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CUSIP Requests Pull Back in April Signaling Possible Slowdown in Corporate
and Muni Bond Issuance Volume.

NEW YORK, NY, MAY 10, 2017 - CUSIP Global Services (CGS) today announced the release of its
CUSIP Issuance Trends Report for April 2017. The report, which tracks the issuance of new security
identifiers as an early indicator of debt and capital markets activity, found a slowdown in the pre-
trade market for corporate and municipal bonds in April. This reduced demand for new CUSIP IDs
for corporate and municipal bonds is suggestive of a possible slowdown in new security issuance
volume over the coming weeks.

Read Report.

Bloomberg Brief Weekly Video - 05/11

Taylor Riggs, a contributor to Bloomberg Briefs, talks with Editor Joe Mysak about this week’s
municipal bond news.

Watch video.
Bloomberg

May 11, 2017

New P3s May Finally Bridge the Digital Divide.

Many municipalities are forming public-private partnerships to bring high-speed Internet
to long-neglected places. Their approaches, however, vary widely.

Andrew Dean remembers counting down to “Ting Day.” That was the day in December 2014 when
Dean’s Maryland software business was getting hooked up to the kind of high-speed Internet that
most Americans only dream about. Ting, the company that would replace Comcast as the office’s
Internet service provider, offered a new fiber-optic connection that promised to be incredibly fast: a
gigabit per second. That’s about 26 times faster than the average U.S. Internet connection. Gigabit
fiber is so fast that users can download a full-length, high-definition movie file in two minutes and
can watch five video streams at the same time. A user can upload a file to the cloud faster than she
can save it to a thumb drive attached to her computer. For Dean and his co-workers, Ting Day
couldn’t come soon enough.
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At first blush, Dean’s software company might not seem like the kind of business that would attract
such a coveted asset. Open Professional Group, where Dean is the president, employs 19 people and
is located in Westminster, Md., a quaint town of about 18,000 people half an hour north of
Baltimore. The area was largely rural and blue-collar when Dean grew up there, but these days it’s
better known as a bedroom community for commuters to Baltimore or Washington, D.C. In other
words, it doesn’t have the kinds of institutions, like a major university or a big corporate
headquarters, that would require fiber-optic networks.

But the city of Westminster has struck a deal with Ting that, it hopes, will result in a citywide
network of fiber-optic connections to every home and business. Under the terms of their public-
private partnership, the city is laying all the fiber itself, which Ting is then paying to lease for
customers, whom it is responsible for signing up and serving. The more fiber the city installs, the
more customers Ting can reach. The more customers Ting signs up, the more the company pays the
city. Eventually, other service providers will be allowed to compete with Ting on the network as well.
“We may not be curing cancer,” Dean says, “but the technology provides us with a tool that allows
us to do what we do faster, to do what we do better and to be able to do more of it. That means I get
to hire more people and we get to grow.”

Right now, the Westminster project is perhaps the nation’s most closely watched public-private
partnership trying to deliver high-speed Internet access. Many other local governments are also
looking to public-private partnerships for broadband to spur development in places where the
private company won'’t provide it on their own. The approaches vary widely, and many are still in
their early stages. But if they're successful, these P3s could finally crack the code of how to bring
next-generation Internet to people in rural communities and other long-neglected places on the
wrong side of the digital divide.

Ever since browsing the Web has required more than a modem and a dial-up connection, vast swaths
of the United States have struggled to get the state-of-the-art infrastructure they need to keep up
with new technology. While utilities in many big cities offered higher speeds, small towns and rural
areas were left behind. The phone and cable companies were reluctant to upgrade existing lines in
those areas because they typically can’t turn a profit. The low-density development, low subscriber
rates and long distances between customers mean higher upfront installation costs.

As a result, some cities decided to build out their own fiber-optic systems. More than 400
municipalities, mostly ones that already owned their own electric utilities, started offering
broadband services. Lots of those efforts were successful, but the most prominent was Chattanooga,
Tenn. It became the first city to offer a gigabit Internet connection in 2010, despite legal challenges
from Comcast and AT&T. The lightning-fast service helped revive its fortunes, spurred the creation
of an “innovation district” downtown and attracted companies like Amazon, OpenTable and
Volkswagen to open or expand operations there. Meanwhile, the Obama administration tried to spur
the building of “middle mile” networks in its 2009 stimulus package, with the hope that building
high-speed networks that connect schools, government buildings and other major institutions would
make it easier for private providers to extend those networks to homes and businesses.

But the real game-changer turned out to be Google. The tech giant made a big splash in 2010 when
it announced it would provide one city with gigabit fiber service to homes and businesses. It was a
bold goal, because it depended on installing a whole new layer of infrastructure on the city grid. For
Internet access, most of America still depends on electric signals that travel down copper wires laid
decades ago by telephone and cable companies. But Google wanted to build its Internet network
with fiber-optic cables, which use laser flashes that race through thin glass wires to convey
information at nearly the speed of light. The wires can carry virtually unlimited information, and
they can be upgraded as technology improves. Enthusiasts say that makes fiber-optic networks



“future proof.”

Google was by no means the first carrier to use fiber-optic networks, which already make up the
backbone of the Internet and are used by many big institutions. For example, some Verizon home
customers have fiber-to-the-home through the company’s Fios (fiber-optic service) product, but
Verizon largely stopped expanding the areas where it offered Fios in 2010.

Still, the Google competition made it seem possible for almost anywhere in the country to make the
jump to high speeds. Even better, customers would initially only have to pay $120 a month for
Internet and TV service, about the same rates most customers pay for connections a fraction of the
speed. Roughly 1,100 cities entered Google’s competition. Many took drastic steps to stand out from
the crowd. Topeka, Kan., renamed itself “Google” for a month. The Duluth, Minn., mayor jumped
into Lake Superior in February wearing only shorts and a T-shirt. University of Missouri fans waved
Google signs during a nationally televised basketball game. In the end, Google chose Kansas City,
Kan.

Google Fiber, which is now officially called Alphabet Access, has since expanded across the state
line to Kansas City, Mo. It has also added another eight cities and plans to build networks in two
more. But last year, the company put all other expansion plans on hold. It hired a new CEO and laid
off hundreds of workers, leading some watchers to speculate that Google might be getting out of the
fiber business altogether.

Still, nearly everyone agrees that the introduction of Google Fiber was a turning point. It made local
officials all around the country think seriously about the benefits of installing super-fast Internet
connections in their cities. Municipal leaders quickly realized that broadband could be the backbone
for smart cities and connected vehicles, the foundation for advanced telemedicine, or the means for
schoolchildren to explore the world far beyond their classrooms. In competing for Google, cities
realized they wanted a fiber-optic network, regardless of whether Google provided it. “People got all
excited about Google Fiber, which was very useful, because it opened people’s eyes to the country’s
need for world-class, cheap data. But Google Fiber was never going to reach every city in America,
because it’s not in their company’s interest to build basic infrastructure,” says Susan Crawford, a
Harvard University law professor who specializes in Internet and communications law. “It is in the
interest of every local government to ensure economic growth and social justice for its citizens. And
the only way to do that is for the city or the local government to take matters into its own hands.”

While cities’ appetite for gig fiber grew, they were confronted with a conundrum. On the one
hand, building and running a city-owned network is extremely difficult. Those cities that don’t
already operate a utility, like a local power company, often don’t have employees with the
technological expertise to run an Internet service, says Jim Baller, president of the Coalition for
Local Internet Choice. City employees, Baller says, often are “not on a day-by-day basis versed in the
industry changes in technology, finance and services that you provide in the communications world.”
Another limitation: Thanks in part to intense efforts from telecom lobbyists and lawyers, at least 19
states have laws that restrict or prohibit cities from offering municipal broadband services.

On the other hand, as the experiences with cable and phone companies showed, cities had learned
they couldn’t rely solely on the private sector to provide high-speed connections. And even if private
companies brought gigabit speeds to every big city in the country, they’d never be a viable solution
for getting faster Internet to the small towns and rural communities that need upgrades the most.
That’s why so many cities have turned to public-private partnerships, using a mix of public resources
and private know-how to achieve what neither sector could do on its own.

