, typically
of the same issuer. Convertible arbitrage positions maintain characteristic
sensitivities to credit quality the issuer, implied and realized volatility of
the underlying instruments, levels of interest rates and the valuation of
the issuer’s equity, among other more general market and idiosyncratic
sensitivities. Source: Hedge Fund Research, Inc.© HFR, Inc. 2008.
www.hedgefundresarch.com.
Unmanaged index returns assume reinvestment of any and all distributions
and, unlike fund returns, do not reflect fees, expenses or sales charges.
Investors cannot invest directly in an index.

Beta
Beta is a historic measure of a fund’s relative volatility, which is one measure
of risk. A beta of 0.5% reflects ½ of the market’s volatility as measured
by the stated index. A beta of 2.0 reflects twice the volatility. The 10-year
beta of Calamos Convertible Fund is 0.84 versus the Value Line Convertible
Bond Index and 0.25 versus the Barclays Capital U.S. Government/Credit
Bond Index. The 10-year beta of Calamos Growth and Income Fund is 0.95
versus the Merrill Lynch V0A0 and 0.97 versus the Value Line Convertible
Index. The 10-year beta of Calamos Global Growth and Income Fund is
0.73 versus the MSCI World Index.
The since inception beta for Calamos Market Neutral Income Fund
versus the Barclays Capital U.S. Government/Credit Index was 0.28. No
meaningful data is available for Market Neutral Income Fund’s beta versus
the Citigroup 30-Day T-Bill Index, as this index is considered the risk-free
market proxy.
Source: Mellon Analytical Solutions, LLC.
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