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Are Your Bond Proceeds
Earning You Zero?
Girard Miller, CFA, Columnist for GOVERNING, Senior Strategist, PFM Group

T

oday’s low interest-rate market environment leaves municipal
treasurers and cash managers scrounging around to scrape up
every nickel of investment income they can find. In this environment,
investment-related fees and expenses are magnified because they consume
so much of the puny earnings on idle cash. One often-overlooked place to
cut costs is the bank trustee or fiscal agent where your bond proceeds are
invested.
Many municipal bond issuers in California use a bank trustee to hold the
proceeds of the issue until spent, as well as debt service reserves that
are sometimes required by the indenture. This arrangement assures the
investing muni bond purchasers that the money will be prudently invested
as required by the indenture. (So far, so good.) But what many municipal
officials often overlook is the practice of some banks to “sweep” idle cash
into a higher-fee money market mutual fund that pays them a “12b-1”
Continues on page 6
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President’s Message
Nathan Hernandez, CCMT, CMTA President

G

reetings from
sunny Visalia!
I wish I could
say how much we
should all be enjoying
the cooler weather,
but in our neck of
the woods we’re still
enjoying our T-shirts
and sandals! It doesn’t seem right to see the
Christmas décor at Lowe’s when it’s blistery
outside. At any rate, I hope it’s pleasant
where you are and your rainy day funds
are safely invested!
The Conference Committee is working
hard to plan next year’s conference in
Sacramento. We hope to streamline a few
activities to keep the great elements of
education and training with a tightened
schedule to minimize time away from the
office. We will continue to make the use
of your busy schedule as efficient and
informative as possible, we hope we
measure up! Look for registration packets
to be issued in January.
Speaking of January, the CMTA Board
will meet with a consultant for a strategic
planning session to discuss the long-term
goals and objectives of CMTA. In order
to fund this activity, the Board has held
quarterly meetings via conference call
and electronic voting over the past two
quarters. The Board feels this day and a
half planning session will help create a
living strategic planning document to ensure
the sustainability of our organization to
continue to provide top-notch educational
workshops for California treasurer’s and
their expanding roles - can’t wait!
Membership rosters are currently under
development and will be issued soon. If
you have not renewed your membership,
you may find your name missing from this
year’s roster, so please renew right away!
Aside from being in the roster, you get low

cost, high quality education through
the various ways we try to reach all
of our members across the state. Local
divisional meetings, beginning and
advanced investment workshops and
the annual conference are all available,
in addition to the resources on the
CMTA website and listserv. Renewal is
available online at www.cmta.org, or
you can email Elizabeth Cardwell at
elizabeth@cmta.org for support. We
need you!
I hope you all have a wonderful holiday
season and I’m looking forward to
seeing you at a division meeting near
you! By the way, if you haven’t liked
us on Facebook, now would be a great
time! $

Member
Achievements
We want to highlight our
members professional
successes! Have you recently
experienced an outstanding
achievement? Tell us about
it!
Please send all of your submissions
to ashley@cmta.org no later than
Monday, January 9 to be featured
in the winter newsletter.

Save the Date!
2012 CMTA Annual Conference

New Times Call for New Measures
April 18-20, 2012
Hyatt Regency Sacramento
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Definition of Municipal Advisors
Still in Flux
Susan Munson, Co-Founder and CEO of Fixed Income Live
A version of this article was originally published on
August 23, 2011 at www.fixedincomelive.com. It
has been updated to include recent developments to
proposed regulatory changes.

The first step was to broaden the definition
of Municipal Advisor. There was even
talk that volunteers who sit on municipal
boards would need to register to become
municipal advisors. Not a popular
proposal, but I think one still on the table.
Another announcement made on August 23,
2011 by the MSRB proposed classifying
Municipal Advisors as fiduciaries.
Lynnette Kelly Hotchkiss, MSRB Executive
Director was quoted in their press release,
“We are proposing that municipal advisors
be required to put the interests of state and
local governments first. This goes a long
way in ensuring the interests of state and
local governments are protected and lays
a solid foundation for disclosing conflicts of
interest and establishing an appropriate
duty of care for financial transactions.”