So far, the approaches vary markedly. “We are in such early stages of innovation that every project



is developing its own model,” says Joanne Hovis, the president of CTC Technology and Energy, a
consulting firm that has helped states and cities, including Westminster, develop public-private
partnerships for broadband. “I think many of them will become models and be replicated by other
communities. But there is not yet a standard way of doing this, as there is in, for example, P3s for
toll roads, where there’s 20 years of experience and lots of data.”

At one end of the spectrum are the cities in Mississippi that lured fiber networks built by C Spire, a
regional wireless carrier based in the state. C Spire started offering fiber to communities because it
was inspired by the example of Google Fiber. It even initially modeled its selection process after
Google’s by hosting a competition among cities. Like Google, it stressed the importance of
streamlining the regulatory process in cities it chose, so it could build its networks with minimum
hassle. “We found pretty quickly that was the easy part,” says Jared Baumann, a manager who led C
Spire’s efforts to develop franchise agreements with cities and towns for the fiber networks. “It was
far more important to have the city and volunteers within the cities really taking this to the next
level.”

The mayor of Ridgeland, for example, organized a “Tour de Fiber,” with dozens of cyclists riding
through neighborhoods to encourage residents to sign up for C Spire’s service. The mayor of
Quitman, a town of fewer than 2,300 people, went door to door to encourage residents to get the
fiber connection. In the town of Clinton, a group of two dozen residents “made it their goal in life”
for several years to promote the new service, Baumann says. “In many ways, the mayors of our
towns, and their staff members and their volunteers, were more of a sales force for us than our own
sales force was. That was key,” he says. “Mayors were knocking on doors just like campaign season,
saying this is only coming to town or your area if you sign up.”

Other states have used more traditional P3 approaches. Kentucky is installing 3,000 miles of fiber-
optic lines through a public-private partnership. The new network will link every county in the state
to faster Internet connections, although it will be up to local Internet providers to link end users to
the new “middle mile” network. Macquarie, an Australian bank, will build and operate the network
for 30 years. It will recoup its costs by selling access to universities and state government over the
course of the deal, but Kentucky will own the network when the deal is over.

In Minnesota, local governments in two counties are using an old model to deliver new technology.
Seventeen townships and 10 cities have formed a co-op to build fiber and wireless Internet
connections over a 700-square-mile area, much as rural areas used co-ops to bring electricity to
farms during the Great Depression. The co-op RS Fiber got its initial funding when the 10 cities
issued bonds for half the cost of the first phase of its project. The co-op built wireless towers to
cover farms in the area while it constructs a fiber network in the towns. With the money the co-op
generates from providing service in town, it will then start building fiber to the farms. A local
Internet provider runs the day-to-day services.

But it’s the public-private partnership between Ting and Westminster that experts are watching
most closely these days.

The effort to bring higher-quality Internet access to the Maryland city started more than a decade
ago, and the city considered all options, even the idea of installing and offering broadband on its
own. Ultimately, it decided to partner with a private provider. Westminster had a few advantages
that helped make it more attractive. For one, the city had enough cash on hand to fund a small pilot
project. And Westminster found that businesses in town were very excited about getting the service.
More than 90 percent of companies signed up when it became available to them. One of the things
that distinguishes Westminster’s approach is that the city is building and keeping control over the
physical fiber network. The strategy, says Councilman Robert Wack, who has worked extensively on



the issue, is “perfect for municipalities. We are in the long time-horizon business,” he says. “We
build water treatment plants that have a useful life of 40 years. We dump millions of dollars into
pavement and nobody bats an eye because everybody understands how important good roads are for
economic development. Why would building fiber be any different? We’re basically building a road
for data.”

For Ting, selecting cities to work with comes down to both objective measures, like demographic
data, and subjective judgments, like how easy a city is to work with. One thing that stood out about
Westminster, says Monica Webb, the company’s director of government relations, was that the town
was not just eager for service but also willing to do most of the hard work of financing and then
installing the fiber all the way up to buildings.

But Webb cautions that there are not enough private companies like Ting to partner with all the
cities that want high-speed Internet. After the Westminster deal went through, Ting received more
than 2,000 requests from residents or public officials to come to other communities. Currently, Ting
serves just five cities, with a few more in the works. “Sometimes, the best thing cities can do is to do
it themselves,” she says. “There needs to be a plan B.”

Wack says communities like his don’t have a choice. They have to find a way to build better data
connections. “This is the barebones, basic infrastructure of the 21st-century economy,” he says.
“Communities that have this infrastructure will thrive, and those that don’t will wither and die. It’s
just that stark.”

GOVERNING.COM

BY DANIEL C. VOCK | MAY 2017

Without More Census Funding, Disadvantaged Communities Risk Being
Overlooked Most.

Many predict severe, long-term consequences for the 2020 count and all the programs that
rely on it.

Several events in recent months have hinted that the 2020 Census could be in serious trouble.

The latest funding proposals fall far short of what many contend is needed to prepare for the
decennial count. In February, the Government Accountability Office added the program to its “high
risk” list. And just last week, Director John Thompson surprised Census observers when he
announced that he would resign at the end of next month.

Former agency officials and Census advocates are worried that inadequate preparation could
potentially spell significant problems for the accuracy of the count. Given that congressional
redistricting and funding for hundreds of federal programs all rely on the decennial Census, the
reliability of the numbers carry far-reaching consequences.

Continue reading.
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Why Few Cities Will Take the Supreme Court Up on Their Right to Sue Banks.

Last week’s ruling leaves open a key legal question that could make cities unlikely to file
suit.

After losing billions in property tax revenue during the foreclosure crisis, local governments notched
a win last week when the U.S. Supreme Court affirmed the city of Miami’s right to sue big banks
under the Fair Housing Act.

But don’t expect a flood of lawsuits to follow any time soon. The ruling leaves open a key legal
question about the burden of proof cities must present to show they were financially harmed.

In the 5-3 ruling, the court sided with Miami, agreeing that the 1968 act, which prohibits racial
discrimination in the lease, sale and financing of property, applied to cities as well as people. But the
ruling didn’t agree that Miami had provided enough direct evidence linking discriminatory lending
practices by Wells Fargo and Bank of America to the financial harms incurred by the city. It also
stopped short of saying what a city must do to prove economic harm and remanded the case back to
the lower court to answer that question.

“So what it leaves open right now is, can cities who brought this kind of case establish the kind of
proximate cause the court has flagged in this decision?” says Joe Rich, a fair housing expert for the
Lawyers’ Committee for Civil Rights Under Law.

Proximate cause is essentially an event that sets in motion a sequence of events that result in a
foreseeable effect, such as an injury, which would not otherwise have occurred. Last week’s ruling
said Miami would have to prove the banks’ practices had a “direct” effect on its finances.

In its complaint, Miami had alleged that Wells Fargo and Bank of America intentionally targeted
African-American and Latino neighborhoods for predatory practices by lending to them on worse
terms than non-minority borrowers. The banks also failed to extend fair refinancing and loan
modifications to those borrowers, the city said, which resulted in a high rate of defaults.

The conduct, according to Miami’s complaint, led to a disproportionate number of foreclosures and
vacancies in majority-minority neighborhoods. By late 2013, when the suit was filed, Miami had the
highest foreclosure rate among the 20 largest metro areas in the country. According to the
complaint, loans in majority-minority neighborhoods were nearly six times as likely to result in
foreclosure as loans in majority white neighborhoods.

The ensuing crisis not only cut the city’s property tax revenue, it strained Miamis’ limited resources
by creating an increased demand for public safety services in those neighborhoods. An amicus brief
filed by the Miami Fraternal Order of the Police (FOP) listed dozens of horrors that played out in
these semi-abandoned neighborhoods. Foreclosed homes were used to hide dead bodies and to
advertise child sex trafficking, for instance. In one heartbreaking case, a toddler drowned in the
swimming pool of his neighbor’s vacant house. The FOP even alleged that untended pools in
foreclosed homes became breeding grounds for swarms of mosquitos and “created the epicenter for
America’s first Zika outbreak.”

It will be up to the federal appeals court in Atlanta to decide if Miami has shown proximate cause.
But the ambiguity of the High Court’s ruling, plus the three-year statute of limitations on fair
housing lawsuits, makes it unlikely that a slew of localities will use the decision as a license to start
suing big banks. There are, however, a number of open cases in places like Los Angeles; Oakland,
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Calif.; and Providence, R.I., that benefit from the ruling.

