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WITH THE COVID-19
PANDEMIC CLOSE TO
EIGHT MONTHS IN, THE
NATIONAL ECONOMY IS IN
A MIXED STATE
As we start the third quarter, the nation is experiencing regional
increases in COVID-19 cases, and is grappling with continued
reopening plans for local economies. Some regions of the country
have seen a recent increase in positive test results, and it is
unclear if the nation has experienced the worst of the pandemic
or if another surge is imminent.
Despite the ambiguity, sector economies are adapting to
COVID-19 measures and evolving in order to resume or
maintain commerce. As so often is experienced, ingenuity is a
result of challenge. As we look forward toward economic recovery it is necessary to acknowledge that recovery is contingent
upon sustained public participation in behaviors that reduce or
prevent the spread of COVID-19. Of utmost importance is a
viable vaccine and the willingness of the public to “buy-in.”
Containment of community spread allows for continued
reopening and participation in the economy. Initial emergency
federal aid has had varied success in staving off the worst of
circumstances. However, the recent inability of the Federal
government to reach a consensus on further aid is disconcerting,
as the absence of additional aid could prolong discomfort in the
labor and housing markets.

THE CONDITION OF UTAH’S
ECONOMY
Utah’s economy has
weathered the effects of the
ongoing pandemic better than
much of the nation.
Prior to the onset of COVID-19, Utah’s regional economy was
robust with a February 2020 unemployment rate of 2.5% and
GDP growth of 3.2% for the quarter ending December 2019
(the second highest in the nation). While there was significant
retraction in the local economy in the first months of the
pandemic, Utah’s unemployment rate has improved steadily from
a high of 10.4% in April to 4.1% in August, which can be attributed
to Utah’s diversified economy.
While tourism and recreation are a large part of the local
economy, and have suffered a job contraction of -20.7%, other
sectors continued to perform well. Construction in the state of
Utah experienced a momentary pause thru April and May, but
has resumed and increased its activity adding jobs year-over-year
with an increase of 8.7% from June of 2019. Utah’s technology
industry also continued to perform well as companies with home
offices in Salt Lake and Utah Counties were well-positioned to
move operations to remote home offices. While there is still much
that is unknown, particularly as we head in the last few months of
the year, we believe the State of Utah’s economy is in a position to
withstand an uneven prolonged recovery.

LOCAL GOVERNMENTS
As local governments ended fiscal year 2020, many revised their budget estimates
for fiscal year 2021 by adjusting for decreased tax revenues and postponing
projects with large capital expenditures. With COVID-19 mitigation efforts in place
such as social distancing requirements, travel restrictions, work from home efforts
and paired down access to commercial services, most entities are anticipating
lower than originally planned tax revenues. Of particular note are revenues
derived primarily from sales and use taxes, which heavily fund smaller local
governments. While many state and larger local governments benefitted from
the CARES Act funding, many smaller local governments did not, as revenue loss
related to COVID-19 was not a qualifying factor for CARES Act aid. In order for
local governments to qualify, they had to exhibit increased expenditures related to
COVID-19 (e.g. PPE, communication materials, implementation of public health
measures). In addition, many of these entities have limited flexibility when it comes
to reducing expenditures. With downward pressure on revenues and an inability
to decrease expenditures, we expect to see budget shortfalls and a utilization of
reserves to bridge these gaps.

Did You Know?
Most local government debt
held by Aquila Tax-Free Fund
for Utah is secured by franchise
and sales and use tax revenues
issued by local governments that
have some scale, have excellent
historical debt service coverage
and have healthy cash reserves.

As these entities realize revenue shortfalls it is expected that there will be increased borrowing needs. Local governments that have more diversity in revenue
sources and ample cash reserves will fare better than smaller entities that rely
heavily on consumer demand. For these smaller entities, the ability to draw upon
reserves and access the capital markets will be critical over the next several fiscal
years.

AIRPORTS AND PORTS
As travel advisories and restrictions continue, air travel and cruise travel are far
below pre COVID-19 levels. The impact of the pandemic is expected to reduce
global airline travel by 60-70% in 2020, and recovery to a pre-pandemic level of air
traffic is not expected until 2024. Domestic travel has improved somewhat since
May, after economic reopening allowed pent-up demand to spur modest travel.
This uncertain improvement is cautionary as it could quickly erode if COVID-19
infections increase causing a reinstatement of quarantine measures. In addition
to the impact of travel restrictions and other public health measures, the ability to
utilize electronic meeting platforms has also greatly reduced the need for business
travel.
Standard & Poor’s has placed nearly all airports on credit-watch, and some airport
debt has been recently downgraded, in anticipation of the pro-longed impacts of
COVID-19 on the industry. Enplaned passenger growth is expected to be slow and
unpredictable. In addition, in an effort to reduce costs, airlines are resizing their
fleets which will impact the number of flights available. Airports with more airline providers, flights, destinations, and revenue diversity will fare better than the
smaller regional airports that have less diversity in product and revenue. Airports
that have contractual revenue derived from airline gate rentals not directly tied to
number of passengers will have more sustainability as well. Other key sources of
revenue that are dependent upon patronage of the airport facility such as parking,
retail and concession services will continue to be significantly impacted.