Division 1
Vacant
Division 2
Mike Whitehead
p: 310.377.1577
e: mikew@ci.rollinghills-estates.ca.us

B

oth the SEC and the MSRB have
released several proposals this
year related to the regulation of
Municipal Advisors. A brief summary from
the MSRB: as of December 31, 2010 firms
engaged in municipal advisory activities
were required to be registered with the
MSRB as a result of the MSRB’s expanded
regulatory authority over municipal
advisors established by the DoddFrank Wall Street Reform and Consumer
Protection Act. Prior to registering with
the MSRB, municipal advisors must register
with the SEC. In addition, brokers, dealers
and municipal securities dealers that also
act as municipal advisors are required to
register with both regulators as municipal
advisors even if they previously registered
with the MSRB as dealers.

Division
Chairs

Division 3
Cass Cook
p: 559.591.5900
e: ccook@dinuba.ca.gov
Division 4
Marissa Duran
p: 831.768.3471
e: mduran@
ci.watsonville.ca.us

Keeping with my tradition, I thought
it worthwhile to look up the definition
of Fiduciary Responsibility. We hear
about it a lot in the news these days and
it seems to have a different meaning
depending on the situation. I found this
definition on the website biztaxlaw.
com. Not saying it is the final word,
but it seems to be in line with many I’ve
seen:
The term fiduciary refers to a
relationship in which one person has a
responsibility of care for the assets or
rights of another person. A fiduciary is
an individual who has this responsibility.
The term “fiduciary” is derived from the
Latin term for “faith” or “trust.”
A fiduciary relationship exists with
individuals who handle money or
property for others. For example, your
employees or contract employees may
be fiduciaries, if they handle money
or property. Trusted advisers like your
accountant or your attorney or your
insurance agent may also be fiduciaries.
Continues on page 4

Division 5
Richard Loomis, CCMT
p: 510.724.9823
e: rloomis@ci.pinole.ca.us
Division 6
Sue Clive
p: 707.543.3119
e: sclive@srcity.org.us
Division 7
Vacant
Division 8
Deborah Sousa, CCMT
p: 909.875.1804
e: dsousa@wvwd.org
Division 9
Vacant

View full Board and
Committee Chair
roster
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Definition of Municipal Advisors continued
The emphasis is mine because the question that came to my
mind was, who decides who MAYBE? As Dodd-Frank and
endless proposed regulations unfold, that answer will not
only be heavily debated, it will likely be tested in court.
My guess is that the most stringent interpretations will apply
and the bottom line will look something like this: If a person
or entity is paid for guiding or advising another person or
entity, that advisor will be considered a fiduciary and need
to put the customers’ interests first. Especially when it comes
to serving state and local governments.
The debate continues. On September 12, the MSRB even
announced the delay of the implementation of several rule
proposals until the SEC finalizes their definition of Municipal
Advisors. Without a proper definition, how do we know
who needs to follow the rules? What we know now is that
Municipal Advisors must register with both the SEC and
MSRB. But, what we are waiting for is a proper definition
for Municipal Advisors and a better understanding of the
level of responsibility assigned to those categorized as
such. Does this seem a little backwards to anyone else?

It is interesting to note that Broker-Dealers and Underwriters
are not taking any chances and now disclosing up front to
their clients that they are NOT acting in the capacity of
“fiduciary” and that language is also required to be a part
of the Bond Purchase Agreement.
For those interested, I’ve attached a link to the MSRB
webpage dedicated to all news related to Municipal
Advisors. You can easily get lost in the endless interpretations
and codes so I found a cheat sheet from a national law firm
and attached the link. It appears to be in line with the
information posted on the MSRB and SEC’s sites, so I think
you will find it useful.
MSRB’s Municipal Advisor News
Cheat Sheet Compliments of KattenLaw.com
Susan Munson is Co-Founder and CEO of Fixed Income Live and a Managing
Director and Senior Portfolio Consultant at Main Street Capital Advisors LLC.
The information presented was found from reliable sources believed to be
correct, but cannot be guaranteed. Her opinion is her own.
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Thank you to our faithful sponsors for making the publication of Dollars & Sense possible. Click on
each ad to learn more about our sponsors’ services.
Fixed Income Strategies that Create Value and Manage Risk

CHANDLER
ASSET MANAGEMENT
Investment Management:
 Local Agency Funds
 Post Employment Benefit Trusts
 Bond Proceeds

www.chandlerasset.com | 800.317.4747

Volunteer to be a
CMTA Division Chair!
CMTA is looking for a few good
leaders to Chair the following
Divisions. If you are interested,
please contact CMTA President
Nathan Hernandez at nhernandez@
visalia.k12.ca.us.
• Division 1 Imperial, San
Diego City and Counties
• Division 7 San Francisco, San
Mateo City and Counties
• Division 9 Orange County

Advertise in the 2012 Membership Directory!

