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Over the past two weeks, the preferred and contingent capital securities market has been roiled by the 
liquidation of Silvergate Capital Corp, and the receiverships of Silicon Valley Bank and Signature Bank NY. On 
March 19, Credit Suisse Group was taken over by UBS Group at the behest of Swiss bank regulators and included 
a full write down of CS’s contingent capital (“CoCo”, or additional tier-1) securities. These events were triggered 
by deposit withdrawals straining the banks’ liquidity, despite strong regulatory capital positions at each of these 
banks. 
While it is still very early in these resolutions, in the case of the U.S. banks, the normal priority of losses will apply, 
with common equity absorbing losses first, followed by preferred securities, subordinated debt, and more senior 
claims thereafter. 
The Credit Suisse situation was different: common shares received CHF 3 billion of UBS common stock, 
while its CoCos received nothing. Although the terms of the securities appear to give Swiss regulators that 
authority, it was a shock to the broader CoCo market and led to sizable declines in market prices there today. In 
response, both the European Central Bank and the Bank of England made clear statements that CoCos in their 
jurisdictions rank ahead of common equity and behind tier-2 capital (a form of subordinated debt), prompting 
a partial recovery of earlier declines. Among jurisdictions in which the Fund has purchased CoCos, Switzerland’s 
approach to “bail-in” is unique. 
Central banks have extended significant liquidity to banks to accommodate deposit outflows or other liquidity 
needs. In addition to the discount window, which accepts a broad range of collateral, the Federal Reserve 
established a new Bank Term Funding Program that allows borrowers to pledge certain collateral at par value 
without “haircuts” to market value that apply at the discount window. Borrowing from these facilities expands 
the Fed’s balance sheet and enhances overall bank liquidity. In addition, the Federal Home Loan Bank system 
continues to provide funding against mortgage collateral.
Investors have expressed concern over regional bank deposits. We note that regional banks have consolidated, 
diversified, and grown their deposit and loan bases significantly since the 2008-09 financial crisis. They are often 
the go-to banks in their regions. 
As of year-end 2022, U.S. banks’ regulatory capital levels remained strong and loan quality was high. Non-
performing loans and charge-offs were historically low, and 
the ratio of loan-loss provisions to non-performing loans 
was at a record high. 
It is difficult to predict when greater stability will return 
to bank’s deposit positions and to the preferred market, 
and we cannot rule out additional bank failures. Banks 
likely will need to raise the interest rates they pay over 
coming months to retain deposits. That would reduce net 
interest margin (NIM) earned by banks, which expanded 
significantly in 2022 as interest rates on loans outpaced that 
on deposits with the Fed rapidly raising short-term rates. 
We expect higher deposit rates to be an earnings headwind 
in 2023—but not a threat to financial stability. 
The table to the right shows the Destra Flaherty & Crumrine 
Preferred and Income Fund’s (the “Fund”) U.S. regional and 
community bank and non-U.S. AT1 CoCo exposures as of 
February 28, 2023, including issuer-level exposures on the 
four banks discussed here. The Fund owned CS, SIVB, and 
SBNY through acquisition or receivership, as applicable.

U.S. Regional & Community Bank and 
Non-U.S. AT1 CoCo Exposures
Issuer Weighting

Silvergate Capital Corp 0.0%

Silicon Valley Bank 0.5%

Signature Bank NY 0.4%

Credit Suisse 1.6%

U.S. Regional Banks 13.2%

U.S. Community Banks 4.0%

Non-U.S. AT1 CoCos 22.1%

Data is as of 2/28/2023 and is subject to change on a daily basis.

