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This is Candace Roane, Director of Marketing for Aquila Group of Funds. Today is January 20th, and I am joined by Stephanie Nomura, 
Portfolio Manager of Hawaiian Tax-Free Trust, and Stephen Dodge, Senior Investment Analyst. Welcome to the podcast, Stephanie and 
Stephen.

Stephen Dodge:
Thanks, Candace.

Stephanie Nomura:
Hi, Candace.

Candace Roane:
Stephen, let’s start with you. We purposely waited to do this podcast until after the Georgia runoff elections, and now we know the Senate 
will be controlled by the Democratic Party for at least the next two years. What are your thoughts on policy changes that may impact the 
municipal market?

Stephen Dodge:
Yes, and, what a surprising turn of events that runoff election was. Although control of the Senate is done with slim margins, it does mean 
that the Democrats have control of the legislative and executive branches. The first thing that we’re likely to see because of that is additional 
stimulus. President Biden has referred to the latest stimulus package as a down payment for the package that his administration is planning 
to push through. Given that the Democrats have control, it is very possible that they will include some of the stimulus measures they have 
been pushing for in previous negotiations. Most importantly, for the municipal market is aid for state and local government. If passed, 
it would be positive for municipal financing, potentially further stimulating the local economies, as they could use the stimulus to keep 
government workforces employed. Another initiative that Biden has mentioned on the campaign trail is an increase in taxes. The timing 
and content of new tax legislation is unclear, but a tax increase is almost certain to increase the appeal and demand for tax exempt munis. 
Although unlikely given the need to increase tax receipts, it is possible that they also propose legislation to reinstate tax exempt refunding. 
This would help increase the supply of tax exempt bonds following the proliferation of taxable refunding that has been going on recently. All 
in all, the Democratic agenda is largely positive for the municipal market.

Candace Roane:
It sounds like it is. For 2020, municipal market issuance was at a 10-year high, and we know that we saw an increase in taxable issuance. 
Would you say that taxable munis are gaining popularity with investors, issuers, foreign buyers? Do you expect to see this trend continue?

Stephen Dodge:
Yeah. The tax law changes of 2017, which included the prohibition of advanced refunding of tax exempt bonds with new tax exempt issues, 
coupled with historically low interest rates resulted in taxable municipal bond market debt that almost doubled in 2020 versus what 
was outstanding in 2019. The market sector has grown from virtually nonexistent 10 years ago to over 10% of The Bloomberg Barclays 
Aggregate Bond Index, which encompasses taxable bond issues, including government corporate mortgage-backed and taxable municipal 
government debt. During the same period, tax exempt issuance declined by 8%. The taxable muni market provided some of the strongest 
returns for fixed income for the calendar year 2019, as both US domestic and international demand for high quality issues with attractive 
yields increased quite a bit. Attractive yield spreads versus treasury and corporate bonds issues enabled municipal bond issuers to refund 
higher interest rate tax exempt bonds at historically low yields. In addition, the taxable structure allows issuers a broader use of funds, 
which has been particularly necessary, indeed with the pandemic pressures. It’s possible that the Biden administration will reinstate the 
ability for issuers through tax exemplary funding, which might diminish taxable bond issuance. It’s also possible that some form of taxable 
Build America Bonds will be introduced to address not only much needed infrastructure improvement projects, but to further stimulate the 
economy. The Democratic Party has supported their use while the Republican Party has previously opposed these bonds. Whatever ensues, 
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we believe that taxable munis, while not appropriate for Hawaiian Tax-Free Trust, will continue to be an important sector in taxable 
portfolios such as pension funds, endowments, and other tax deferred and tax exempt portfolio.

Candace Roane:
Stephen, we talked about muni market defaults in the last podcast, but I think it’s worth covering again. The pandemic continues to spread 
and we have a new administration focused on heavily implementing measures to control it. Do you expect to see more stress on certain 
muni sectors?

Stephen Dodge:
Well, it is always possible for an issuer to default on their debt. We currently do not see this as a concern for our portfolio. Most of our 
portfolio consists of pre-refunded bonds and general obligations of the State and its counties. These issues are considered to be among the 
safest in the municipal market. Hawaiian Tax-Free Trust revenue bonds are for the most part backed by revenues for essential services. 
So again, a lower risk category. But it is certainly possible that municipal defaults for national and speculative issuers could pop up in 
the future, especially if lockdowns are implemented again. It is likely that they will first appear on bonds that are already considered to 
be high risk, like high yield municipal investments. Our portfolio does not hold any high yield bonds, instead we focus on maintaining a 
high quality investment grade portfolio that is considered to be at a lower risk of default than the high yield investments. But even with 
our high quality portfolio, it is possible that in the event of a rash of municipal defaults, our portfolio could drop in value as investors re-
evaluate their muni holdings and exit the market, which would put pressure on the prices of all munis. That didn’t factor at the onset of 
the pandemic, which was a great buying opportunity for high quality municipal bonds. We think that this year will be an important year 
to examine the resiliency of needs. This is because, as we head towards the one year mark of the US Corona virus pandemic, municipal 
issuers are forced to address another year of challenges, such as reduced revenues, the vaccine rollout and higher hospitalization 
rates. These come at a time that the CARES Act money is expiring and rainy days funds, and reserve funds may be tapped out. But here 
in Hawaii, we’ve been able to restart our tourism industry and keep our case counts among the lowest in the nation. This combined 
with the potential that the general population will be vaccinated this year should help the state weather the challenges of the coming 
year. Additional aid and stimulus would go a long way in reducing the risk of municipal defaults and bridging the gap to end this global 
pandemic.