Be a part of this information resource that members refer to on a daily basis with your company's ad front and center
each time it’s used. Beyond the inside front and back cover pages, we’ve expanded advertising options with new sizes
throughout the roster that include various colors and prices. Put your advertising dollars to work and download the ad
insertion form for more details.
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facing a
STEEP GraDE aHEaD
for revenues?
You can’t put the brakes
on falling property values.
But you CAN steer the YIELDS
on your fixed-income
INVESTMENTS.

Multi-Bank Securities, Inc. works with public treasurers and finance directors
across the country to help them manage their cash flows and maximize their
yields from fixed-income investments that are fully insured, or backed by the
full or implied full faith and credit of the U.S. Government.
Click here to find out more about MBS’s two great tickets
to sound investing: Portfolio Analysis (based on BondEdge)
and CD Insurance Analysis. We will send information and
a sample report. Or contact us if you are ready for your
own Portfolio and CD Insurance Analyses — at no cost.

(800) 967-9045

info@mbssecurities.com

www.mbssecurities.com

Multi-Bank Securities, inc.®
f i n r a ,

S i P C ,

M S r B

For institutional investors only. Not intended for the investing public. © 2011 Multi-Bank Securities, Inc. All Rights Reserved.
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Bond Proceeds continued
fee or a similar administrative reimbursement. Such funds
typically have much higher retail expense ratios than the
low-fee institutional money market mutual funds and local
government investment pools that public cash managers
typically use for their general fund portfolios.
When overnight interest rates were much higher and bond
issuers had no financial incentive to control fees because the
incremental earnings were rebatable to the U.S. Treasury
under its arbitrage regulations, these arrangements had no
impact on local taxpayers, but those days are long gone.
In some cases, the result today can be a zero interest rate
on the retail fund, which means that all the investment
income from that product is siphoned off to pay the money
manager and the bank. Needless to say, there are not many
taxpayer advocates or news reporters that would take too
kindly to that arrangement. Talk about headline risk!

16th Annual Governmental GAAP Update
Live-Streaming Event
November 3, 2011
1:00 p.m. - 5:00 p.m. (ET) • 4 CPE credits

Key topics to be covered include: new rules for
identifying and presenting component units, changes
in how the statement of net assets is presented,
major changes in pension accounting proposed in two
recent GASB exposure drafts, and the most recent
implementation guidance. View brochure.
Stephen J. Gauthier, GFOA’s Director of Technical
Services Center and author of numerous GFOA
publications, including "What Everyone Needs to Know
About The New Fund Balance" and Governmental
Accounting, Auditing, and Financial Reporting (GAAFR
or the “Blue Book”), will lead the program.

Many California municipal bond indentures authorize the
issuers’ finance officials to direct the trustee to sweep their
idle cash in a bond-proceeds account into a specific legally
permitted lower-fee, higher-yielding instrument such as
those mentioned above. When there are millions of dollars
in play, it doesn’t take a genius to figure out that a five, 10
or 15 basis point yield difference is worth the effort. (One
basis point = 1/100th of one percent.) In many cases, this
amounts to thousands of dollars annually.

Register as a group today by submitting your
registration forms together. Make a day of it and
build an event around the GAAP Update as an
affordable way to train your staff. Currently, groups
in Michigan, South Dakota, and Utah have taken
advantage of group discounts. Contact Barb Mollo for
more information. Please note that the registration fee
is per person and is required regardless of your need
for CPE credit.

So check your bond indentures, talk to your bankers, and
eliminate 12b-1 (marketing and distribution) fees from
your portfolio. Those are retail-oriented features that have
no place in a public portfolio.

Click here to register online as an individual.