We believe the Salt Lake City Airport holding in the ATFFU portfolio is well
positioned to weather the economic contraction into 2023-2024. The airport has
healthy cash reserves, in excess of four years of operating expenses, and is located
in a market that was performing at an all-time high of 26 million passengers, prior
to the COVID-19 outbreak. The next closest significant hub for air travel is located
in Las Vegas, Nevada. The Salt Lake City International Airport is considered to be
the crossroads of the west. It provides significant regional access as well as cross
coastal and international connectivity. It is well into a current expansion project
with the first phase opening successfully this past September.

AIRPORTS AND PORTS

Sea Ports that depend significantly upon cruise ship traffic have drastically felt the
impact of the “no sail” order issued by the CDC this spring. With the extension of
the order now to September 30, 2020 (and potentially longer), ports with a high
percentage of cruise ship traffic are likely to feel continued discomfort. With the
global economic contraction and disruption of the supply chain, cargo shipments
have also sharply declined with some terminals experiencing a decrease of 8% to
12% in traffic. Recovery for ports is dependent upon the ability of traffic to resume.
This in turn is dependent upon control of COVID-19 and repair of supply chain
dynamics.

TOURISM RELATED
BONDS
Municipal bonds that are reliant upon tourism based revenues such as hotel and
occupancy taxes, tourism taxes, and public patronage are at high risk for revenue
stress. With the cancellation of large events and conferences through the end of
the year, and into early 2021, it is unlikely that these types of activities will resume
until there is significant control of the pandemic. Until then, credits that are heavily dependent upon revenue from these events are at risk. Those credits that look
to multiple sources of pledged revenues such as hotel and occupancy taxes, rental
car taxes, municipality or other entity shared revenues will be better positioned to
withstand the ongoing disruption.
The Aquila Tax-Free Fund for Utah portfolio holds issues that look to revenues
associated with hotel occupancy or tourism rental taxes. Debt service coverage
ratio on these issues in 2019 ranged from 1.55 times to 2.92 times operating income.

HIGHER EDUCATION

During the onset of the COVID-19 outbreak, most colleges abruptly changed coursework to
online instruction and asked students not to return from spring break. As the COVID-19
disruption continues, colleges and universities continue to face an unpredictable future making
short-term and long-term planning difficult. As we entered fall matriculation, colleges and
universities offered a variety of educational options, most common being a hybrid model that
allowed for a combination of physical in-class attendance and online instruction. After
increased infection on some campuses, many colleges and universities across the country have
moved to online only classes for a period of time.
Many schools have eliminated fall break and physical classes will end at Thanksgiving. All
coursework after Thanksgiving will be done remotely to encourage students to remain home
with families and not return to campus until the start of the spring semester. Colleges offering
on-campus student housing have made significant alterations with many only offering single
rooms and limited or no access to non-residents. Dining halls and other auxiliary services are
also operating on a more restricted basis.
All revenue sources for the higher education sector will be challenged in fiscal year 2021 and
possibly into 2022. Auxiliary revenues tied to student services such as, room & board, dining,
and athletics are particularly vulnerable as they are tied directly to on-site physical patronage.
Those institutions with Division-1 NCAA programs will be most acutely impacted by revenue
loss due to the limited or canceled sporting seasons and sparsely attended games.
In addition to reductions in auxiliary revenues, state annual appropriations to higher education
are likely to be less as states face COVID-19 budgetary stress. Uncertainty in the broader U.S.
economy is also expected to affect philanthropy and potential endowment draws. Tuition
continues to be under pressure as some colleges and universities offered pro-rated tuition
discounts for the spring 2020 semester and have forgone planned increases in tuition for fall
2021. In addition, while most of these institutions were eligible for CARES Act aid, this aid
was primarily tied to financial aid grants to students. The balance of the aid received was to
be used to directly reimburse qualifying COVID-19 expenditures and not revenue loss due to
COVID-19.

HIGHER EDUCATION
All eyes were on enrollment numbers this fall, especially at smaller colleges
that rely on physical student enrollment. However, it is important to note
that the pandemic has only served to exacerbate a trend that was already
being experienced by several colleges and universities across the nation.
Nationwide enrollment in higher education has declined annually for eight
straight years. Reasons for this decline are attributed to fewer high school
graduates, price sensitivity, perceived essentiality, and polarization among
the pool of potential students.
Of note however, is the contrary case in the state of Utah. In Utah, growth in
enrollment in institutions of higher education was the highest in the nation
in 2019 with an increase of 4.7%. Arizona was second with an increase of
1.8%.

