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GOALS and AGENDA

California Muni Bond Market

Finding Bonds

Performing the Credit Evaluation

« Buying the Bond

Monitoring your Investments
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PRESENTER BIOGRAPHY

* Roddy Sloss: Individual Investor

— BS, Business - University of California, Berkeley (1966)
— CPA California (inactive)

— PricewaternouseCoopers, Financial Auditor (1966-1979)

— Kaufman & Broad (NYSE), Director - Controls Evaluation & Audit (1979-1983)
— Cordura (NYSE), CFO / Secretary (1983-1987)

— Daisy Systems (NASDAQ), CFO / Secretary (1987-1990)

— Sigoloff & Associates, Consultant (1990-1994)

— Lattice Semiconductor Corporation (NASDAQ), VP Finance (1994-2005)

— Retired (2005 - present)
— Los Altos Hills town finance committee (2008 — present)
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DISCLAIMER

* Information presented or discussed during this meeting is neither confidential
nor proprietary, was developed by the presenter and may contain
Inaccuracies, oversights and errors as it has not been subjected to a third
party review or fact check.

« The presenter is neither a professional investor, public speaker, nor a
practicing accountant.

 The presentation is based on market conditions at this time and for the three
years ending in June 2012. This strategy is unlikely to work if market
conditions substantially change.

« Transactions and investments in this presentation are characterized as tax
free meaning income tax free for California income tax payers. Alternative
minimum tax, capital gains tax and income tax related to original issue
discount may or may not be applicable in determining the income tax status
of these transactions. Tax Free characterization may or may not be applicable
to all recipients of this presentation and may change over time.
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CALIFORNIA
MUNI BOND MARKET
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California Muni Bond Market — Market Size
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California Muni Bond Market — Why This Market Is Different

* NICHE MARKET CHARACTERISTICS

Small issues

Low turnover

No exchange to resell securities
No Institutional research

Legal foundation varies by state

Unrated securities common
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California Muni Bond Market - Market Segments

*TWO MARKETS

l. INITIAL OFFERING - Better disclosure and more risk
For institutional and individual investors
Invitation only
Boutique local brokers
. SECONDARY MARKETS - Worse disclosure and less risk
2 sub SEGMENTS:
1) $100,000+ for institutional investors (Bloomberq)

2) > $100,000 online bulletin boards for individual investors
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FINDING BONDS
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FINDING BONDS - Getting Started

Pre requisites:
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Finding the Market - Free Internet Tools
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Finding the Bonds — Free Internet Tools

Use Advanced Vanguard’s is nested

Search Tool 5 levels down
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Finding Bonds — Free Internet Tools

Vanguard Advanced Search Screen with strategy criteria selected:
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Finding Bonds - Free Internet Tools

Alamo Advanced Search Screen with Strategy Criteria
selected.:

ALAMO CA;EA-?\
CALAMO GaPrTaL

OFFERINGS f NEW ISSUES / BID WANTED f ORDER STATUS f PORTFOLIOS / REPORT BIN / PASSWORD RESET

Municipal Bond Search

Express Search States Constraints

Issue: | Use Ctrl-Click To Select Multiple States.

P — General Obligation
CUSIP List: I aska Rewvenue
Save Query As: I Callable

(Wil Save When You Find Bonds) Tobacco Settlement

Offerings Onty & I~ Exclude Pre-Refunded

Ranges Escrowed To Maturity
Minimum Maximum Use Ctrl-Click To Select Multiple Purposes. Taxable
Maturity Subject To AMT
Insured
Education Bank Qualified
Quantity Public Service Putable
] Health Care | ) )
Coupon Build America
vield I Exclude Display Properties
e bl el Lo Sort By [Maturi |
Sort By: aturity
Price Use Ctrl-Click To Select Multiple Months. Y Iy

Rows Per Page: [1o0 =]
All Months Updated Since: I—

Delivery January (Eastern)
February
7 Exclude March =7 |

Interest Payment Frequency  Exclude At Maturity

Use Ctrl-Click To Select Multiple Frequencies.
All -
Semi-Annualky
Annualy
Cuarterhys