Candace Roane:
Stephanie, let’s switch to you and close with your outlook for the local and international muni market over the next few months. And I’d 
like to find out where you think yields are going to go from here.

Stephanie Nomura:
So Candace, most important is our continued confidence in the credit standing of our Hawaii issuers. There’s a reminder that there’s 
additional layer of protection. The principal and interest on our GO bonds for the State and counties, are first charge on the inspector 
general funds and have a pledge of their full faith and credit. Therefore, the states and counties will need to cut other expenses to address 
any budget shortfall, rather than forgoing any debt service reserve payments. And you also have to keep in mind during this pandemic 
real estate prices continue to do well. And total property taxes have increased with the real estate side. In fact, real estate has reduced 
inventory and exceptional demand for bigger homes and significant demand from West Coast residents so that this all goes very well for 
property tax revenues, which support the GOs, which is the general obligation of the Counties Honolulu, Hawaii, Kauai and Maui. So with 
knowing that, we’re very comfortable with Hawaii issuers. But going forward, we anticipate municipal bonds to have competitive returns 
as municipals remains tight. And the appetite for municipal to continue to be robust and crossover buyers. Those crossover buyers are just 
investors that typically buy taxable paper, but because municipals are offering higher yields and are tax free, they’re tending to enter the 
municipal market right now. Tax revenues are predicted by the Hawaii Council on Revenues to come in stronger this year than anticipated 
after the early negative projections due to COVID-19. And exactly what Stephen mentioned earlier, we think there’s a more fiscal stimulus 
under the new administration that would help revenues for the municipalities, and then the yields in the longer maturities could trade 
within a range and go slightly higher from here. But depending on the direction of the 10-year treasury. But higher yields is actually what 
we all kind of welcome, right? So we kind of look forward to this in 2021.

Candace Roane:
Sounds great, thank you both for your wealth of information today. I appreciate you joining me and always sharing your expertise.

Stephen Dodge:
Thanks for having us.
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Disclosure:

Thank you for listening to this podcast. Before investing in the Fund, carefully read about and consider the investment objectives, 
risks, charges, expenses and other information found in the Fund perspective. The prospectus is available from your financial 
advisor when you visit www.aquilafunds.com or call (800) 437-1020. 

Information regarding holdings is subject to change and is not necessarily a representative of the entire portfolio. 

Mutual fund investing involves risk. Loss of principle is possible. Investments in bonds may decline in value due to rising interest rates, a 
real or perceived the chronic decline in credit quality of the issuer, borrower, counterparty or collateral, adverse tax or legislative changes, 
court decisions, market or economic conditions. Fund performance could be more volatile than that of funds with greater geographic 
diversification. The Fund seeks to provide a high level of income exempt from state and federal income tax as is consistent with capital 
preservation. Past performance does not guarantee future results. 

For certain investors, some dividends may be subject to federal and state income taxes, including the alternative minimum tax referred to as 
A and T. Please consult your tax professional. Independent rating services such as Standard & Poor’s, Moody’s and Fitch assign ratings which 
generally range from AAA highest to D lowest, to indicate the credit worthiness of underlying bonds in the portfolio. Where the independent 
rating services differ in the rating fee assigned to an issue or do not provide a rating for an issue, the highest available rating is used in 
calculating allocations by rating. Pre-refunded or escrowed bonds are issued for the purpose of retiring or regaining an outstanding bond 
issue at a specific call date. Until the call date, the proceeds of the bond issuance are typically placed in a trust and invested in US treasury 
bonds or state and local government securities.

Modified and effective duration both measure the value of a security in response to a change in interest rates. Effective duration also takes 
into account the effect of embedded options. The weighted average life, also referred to as weighted average maturity, is a reflection of the 
quickness with which the principle of an issue is expected to be paid. A credit spread is the difference in yield between two bonds of similar 
maturity, but different credit quality. Taxable equivalent yield is the return that is required on a taxable investment to make it equal to 
the return on a tax exempt investment. For certain investors, net investment income tax, known as NIIT may apply. NIIT is a 3.8% tax 
established by the patient protection and affordable care act that applies to the lesser of, the net investment income, or a taxpayer’s modified 
adjusted gross income in excess of an applicable threshold amount. The acronym PERS, P-E-R-S, stands for public employee retirement 
system. The acronym PERA, P-E-R-A, stands for public employees’ retirement association.

CARES Act Stands for Coronavirus Aid, Relief, and Economic Security Act. 

Yield refers to the earnings generated and realized on an investment over a specific period of time. Yield is expressed as a percentage based on 
the invested amount, current market value, or face value of the security, and includes the interest earned or dividends received from holding a 
particular security.

Yield ratio represents the comparison of the expected yield of one bond to the expected yield of another. A yield ratio is important when 
deciding whether to invest in one bond or another. Generally, the higher yield is considered better.
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