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ABOUT
ROCKFLEET

Rockfleet Financial Ser-
vices, Inc., a financial
services firm, serves clients
nationally through its bro-
kerage and investment
banking businesses.

The company's brokerage
division offers fixed in-
come products and ser-
vices specifically designed
fo address the needs of
institutions and high net
worth and affluent indi-
viduals.

The company's invest-
ment bank division pro-
vides fixed income securi-
fies products, advisory
services, and market com-
mentary.

Click here for biographies.
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By Larry Levitz

The recent upswing in mu-
nicipal bond defaults is al-
most entirely aftributable to
land-secured bonds; vic-
tims of the housing crisis.

According to Richard Leh-
mann, who publishes the
Florida Community Devel-
opment District Report at
floridacddreport.com, a
website that fracks de-
faulted community devel-
opment districts in Florida,
land-secured bond defaults
have totaled $3.9 billion
since December 2008. Over
98% of those defaults oc-
curred in Florida.

Despite the bad news, the
credit quality of these
bonds can vary widely be-
tween regions, states, and
even neighborhoods, such
that investors wiling to put
in the research may find
some diamonds in the

WHERE THE STIMULUS MONEY

How much stimulus money
is going to your state or
county?2 Pro Publica Inc.
has taken all the data used
on the government’s stimu-
lus Web site, Recovery.gov,
cleaned out the cobwebs
and added thousands of

services

IN THE ROUGH

rough.

Land-Secured Bonds 101

Land-secured bonds were
created to finance infra-
structure improvements for
residential or commercial
developments.

According to the Bond
Buyer, over $24 billion of
Development Bonds, which
also include tax-increment
bonds, were issued in the
US. from the beginning of
2007 to the present. Bond
proceeds are used to con-
struct roads, ufility lines,
clubhouses, landscaping,
efc. With local govern-
ments constrained or reluc-
tant to issue their own debt
to fund individual subdivi-
sions, land-secured bonds
represent bond financing
at the most local or
neighborhood level. Debt
repayment relies solely on
the property owners who

records the feds didn't in-
clude — the law doesn't
require all recipients to re-
port to Recovery.gov — to
create the most compre-
hensive publicly available
analysis of stimulus spend-
ing that we know of.
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MARKET UPDATE

directly benefit from the
financed project.

While many states allow for
the issuance of land-
secured bonds (including
Colorado, lllinois, Maryland
and Virginia), most are is-
sued in California, Florida,
and Texas. Generally, a
developer starting out will
form a development district
with the authority to issue
tfax-exempt infrastructure
bonds. The bonds can be
secured by either a special
tax or a special assessment
levied on property within
the district. Community
facilities districts in Califor-
nia, also called Mello-Roos
districts, levy special taxes
annually on district property
that can be adjusted from
year to year, depending on
collection rates, project
costs, etc. While California
law places limits on the
maximum special fax rate
that can be levied, Texas

(continued on page 3)

IS GOING

On its web site, you can
type in a county or click on
a state to find local pro-
jects, and check out how
per capita spending com-
pares with poverty, income
and unemployment in @
given area area.

(continued on page 2)
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WHERE THE STIMULUS MONEY IS GOING (CONT’'D)

Most Per Capital

The District of Columbia is
in the lead, having re-
ceived $5,780 per capi-
ta!, more than double
the amount of the next
state, and 5.6 fimes the
amount of the U.S. aver-
age. The District’'s unem-

ployment rate was
12.1%.2  With  approxi-
mately 40,3003 unem-

ployed people in the Dis-
trict, that's $84,888 per
unemployed person.

Alaska, with an unem-
ployment rate of 8.8%,
has received $2,712 per

capita .

Coming in third and
fourth are Idaho and
North  Dakota, having

received $1,684 and
$1,679 per capita, re-
spectively. Idaho's un-
employment rate was
9.1%, while North Da-
kota's was significantly
lower at 4.4%.

Least Per Capita

Virginia, with 6.9% unem-
ployment, received the
least stimulus dollars per
capita, at $717.

Wisconsin and Texas, with
unemployment rates of
8.7% and 8.3%, are sec-
ond and third lowest per
capita.  Wisconsin has
received $725 per capita,
while Texas has received
$772 per capita.

