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r"/ set of CDFA reference guides. CDFA Members save 15% or
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Introduction
* What is the Fiscal CIiff?

The Fiscal Cliff is a new term popularized by Federal Chairman Ben Bernanke referring to
the effect of a number of laws which (if left unchanged) could result in spending cuts, tax
increases, and a corresponding reduction in the budget deficit beginning in 2013. These
laws include tax increases due to the expiration of the Bush tax cuts and spending cuts

under the Budget Control Act of 2011.

December
2010
Tax Relief,
2001 Unemployment
Economic Insurance
Growth and Tax Reauthorization,
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p Need assistance with your development finance programs?

Consider CDFA’s Research & Advisory Services — offering
customized and tailored technical assistance for all of your
development finance needs. Learn more at www.cdfa.net.
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= Janney research is on our web-site at: http://www.janney.com/institutions--corporations/fixed-income-capital-markets/research--strategy
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Municipal Investors Should Expect Sequestration

# Increases in now Boue 3
tiom are contributing o el
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discumsions o resurf
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y, fat demard, and uroerta
ind and highty attractive M
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bout broader changes. to tax-e
o not, hawever, see an immediat

» [t wouid take 2 grouncibreaking compromise for political
1o satisy the B l.? Phae 2 schechle. Investors should =

= Sequester could be a credit positaee for stabe mme
cause Medicaid &= exempt. Health-care pr:.\ffwkh
moderztely afiected, and we do not think méditary hows
Mocdy's aprion tn the contrary.

# The State of Minnesota was downgraded 1o Ad. from
wezs downgraded 1o Bad from h::‘lgl:y Poody's; Northu
10 BBE+ from A by 3&F; Scranton, PR was down:

acded |
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Mumniarar Maaser CoOMMENTARY

The municpal market started 1o show some stability during
week downcrait which left the ten year AR benchmark Mun
paints higher, at 2.56%. Higher yields breught in investor:
{MIT Rartices] fower, but they still remain well 2bove 100% acr
tive in our opinion.
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Build America Bond Sequester Cut Concerns

Potential Trigger of Redemptions and Subsidy Reduction

= A 7 6% cut io Buld Amenca Bond (BAS]} and ather Recovery Act bond subsidies, as indicated by

the President’s OME, would oocur if sequester cuts ane activated

= Inwestors could potentialfy be affected berause many Recovery Act bonds have exrondinary
redemption provisions that coukd be wiggered by 2 reduction, elimination or the
subsichy. Holders shoukd examine redempton krguage.

= Muricipal ezuers could abo be affected since subsidy payments could be reduced under seques
ter. We doinat expect the potential subsidy reduction well have: mezningful cedit implcations

OMB Wanns- SequesTRaTion Cuts To Recovery AcT Bowos, Mayee

iri 2011 the Joint Select Committes, made up of six Democrats and sic Republicans, failed 1o come
0 2n agreement bo trim the federal budget. This fiure triggered the sc:pesbﬂ pm-oes: automatic

procedures for outting both disoetionary and mandatory federal govesnm: Among
other expenze cuts, 3 September 2013 Officz of Management and t IIZIM ) rey FI\O.I!:IS E
§322 midlice o 7.6% decrease in the amount of subsity payments to Aeoovery Act bond isers in

FY2003 if sequestration is activated
We Expect the Impact to Bondholders to be Limited

Micfverse impact o mast Aecovery Act bond ivestoes from his sequestration potential is Fmited
(Please note that all Recovery bonds, which include Build Amencan Bonds and otfwer Qualified
bord progrmms, could be affecied | We believe the likelihood of sequestration being triggered =

ih compromise in the mmedaie past Section perid probabl, athcugh nat awsuwed. [F kst
year’s deb cmiing cebace i an ndicaion, f cad 90 down to the i The Bngusge of mast
5-\.5 redemption ?ealulm\ rcluding the call price, preciudes exertise of early redemption or erases
'ng“Llr:ML economic benefit from refinancing. In a few Bolxted cases, Fowever, the peduction

dy may allow msuers to redeem bonds at ereraling proceeds o imvestors well below
those reflected in recent premium price saluations 'Ihe(- will be wirtually o credit implications due
10 lower subidy.

quesicr Luts Lould Impe

Al Recovery Act Bonds, Incuding BAB and Guaiibied

Build Amenca Band Payments §3255
‘Qualified Tome Academy Bands T60% 3
Qualified School Const Bonds 210 1.60% &1
Mslified Enengy Consers Bonds 2 160% 2
Total $4,241 312