UTILITIES
As a high-priority essential service, utility revenues have remained relatively stable
throughout the first eight months of the pandemic. Concern that utilities may have
difficulty in collecting billings from customers due to COVID-19 recessionary
concerns have so far not come to fruition. Revenues from these sources have not
been largely impacted except where concentration in user base exists, or in the case
of a large entity that has had to cease operation. The Aquila Tax-Free Fund for Utah
utility holdings have not been impacted by these conditions.

Nationwide enrollment in
Higher-Ed has declined for
eight straight years.
In Utah, growth in
enrollment in institutions of
Higher-ED was the highest
in the nation in 2019 with an
increase of 4.7%

HEALTHCARE
As our healthcare institutions are learning to co-exist with COVID-19, many are
beginning to ramp up non-emergent and elective procedural care. According to
Standard & Poor’s, providers are beginning to operate at 70-90% of their preCOVID-19 procedure volume. Pent-up demand has supported the initial recovery
although emergent and primary care volume continue to be slow to return.
Continued improvement in recovery will be uneven as regional spikes of the virus
are expected throughout 2020 and into 2021. Of concern is the potential effects of
K-12 school and university and college re-openings coupled with the impending flu
season.

70-90%
According to Standard & Poor’s,
providers are beginning to
operate at 70-90% of their preCOVID-19 volume.

Another potential contributor to the uneven healthcare sector recovery is
increased payer instability. As unemployment grew, many patients, known as
“payers” in the medical community, lost their insurance coverage and their ability
to pay for services. Changes in payer ability may have led to the reduction in
procedure volume, as payers delayed seeking medical treatment. Payers’ loss of
insurance coverage also increases the risk that a medical provider will not be
reimbursed for services and increases the write-off of bad debt. In addition, the
amount of bad debt increases with payers that has delayed treatment, due to loss of
coverage, and their conditions worsen requiring more intensive and often higher
cost treatments.
Overall, strong results across the sector have revealed the importance of
carefully executed strategic plans and crisis management. Some residual
implications for the industry are the expansion of telemedicine, and more
ambulatory care or care at home plans. In addition, federal aid appears to have
largely been successful and allowed entities to maintain liquidity and meet
financial covenants. The November election has implications for credit concern
as legislative or mandated changes that impact access to insurance, or those that
could negatively impact revenues, could compound stresses that currently exist in
the sector.

SCHOOL DISTRICTS
School districts are in various stages of re-opening across the nation. A variety
of options and scenarios are unfolding and not without controversy. Nationwide
school districts are facing budgetary stresses in increased COVID-19 expenditures
and likely reductions in state appropriations.
In the state of Utah, school districts were required to submit educational plans to
the Board of Education by the first week of August. The educational plans for K-12
schools in Utah mirror the choices nationwide, with options from entire online
instruction, to hybrid plans of partial physical enrollment and virtual, to complete
physical enrollment in classrooms. A result of the variety of options is migration
between districts as parents make decisions regarding the type of education they
are most comfortable with. Districts or charter schools that have experience in
offering virtual education are seeing an increase in demand for their product. In
early August, two virtual charter schools in Utah were given emergency approval to
increase their enrollment capacity to accommodate the increased demand for
online classes. Both academies have nearly doubled their enrollment this fall. The
Utah state legislature met in special session in June to address budgetary shortfalls
related to COVID-19. In this session, the legislature left funding for K-12 education
intact, and agreed to use rainy day funds to limit cuts to education in general.

Charter schools and school
districts in the Aquila TaxFree Fund for Utah
portfolio are in a good
position to accommodate
educational changes for
the 2020-2021 school year.
We expect K-12 education
to meet current financial
obligations.
What remains to be seen is whether physical onsite enrollment is sustainable
throughout the fall or whether spikes in COVID-19 will lead to larger community
spread and force pivoting to online instruction. Utah currently has an order that
requires all students, faculty and staff to wear face masks when attending school
onsite. Charter schools and school districts in the Aquila Tax-Free Fund for Utah
portfolio are in a good position to accommodate educational changes for the 20202021 school year. With funding intact, and most districts receiving CARES act
funding via state grants, we expect K-12 education to meet current financial
obligations.

LET’S REVIEW
It is clear that the recovery from the abrupt onset of recession due to
the COVID-19 pandemic will be slow and uneven as sectors and regions
will be impacted differently. Surges and spikes in COVID-19 spread
have the power to stop and restart regional economies. Our economic
recovery is inextricably tied to the direction of the pandemic which is
why uncertainty is the overriding outlook for the second half of 2020
and beginning of 2021.

Information regarding holdings is subject to change and is not necessarily representative of the
entire portfolio.
Mutual fund investing involves risk; loss of principal is possible. Investments in bonds may
decline in value due to rising interest rates, a real or perceived 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 holds double-exempt obligations which include those issued by the state of Utah, it’s
counties and various other local authorities and by other states and entities that do not tax
interest from obligations issued by the state of Utah.
Before investing in the Fund, carefully read about and consider the investment
objectives, risks, charges, expenses and other information found in the Fund
prospectus. The prospectus is available from your financial advisor, and when you
call 800-437-1020 or visit www.aquilafunds.com.
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