Disclaimer: Girard Miller’s comments, suggestions and views herein are his
own general opinions and do not constitute specific investment advice nor
an offer to buy or sell securities. His independent views do not necessarily
reflect those of any organization with which he was or is presently
affiliated, including his employer PFM Asset Management LLC, and any
registered investment company or statewide investment pool it advises.
This article was previously published by Governing.com © 2011 and is
adapted with permission of the author and publisher.
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Your finances. Your future. Our focus.
Kelly Mahoney, Managing Director
Jodi Pieczynski, Vice President–Investments
Steven E. Rutledge, Vice President–Investments
1610 Arden Way, Suite 200
Sacramento, CA 95815
800-354-3895

UBS Financial Services Inc. is a subsidiary of UBS AG. ©2010 UBS Financial Services Inc.
All rights reserved. Member SIPC. 31.13_Ad_3.5x2_SO1118_PieJ

NBS
S

TM

Navigating

• Special Tax, Fee and

t h e n ew No rmal

Revenue Generation
Compliance Services
n Special District Administration

Assessment Districts
SFD Software
• Proposition 218 Compliance
• Bond Compliance & Support
• Feasibility & Financial Studies
• Cost Allocation Plans
• User & Regulatory Fees
• Development Impact Fees
• Utility Rates
• D-FAST®

n
n

helping communities fund tomorrow

800.755.6864
www.willdan.com

AGILE & FOCUSED

nbsgov.com | 800.676.7516
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Quarterly Investment Outlook: Shaken, But Still
Standing
HighMark Capital Management, Fourth Quarter 2011, Quarterly Investment Outlook

R

ecent surveys suggest grave concern about slowing
global economic growth, but are they indicative of
an imminent recession or simply a transitional crisis
of confidence? Equity markets have discounted increased
risk that financial, economic and policy headwinds could
undermine economic growth and earnings. We do not dismiss
obvious concerns, from natural disasters to the various
economic, financial and geopolitical sources of uncertainty.
However, most economic data observed doesn’t justify the
level of pessimism evident in sentiment surveys. Retail sales,
business sales, industrial production, exports and investment
spending imply the economy is still expanding. We don’t
expect the U.S. economy will tip into recession for the
foreseeable future, so our outlook is for the economy to
continue expanding through 2013.

Revisions to U.S. Gross Domestic Product (GDP) data have
amplified fears that the economy may be tipping into
recession, after erasing more than $400 billion of growth
over the last decade. Data revisions continue to swing wildly
in both directions, diminishing usefulness.

High unemployment and weak housing demand are the
most recognized domestic concerns. Housing has troughed,
but failed to normalize yet despite low interest rates,
increasing affordability, and housing starts still 50% below
the average household formation rate of 1.3 million/year.
The construction sector harbors the highest unemployment
rate, so job growth hinges on housing. U.S. household
formation is near the lowest level since World War II,
which troughed at 357,000 for the year ending March
2010. Household formation is
the driver of housing demand, so
with forecast exceeding 750,000
in 2011, housing starts should
accelerate soon. Deleveraging
of households and businesses has
been less visible, but combined
Source: HighMark Capital estimates and Thomson Datastream
with refinancing at lower interest
We continue to monitor the potentially adverse impact of
rates, reduces interest expense and the strain of leverage.
six global sources of uncertainty. These headwinds have
Most U.S. imbalances observed in 2007 are more
left investors shaken, but still standing. As these transitional manageable, supported by strong cash flows.
concerns moderate, we believe economic expansion will
continue for the foreseeable future, as long as inflation
The Federal Reserve “output gapers” steering monetary
remains contained. Tightly coiled potential business and
policy believe that slack in unemployment is too high to result
consumer demand, restrained over several years, should
in inflationary wage increases, and excess capacity limits
support above average demand given five economic
investment spending. If there is too much slack, why have
drivers HighMark introduced Q1/2010 as our Big Ideas unit labor costs accelerated from -5.1% just over a year
for 2010. These drivers include: (1) business investment, (2)
ago to +0.7% and rising today? High unemployment of
inventory re-stocking, (3) export growth, (4) housing starts, 9.1% has coincided with surprising growth in job vacancies
and (5) consumption.
and weekly earnings increases averaging 2.5-3.0%.
Capacity utilization has risen 10% from its trough in May
2009 to 77.4%, closing in its long-term average of 80.4%.
Slower Growth, Not a Recession Precursor
Even real nonresidential fixed investment accelerated to
Revised U.S. GDP suggests economic growth has slowed,
9.9% growth in Q2. Interest rates have been pegged near
but the data is inconsistent with other measures of economic
conditions, including retail sales, business sales, nonresidential 0% since December 2008 despite improving economic
conditions and rising inflation. Is it appropriate to maintain
investment, exports, and industrial production. More
frequent monthly data suggests the economy has started such loose monetary policy as if it were March 2009 at the
re-accelerating. This suggests to us that the economic height of the financial crisis? Continue Reading
slowdown is more likely a mid-cycle transitory pause that is
similar to 2010, than a precursor to another recession.
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IN TODAY’S MARKET
YOU BETTER HAVE SOMEONE
WHO KNOWS HOW TO