Sooame: Cifice of Nonagemant ang USngeL, Fage 157 300 3Ny FIS. 1 M RELEr]
Extraordinary Redemption Provisions

The: most notabde Exoe for imvestors i the potential exercse of extraondinary redemption features
fior Recovery Act bonds, inclading I:I\:k urider which 2 reduction in subsidy coukd allow the Esuer to
r-dc-m Benis immediately. In most cases this asicome & unlikely. For oo thing, the speciic bn

in the desaiption of extraordinary redemption provisions for most Recovery Act bonds refers
1:|c s in the IR5 codes that reduces or eliminates the federal subsidy. Although we: would defer
1:| Ieg:l ‘opinions on the topic, an the sorface 2 redudtion i zubsidy does not equate 1o 2 change in

Impact of the 2012 Elections on the Municipal
Bond Market

Although the 2012 Election Results are Not Likely to Have a Significant immediate
Impact, Several Dutcomes are Noteworthy

= The significance of individual mumcpﬂl credit has never been moee important then it & tnday
Macro drivers fike falkout from U5 Fiscal CRf negotiztions and budget adustments wil influ
| credit into 2013 and beyond.

Wir currenly do ot beliew the LS will deive over the Fiscal CHff nor do we anticipate a strep
drop off of municipal sector coedit quality

+ The potential for tax reform remains high but we do nat expect charges, # any, bo come L
arger tax-reform negotiations take plae.

= In a strong indication of their willngness to support and pay for education, Calomniz volers
approved 2n increase in both sales and income taxes

Michigan woters r-|mnd strong emengency manager legalation, but the state =8l ha tools 1o
suppart distressed local govemments.

= Puerto Rioo woters siected a new govemnor and expressed a desire for statehood.

Resucts Fromt THE 2012 ULS. Erzcmions

U5 voters gawe President Barack Obama another chance Tuesday right, and the Republicans kept
control the LS. House, e the Democrats strergthened their haid on the Senate. The priential for
urecertainty from political gridkock remaive, however atment 3 significant up in leadership from
either side of the aile. Meamwhile, the significance of individual muni credit has never been
mere important than it & oday. Thi ificance i likedy 1o continue 1o remain elkevaled 2s municipal
miarket credit quality conting n response to macro-lewed faciors. Macno-level drivers such
a5 the cutoome from ULS. & negotiations and skower than histoical U5 economic growth ane
mpartant factors that will help shape municpal market oedit quality in coming years
'While: we: do rot expect that the U5 will drive over the Fscal Ciff in the short berm, lower federal
spending is ikely to trickle down to municipel market oedits. Most state, local, 2nd ather muric ipal
related fssuers have been abie to sucressially ravigate the recem yeors of kower nevenues, but the
ezt few coubd bri need for issuers to sireamine even mone. l{‘ucmcnlhdonullrl:wuu‘il:
n what areas, in amounts, or when they are to kick in. Although we hae "Cautios
cutiooks on several municipel seciors, we still befieve that high quality general dbligation and rev
enue bond issuers are sound investments, and we do not anticpate 2 steep deop in credit quality
throughout the municipal industry.
The prespect for broad tax reform remains shevated. Remember, it i President Obama wh has peo
;.lxed {bwice) that the tax-sxemption not be eliminated but that the benefit be limited retroacirely
or imvwestors at the 78% tax-hradket kevel. This proposal i [ikely 40 receive mone isser suppart than
@ complete elimination of the muricipal bond far-exemption tax-ependiture. We still believe 2ny
ch:ngn:.wi be part of larger taxrefom negotiations which cowld gain momentum in 2013, bt wil
kety norur ower a mubtiple year period.

Califomnia

Calforriiz voters used the balkot bo approve new txes 2t the paliz on Election Day. The temporary
rereases i bothi sale tax and income tawes will generate aboat §5 bilion in mew annual revenue
Had the measure been defeaied, significant culs o education spending, a1 both the K-12 and higher




Disclaimer

This report is the intellectual property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or
published by any person for any purpose without Janney’s express prior written consent.