Florida, with an unem-

1 Stimulus dollars per capita statistics are as of March 2010. Source:
Pro Public Inc. http://projects.propublica.org/recovery

2 Unemployment rates are as of December 2010. Source: Pro Publica
Inc. http://projects.propublica.org/recovery

3 Source: U.S. Department of Labor, Bureau of

Labor Statistics. January 2010.

The municipal bond mar-
ket has performed well in
recent weeks, despite
ongoing headline risk
and credit concerns.

Geographic  diversifico-
fion and investing in high
quality essential service
revenue bonds are im-
portant strategies to con-
sider in this environment.
At the same time, inves-
fors wiling fo do their
homework can find
higher vyielding, lower
rated investments to aug-

MUNICIPAL MARKET UPDATE

ment their returns.

Tight tax exempt supply
(nearly 40% of 2010 issu-
ance has been Build
America Bonds), solid
bond fund flows, a steep
yield curve, and large
low vyielding balances in
money market  funds
have been factors in
2010 performance.

Cash exiting money mar-
ket funds has been rede-
ployed into high grade
limited-term  municipal

ployment rate of 11.8%,
approaching that of the
District of Columbia’s, has
received $832 per capita,
or 14.4% of what the Dis-
frict has received.

Most Per Unemployed
Persons

As noted above, the Dis-
frict of Columbia leads,
with $84,888 received to
date per unemployed
person.

After the District, there is
a large drop. North Dao-
kota, Alaska, South Da-
kota, and Montana fol-
low, having received
$69,919, $60,036, $59,332,
and $46,505, respectively,
per unemployed person
in those states.

After these top five
states, the amounts begin

to level off.

(continued on page 4)

funds, given the risk
averse nature of these
investments.

Secondary market flows
remain muted as investor
focus largely remains
concenfrated in the new
issue marketf, though in-
terest is certainly growing
in the 25- 30 year range.

The last word was that
there were approxi-
mately $5.5B in orders for
the $2.5B California GO
fransaction.
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VISIBLE SUPPLY

The 30-day visible supply of
municipal bonds totaled
$8.18 billion, down $105.0
million from the previous
session, according fo the
Bond Buyer.

That comprises $1.754 bil-
lion of competitive bonds,
which is up $6.0 million and
$6.425 bilion of negotiated
bonds, which is down
$111.0 million.

Week of March 8, 2010

Total supply: $9.5B
Taxable/BABs: $2.2B

Tax-Exempt: $7.298

Week of March 15, 2010

Total supply: $5.9B
Taxable/BABs: $1.91B
Tax-Exempt: $4.0B

The 30-day visible supply is calcu-
lated by The Bond Buyer and re-
flects the total dollar volume of
bonds to be offered at competitive
bidding and through negotiation
over the next 30 days.

Source: Thomson Reuters. 3/12/10.

ECONOMIC
CALENDAR
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DIAMONDS IN THE ROUGH (CONT'D)

municipal ufility districts
have the legal right to
levy taxes without restric-
fion in order to pay debt
service.

Special assessment bonds
are utilized by Florida
community development
districts (CDD) and Califor-
nia Act 1915 Bonds. Unlike
special taxes whose rate is
fied to the value of prop-
erty, the assessment is a
fixed amount based on a
pre-determined allocation
of the benefits of the pro-
ject. Both special taxes
and assessments are lev-
ied on the owner's tax bill
with a lien on property
equal to that of property
tfaxes and superior to
mortgage and other liens.
A property owner’s failure
fo pay the special assess-
ment or special tax can

frigger foreclosure pro-
ceedings against  the
property.

Credit Factors

There are several major

credit factors that inves-
tors should consider:

1. Level of Development.
Districts in the early stage
of development when
property ownership and
taxes are concenfrated
with a few developers are
at much greater risk of
default than highly devel-
oped and occupied dis-
tricts. In Florida, $3.9 bil-
lion of CDD bonds are in
default and most of those
have occurred with dis-
fricts created within the
last five years that re-
mained relatively unde-
veloped. As infrastructure
is completed and homes
are sold, property values

increase providing a sto-
ble tax base to support
debt.

Florida CDD bonds come
in two varieties: Series A
and Series B bonds, both
of which are secured by
special assessmenfs as
discussed above. How-
ever, the developer in-
tends to pay the Series B
bonds solely from home
sales in the district as a
way of lowering assess-
ment costs for district tax-
payers. Series B Bonds
constitute about 35% of
the CDD bond market
and are the first to de-
fault when home sales
drop below inifial projec-
tions as they have in Flor-
ida. Investors should fo-
cus on Series A bonds
and only on districts
which are substantially,
ideally at least 90%, built
and occupied.