Moodys/S&P Ratings

mialiafiafinlalis fa BaBafia B
T 999977772

Call Prot
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Finding Bonds — Free Internet Tools

- Vanguard search results: bonds offered for sale (5/1/12)

Depth|Qty Hin ST| CUSIP Issue Coupon| Maturity | Price |Yield M(S)?;SDY/ \(/:V?tdclr:

Qty
Stockton Calif Rev Ctfs p Hl _..-;1 Callable 09/13@100 - /
5 5 |CA[861407BS2| opp - Extraordinary Calls - Redev/Ld Clearance Use - 3.7 09/01/2017 81.419| 8 WR/ CC (NEG)

Material Events - AMBAC insured

Stockton Calif Pub Fing A [l Lap Exempt From State & -
more (115} 5 H%BQSDVO Local Income Taxes - Material Events - RADIA insured 5 [09/01/2016| 51.3 |7.345| -/ B+ /

150| 25 @317077“1 Fillmore Calif Redev Agy M L& OID - Material Events 5 |05/01/2016/94.192/6.65| -/ -

Stockton Calif Redev Agy [l —'ﬂ Callable 09/14@100 - WR/
50| 5 |CA|861402CY9 OID - Extraordinary Calls - Civic/Conventn Ctrs Use - . 09/01/2017 89.054| 6 BBB

Material Events - FGIC insured

Desert Hot Springs Calif [l L& Material Events - 09/01/2014 98 |4.89| -/B
AMBAC insured

Stockton Calif Pub Fing A Bl L& 01D - WR/
Material Events - FGIC insured 09/01/2013) 99 |4.741 BBB

Stockton Calif Pub Fing A B L= callable 08/14@100 - Sy

Exempt From State & Local Income Taxes - 08/01/2015/ 98 14.655

Extraordinary Calls - Gen Purp/Pub Impt Use - /01/ ' BBB
Material Events - NATL insured

Stockton Calif Pub Fing A Bl L& Callable 08/14@100 -
Exempt From State & Local Income Taxes - Baa2/
Extraordinary Calls - Gen Purp/Pub Impt Use -
Material Events - NATL insured

(n) Floating/Variable rate - (c) Yield to Call - (p) Yield to Par Call - (w) Yield to Middle Call - (u) Yield to Put - (dis) Di
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A Case Study — Stockton’s threatened bankruptcy opportunity

BANKRUPTCY NEWS

THE LATEST INFORMATION

Bankruptcy Mews » Filing Bankruptey

fi| Stockton, California Weighs the Possibility of Chapter 9
Bankruptcy

May 25, 2012

By: John Clark

The city of Stockton, California is reportedly weighing whether to file for Chapter 9
bankruptcy in order to remedy its $26 million budget shortfall, according to a recent
report from the Stockton Record.

Thi=s week, City Manager Bob Deis released a proposed budget that includes a £26
million gap, and he offered three potential solutions to cover the difference, including

filing for municipal bankruptcy.
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PERFORMING THE
CREDIT EVALUATION
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Performing the credit evaluation - What is Safe?

« Attributes of a good credit risk:
*» High ratio of collateral to bond value
s Borrower able to make timely payments

s Borrower reports periodically
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MARKET CATEGORIES OF BONDS:

* General obligation (aka GO)
* Revenue (aka certificate of participation)
« Community faclility (aka Mello Roos)

« Redevelopment (aka tax increment)
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General Obligation
bonds

+ Issuer’s credit
reputation is at risk

+ Most General Fund
revenue sources

- Hard to evaluate
credit
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Performing the Credit Evaluation — What Kind of a Bond [s it?
Revenue (certificate of participation) bonds

+ /- May or may not be similar to GO
e.g. building lease payable from General
Fund vs. dedicated revenue from toll road

+ /- Asset financed may or may not be critical
(Jail vs. Iibrary)_

ooanl ‘
=
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Performing the Credit Evaluation — What Kind of a Bond Is it?

 Community facility (aka Mello Roos) bonds

+ Easy to evaluate
+ Often have high value to loan ratio

+ Usually not redeemed early

- Be careful where property not built out
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Performing the Credit Evaluation — What Kind of a Bond [s it?