Civil rights advocates say the decision is an important win in terms of enforcing the Fair Housing
Act. Individuals have been successful at bringing cases against lenders following the foreclosure
crisis. But governments have struggled: No case has gone to trial and there has just been one major
settlement — a $175 million payment by Wells Fargo to several cities and borrowers across the
country.

Ajmel Quereshi, senior counsel for the NAACP Legal Defense and Educational Fund, hopes the
ruling will “act as a future deterrent to banks that are thinking about these practices in the future.”

GOVERNING.COM

BY LIZ FARMER | MAY 11, 2017

The Week in Public Finance: Revenue Relief in 2018, Good GDP News and the
Debt-Shy.

A roun f mon n her) new vernmen n
GOVERNING.COM

BY LIZ FARMER | MAY 12, 2017

S&P: Poised To Strengthen In Fiscal 2018, U.S. State Budget Conditions
Remain Under Longer Term Pressure.

Continued slow revenue growth against a backdrop of rising expenditures in a range of less
discretionary areas is exerting fiscal pressure across the U.S. state sector. According to S&P Global
Ratings’ survey of state fiscal conditions, 43 states have projected operating deficits for either fiscal
2017 or 2018 in recent months.

ntinue readin

Amid Divestment Protests, More Cities Explore Public Banks.

Philadelphia City Council Member Cindy Bass was already thinking about how to cut the city’s ties
with Wells Fargo when bank CEO John Stumpf testified last September before the U.S. Senate.
Questioning Stumpf about the bank’s fraudulent accounts scandal, Senator Elizabeth Warren said,
“So you haven'’t resigned, you haven’t returned a single nickel of your personal earnings, you haven’t
fired a single senior executive. Instead, your definition of accountable is to push the blame to your
low-level employees who don’t have the money for a fancy PR firm to defend themselves.”

Search the U.S. Department of Justice website for “Wells Fargo” and “settlement” and you’ll get a
litany of results: a $25 billion settlement for foreclosure abuse (a record), $1.2 billion for improper
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mortgage lending practices, and $184.3 million in compensation for steering black and Latino
borrowers into predatory subprime mortgages. The 2016 hearing was the moment when the wheels
fell off the stagecoach.

Continue reading.
NEXT CITY

BY OSCAR PERRY ABELLO | MAY 10, 2017

Why the Road to Trump's $1 Trillion Infrastructure Investment is Marked
with Potholes.

- The $1 trillion that President Trump wants to invest in U.S. infrastructure by way of public-private
partnerships may not be a slam-dunk for investors.

- Amid a patchwork of decaying U.S. roads, bridges, schools and water systems, an increasing share
of municipal debt is being devoted to shoring up these structures.

- Yet experts warn that, for a variety of reasons, most infrastructure projects lack the revenue
stream and return on equity needed to attract private investors.

For a variety of reasons, the mixed track record of rebuilding projects suggests that the $1 trillion
that President Donald Trump wants to invest in U.S. infrastructure by way of public-private
partnerships may not be a slam-dunk for investors.

As several PPPs have demonstrated recently — such as the Chicago Skyway’s $2.83 billion sale in
2015 and Westinghouse Electric’s high-profile bankruptcy declaration in March — infrastructure
funding can swing from success story to cautionary tale.

Amid a patchwork of decaying U.S. roads, bridges, schools and water systems, an increasing share
of municipal debt is being devoted to shoring up these structures. According to data from investment
management firm PIMCO, about 58 percent of the outstanding tax-exempt municipal debt in the
Barclays Muni IG Index is issued for infrastructure purposes.

Yet experts warn that, for a variety of reasons, most infrastructure projects lack the revenue stream
and return on equity needed to attract private investors.

“We see a lot of need for infrastructure investment, but the areas where [it’s needed] are not
necessarily aligned with what public-private partnerships may target, or with what the state and
local governments might be willing to turn over to a private operator,” David Hammer, executive
vice president and head of municipal bond portfolio management at PIMCO, told CNBC in a recent
interview.

In view of past experiences, “it’s unlikely that you'd see state and local governments use public-
private partnerships to address water and sewer needs,” for example, Hammer added.

That’s true even for cash-strapped cities like Detroit, whose water and sewer system is one of its
more valuable assets — making officials reluctant to fully privatize the system, he added.

To be certain, there’s still a healthy appetite for public-private investment for massive projects such
as New York’s $4 billion overhaul of a major terminal at LaGuardia Airport. Meanwhile, a more than
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$1 billion revamp of John F. Kennedy International’s Terminal 8 was considered a success for private
investors.

However, Westinghouse’s cost overruns for its nuclear power plants show how hard it’s become for
private entities to ensure an appropriate rate of return when the political or regulatory winds shift
against them. Given the long timetable required to birth such projects, roadblocks can be hard to
predict.

“These are often generational projects. The idea is that the requirements surrounding those
projects, for the safety of all of us, will change as our knowledge base changes,” said Nick Venditti, a
portfolio manager at Thornburg Investment Management.

With the exception of toll roads and some airports — where forecasting traffic patterns and revenue
streams can be easier — Venditti doesn’t see the public-private partnership model in municipalities
as sustainable over the long term, largely because of how hard it is to project an attractive revenue
stream for most infrastructure projects.

George Friedlander, a veteran muni analyst with Court Street Group Research, said that while PPPs
don’t have a strong track record as a viable financing method, technology may alter the landscape.
“Technology drives the case for getting the whole package designed and having a private entity
involved earlier in the game than has been the case historically,” he said.

‘Default rates relatively low’

Meanwhile, a potential wildcard could be the Federal Reserve, which is expected to raise borrowing
costs through rate hikes, and tax reform that may dim the benefits of muni bonds, many of which are
tax exempt.

PIMCO’s Hammer thinks the risks are fairly low given that the asset class historically outperforms
other fixed-income asset classes when the Fed hikes rates. He also argued they’re less risky than
corporate debt.

Lower-rated investment grade munis “actually default less frequently than [higher-rated] corporate
bonds despite all the headlines of the last five years, with Puerto Rico, Detroit, [and] Jefferson
County, Alabama, all going through bankruptcies,” Hammer said, citing data from Moody’s Investors
Service.

“The cumulative bankruptcy percentage hasn’t gone up for the asset class, so we still see default
rates as relatively low,” he added.

Friedlander noted that rating agencies have made it clear that more states have weakened in credit
quality recently, due largely to public pension pressures and slower tax revenue growth. However,
the number of actual defaults on rated municipal debt remains low, and he doesn’t expect that to
change.

David Bogoslaw, special to CNBC.com

Saturday, 13 May 2017 | 9:00 AM ET




Los Angeles School District Is Top U.S. Municipal Bond Sales Next Week.

NEW YORK (Reuters) - The Los Angeles Unified School District, California’s largest school district,
plans to sell nearly $1.1 billion of general obligation refunding bonds in the biggest U.S. municipal
bond offering next week.

The debt, backed by county property taxes, will refund 2007 bonds that have July 1 call dates.
Through lead underwriter Morgan Stanley, the district will hold a one-day retail order period on
Monday, with institutional pricing on Tuesday, according to a presentation for prospective
bondholders.

The second biggest school district in the United States, Los Angeles had 625,434 students enrolled
in kindergarten through 12th grade in fiscal 2017 and $10 billion of general obligation bonds
outstanding.

It is in the midst of a $25.6 billion to upgrade buildings and construct new schools.

Altogether, issuers plan to offer an estimated $9.4 billion of U.S. municipal bond and note sales next
week as investors have maintained a steady interest in the muni market.

Investors have put money into muni funds for the last five weeks straight. Funds had $605 million of
inflows for the week that ended May 10, the second-biggest week of inflows since January, according
to Lipper, a Thomson Reuters unit.

Other issuers coming to market next week with big deals include the Dormitory Authority of New
York, for New York University taxable bonds, and the District of Columbia.

Reuters
By Hilary Russ
May 12, 2017, at 5:41 p.m.

(Reporting by Hilary Russ; Editing by Leslie Adler)

Commentary: Advances in Advance Refunding.

An advance refunding is a complex transaction. There are several moving parts, and it is easy to lose
track of where the value is. Two recent papers on this topic are Don’t Waste a Free Lunch:
Managing the Advance Refunding Option in the Journal of Applied Corporate Finance, and Advance
Refundings of Municipal Bonds, forthcoming in the Journal of Finance.

