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Moderator: 
Today, we’re talking to Chris Johns, portfolio manager of Aquila Tax- Free Fund of Colorado. Let’s first talk about issuance. What level of 
new issuance have you seen in Colorado so far this year, and what are your expectations over the remainder of 2016?

Chris Johns: 
So far this year in Colorado, we’re running slightly behind where we were last year in Colorado and that’s driven by a couple of different 
things. Number one, coming out of the recession, Colorado issuers have been very careful about borrowing additional money. They 
went through a very difficult period of budget-cutting and lay-offs in public government.  And as a result of that, despite the fact that the 
economy is recovering, they’re still very careful about borrowing money for capital projects. The second thing would be voters themselves 
in Colorado. Colorado, with the Taxpayer Bill of Rights, any tax increase or new debt increase has to be voted on by the constituency that it 
affects. In Colorado, we’ve become a little less generous than we were at one time in terms of approving new bond issues.  In the past, school 
bond issues used to pass at about an 80 percent rate. More recently, it’s been at about a 50 percent rate. Voters are very careful about what 
bond issues they approve. We have seen a couple of large issues this year. One that was the City and County of Denver did about a $400 
million bond issue, the first phase of the financing to remodel the National Western Complex and also some work on the Denver Convention 
Center, and that was an issue that we participated in. We know there’s a few others that are coming that will help. Overall, I would say the 
issuance would be about where it was last year and I would classify it as still fairly tight market conditions. The bonds are still difficult to 
come by. We expect that condition to remain for the rest of this year.

Moderator: 
Through April month-end, the Barclay’s Municipal Index posted a tenth consecutive month of positive total returns. What factors do you 
believe have contributed substantially to those results?

Chris Johns: 
A couple of things; let’s talk nationally here. The municipal bond market has, over that time period, tended to outperform other areas of the 
fixed-income markets primarily because of the demand and supply situation. Tax rates are as high as they’ve been in 20 years or more so the 
demand for municipal bonds is quite high.  The supply has been, I would classify it nationally, as okay. The market has cleared efficiently.  
Because of the high demand for municipals, it’s really helped the performance of municipal bonds. I think that’s the primary factor in 
driving returns. Then, obviously, the number one factor for bond prices is interest rates. Contrary to what a lot of people believed, after the 
Fed raised the short-term rates in December of last year, we saw rates on securities that were two years and shorter go up, but since then, 
every other maturity, in other words, from two years on out to thirty years, interest rates are actually lower than they were prior to that time. 
A lot of people wouldn’t have anticipated this.  That decline in interest rates also contributes to the positive results that we’ve seen in the 
muni market.

Moderator: 
It’s now mid-May, and there are reports that a rate hike by the Fed seems unlikely to occur in June. There are even some questions about 
whether the Fed will hike rates prior to the November elections. How is the current rate environment affecting the municipal bond market?

Chris Johns: 
So far, it’s been positive for the municipal bond market. As far as the Federal Reserve is concerned, it’s a good question.  The consensus is, 
right now, that the Fed seems to be more concerned about the state of the US economy than anything else. Our guess is that there might be 
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one, maybe two more rate increases this year that will be driven by the performance of the economy and the measures that are important 
to the Federal Reserve.  So far this year, we’ve seen a continuing stream of disappointing numbers as it comes to the economy. As a result, 
the Fed has been reluctant to raise rates. We’ll see what happens from here on, but they’ve been kind of between a rock and a hard place. 
They’re more concerned about the fragile US economy. It’s helped muni prices in the fact that rates have remained low.  Still, I would say 
we want to be very careful in here because the chance that rates could go up, although not significantly by any means, but have a general, 
slow rise in rates, that’s still our concern. We want to be very careful with the portfolio despite the fact that the Federal Reserve hasn’t 
really indicated a real strong desire to raise rates. We still think that’s where the risk could be. 

Moderator: 
The fund holds bonds that were purchased in the past at yields higher than those available in the market today. How does the investment 
strategy benefit currently and then evolve over time based on those holdings?

Chris Johns: 
That’s a good question. One of the most important things that’s happened to the portfolio over the last couple of years is we’ve seen this 
experience of what’s known as pre-refunded bonds. Very simply, what pre-refunded bonds are is – just like you and I would refinance our 
house when interest rates drop - municipal bond issuers can refinance higher rate debt with lower rate debt. That’s been a big source of 
supply over the last year.  In some markets, over half the new issue supply has been in these pre-refunded securities. Our portfolio, right 
now, has approximately 20 percent of the portfolio in these type of securities. They are bonds that were purchased in years past when 
interest rates were higher than they are today. The benefit to holding onto those securities right now is that they provide a high current 
yield, higher than what we could currently get today.  In addition to that, because these securities are backed by US Treasury and agency 
securities, they’re exceptionally high-quality and most importantly, exceptionally liquid. There’s a very efficient market, and they trade 
very easily and very well over time. It adds a degree of liquidity to the overall portfolio that in today’s uncertain environment is really 
important to have. It’s providing two benefits to the portfolio, the high-quality liquidity and the high current yield.  We’ll continue to hold 
onto those until such time that they either mature or an opportunity presents itself in the market where we can invest in securities if 
rates go a little bit higher than they are today. I guess the way to look at it is they’re kind of our proverbial dry powder. In the event that any 
opportunities come along, we will use those securities as a source of funds to reinvest in other attractively priced securities.

Moderator: 
Let’s shift to the local economy. What trends are you seeing in Colorado, and how are those affecting the market for local bonds?

Chris Johns: 
Colorado is one of the strongest economies in the entire United States. We’ve seen a very strong population growth in Colorado. We’ve 
seen new businesses relocating to our state. Anybody that owns a home here in Colorado or wants to own a home here in Colorado, knows 
how strong the housing market is. These are all things that impact the credit quality of Colorado municipal bond issuers.  Those issues that 
are backed by property taxes such as school districts - that’s probably the best example - as the value of homes increase, the credit strength 
of those issuers gets better. Virtually every form of tax collection that you can imagine, income tax, corporate income tax, sales tax, excise 
tax, all are at record levels, easily surpassing pre-recession highs. All those revenue streams are very strong right now.  Credit quality of 
Colorado bonds is as high as it’s been in a long time. We think that this trend will continue, although maybe not at as fast a rate of growth. 
Still, the underlying strength is going to be there for the foreseeable future. We’re very pleased to be in a state such as Colorado where 
almost all cylinders are firing very strong.

Moderator: 
Chris, thank you very much for speaking with us today. For those of you listening, before investing in the Fund, carefully read about and 
consider the investment objectives, risks, charges, expenses and other information found in the Fund prospectus which is available on this 
site from your financial advisor and when you call 800-437-1020. Thank you for listening to this podcast. 
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