Redevelopment (tax increment) bonds

+ sometimes have high value to loan ratio
- hard to evaluate g
- collateral is often diluted
- subject to abuse }
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Where does your information come from?

Information Source
WEBSITE CONTACT
Question  Broker EMMA Issuer Other Issuer Broker
Bond terms X

Bond type
Credit evaluation
Trading history
News

Buyers X
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Performing the Credit Evaluation — Free Research Tools

EMMA

| I MSRB EMMAT - Electronic Municipal Market Access

Municipal Securitics The Official Source for Municipal Disclosures and Market Data
Rulemaking Board

Muni Search Market Activity Education Center EMMA Dataport

Home > Muni Search > Search Results = Issuer Details = Issue Details > Security Details

Security Details 7 —
= _._...—H--

EL DORADO CNTY CALIF SPL TAX CMNTY FACS DIST NO 2005-2 (CA)*
CUSIP: 2683113DJ4 *

Dated Date: 04/20/2006

Maturity Date: 09/01/2016

Interest Rate: 4.7 %

Principal Amount At Issuance: 390,000
Initial Offering Price: 99.185

Official Statement Continuing Disclosure Trade Activity RatingsNeW

View the official statement, which is the most complete source of information about the securities as of the time of initial issuance
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Performing the Credit Evaluation — Initial Disclosure

Official Statement

SPECTAL TAX BONDSE, SERIES M

project description sy NS

Duled: Mude wf dedlvery
. ’ I : . i Ex 2rlubliskrwn -
. , R il terertter seranninliy

T Bords are - b E . .
= E : B[k Hpceisl AT AN Wt Cmsttobe A e
earvler. In dhe creut of delingoency, Treceedings moy be cunducted voly sgaiosd the pices] of roal propeels
4 1 . o LEETN T % | Fan ar ihat rhey sl Sipeciad T humeh
i 4 IS . N

Initial expectations

Inkerect

early retirement
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Credit Evaluation — Ongoing Disclosure Responsibility

ONBS

C O n ti n u i n g helping communities

fund tomorrow

Disclosure
current performance
County of El Dorado CFD 2005-2
pro blems Special Tax Bonds, Series 2006

new develo pme Nnts Continuing Disclosure Annual Report

Fiscal Year Ending: June 30, 2011
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Performing the Credit Evaluation — Looking For Problems

o i

Skim Continuing Disclosure: ,_

. CAFR w3

« Budgets (issuer website)

« Continuing Disclosure Report
Mello Roos? Check for

Teeter Plan

(Checklist in the Appendix)
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Performing the Credit Evaluation - Drilling Down

Peruse:
Official Statement
* Risk factors
« Description of project
CAFR
Budget

(Checklist in the Appendix)
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Performing the Credit Evaluation — more free resources

. The issuers website CITY OF BERKELEY. CA

N/

“* most recent budgets and financials
“* governing board’'s meeting agendas and minutes

. Other ~ Zillow

Your Edge in Real Estate (: k) tglc ear 5\

< (Google maps

N/

s Zillow .com

N/

** local press

N/

*» telephone the issuer’'s financial officer

N/

¢ ask a bond trader familiar with the security
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BUYING THE BOND
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Buying the Bond - Things to Remember

Confirm the CUSIP #
$ in account?

Price flexible?

Pay par or less

Set up alerts
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MONITORING YOUR
INVESTMENTS
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MONITORING YOUR INVESTMENTS

- . Investment Name ~ Type Formal Name cusip  Maturity  Bonds
REtaI N key data IN a IAHUDOfficeHQ g0 LOSANGELESC S44S6padl 62012 13
) Fontana Heritage Village  rev Calif Spl TaxRef 344630gw2  9/1/2012 5
spre adsheet ( appen d IX) IARUDOficcHQ  go LOSANGELESC SiSipad2 612013 S

SanJose Off Ind Shop Hous rev SANJOSECARI 798147658 8/12013 15
Calif Statewide Commerci; mello CALIFORNIA ST  13078YBP9  9/22013 10