As some may recall, the authors of the latter paper made the stunning assertion in their 2013 draft
(still posted on the SSRN website) that advance refunding always destroys value. In other words,
this widely used transaction can never be optimal. If true, the practitioner community has been
universally wasteful. In a Bond Buyer commentary (Advance Refunding: A Misguided View from the
Ivory Tower, Sept. 10, 2013), I pointed out the faulty logic of this claim — the authors relied on
general economic principles, without understanding the actual mechanics of the transaction.

Fast forward to 2017. After seeing that the paper was accepted by the Journal of Finance, I
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wondered how the authors handled the flaw of their central claim in 2013. It turns out they made a
complete U-turn; the central claim has vanished. In fact, they inserted a counterexample showing
that advance refunding can be optimal. Better late than never! However, without the (flawed)
original claim, it is unclear that what remains is particularly new or insightful. The paper also
displays a lack of familiarity with the muni market in its failure to recognize the dominance of 5%
non-call 10 bonds, which are tailor-made for advance refunding. A discussion of what went wrong in
2013 would have been a service to the academic community.

In the “Free Lunch” article Lori Raineri and I examine the value of the advanced refunding option
(ARO). To begin with, the ARO is free to issuers — for well-known reasons, investors actually prefer
advance-refundable bonds. Quantifying its value is challenging, due to the imperfect correlation
between the issuer’s funding cost and Treasury rates; the former determines the refunding rate, and
the latter the escrow yield. At the historically low Treasury rates prevailing today, the value of the
ARO of a new 20-year 5% NC-10 bond is roughly 1% of face amount. The figure below puts this in
perspective - the value of the call option is roughly 5% of face value, with the total optionality being
6%. The option values increase with higher coupons, as expected. But let’s keep in mind that
although higher coupons provide more option value (as a percent of par), they also reduce the size of
the issue.

[x]

The key point of our paper is that an ARO should not be wasted by advance refunding near the call
date. The “free lunch” to consider here is the ARO of the replacement issue. Advance refunding is
permitted only once in a funding’s lifecycle. Thus the replacement of an advance refunded issue is
ineligible for advance refunding, but if an issue is called (current refunded), the ARO remains alive.

The efficiency of refunding is quantified by the percentage of the option value captured by
transacting. The figure below shows the effect of including the ARO of the replacement issue. As the
darker blue line indicates, it is considerably lower than when the ARO is ignored, signaling that
advance refunding close to the call date wastes a free lunch. A preferable alternative is to construct
a hedge which locks in savings, while retaining the ARO.

Issuers and their advisors can use these findings to make better advance refunding decisions.
Specifically, recognize that you lose advance refunding option of the replacement issue when you
pull the trigger close to the call date. And instead of obsessing over negative arbitrage, use
refunding efficiency as your signal to transact.

The Bond Buyer
By Andrew Kalotay

May 09 2017, 10:27am EDT

Munis: Downgrades Rise a Percentage of Rating Actions in Q1.

Fitch bumped up its negative rating watch listings, but didn’t issue any positive rating
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watches in Q1.

While the first quarter was the 12th consecutive quarter where upgrades outpaced downgrades, it
outpaced them by a smaller percentage than last quarter, according to a new report from Fitch
Ratings.

In the fourth quarter of 2016, downgrades were just 25% of all rating actions. In the first quarter of
this year, downgrades were 40% (37 of 151 ratings actions).

Jessalynn Moro of Fitch’s U.S. Public Finance group also notes that the downgrades were bigger in

terms of dollar value this quarter — mostly due to the downgrade of Illinois.

While upgrades outpaced downgrades, we saw a higher par value on the downgrades
this quarter due to the Illinois downgrade of nearly $30 billion. This one downgrade
accounted for 68 percent of all downgrades this quarter.

Fitch downgraded Illinois from triple-B-plus to triple B in February. That’s the second lowest
investment grade rating.

Fitch also notes in its report that there was a pretty big bump in “rating watch negative” listings —
to 28 from 20. The average for the last four quarters is 21.75. No securities were listed as “rating
watch positive.”

Positive rating outlooks (a longer-term measure than a ratings “watch”) decreased to 86 from 91 in
4Q16, and negative rating outlooks decreased to 109 from 118.

Barron’s

By Amey Stone

Updated May 8, 2017 12:07 p.m. ET

Municipal Bonds Attractive Again as Trump Euphoria Wanes: Pimco
Policy stumbles can be bullish for munis

Municipal bonds are starting to draw investor interest as investors take in President Donald Trump’s
early pro-growth-agenda stumbles, said David Hammer and Matthew Sinni, credit strategists at
bond giant Pimco.

“While we think it’s too early to shout ‘all clear,” investors now have more information about policies
likely to affect the municipal bond markets this year, and relative valuations are looking more
attractive than they did a few months ago,” they said in a note.

After Trump’s election, munis were pummeled by fears that his agenda of large fiscal stimulus
measures, including tax cuts, could pare demand for municipal securities. The prospect of tax
changes could dull the attraction of those securities, which depend on investors looking to benefit
from the income-tax exemption munis offer.
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However, a failure to repeal and replace Obamacare, along with a lack of specifics on Trump’s tax
plans, have cast doubt on the president’s ability to easily implement his policies. Trump’s troubles,
which comes despite Republican control of the Senate and House, has contributed to a bullish
environment—at least for the moment—for muni bonds, the Pimco strategists said.

“Slower-than-expected policy progress and a Republican majority that lacks a unified vision for
health care or tax reform make it more likely that an eventual fiscal boost won’t occur until 2018
(and may be smaller than initially expected),” they said.

“The upshot is a tax reform backdrop for municipals that, while not without risk, has modestly
improved since the beginning of the year and (if realized) would not fundamentally alter the long-
term valuation paradigm for tax-efficient investors,” they said.

Also, the relative value of munis versus Treasurys is also compelling, they said. The municipal/
Treasury yield ratio, a measure comparing Treasury TMUBMUSD10Y, -0.27% and municipal bond
yields, is at 92%. Any number above the historical average of 80% is considered a sign municipal
bonds are oversold and cheap compared with Treasurys.

Hammer and Sinni point out that high-yield municipals NHMAX, +0.00% for example, appear more
attractive than high-yield corporate bonds HYG, +0.05% In 2017, the spread between high-yield
municipal bonds and Treasurys surpassed that of high-yield credit, mainly because of a scramble for
income against a backdrop of meager interest rates, with the 10-year Treasury benchmark offering a
yield of 2.32%.

Funds focusing on municipal debt have notched a five-week streak of net inflows, according to data
from EPFR Global.

Falling inflation expectations from lower energy prices also has helped spur appetite because lower
consumer prices help to mitigate the corrosive effect of inflation on a bond’s fixed payments. Signs
of slack in hiring, which suggest that wages are holding lower, can also contribute to weaker
inflation expectations.

So-called break-even levels for Treasury inflation-protected securities, that is, the bond market’s
estimation of expected inflation, have fallen. The five-year break-even rate, or average expectations
over a five-year period, fell as low as 1.65% on April 18 from the two-year peak of 1.97% on Jan. 27,
a week after Donald Trump had entered the White House, data from the Federal Reserve Bank of St.
Louis shows.

To be sure, others argue different employment indicators could show an economy at full employment
and that energy prices have only a fleeting impact on inflation. The jobless rate continues to stay at
4.5%, matching prefinancial crisis levels, and the Bureau of Labor Statistics reported wages had
grown 0.8% in March.

MarketWatch
By Sunny Oh

May 3, 2017 5:35 p.m. ET




Senate Nixes Obama-Era Retirement Rule.

The Senate nixed an Obama-era regulation Wednesday that made it easier for states to create
retirement plans for some workers.

Senators voted 50-49 on the House-passed resolution, rolling back a rule meant to encourage states
to create retirement plans for private-sector workers who do not have access to an employer-based
retirement plan.

GOP Sens. Bob Corker (Tenn.) and Todd Young (Ind.) voted against repealing the rule. Sen. Dick
Durbin (D-Il.), who had outpatient surgery this week, missed the vote, which allowed the Senate to
avoid a tie and pass the measure.

The Obama-era rule, implemented in October 2016, would exempt the state-created plans from the
Employee Retirement Income Security Act, or ERISA, a law that outlines rules for workplace
savings.

Congress eliminated a similar regulation last month that targeted a state’s “political subdivisions”
such as cities and counties.

