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We plan to continue to maintain 

a preference for older-vintage 

CMBS, because spreads on these 

securities remain above their 

historical average. We remain 

positive in our outlook for 

certain areas of the corporate 

bond market. 

Investment Risks 

Risks include the credit quality of 

individual issuers, prepayments, 

market or economic developments, 

and yield and share price 

fluctuations due to changes in 

interest rates. When interest rates go 

up, bond prices typically drop and 

vice versa. 

 

Market environment 

Throughout 2009, investors continued to demonstrate a propensity for risk, a trend 

which gained momentum as the year wore on. Many government programs worked as 

intended, restoring stability to the capital markets and helping the overall market tone. 

Yield spreads tightened as investor risk tolerance and confidence improved, and 

lower-quality tiers outperformed higher-quality tiers across sectors. The Fed kept 

rates low on the short end to spur the economy, and we believe that it may continue to 

do so for an extended period of time, given concerns about increasing supply and 

expectations about inflation. However, at the long end, rates rose as investors sold off 

government bonds. The yield gap between the two-year and 10-year Treasury reached 

an all-time high in the fourth quarter at 288 basis points. This steep yield curve is 

good news for banks and possibly may signal a bout of optimism about the economy. 

In this environment, the fund outperformed the Barclays Capital Aggregate Bond 

Index, which returned 0.20% for the fourth quarter. 

Contributors and detractors
1
 

The fund was rewarded for its overweights in credit, high yield and commercial 

mortgage-backed securities (CMBS) which helped the fund outperform its 

benchmark. Within credit, security selection was also helpful to return. An 

underweight in consumer cyclical debt and an overweight in financial holdings also 

contributed positively to performance. In addition, the fund’s overweight in high-

quality companies, lower in the capital structure, aided relative return as these 

companies outperformed. However, security selection in CMBS detracted from 

relative performance because more recent production loans in the index outperformed 

the more seasoned, conservative older-vintage loans in the fund. 

Looking ahead  

Investors embraced risk in 2009 after a year of flight-to-quality and risk aversion in 

2008. As the economy picks up strength and the federal government’s role in 

response to last year’s financial crisis diminishes, we expect the most compelling 

opportunities for relative value to lie in the following areas: In older-vintage CMBS, 

highest in the capital structure, because spreads on these securities remain above their 

historical average, and in certain areas of the corporate bond market. 
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Please read and consider the investment objectives, risks, charges and 

expenses for any fund carefully before investing. For a prospectus, which 

contains this and other important information about the fund, contact your 

Columbia Management representative or financial advisor or go to 

www.columbiamanagement.com. 
The Barclays Capital Aggregate Bond Index is a market-value-weighted index that tracks the daily price, coupon, 
pay-downs and total return performance of fixed-rate, publicly placed, dollar-denominated and nonconvertible 
investment-grade debt issues with at least $250 million par amount outstanding and with at least one year to final 
maturity. It is unmanaged and unavailable for investment.  

Unlike mutual funds, indices are not managed and do not incur fees or expenses. It is not possible to invest directly in 
an index. 

1Determinations of contributors and detractors are based on performance relative to the fund’s benchmark. 

Since economic and market conditions change frequently, there can be no assurance that the trends described here 
will continue or that the forecasts will come to pass. The views and opinions expressed are those of the portfolio 
managers and analysts of the affiliated advisors of Columbia Management Group, are subject to change without notice 
at any time, may not come to pass and may differ from views expressed by other Columbia Management associates or 
other divisions of Bank of America. These materials are provided for informational purposes only and should not be 
used or construed as a recommendation of any security or sector. 

There is no assurance that any securities discussed herein will remain in an account’s portfolio at the time you receive 
this report or that securities sold have not been repurchased. It should not be assumed that any securities transactions 
or holdings discussed were or will prove to be profitable, or that the investment recommendations or decisions made in 
the future will be profitable or will equal the investment performance of the securities discussed herein. 
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