Vacaville Library go VACAVILLE CAl 918559DR3 32

- LA Bunker Hill OfficeShoj redev LOS ANGELES € 544389236 3/12014 15
S u m m a rl Z e by ye a r redev Montebello Calif Cc612280kf3  9/1/2014 25

Montebello Industrial

- Modesto Ca Water rev. MODESTO CALl 607769ED4 ~ 9/1/2014 10

Of m at u r I ty San Diego Centre City ~ redev San Diego CalifR  797300UTS ~ 9/1/2014 5
Turlock Ca Emanuel Hosp rev TURLOCK CAH  900173BG9 10/ 410

Foothill Eastern Toll Rd (C rev  Foothill Easter Cc - 345105DZ0  1/152015 25

Total 2012 2013 2014 2015 2016 PAVN Y

Total  $232,580 $20,051 $39,915 $39,746 $79,295 $43,594 $9,979

%  100.0% 8.6% 17.2% 17.1% 34.1% 18.7% 4%

Maturity 2.8 0.4 1.5 2.5 3.5 4.5 5.1
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MONITORING YOUR INVESTMENTS — Free Tools

* Check broker calculated
unrealized gain/loss often

e Use EMMA Alert service
for news (see appendix)

* If there Is a concern,
use EMMA Alert service
to report new trades
(see appendix)
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MONITORING YOUR INVESTMENTS - Selling

* If you have to sell:

“* Review EMMA data (including other maturities)

¢ Find dealers who know the bond and credit
(usually found in issuers geographic area)

¢ Contact several dealers (phone / email)

N/

“ Explain why you are selling (no one wants a
lemon)

*» If there is bad news, don’t sell in a panic.
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CONCLUSION

* Research skills improve quickly

 Don’t buy if in doubt

* Persistence is rewarded - mining for value
« Selling can be expensive — take your time

* Interest rates will go up — stay short term

THANK YOU
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APPENDIX
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APPENDIX - California Muni Bond Market — Market Size

* MUNI BOND MARKET OVERVIEW ($ = market cap)
-NYSE & NASDAQ $19 trillion (9,000 securities)
-US Treasuries and Agencies $11 trillion
-Mortgage securities $ 9 trillion

-Corporate Bonds $ 7 trillion

-Muni Bonds - $ 3 trillion (30,000 securities / ~300,000
maturities — CA 16% , Tx 10%, NY 9% )

- Asset backed notes (credit cards / car loans) $3 trillion

Data from SIFMA 2012 website; NYSE & NASDAQ from Co.website
and 10k; e Trade primer; Bnod Desk 7/11 monogragh, MSRB 2010
Data book.
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APPENDIX - California Muni Bond Market

*MARKET ATTRIBUTES

45% of transactions are $25,000 or less (66% <$50,000)
60% of trades are buyers

90% tax free securities

80% of transactions are in secondary market

51% of transactions are fixed rate securities
(vs. variable or zero coupon)

17% of trades are for securities that mature in 5 yrs or less

Source and more details :
www.msrb.org/msrbl/pdfs/MSRB2010FactBook.pdf
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APPENDIX - California Muni Bond Market

* MARKET ATTRIBUTES

Maturity
-17% 5 years or less
-20% 5-10 years
-18% 10-15 years
-24% 20-30 years

Market
- 20% New issue
- 80% Secondary

Information source:
www.msrb.org/msrbl/pdfs/MSRB2010FactBook.pdf
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APPENDIX - California Muni Bond Market

*MARKET ATTRIBUTES

Buyers v Sellers
- Buyers = 60%
- Sellers = 40%

Purpose of Financing

- State and local Gen Obligation 30%
Special tax, utilities, leasing 35%
Hospital 9%

Schools 7%

Transportation 15%

Other 4%

Non taxable v taxable

- 90% tax free

- 10% taxable

InNformation source:
www.msrb.org/msrbl/pdfs/IMSRB2010FactBook.pdf
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APPENDIX - California Muni Bond Market

*MARKET ATTRIBUTES

New issues v secondary market
- New Issues = 17%
- Secondary market = 83%

Interest calculation method
- Fixed rate = 51%
- Variable rate = 46%
- Zero coupon = 3%