Republicans argue the Labor Department rules are another example of executive overreach under
the Obama administration and are overly burdensome for businesses.

“States ... are already using this authority to impose new mandates on both large and small
employers, including start-up businesses. Some of the mandates apply regardless of the size of the
businesses,” said Sen. Orrin Hatch (R-Utah), the chairman of the Finance Committee.

Majority Leader Mitch McConnell (R-Ky.) added that the Obama rule would give “government-run
retirement plans with a competitive advantage over private sector workplace plans, while providing
fewer basic consumer protections to the workers who would be forced to contribute to them.”

But Democrats and outside groups urged their GOP counterparts to buck the resolution, warning
that the state-started plans could help prevent a “retirement crisis” for low-income workers.

Senate Minority Leader Charles Schumer (D-N.Y.) and House Minority Leader Nancy Pelosi (D-
Calif.) issued a joint statement asking President Trump to veto the resolution and keep the Obama-
era rule in place.

“We strongly urge the President to veto the bill if it is passed by the Senate today, which would show
he really did mean it when he said he understood the plight of the American worker. If President
Trump vetoes this misguided bill, Democrats in Congress will stand by him and ensure the veto is
sustained,” they said.

The AARP also sent a letter to senators this week urging them to keep the Obama-era rule, noting
that tens of millions of Americans don’t have access to a workplace savings account.

“AARP urges the Senate to allow state flexibility to support more private retirement savings
opportunities, and to vote no on H.J. Res. 66,” the group wrote.

Finance officials with roughly two dozen states also sent a letter earlier this week warning that
without access to a savings account, workers could retire in poverty.

“States are pursuing a multitude of solutions to address this growing retirement savings crisis,” they
wrote. “We insist that states be allowed to maintain their constitutional rights to implement such
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legislation.”

GOP lawmakers are using the Congressional Review Act to undo regulations implemented late in
former President Barack Obama’s tenure by a simple majority.

THE HILL

BY JORDAIN CARNEY - 05/03/17 06:25 PM EDT

Senate Votes to Repeal Labor Department Rule on State-Run Retirement
Plans.

The U.S. Senate voted narrowly on Wednesday to repeal an exemption from strict federal
protections that former President Barack Obama’s Labor Department had given to state-sponsored
retirement savings plans for lower-income workers.

The exemption, championed by states such as California but opposed by the mutual fund industry,
had freed the state-run plans from the strict compliance requirements of the Employee Retirement
Income Security Act, or ERISA.

Private-sector workers whose employers do not offer 401(k) or other retirement benefits, and who
often have low incomes, are automatically enrolled in plans being launched in some states, such as
Illinois. States say the exemption would have let employers pass workers’ money into plans without
footing ERISA compliance costs.

It stoked fights in Washington, however, over the reach of federal regulation, states’ rights and
income inequality.

The Republican-led Senate passed the resolution repealing the exemption by a vote of 50-49. The
House of Representatives, also controlled by Republicans, previously approved the measure, which
President Donald Trump is expected to sign into law.

It was the 14th Obama-era rule killed by Congress under the once-obscure Congressional Review
Act, which allows lawmakers to repeal newly minted regulations and forbids agencies from enacting
similar rules in the future.

In mid-April, Trump signed a nearly identical resolution affecting city-run retirement plans, which
are in the design stages. But the resolution for state-run plans was stuck in limbo for weeks, as
Republicans struggled to gather votes and major lobby groups representing retirees and business
interests turned up the heat on lawmakers.

Senator Dick Durbin, an Illinois Democrat, missed Wednesday’s vote because of minor heart
surgery, helping the Senate avoid a tie.

Republican Senator Todd Young of Indiana broke party ranks to oppose the resolution, saying
Americans were in a “real and ongoing crisis” to save enough money for retirement.

“While state-based retirement plans are not my first choice, if implemented carefully, they could
help close the retirement savings gap,” he said in a statement to Reuters.
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The California plan’s primary champion, Democratic state Senator Kevin de Leon, expressed outrage
at the vote, saying taxpayers would ultimately foot the bills of people who retire without adequate
savings.

“Wall Street investment firms fear their profits will take a hit ... even though the investment industry
has historically ignored middle- and lower-income workers at medium- and small-sized businesses,”
he said in a statement.

The mutual fund, insurance and securities industries said the exemption would have denied some
workers protections that are guaranteed for others.

“Denying ERISA protections to workers who are automatically enrolled would limit their legal
remedies to fight against high fees or mismanagement of the plans,” said Paul Schott Stevens,
president of the Investment Company Institute, a trade group representing funds holding $19.3
trillion in assets and that are often used to save for retirement.

Reuters
Wed May 3, 2017 | 8:24pm EDT
By Lisa Lambert and Sarah N. Lynch | WASHINGTON

(Reporting by Lisa Lambert and Sarah N. Lynch; Editing by Peter Cooney)

Senate Repeals Safe Harbors for State IRA Initiatives.

The Senate narrowly approved a resolution Wednesday to rescind federal safe harbors for states to
set up private-sector retirement programs for small businesses.

The vote was 50 to 49, largely along party lines. It mirrors a resolution passed by the House on Feb.
15.

A similar resolution that rescinded safe harbors for cities and other large political subdivisions was
passed by both chambers and signed on April 13 by President Donald Trump, who is expected to
sign the state version shortly.

Senate Finance Committee Chairman Orrin Hatch, R-Utah, urged Senate colleagues on the floor to
support the resolution against such programs, which he said would impose conflicting and
burdensome mandates on private-sector businesses of all sizes and eliminate long-standing federal
protections for retirement workers. “The regulation also encourages states to bar private workers’
access to their retirement accounts and it would let states invest private workers’ retirement assets,
ignoring provisions in federal pension law that require prudent pension investment practices and
that ban kickbacks and self-dealing,” Mr. Hatch said during floor debate.

Sen. Chris Murphy, D-Conn., whose state is implementing one such program, chastised his Senate
colleagues for not letting states find innovative ways to increase retirement savings. “This is a crisis
and if we’re not going to deal with it and the industry is not going to deal with it, let states deal with
it,” he said.

Sen. Ron Wyden, D-Ore., whose state is launching a pilot phase of its OregonSaves program in July,
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said state initiatives “are commonsense steps to address a national crisis,” and criticized his
colleagues for not offering alternatives.

“This legislation puts special interests before working people. It’s that simple,” Mr. Wyden said on
the Senate floor.

Illinois Treasurer Michael Frerichs, whose state is working to have its auto-enrollment, payroll-
deducted retirement savings account program ready for enrollment by the end of the year, said in an
interview that the vote “just seems very hypocritical. It will take away a protection that we fought
very hard for to protect Illinois employers, and it is anti-states’ rights.” With legislation already
passed to create the program, “we intend to move forward,” Mr. Frerichs said.

California Treasurer John Chiang echoed that sentiment, saying in a statement that after consulting
with legal and legislative experts, “while Congress has dealt Californians a setback, it is not enough
to push us off our moral and legal high ground.”

Joshua Gotbaum, chairman of the Maryland Small Business Retirement Savings Program and Trust,
said that the state “has been assured by its lawyers that this program is legal and is going to
proceed to help provide retirement savings for one million Marylanders.”

PENSIONS & INVESTMENTS
BY HAZEL BRADFORD | MAY 3, 2017 6:23 PM | UPDATED 3:42 PM

— Contact Hazel Bradford at hbradford@pionline.com | @Bradford PI

SIFMA Statement on Senate Passage of CRA Resolution on State Retirement
Plans.

Washington, DC, May 3, 2017 - SIFMA today issued the following statement from Lisa Bleier,
SIFMA managing director and associate general counsel on Senate passage of on H.]. Res. 66 to
override the Department of Labor’s (DOL) regulation relating to savings arrangements established
by states for non-governmental employees.

“We commend the Senate for passing the resolution to permanently protect private-sector
retirement savers from losing access to important retirement savings options and safeguards. The
DOL'’s regulation could leave workers saving for retirement without important protections including
survivors benefits, spousal benefits, children’s benefits and inter-state portability. Under this
guidance, states could have created plans that restrict options and limit plan customizability while
prohibiting an employer match, which is crucial to maximizing retirement savings.