HANG ON
e F O L I O ® • R E S E A R C H • S T R AT E G Y • A S S E T / L I A B I L I T Y • P O R T F O L I O A C C O U N T I N G

When the bulls are running, can the bears be far behind? Or is it the
opposite? At Morgan Keegan, we’ve been in the market long enough
to know. And our unique perspective keeps us from blindly following
the Wall Street herd. Visit morgankeegan.com/ficm to see how we
assist institutional fixed income investors.

Morgan Keegan
Fixed Income Capital Markets • 800.564.2249
Morgan Keegan & Company, Inc. | Member FINRA, SIPC
Not FDIC Insured | May Lose Value | No Bank Guarantee | Not a Deposit | Not Insured by Any Government Agency
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Controller Releases September Cash Update
Press Release Distributed on Oct. 10, 2011 by the State Controllers Office
State Controller John Chiang released his monthly report covering California's cash
balance, receipts and disbursements in September, showing revenues came in $301.6
million below projections from the recently passed state budget.
"For better or worse, the potential for revenue shortfalls is precisely why the Governor and
Legislature included trigger cuts in this year's State spending plan," said State Controller
John Chiang. "September's revenues alone do not guarantee that triggers will be pulled.
But as the largest revenue month before December, these numbers do not paint a hopeful
picture."
After accounting for September revenues, total year-to-date general fund revenues are
now behind the budget's estimates by $705.5 million.
The State ended last fiscal year with a cash deficit of $8.2 billion. The combined current
year cash deficit stands at $17.6 billion. Those deficits are being covered with $12.2
billion of internal borrowing (temporary loans from special funds) and $5.4 billion of
external borrowing.
For more details, read September 2011's financial statement and summary analysis.
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• Are subject to investment risk, including the possible loss of principal.
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Advanced Investment Workshop
January 18-19, 2012
Cal Poly Pomona
Tracey Lovely, CMTA Education Chair

W

e look forward to your attendance at the Advanced Investment
Workshop as this will be a wonderful opportunity to revisit
treasury topics and learn about revenue opportunities.
The current economic environment has been challenging for treasury
managers. This workshop will delve into options and tools to facilitate
smooth operations into the future.
The Advanced Investment Workshop is structured to provide two solid
days of technical, yet understandable, portfolio and cash management
topics for municipal investors with three or more years of experience. The
workshop also provides points earned toward the Certified California
Municipal Treasurer (CCMT) credential.
Financial assistance is available! Because education is CMTA's primary goal,
the association greatly subsidizes the costs of these workshops. However,
if you or your agency cannot afford the registration fee, the CMTA Board
of Directors offers scholarships through the Marcus Woodward Memorial
Scholarship Fund. Download the scholarship application.
Visit www.cmta.org for additional or call the CMTA office at 916-231-2144.

$

Advanced Investment
Workshop
January 18-19, 2012
Cal Poly Pomona
Earn CCMT credits!

Save the Date!

Upcoming Fall 2011 CDIAC Webinars
As part of its continuing education program, CDIAC will begin offering training webinars to provide information on
municipal debt and public investments. In addition, CDIAC plans to use the webinar format to provide exposure to current
topics in municipal finance. These webinars are not intended to replace CDIAC’s classroom training programs, but are
designed to supplement CDIAC’s core education seminars or drill down on the technical aspects of tools and practices used
by local agencies. The sessions are open to all interested parties.
CDIAC plans to launch its webinar training program in Fall 2011, beginning with the following sessions:
Not Concerned About Arbitrage Rebate? Not So Fast
NOVEMBER 8, 2011
10 a.m. – 11:15 a.m.
Swaps Math: What Are Your Swaps Worth?
NOVEMBER 30, 2011

10 a.m. – 11:15 a.m.