This presentation has been prepared by Janney Fixed Income Strategy (FIS) and is to be used for informational purposes only.
In no event should it be construed as a solicitation or offer to purchase or sell a security. The information presented herein is
taken from sources believed to be reliable, but is not guaranteed by Janney as to accuracy or completeness. Any issue named
or rates mentioned are used for illustrative purposes only, and may not represent the specific features or securities available at
a given time. Preliminary Official Statements, Final Official Statements, or Prospectuses for any new issues mentioned herein
are available upon request. The value of and income from investments may vary because of changes in interest rates, foreign
exchange rates, securities prices, market indexes, as well as operational or financial conditions of issuers or other factors. Past
performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that
may not be realized. We have no obligation to tell you when opinions or information contained in Janney FIS presentations or

publications change.

PJanney
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Fitch Base Case
U.S. Economy: Slow Recovery Continues

Impact
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High Urgency Low Urgency

» Base Case: Unemployment remains high for next 2 years, low growth in GDP

» Ratings pressure on local and regional governments as labor pressures continue with limited budget flexibility
» Ratings impact relative to current ratings levels: Not seen as significant change in ratings
» Size indicates number of issues, which in this sector quite large

FitChRatingS www.fitchratings.com 11/20/2012
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U.S. Fiscal CIiff

Fed. Tax Increases

Fed. Spending Cuts Consumer

Spending Corporate

Lower Unemployment Falls Investment GDP &

. i Employment
Benefits SAMNKS Further e

Low Return Pressures Continue Asset Quality Deteriorates

Demand for Commodities Declines Consumer Confidence Falls

Equity Prices Fall U c S ReC ession Corporate Profitability Shrinks

Low Return Pressures Continue

State & Locals Expenses Rise,
Revenues Fall

Ratings Pressure Shifts
Away from U.S. Sovereign
to Corporates,
Public Finance and
Structure Finance
Products

Greater Global Impact

FitChRatlng S www fitchratings.com 11/20/2012
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BABs and Sequestration

» Fitch’s ratings base case calculates debt service coverage without the
subsidy. Ratings on the BABs and parity debt reflect net coverage.

» Loss of subsidy is not expected to negatively affect credit for the vast
majority.

e Subsidy considered an addition to revenue in analysis.

FitchRatingS www fitchratings.com 11/20/2012
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BABs and Sequestration

» For Fitch rated issues, most BABs and parity debt have cushion to absorb
the subsidy reduction and will maintain debt service coverage consistent
with the rating.

« Small number of special tax BABs with already slim debt service coverage
would see their margins reduced to levels that put negative pressure on the
rating.

» Fitch expects that issuers will show a tightening in coverage, and then
modify their budgets to accommodate the subsidy reduction.

FitchRatingS www fitchratings.com 11/20/2012
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Disclaimer

Fitch Ratings’ credit ratings rely on factual information received from issuers and other sources.
Fitch Ratings cannot ensure that all such information will be accurate and complete. Further, ratings
are inherently forward-looking, embody assumptions and predictions that by their nature cannot be
verified as facts, and can be affected by future events or conditions that were not anticipated at the
time a rating was issued or affirmed.

The information in this presentation is provided “as is” without any representation or warranty.

A Fitch Ratings credit rating is an opinion as to the creditworthiness of a security and does not
address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned.
A Fitch Ratings report is not a substitute for information provided to investors by the issuer and its
agents in connection with a sale of securities.

Ratings may be changed or withdrawn at any time for any reason in the sole discretion of
Fitch Ratings. The agency does not provide investment advice of any sort. Ratings are not
a recommendation to buy, sell, or hold any security.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS AND THE TERMS OF USE OF SUCH RATINGS AT WWW.FITCHRATINGS.COM.

FitchRatingS www fitchratings.com 11/20/2012
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Next Webcast

CDFA - Stifel Nicolaus Tax Increment Finance Webcast Series
Thursday, December 6, 2012 @ 1:00pm Eastern

CDFA — BNY Mellon Development Finance Webcast Series
Tuesday, December 28, 2012 @ 1:00pm Eastern

More information on webcasts in 2013 — coming soon
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The material contained herein is for informational purposes only. The content of this is not intended to provide authoritative financial, legal, regulatory or other
professional advice. The Bank of New York Mellon Corporation and any of its subsidiaries makes no express or implied warranty regarding such material, and hereby
expressly disclaims all legal liability and responsibility to persons or entities that use this report based on their reliance of the information in such report. The
presentation of this material neither constitutes an offer to sell nor a solicitation of an offer to buy any securities described herein.
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