“While we agree that more must be done to encourage Americans to save for retirement, exempting
state plans from providing important protections for workers is not the solution. This resolution
ensures that retirement savers have the same high-level protections and options available to workers
under private plans. We urge the President to sign this resolution without delay.”



https://bondcasebriefs.com/2017/05/09/finance-and-accounting/sifma-statement-on-senate-passage-of-cra-resolution-on-state-retirement-plans/
https://bondcasebriefs.com/2017/05/09/finance-and-accounting/sifma-statement-on-senate-passage-of-cra-resolution-on-state-retirement-plans/

How Wall Street ‘Innovations’ Cost Taxpayers Millions.

What do the City of Chicago and Jefferson County, Alabama, have in common with Riverside,
California, and a school district north of San Diego? These local governments have lost millions of
dollars by using creative municipal finance. And if citizens around the country aren’t vigilant and
outspoken, their city, county or school district may become the next victim of an unnecessarily
complex bond deal.

Perhaps the worst victim of municipal financial “innovation” was Jefferson County, Alabama, which
filed for bankruptcy after its financing arrangements known as interest rate swaps blew up. With an
interest rate swap, a borrower can issue variable rate bonds while still paying a fixed rate of interest
— a transformation achieved through an arrangement with a bank. After suffering a series of rating
downgrades, the City of Chicago paid $270 million to close out swaps and convert its variable rate
debt to fixed.

Why bother with such complicated deals in the first place? Bankers who promoted interest rate
swaps argued that municipal issuers would have lower interest costs overall by borrowing at
variable rates. But fees banks collected for arranging the swaps offset these savings. Also, because
bankers are more knowledgeable about swaps than politicians and government finance staffers, the
terms and conditions of these deals often protected banks at the expense of borrowers.

Here’s another example of how innovative finance benefitted the financiers more than taxpayers.
One product sold as a way of lowering interest costs was called the Auction Rate Security (ARS).
This instrument allows cities to meet long-term financing needs in the money market. Every four
weeks the bonds are rolled over to the money market participant willing to receive the lowest
interest rate over the next four weeks. Since short-term interest rates are usually lower than long-
term rates, the city saves money.

This seemed like a brilliant idea — until it stopped working. Money market funds don’t want credit
risk because they have to be ready to redeem shareholder funds at any time. Thus, they invest only
in AAA-rated securities. Most U.S. local governments aren’t rated AAA. The way they could get into
the auction rate market was to buy a municipal bond insurance policy from a specialized, “monoline”
insurer like Ambac or FGIC.

These insurers were rated AAA, but, by early 2008, investors realized that they were no longer safe
because the companies had also insured toxic mortgage-backed securities. Demand for ARS dried up
and many auctions had no bidders. But the banks that created ARS and ran the auctions had
protected themselves: When auctions failed, they were entitled to receive a penalty rate from the
city of as much as 20 percent. To avoid paying this usurious rate month after month, many cities
refinanced their ARS with traditional municipal bonds — paying additional origination costs to
financial intermediaries in the process. Riverside, a city east of Los Angeles, lost over $12 million
when the ARS market collapsed.

Ultimately, Ambac and FGIC went bankrupt, despite their AAA ratings. Every municipal bond insurer
failed or suffered large credit rating downgrades during the financial crisis. In retrospect, we can
see that the whole municipal bond insurance industry arose from misaligned credit ratings. The
cities had less credit risk than the insurers, yet they had lower ratings. Some observers — most
notably Bill Ackman — realized that monoline insurers were overrated well before 2008, so this
rating agency error cannot be dismissed as a case of 20/20 hindsight.

The municipal bond insurance industry started in the 1970s and peaked shortly before the financial
crisis, when more than half of all new municipal bonds carried insurance. In 2007, government bond
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issuers paid more than $1.5 billion in bond insurance premiums — for an insurance product that
often proved worthless.

By 2010, only a handful of new bonds were being insured, but then the industry began to recover.
Two insurers have achieved AA ratings from S&P and AA+ ratings from Kroll, an industry upstart. In
2015, over 6 percent of new municipal bonds were once again being insured.

For a new Mercatus Research paper, Dr. Kenneth Kriz and I calculated “All-in Total Interest Costs”
for general obligation bonds issued by California school districts rated AA and below (All-in TIC is
the municipal bond market equivalent of Annual Percentage Rate, considering both upfront
origination costs and periodic interest expenses). About half the sample was insured. After adjusting
for ratings, deal size, market interest rates and other factors, we found that districts purchasing
insurance did not achieve statistically significant cost savings. The insurance premiums paid by the
school districts offset the benefits of lower interest rates, so buying insurance was not worthwhile.

Since there is no record of a California school district defaulting on general obligation bonds, I
question whether there is any default risk that needs to be insured against. Debt service payments
for the bonds are generated from a separate, dedicated property tax levy. If a district gets into
financial trouble, it cannot use bond tax revenues to balance its books.

Dr. Kriz and I found one factor that greatly influenced APRs paid by these districts: whether they
used Capital Appreciation Bonds (CABs). CABs are zero coupon instruments, meaning there are no
annual interest payments, just a balloon payment at maturity. But because these bonds accrue
interest on interest, they are more expensive over the long term.

School districts and other borrowers use CABs to lower financing expenses in the years after a bond
deal launches, at the cost of much higher payments years in the future. This is not merely a way to
kick the can down the road, but a way to maximize the size of bond issuances.

California state law limits the amount of debt service a school district can incur as a percentage of
assessed property values. When districts and their financial advisors structure bond issues, they
assume that property values will rise rapidly over the life of the deal. Thus, by backloading more
debt service toward the end of the bond’s life, they can maximize the amount of money they borrow
— violating the spirit but not the letter of debt service limits. In the process, they effectively
mortgage the homes of future residents. Poway Unified School District, north of San Diego, is
perhaps the worst victim of CABs: A few years ago, the district issued $179 million of bonds carrying
lifetime debt service payments of $1.27 billion.

When it comes to municipal borrowing, the KISS (Keep It Simple Stupid) principle should normally
apply. Plain vanilla structures made up of uninsured, fixed rate, current interest (as opposed to zero
coupon) bonds have proven themselves across decades of municipal finance. They are readily
understood, have relatively low upfront costs and generally do not produce nasty surprises. As
citizens and taxpayers, we should be asking our city council members and school board trustees
tough questions whenever they depart from this time-tested model. If they can’t provide convincing
answers, it may be time to elect someone else.

The Fiscal Times
By Marc Joffe

May 1, 2017



U.S. Muni Bond Sales Next Week Total $9.6 bln I.ed by Hawaii.

May 5 The state of Hawaii is among the top deals scheduled to hit the U.S. municipal bond market
next week, when an estimated $9.6 billion of new bonds and notes are expected to sell, according to
preliminary Thomson Reuters data.

Hawaii, which recently received an improved outlook from Fitch Ratings, plans to sell $856 million
of general obligation bonds to fund various public improvement projects for schools, community
colleges, universities, libraries and parks.

Fitch in April revised its Hawaii rating outlook to positive from stable, citing improvements to the
state’s long-term liabilities, strong financial flexibility as the state implements pension and other
post-employment benefits reforms, and a resilient economy.

Other top deals scheduled to sell next week on the municipal market are $915 million of hospital
revenue bonds from Ohio’s Cuyahoga County for the Metrohealth System, and $838 million of
limited tax schoolhouse and refunding bonds from Texas’s Houston Independent School District.

Next week’s expected total sales of $9.58 billion compares to the weekly average of $6.7 billion thus
far in 2017. Next week’s deals are made up of $7.9 billion from the negotiated calendar and $1.7
billion from the competitive calendar, according to preliminary Thomson Reuters data.

Reuters
By Robin Respaut
May 5, 2017 | 12:25pm EDT

(Reporting by Robin Respaut; Editing by James Dalgleish)

Puerto Rico’s Bankruptcy a ‘Dramatic Reshaping’ of Muni Risk.

Municipal Market Analytics’ Matt Fabian expects the muni market’s default rate to roughly double
thanks to Puerto Rico’s bankruptcy.

The muni market hasn’t posted much reaction to Puerto Rico’s mammoth bankruptcy filing this
week. The iShares S&P National AMT-Free Municipal Bond Fund (MUB) stayed right around $109,
roughly where it has been for the past three months.

But that doesn’t mean muni investors should be shrugging off the largest bankruptcy filing in U.S.
history.