2. Land-to-Lien Ratios.
The value of property in
the district based on ei-
ther assessed valuations
or an appraisal relatfive fo
the direct debt of the
district (plus a propor-
tional share of taox-
supported bonds of over-
lapping governmental
jurisdictions) should be at
least 5 to 1. Overlapping
jurisdictions include city,
county, school districts,
and other debt issuing
entities. Higher valuations
relative to debt indicate
stability and  provide
stfrong incentives to meet
all tax obligations.

3. Obligation of Tax Col-
lecting Jurisdiction to
Foreclose. There should
be a covenant by the

district tax collector to
foreclose on the property
of delinquent distfrict tax-
payers.

4. Cash-Funded Reserve
Fund. This should be
equal to the legal maxi-
mum amount, usually
maximum annual debt
service.

The Four Cs and Beyond
A good example of an
investment-worthy  land-
secured bond is Colonial
Country Club CDD in Flor-
ida, located within West
Palm Beach. It issued
bonds in 2003 to finance
infrastructure develop-
ment.

o Completely built-out
and occupied with

land to lien ratios
over 10X

e Collections — excel-
lent tax collection
history

e Combination of tax-
payers — Little de-
pendence on any
one taxpayer

e Cash-funded reserve
fund.

It received an A+ rating
from S&P in 2007. Districts
with these characteristics
may be suitable for certain
retail investors.

Finding the Diamonds

To begin your search for
creditworthy land-secured
bonds, it is best to contact
a broker who specializes in
municipal bonds, such as
Rockfleet Financial Ser-
vices. We can provide you
with suggested offerings,
an official statement and,
in some cases, updated
information.

Or if you are interested in a
particular bond issue, you
can determine the under-
writer through EMMA and
contact it directly. In either
case, you should do your
own research to fill in any
knowledge gaps or verify
the information you have
been given.

With adversity comes op-
portunity. Problems in the
loand-secured bond sector
have created bargains for
those willing fo find them.

Resources for Meaningful Due Diligence

EMMA. Meaningful due diligence should include a close

reading of the offering documents.

The Municipal

Securities Rule Making Board runs the Electronic Municipal
Market Access (EMMA) website at emma.msrb.org, which
provides free access to bond issuer material events, such
as a draw on the reserve funds, and updated disclosure
information which they are required to file periodically.

RealtyTrac.

District foreclosure activity can be reviewed

on realtytrac.com or similar website.

District's Website.

It would be worthwhile to check district

tax collection history and financial status either through
the district’s website, contacting the district manager, or
other available information sources.

Site Visit. Visit the district, if possible.
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WHERE THE STIMULUS MONEY

GOING (CONT'D)

Least Per Unemployed
Persons

Some of the states hard-
est hit by the housing cri-
sis, and with the most ex-
posure to land-secured
bonds (see "Diamonds in
the Rough” in this issue)
have received the least
funding per unemployed
person.

Nevada, Florida, Wiscon-
sin, California, and Ohio
have received $13,041,

IS

$13,863, $15,566, $16,015,
and $16,246 respectively,
per unemployed person.

Georgia and Michigan
have also received less
than $17,000 per unem-
ployed person, at $16,757
and $16,865, respectively.

THIS WEEK'S CALENDAR

Date Amount Issuer
03/15/10 12,215M  East Stroudsburg ASD, PA
03/15/10 8,375M  Pennridge ASD, PA
03/16/10 7.510M  Hoosick-Falls CSD, NY
03/16/10 7,320M  Bellwood-Antis SD, PA
03/16/10 7,.975M  Manchester Twp, PA
03/17/10 2,400M  Brick Twp BOE, NJ
03/17/10 5,770M  Odessa-Montour CSD, NY
03/17/10 2,052M  Wheelerville UFSD, NY
03/17/10  143,625M  State of Wisconsin - Series A
03/17/10  179,105M  State of Wisconsin - Series B - Txbl BABs
03/17/10 3,123M  East Aurora Vilage, NY
03/18/10  153,465M  Boston, MA

$34,065M - Series A
$66,075M - Series B
$36,400M - Series C - Txbl BABs
$16,925M - Series D - Txbl
03/18/10 3,181M  Kendall CSD, NY
03/18/10 10,785M  Town of York, NY

Click here for calendar updates.
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