More Information
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Mortgage Payment and Property Tax Delinquencies
on Decline
Nehal Thumar, Manager, & Christina Nguyen, Senior Analyst, David Taussig & Associates, Inc.
Recent data suggests that the number of U.S. property owners who are behind in their mortgage payments and/or their
property tax payments has been trending downward. Generally, property owners who are delinquent on their mortgage
payments may also be delinquent on their property tax payments.
Nationwide, the delinquency rate for mortgage payments has decreased every quarter, with the exception of two quarters,
since December 2009, according to a quarterly national delinquency survey by the Mortgage Bankers Association. As of
the end of June 2011, only 8.44 percent of all mortgages outstanding were delinquent, compared to 9.85 percent one
year prior. The percentage of loans on which foreclosure action was started during the second quarter of 2011 was 0.96,
down from 1.11 one year prior.
In Riverside County, special tax delinquencies for developed residential property in certain community facilities districts
and assessment districts administered by David Taussig & Associates, Inc. decreased significantly – a total of 815 basis
points – from fiscal year 2007-08 to fiscal year 2010-11. Developed residential property saw a substantial and steady
delinquency rate decrease every year in the four-year span: from 10.39 percent in fiscal year 2007-08, to 7.48 percent
in fiscal year 2008-09, to 3.75 percent in fiscal year 2009-10, to finally 2.59 percent in fiscal year 2010-11.

Continue Reading

Your assets. Our focus.
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FPPC Form 700, Statement of Economic Interests
& Form 700 Reference Pamphlet

Keeping Up

Fair Political Practices Commission Memorandum from Lynda
Cassady, Chief Technical Assistance Division

Please join CMTA in congratulating members for their
active participation. Whether a new member, a new
position, or a recent achievement, the Keeping Up
section will keep you apprised of CMTA members'
activities!

The Fair Political Practices Commission will be adopting the
Form 700, Statement of Economic Interests, at its December
8 meeting.
Commission staff is proposing technical updates to the
current form, which are highlighted in the downloads below.
Please note the following:
• The Commission clarified that certain investments that
resemble mutual funds are not reportable by most
individuals. Download newly adopted Regulation 18237.
• Staff is considering eliminating the notation on
the cover page that requires the filer to note the
number of pages attached to a statement. This
information was added to the form to help filers
ensure that they submit all the necessary schedules
but is not a requirement under the Act and is not
relevant for those agencies receiving statements
electronically. We are seeking input on this proposal.
• Schedule A-2: The Commission clarified that a business
entity such as a sole proprietorship is reportable even
if the fair market value of the business falls below
$2,000. (See Newman advice letter A-09-077.)
• Schedules D & E: Instructions for these schedules
may change depending upon the passage of
the gift regulation package to be considered
by the Commission at its November meeting.
• Schedule E: Staff added a check box for payments
in connection with a speech. Such payments
are generally not subject to the gift limit.
• Page number references to the Form 700 and
Reference Pamphlet will be updated after
adoption of the Form 700 package.
Comments and suggestions are encouraged and should be
directed to Trish Mayer at tmayer@fppc.ca.gov or Lynda
Cassady at lcassady@fppc.ca.gov before November 20,
2011. Unless requested, a meeting at the Commission office
will not be held. $

After an 11-year partnership with APT US&C, Stacey
Crane Dussault and the Public Treasury Institute of
North America (PTI) has moved on from her career as
the APT US&C Publication Marketing and Educational
Seminar Coordination vendor. Good luck, Stacey! $

In Recent News...
◦ Chandler Bond Review
◦CA FWD: Unanimous, Bipartisan...and Vetoed
◦ AB 187 Signed By Governor, In Effect January 1,
2012

Become a CMTA Member!
CMTA, through its Board of Directors and Committee
Chairs, is dedicated to offering its members the
opportunity of learning new and efficient methods
to more effectively fulfill their responsibilities
and to be made aware of the constantly shifting
patterns of Governmental Organization and public
administration. Consider becoming part of the team.
Please contact Debbie Welch at debbie@cmta.org
or call 916.231.2144 for more information.

Not sure when your next division
meeting is? Checkout the CMTA
Calendar of Events for detailed
upcoming event information.
Become a "fan" of CMTA!
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