Municipal Market Analytics’ Matt Fabian puts it in pretty start terms in his Default Trends report
Friday. Here’s his summary of his report:

Assuming all remaining Puerto Rico bonds end up in payment default, as now appears
likely, the municipal market’s total for bonds in default will have roughly doubled to
$74B, with Puerto Rico issuers accounting for 85% of that total. This would also roughly
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double the municipal market’s current default rate from 1.02% to 1.93% (versus 0.30%
excluding Puerto Rico bonds). This is a dramatic reshaping of the industry’s overall risk
profile and will doubtless drive at least somewhat more conservative investor behavior in
the future, in particular as regards large distressed governments like IL, NJ, CT, KY, and
Chicagoland credits.

Barron’s
By Amey Stone

May 5, 2017 4:49 p.m. ET

6 Things Investors Should Know About Municipal Bond Insurance: Schwab
Key Points

- Owning an insured municipal bond can help ensure timely interest and principal payments in the
rare instance that the issuer defaults.

- The “cost” of municipal bond insurance usually comes in the form of a lower yield.
If you're considering investing in insured munis, we believe the underlying rating—and not the
insured rating—should fit your risk tolerance.

What's the case for investing in insured municipal bonds? This isn’t a question many investors have
had to ask in recent years.

The financial crisis in 2008 cut down most of the market’s insurers, so the chances of finding a
newly issued insured muni have been pretty low in recent years. However, that may be changing
now that the industry is showing signs of life again.

To be sure, the share of newly issued munis covered by insurance is still small—only around 6%,
according to Bloomberg—but that’s up from just 3% in 2013. Before the crisis, nearly half of all
newly issued munis were insured.

So although the market is still a far cry from its pre-crisis days, it is growing again. Here are six
things to consider before investing:

Continue reading.
Schwab
By Cooper J. Howard

May 4, 2017

6 Questions Bond Investors Should Be Asking Right Now.

As interest rates rise, finding the right fixed-income strategy is crucial
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The Federal Reserve is raising interest rates, and there are several questions that savers and bond
investors would like answered.

For example, to be blunt: Is my savings account going to pay any worthwhile interest at some point?!
(The answer: probably not soon. But there are alternatives.)

If this all sounds familiar, it should: Many bond-market strategists had expected bond yields would
be a lot higher by this point in the economic recovery, perhaps even making a savings account
desirable. But a climb in rates seems to be getting closer.

With inflation ticking higher, the Fed now anticipates lifting short-term rates more rapidly. Officials
also are discussing winding down the Fed’s huge bond portfolio, accumulated during the recession
to damp yields. Such a move would eliminate a major source of demand for government bonds,
whose prices fall as yields rise.

And meanwhile, Washington lawmakers are talking about tax cuts and infrastructure spending that
could stoke growth and lift inflation.

Amid such developments, “you need to be really careful about how you invest the fixed-income part
of your portfolio,” says Terri Spath, chief investment officer at Sierra Investment Management in
Santa Monica, Calif.

She and others say there are some smarter ways to play this: Avoid putting any cash that might be
needed soon into bonds. Keep additional funds around to invest later, at potentially higher rates.
Dial back on rate-sensitive holdings, and further limit risk by owning a range of U.S. and foreign
bonds.

Here are six questions for savers and those who own bonds or are considering buying them:

1. What risks do rising rates pose for bonds now?

One threat is to short-maturity bond funds and exchange-traded funds, which some investors may
think are immune to rate risk. These commonly have average maturities of around two years and aim
to generate 1% to 2% in annualized yield.

After raising rates twice since last fall, Fed officials expect to boost rates another five or six times by
the end of 2018, lifting the Federal Reserve’s rate target to around 2.25%-2.5% from about 1% now.

Bond yields move the opposite way as prices. Although short-term funds are less affected by yield
changes than those that own longer maturities, many have a rate sensitivity of around two. If yields
rose by one percentage point, that would result in a 2% decline in principal value—more than an
investor would get back in interest paid by such a fund.

“If you are an investor who really can’t stomach any losses, you should be in a money-market fund”
where principal value would remain steady, says Emory Zink, analyst at fund-trackers Morningstar
Inc.

2. Where can investors get reasonable returns on cash?

Although short-term rates are rising, banks—not the market—decide what rate of interest they will
pay on savings. The national average rate today is just 0.08%, and banks will raise rates slowly since
doing so will boost their profitability.



Some money-market funds yield closer to 1%. Their yields will rise gradually, though lagging behind
the Fed’s rate increases.

For the best combination of yield and safety, investors might consider putting money into a high-
yielding, federally insured bank savings account, says Bankrate.com chief financial analyst Greg
McBride. Such accounts are offered by virtual institutions that are courting depositors. Two such
banks, Goldman Sachs Group Inc.’s GS Bank and the CIT Bank unit of CIT Group, are advertising
rates above 1%.

3. Which bonds offer some protection against rising rates?

One way to diversify against U.S. rate risk is with bonds issued in other countries whose rate cycles
aren’t in sync with that in the U.S. Raman Srivastava, managing director for global fixed income at
Standish Mellon Asset Management Co., cites emerging-markets bonds as among “the more
compelling opportunities” after investors fled such bonds several years ago. Yields can top 5%,
offering a bigger offset to the impact of rising yields.

Moving lower on the U.S. credit ladder is another solution. High-yield bonds (or junk bonds) issued
by companies with weaker credit ratings can yield more than 6%.

But be cautious about loading up on such securities to the exclusion of higher-quality bonds. While
higher-yielding bonds are less vulnerable to rising yields, they are very sensitive to worries about
defaults and can be volatile, notes Scott Kimball, portfolio manager of BMO TCH Core Plus Bond
Fund (BATCX). In 2015, he says, some high-yield bonds issued by energy companies plunged in price
during the oil-market swoon.

4. How can investors lock in better income as rates rise?

Traditionally investors did that by building a ladder of bonds having sequential maturities. As the
nearest matured, the proceeds were reinvested in a new bond due to mature several years later,
when the investor hoped to reinvest at an even higher yield.

Alternatively, an investor could build a ladder with defined-maturity bond ETFs, says David Berman,
chief executive of Baltimore-based wealth manager Berman McAleer. Unlike conventional bond
ETFs, which periodically buy new bonds to replace maturing ones, defined-maturity ETFs own bonds
with closely bunched maturities. After all the bonds mature, the ETF repays principal and interest.

Mr. Berman uses Guggenheim BulletShares ETFs, which are available in either investment-grade or
high-yield corporate versions. BlackRock’s iShares unit offers defined-maturity ETFs that own
taxable corporate bonds or tax-exempt municipal bonds.

5. What are the alternatives to fixed-rate bond funds?

Floating-rate funds—sometimes called senior-loan or bank-loan funds—can be a good defensive play
when rates are rising.

Such funds own loans made by banks to companies with lower credit ratings and yield 4% or more.
The rates on the loans periodically adjust up or down, based on changes in a benchmark index such
as the London interbank offered rate, or Libor, so a fund’s yield moves higher as rates rise.

One concern is that surging demand for such funds is enabling companies now to get much more
lenient borrowing terms, says Frank Ossino, who oversees Virtus Senior Floating Rate Fund (PSFRX)



at Newfleet Asset Management, in Hartford, Conn. Mr. Ossino cautions that another downturn
eventually could spark defaults on lower-grade loans, denting a fund’s returns. Funds that yield
more than peers may own a larger percentage of such loans, he says.

Among senior loan funds that Morningstar rates highly are Eaton Vance Floating-Rate (EVBLX),
Lord Abbett Floating Rate (LFRAX) and Fidelity Floating Rate High Income (FFRHX).

6. Are mutual funds or ETFs better at this point in the cycle?

Active managers can reposition a portfolio to trim rate risk, moving to bonds that are less rate-
sensitive. But ETFs may be a good choice because they charge much lower management fees—a
benefit at times when bond returns are slim by historic standards.

Still, people who plan to buy an ETF need to understand what they are getting, says Josh Jalinski, an
adviser in Toms River, N.J. ETFs that focus on certain narrower sectors, such as iShares 20+ Year
Treasury Bond ETF (TLT), can be volatile, posing more risk of mistiming a purchase or sale, he says.

Some ETFs hedge against rising rates. They include WisdomTree Barclays Interest Rate Hedged
U.S. Aggregate Bond Fund (AGZD), which yields about 2%, and Deutsche X-trackers Investment
Grade Bond Interest Rate Hedged ETF (IGIH), which recently yielded about 3%%.