Transaction size
- under $25,000 = 45%
- $25,000 - $50,000 = 21%
- $50,000 - $75,000 = 5%
- $75,000 - $100,000 = 9%
- more than $100,000 = 20%
Information source:
www.msrb.org/msrb1/pdfs/IMSRB2010FactBook.pdf

June 9,2012 AAII Low Risk California Muni Bond Strategy  Reddy Sloss



APPENDIX EMMA Alert Sign Up Page

' (© Municipal Securities Ru
& C f dataport emma.msrb.org/M ang asy
V Vanguard © Alamo © 2wire A Garmin ¢ EMMA © Quantum & NOAA = Scottrade ([ Imported From IE ! College Basketbal... ™ Gmai - Contact... [ Google Calendar (3 other bookmarks

A

+ Home | Alerts | Feedback | Contact

Municipal Securities The Official Sou
Rulemaking Board

About EMMA Muni Search Market Activity Education Center EMMA Dataport

Home > Manage Alerts

" MSRB EMMA® - HE‘CUOHIC Mumapal Market Access

rce fo cipal Disclosures and Market C

Manage Alerts

CREATE/ MANAGE ALERTS

Anyone interested in regular updates about individual municipal securities can sign up on EMMA
to receive e-mail alerts when disclosure documents are posted and trades are reported. Scores Email:|
of new documents, such as financial filings and other material event notices from bond issuers,

are posted on EMMA each day. To learn how to receive e-mail alerts, click here Confirm Email:|

Existing alert users can manage alert preferences and signup for alerts for additional securities m
by following the user-specific link provided in all EMMA alert emails. If you have not retained this

link, please signup using the same email address used for other EMMA alerts and you will

receive this link by email.

dataport.emma.msrb.org/default.aspx
™ = ’-—" [, o 1, Si4PM
ﬂ‘ iIJ’i‘ \: . PLJ H 4/2/2012 =
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APPENDIX r r tracking investm