Past performance is no guarantee of future results. 
© 2023, Flaherty & Crumrine Incorporated. All rights reserved. This commentary contains forward-looking statements. You are cautioned that such 
forward-looking statements are subject to significant business, economic and competitive uncertainties and actual results could be materially different. 
There are no guarantees associated with any forecast; the opinions stated here are subject to change at any time and are the opinion of Flaherty & 
Crumrine Incorporated. Further, this document is for personal use only and is not intended to be investment advice. Any copying, republication or 
redistribution in whole or in part is expressly prohibited without written prior consent. The information contained herein has been obtained from 
sources believed to be reliable, but Flaherty & Crumrine Incorporated does not represent or warrant that it is accurate or complete. The views 
expressed herein are those of Flaherty & Crumrine Incorporated and are subject to change without notice. The securities or financial instruments 
discussed in this report may not be suitable for all investors. Destra Capital Investments is providing this update with permission from Flaherty & 
Crumrine Incorporated. 
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Flaherty & Crumrine Incorporated is the veteran, dedicated 
preferred securities manager. Independent, employee controlled 
adviser, founded in 1983, making them one of the oldest and most 
experienced firm specializing in the management of preferred 
securities. 

The Destra Flaherty & Crumrine Preferred and Income Fund is a Fund 
that provides:

•	 Access: Connection to a broad universe of preferred security 
types to capitalize on the entire preferred market.

•	 Experience: Flaherty & Crumrine manages over $4.5 billion in 
preferred assets, with one of the most experienced and successful 
preferred teams in the industry.

•	 Active Management: Indexing in the preferred market is not 
enough. The Fund’s sound security selection derived from a 
disciplined investment process has demonstrated its ability to 
generate superior performance in both good times and bad.

•	 Yield: The Fund may offer attractive yields with potential tax 
advantages versus other asset classes.

•	 Diversification: The Fund has proven to be an exceptional 
diversifier with low correlations to major stock, bond and 
alternative asset classes, and an attractive compliment to almost 
any portfolio.

PREFERRED OUTCOMES
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There is no assurance that any securities discussed herein will remain in the Fund’s Portfolio at the time you receive this report or that 
securities sold have not been repurchased. The securities discussed do not represent the Fund’s Portfolio and in the aggregate may 
represent only a small percentage of the Fund’s portfolio holdings. It should not be assumed that any of the securities transactions or 
holdings discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be 
profitable or will equal the investment performance of the securities discussed herein.
Some important risks of the Fund are: Preferred & Subordinated Security Risk: Preferred and other subordinated securities rank lower 
than bonds and other debt instruments in a company’s capital structure and therefore will be subject to greater credit risk than those debt 
instruments. Distributions on some types of these securities may also be skipped or deferred by issuers without causing a default. Some 
of these securities typically have special redemption rights that allow the issuer to redeem the security at par earlier than scheduled. Credit 
Risk: Credit risk is the risk that an issuer of a security will be unable or unwilling to make dividend, interest and principal payments when 
due and the related risk that the value of a security may decline because of concerns about the issuer’s ability to make such payments. 
Credit risk may be heightened because the Fund may invest in “high yield” or “high risk” securities; such securities, while generally offering higher 
yields than investment grade securities with similar maturities, involve greater risks, including the possibility of default or bankruptcy, and are 
regarded as predominantly speculative with respect to the issuer’s capacity to pay dividends and interest and repay principal. Interest Rate Risk: 
If interest rates rise, in particular, long-term interest rates, the prices of securities held by the Fund may fall. Concentration Risk: The Fund intends 
to invest 25% or more of its total assets in securities of financial services companies. This policy 
makes the Fund more susceptible to adverse economic or regulatory occurrences affecting financial 
services companies. Financial Services Company Risk: Financial services companies are especially 
subject to the adverse effects of economic recession, currency exchange rates, government 
regulation, decreases in the availability of capital, volatile interest rates, portfolio concentrations in 
geographic markets and in commercial and residential real estate loans, and competition from new 
entrants in their fields of business.
This material is not intended to be a recommendation or investment advice, does not constitute a 
solicitation to buy or sell securities, and is not provided in a fiduciary capacity. The information 
provided does not take into account the specific objectives or circumstances of any particular 
investor, or suggest any specific course of action. Investment decisions should be made based on 
an investor’s objectives and circumstances and in consultation with his or her advisors. 
Investors should consider the investment objective and policies, risk considerations, charges 
and ongoing expenses of an investment carefully before investing. The prospectus and summary 
prospectus contains this and other information relevant to an investment in the fund. Please read 
the prospectus or summary prospectus carefully before you invest or send money. To obtain a 
prospectus, please contact your investment representative or Destra Capital Investments LLC at 
877.855.3434 or access our website at destracapital.com.