Hedged funds outperform when rates rise, but may underperform when rates are falling, says Todd
Rosenbluth, director of ETF and mutual-fund research at CFRA, a New York-based provider of
investment research. “By hedging, you protect against something, but also you can miss something,”
he says.

The Wall Street Journal
By Michael A. Pollock
May 7, 2017 10:15 p.m. ET

Mr. Pollock is a writer in Ridgewood, N.J. He can be reached at reports@wsj.com.

Fund Investors Are Betting Big on Infrastructure.

The payoff might be years away, and there are risks, but proponents see the trend on their
side

Emboldened by President Donald Trump’s campaign promise of a $1 trillion infrastructure-spending
package, investors have plowed more than $460 million into related U.S. mutual funds and
exchange-traded funds so far this year, according to data from Morningstar Inc.

At the end of the first quarter, the amount sitting in such funds stood at $16.1 billion, up 12% from a
year earlier, though the euphoria has eased as the market begins to digest just how much stands in
the way of an infrastructure package—from shifting priorities in the White House to opposition in
Congress.

Still, those who focus on infrastructure investing say things are looking up, even if it takes a few
years for Washington to deliver a big spending package.


https://bondcasebriefs.com/2017/05/09/finance-and-accounting/fund-investors-are-betting-big-on-infrastructure/

Blackstone buys in

The Fixing America’s Surface Transportation (FAST) Act, passed by Congress and signed into law by
President Barack Obama at the end of 2015, sets up the next five years of spending for federal
transportation projects. Meanwhile, voters approved some $200 billion of infrastructure-related
ballot initiatives during November’s election, Mr. Welo says, adding that such projects are as close
to a slam dunk as a government-backed project can get.

So while Washington negotiates its spending plans, investors can position themselves to take
advantage of these FAST Act-funded efforts, as well as those at the state and local level, the pros
say.

Indeed, last month private-equity firm Blackstone Group BX -0.64% LP announced that it was
preparing to launch a unit that would invest in toll roads, bridges and other infrastructure projects.

The U.S. isn’t the only country getting ready to write fat checks. Sectors associated with
infrastructure have seen valuations creep up globally as governments seek to expand airports,
bridges and road in response to growing populations. Many infrastructure ETFs are constructed
with this global view in mind, says Brandon Rakszawski, a New York-based product manager at Van
Eck Global who oversees the firm’s hard-assets ETF product lines.

“Most infrastructure ETFs are global in nature, so investors need to realize that if they are choosing
that option for their portfolios, they may only be getting 40% or so U.S.-specific names,” Mr.
Rakszawski says. Taking a global approach can help diversify a portfolio, he says.

Beyond geography, the key to succeeding in this sector is knowing what it means to you, says Mr.
Rakszawski.

“It is important for investors to decide what they see as infrastructure—is it energy, transportation,
utilities, or some combination of those?” he asks. “Once they decide, they can start to target more
specific exposures and products that are going to give them what they want.”

As investors weigh specific subsectors, they need to be mindful of risk.

If you invest in engineering and construction companies, for example, “you need to factor in a
certain amount of commodities risk,” because many of the companies also are heavily tied to volatile
oil-and-gas or mining-related capital spending, says Andrew J. Wittmann, a Milwaukee-based senior
analyst at Robert W. Baird & Co, which manages $171 billion in assets.

Another red flag is turnover within mutual funds and ETFs.

Infrastructure projects are large and slow-moving. Once contracts are awarded for projects, it’s
relatively easy to forecast what the next three to five years will look like. Tayfun Icten, a Chicago-
based analyst with Morningstar, says a high level of turnover within a fund could signal a manager
or strategy that isn’t operating with conviction.

“Investors in infrastructure mutual funds need to be clear about what types of opportunities they are
getting access to,” Mr. Icten says.

Trillion watch

So, what of Mr. Trump’s trillion? Fidelity’s Mr. Welo expects to see a more-nuanced approach
emerge from Congress. That could mean several billion dollars in project financing annually over the



next 10 years, plus changes in tax policy, he says.

“The gas tax could be a key policy area to watch both at the state and federal level as policy makers
start looking at ways to pay for these projects.”

Municipal-bond investors may also see a rise in new issuance, as the asset class has historically been
the go-to place for project financing. State and local governments have been using low interest rates
to refinance existing debt, but issuance isn’t keeping up with maintenance needs or expansion plans.

John Miller, co-head of fixed income and head of the municipal-bond investing team at Nuveen Asset
Management in Chicago, says the muni market is showing signs of recovery and default risk is
lower.

“Investors who have been skewed toward short duration and high quality can benefit from
considering longer durations or slightly lower credit quality in this environment,” he says.

The Wall Street Journal
By Bailey McCann
May 7, 2017 10:09 p.m. ET

Ms. McCann is a writer in New York. She can be reached at reports@wsj.com.

Fitch: WIFIA Could Provide Long Overdue Boost to Water Infrastructure
Projects.

Fitch Ratings-New York-04 May 2017: Water and sewer utilities throughout the country are faced
with aging infrastructure and a rather large price tag to rectify it, which could pave the way for
substantially more investment in the space, according to Fitch Ratings in a new report.

The California drought, the Flint, Michigan toxic water crisis and cases of elevated lead levels in
drinking water across the nation have shed light on the effects of persistent underfunding of capex,
delayed system upkeep and shortages of quality water. As such, the EPA estimates roughly $655
billion in capital over the next 20 years is needed for water and wastewater infrastructure.
Answering this challenge is the Water Infrastructure Finance and Innovation Act (WIFIA). Modeled
after the successful Transportation Infrastructure Finance and Innovation Act of 1998, WIFIA’s
overarching goal is to precipitate steady investment in water infrastructure development.

“WIFIA-funded projects can potentially reduce the magnitude of increased costs to end users and
temper the need to obtain rate increases related to capital,” said Director Stacey Mawson. “WIFIA
can also spur partnerships between the public and private sectors, creating a forum for eliciting
innovative proposals and problem solving.” As such, Fitch’s approach to rating WIFIA-funded
projects will incorporate perspectives from both its Global Infrastructure and U.S. Public Finance
Water and Sewer criteria.

More infrastructure spending brought on by WIFIA means loans will be available at more appealing
terms than the financial market, which can help support an investment grade rating on a project that
would otherwise be non-investment grade. WIFIA has the potential to fund larger projects for which
State Revolving Fund (SRF) loans are hard to procure and smaller municipal utilities that may not
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have market access. That said, ‘WIFIA’s success will in part depend on timely vetting and executing
transactions to leverage the public and private commitment to move projects forward,’” said Senior
Director Yvette Dennis.

Fitch: U.S. Munis & Transportation Solid Under New U.S. Interest Rate
Outlook.

Fitch Ratings-New York-04 May 2017: Higher interest rates in the coming years should not exert
much downward pressure for U.S. public finance and transportation infrastructure, according to
Fitch Ratings in a new report.

Fitch’s Economics team expects interest rates to move higher over the next three to four years by
approximately 150-300 basis points. This new scenario also calls for real potential U.S. GDP growth
and inflation to remain at roughly 2% per year. The U.S. economy’s expected resilience to withstand
higher rates represents a significant buffer against negative credit implications. According to Senior
Director James Batterman, this outlook should by and large extend into public finance and
transportation.

“A growing economy with stable employment implies that retail sales volumes as well as taxes on
earned income should not be adversely affected,” said Batterman. “The same growth assumption
implies that property values and property tax revenues also may not be greatly impacted.”

The same limited ripple effect should hold true for infrastructure. “Revenues and volumes for
airports, seaports and toll roads tend to be a function of the general level of economic activity as
well as factors specific to the issuer,” said Batterman.

Higher interest rates do increase the hurdle rate for new investments and the cost of financing. As
such, Fitch sees this as more of an analytical consideration for issuers carrying higher leverage that
need to take on new debt. Nevertheless, most issuers would likely be able to absorb any extra costs
stemming from higher interest rates. Further, higher rates imply greater investment returns on cash
holdings.

Downside risk is not out of the realm, however. The most likely culprit would be any increase in
interest rates that is too rapid to be absorbed by the market, which would stall the housing market
and have much broader implications generally.

Fitch’s ‘Higher U.S. Interest Rate Scenario’ for municipalities and transportation infrastructure is
available at ‘www.fitchratings.com’.
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