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Matthew DiMaggio:
Welcome to another Aquila Group of Funds podcast. This is your host, Matthew DiMaggio. Today we are speaking with JT Thompson,
portfolio manager of Aquila Tax-free Fund For Utah. Thanks for joining us today, JT.
JT Thompson:
Thanks Matt.
Matthew DiMaggio:
Let’s get started. I would like to briefly get your thoughts on a few topics from 2019 and then talk about the coming year. Since 2016 we have
seen periods where muni investors have stayed on the sidelines notably from concern over tax reform and also duration risk when the Fed
was increasing rates, but 2019 has turned out to be a pretty monumental year for the asset class. What would you say contributed to what
will likely be record inflows by year end and have you seen that trend in Utah specifically?
JT Thompson:
Yes Matt. We have seen the inflows in the state of Utah. I think stability in interest rates has had an enormous effect on the fixed income
market, and in particular, I think municipal issuers have had strong balance sheet and has made that part of the fixed income market very
attractive.
Matthew DiMaggio:
Moving on JT, at the end of November, national municipal issuance was up 18% year over year and many of this year’s deals were oversubscribed, but I noticed Utah’s issuance was down almost 7% from the same time period. Has issuance affected the funds percentage of
Utah holdings? And has your local presence been beneficial when accessing the primary and secondary markets?
JT Thompson:
The 7% decline in issuance has not had an effect on our Utah holdings. We’re still hovering around 70% of the portfolio in Utah holdings.
The ability to meet with the public finance bankers who represent issuers helps us leverage those relationships to get really good allocations
on new issuance, but even better than that Matt, is we are able to see smaller issues that most people are not looking at, we’re able to work
with the public finance bankers to structure the debt at the advantage for not only our investors but the issuers.
Matthew DiMaggio:
Also building on that, JT, we’ve seen a noteworthy increase in AMT and taxable muni issuance across the markets. Have you found value in
AMT this year and also will you give us your thoughts on what is driving the increase in taxable issuance?
JT Thompson:
Yeah, Matt, alternative minimum tax value has decreased since the tax reform, as fewer investors are subject to the alternative minimum
tax. Although there is a pickup in yield in buying AMT bonds and it’s a way of getting a little better yield without sacrificing credit ratings.
As far as taxable municipal bond issuance in the state of Utah, it’s up hundreds of millions of dollars and let me kind of give you an idea of
what a taxable municipal is. The IRS issues certification for double tax exemption. If you can’t get that certification, you can issue what they
call a taxable municipal bond, where federally the interest is taxable, but in the state it’s tax exempt. Now, most issuers lately with the lower
interest rates have used taxable municipal bonds to refinance outstanding tax exempt debt, and that way they’re able to lower their debt
service costs and with that really help their balance sheets become very strong.
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Matthew DiMaggio:
Thank you for the clarity on that. I think it’s been pretty big topic for 2019. So let’s touch on rates for a second. After increasing rates four
times in 2018 the Fed reverse course this year and reduced target rate by 75 basis points in three consecutive meetings. Would you say the
market has started to price in recessionary conditions? And what are your thoughts on the credit markets?
JT Thompson:
I don’t think the credit markets have been building in a recession. The federal reserve, and just recently, has made it clear that they are on
the sidelines until there is a clear vision of which way the economy is moving. I don’t think that a good number or a bad number here and
there will spur the Fed to react. They mentioned that they seem to be staying put for 2020 and I think unless you see a movement in the
economy one way or the other, that we will trade in this narrow range for the majority of 2020.
Matthew DiMaggio:
And on a similar note, munis tend to be sensitive to credit spreads and other markets. What are you watching globally? Also do you
see trade tensions, global growth, and an election year impacting your market and the funds? And are there any other risks that you’re
watching?
JT Thompson:
Matt, definitely election year with an administration that is negotiating trade treaties is going to have an effect on the markets. I think that
some of those that are running against the current president that have more socialistic views could create volatility in the market. I did
think that global interest rates, with a lot of countries having negative interest rates, are a magnet that seems to keep our interest rates low,
even though outstanding debt continues to increase. I kind of look that this is going to be through the 2020 and not until election that we’ll
see markets move one way or the other.
Matthew DiMaggio:
Okay. Let’s talk about pensions for a second. Always an important topic. Last year Barron’s called the estimated $1 trillion in unfunded
pension liabilities, the ticking time bomb in the municipal bond market. What is the pension situation in Utah, and are you concerned
about it having an effect on the local municipal market?
JT Thompson:
Luckily for Utah, years ago Utah went to a defined contribution pension plan. In the state of Utah constitutionally you have to have a
balanced budget, and when markets fluctuated you could have an over reach, or even a short fall in your pension funds and therefore you
don’t have a balanced budget. So they went with the defined contribution plan, which basically is 10% of a person’s salary is put into a fund
and that funds their pension obligation. So in Utah we are not concerned about pension liabilities. The unfunded portion of pensions is
very, very small before the new law came in. As we know like in Detroit and other areas, you see a municipal default and the focus is to
affect the pension plans to reduce pension obligations. That will not be happening in Utah or any of the local municipalities.
Matthew DiMaggio:
On the retirement side, we are seeing a large demographic shift with baby boomers moving into retirement and business insider recently
ranked Utah in the top 10 places currently attracting retirees. Do you see this shift changing municipal demand and the fixed income
market in general?
JT Thompson:
For retirees, quality fixed income is always in style, because you need a flow of funds to live off of if you’re retired and so fixed income, the
older you get usually you have a larger percentage in fixed income. Municipal debt tax-free, especially double tax free debt, in the fixed
income sector is very attractive because it allows investors to invest in the local economy to help infrastructure in their hometown, in
their County, in their state, and it is always been a major investment vehicle for individuals. The majority of all municipal debt is owned by
individuals.
Matthew DiMaggio:
Thank you for your time today, JT.
JT Thompson:
You’re welcome, Matt.
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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.
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.
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