Cla H9- T AAIl sample spreadsheet - Microsoft Excel non-commercial use —

Home  Insert  Pagelayout  Formulas  Data Review | View | PDF ® - 9 X
= ¥ Formula Bar ) : n =1 Split ]
J J = J v Gridlines ¥ Headings \ _L: _D.J T E ;El .. Hide — - ___‘L
Normal| Page Page Break | Custom  Full Zoom 100% Zoomto | Mew Arrange Freeze Save Switch Macros
Layout  Preview Views Screen Selection | Window  All  Panes ~ Workspace Windows ~ K
Workbook Views Show/Hide Zoom Window Macros
Al - £ ¥
A B C D E F G H I J K IL M N 0 i
5 $1,000 Annual Current Gain (Loss) Purchase  Accrued
6 Investment Name Type Formal Name cusip Maturity  Bonds Cost Coupon Income Yield at Maturity date int at buy| |
12| 2 Fontana Heritage Village rev 9/1/2012 5 $5,000.00 5.70% $285.00 5.70% $0.00 11/30/2009 $12.50
13| 3 LA HUD Office HQ go 6/1/2013 5 $5,039.75 3.50% $275.00 3.50% (§39.75) 5/27/2009 55.47
14| 4 SanJose Off Ind Shop Hou rev 8/1/2013 15 $15,000.00 5.40% $810.00 5.40% $0.00 3/3/2009
15| 5 Calif Statewide Commerci mello 9/2/2013 10 $9,875.00 4.30% $430.00 4.88% $125.00 5/11/2011  $88.39
16 | 7 LA Bunker Hill OfficeSho redev 3/1/2014 15 $14,579.03 4.60% $690.00 4.75% $420.97 1/15/2009  $38.43
17 | 9 Modesto Ca Water rev 9/1/2014 10 $10,229.31 5.13% §512.50 511%  (8229.31) 1/18/2011 $199.31 &
18 | 10 San Diego Centre City redev 9/1/2014 5 $4,987.50 4.90% $245.00 4.98% 512.50 5/26/2011  §61.25
19 | 11 Turlock Ca Emanuel Hosy rev 10/15/2014 10 $9,950.00 5.00% $500.00 5.03% $50.00 3/30/2011 $234.72
22 | 13 Ca St Office Oakland go 4/1/2015 10 $10,000.00 5.15% $515.00 3.15% $0.00 6/12/2009  $19.21
23 | 16 Jurupa 5.5% School mello 9/1/2015 15 $15,030.00 5.50% $825.00 5.49% ($30.00) 3/4/2011 $18.33
24 | 18 Brisbane Housing mello 9/2/2015 5 $5,018.07 5.80% $290.00 5.80% ($18.07) 6/8/2009
25 |20 Pajaro Water Assessment. rev 9/2/2015 15 $14,550.00 4.50% $5675.00 5.18% $450.00 7/23/2010 $273.75
26 |21 Rancho Carillo Carlsbad mello 9/2/2015 10 $10,050.00 5.40% $540.00 5.37% ($50.00) 4/26/2011  $85.50
27 | 24 LA Cnty Disney Parking  rev 3/1/2016 5 $4,897.00 4.75% $237.50 5.00% $103.00 5/17/2011  $52.12
28 | 26 Madera County Seat Bldg go 8/1/2016 5 $4,750.00 4.00% $200.00 5.01% $250.00 10/27/2011  §50.00
29 | 28 El Dorado (Sacto) housing mello 9/1/2016 10 $9,787.10 4.70% $470.00 5.18% $212.90 8/10/2011 8214.11
30 | 29 Stockton Sewer bonds rev 9/1/2016 20 $19,965.00 5.13%  §1,025.00 3.13% $35.00 3/1/2012  §14.24
31 |30 Livermore industrial prop¢ mello 9/2/2016 10 $10,000.00 5.65% $565.00 5.65% $0.00 4/20/2011  $84.75
32 |31 Richmond Ca golf course 1 mello 9/2/2016 15 $14,160.00 3.90% $552.24 5.00% $840.00 4/25/2011  $91.00
33 |33 Alhambra Senior Baptist . rev 1/1/2017 10 $9,978.68 6.25% $5662.50 6.62% $21.32 12/28/2011 53.68
34 Totals 210 $202,846.44 $10,304.74 f 5.08% $2,153.56 v
M 4 » M| Investments  Strateqy ~Sheet3 ~Sheet4 ~Sheet5 ~Sheet6 , Sheet7 ~Sheet8 ~Sheetd ~¥J 14 | . r
Ready Average: 1024588155 Count: 296 Sum: 2131143363 |;@ |Q—| |E| 98% @ O Q
el (3| T Mz | @ |1z W =0 e
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APPENDIX — Looking for Problems - CHECKLIST

‘EMMA - Continuing Disclosure

- GO and Revenue bonds:
Audit report — going concern — other issues?
Financial Stat’'s — mgt’s discussion — big variances?
Balance Sheet assets — low investment balances?
Balance Sheet equity — negative reserves?
Footnotes — inter-fund borrowing arms length?
Footnotes — Subsequent events
Budget — cutbacks? (found on Town’s website )
Reports — filed timely?

- Community Development (Mello Roos) bonds:
Value to lien ratio too low?

Underdeveloped property?
Teeter Plan?
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Gl Lt e ST
Using EMMA:

- Continuing Disclosure
-GO/Rev/Bonds: F/S footnotes
Debt- Overlapping credit? Large near term maturities?
Commitments/Contingencies - Expiring leases? Lawsuits?

- Official Statement - Descrip of Property, Risk Factors

- Current credit rating? Read report

» Past trading activity — price drop below 957
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APPENDIX - Buying the Bond - CHECKIIST

« Check EMMA for dealers cost and holding period

« Describe the bond to the dealer by CUSIP #

« Ask - Some dealers will accept less than asking price
« Avoid paying more than par including commission

« Have the funds at the broker before you buy the bond
* Note the CUSIP # (hard to find later)

 Where do you want the bond parked?
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APPENDIX - Speaker’s Notes

Want a copy of slides
with ?

Email :

califmuniaali@gmail.com
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Afternoon Break
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