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May 26,2010 

The Honol'ahle Bill Lod<ycr 
Tl'eUSUl'el' 

State of California. 
915 Capitol Mall 
Room 110 
Sacramento, CA 95814 

fjiate of California CDS 

Dear Treasurer Lockyer: 

Citigl'Ol.lp Inc. and Citigroup Global Markets Inc. (together, ;ICiti") hel'~by respond to 
Y0l,U May 5, 2010 letter to Vikrarll. Paudit, seeking certain informatiolll'elating to trading activity 
concerning State of California credit default swaps ("CDS"). Citi reserves the right to 
supplement or amend this response in the event that additional relevant information i~ 

discovered. 

Citi Suppm·t for the State of California 

As stmed in my letter to your office, dated April 13, 2010, Citi is one of the largest 
municipal set~Ll.:rities market makers with the largest pol'tfolio of municipal securities of any 
commercial or illVestment banking firm. 111 addition, as previously discussed and as set forth 
below, Citi provides tremendous suppOli to the State of California ("State'~ or ~ICalifornia"): 

•	 Citi maintains a $14 billion tax-exempt municipal bond portfolio, $2 billion of which is 
attributable to State issuers. 

•	 Citi offered Elnd approved over $5 billion of loans to the State in 2009, which consisted of 
a $1 billion cashflow loan in April 2009 to assist the State ill meeting its cashflow needs 
through the Cl1.d of the FY2008-09 fiscal year and $4 billion of shol"Hel1TI loans in August 
2009 1:0 help repay IOUs and provide cashflow financing. 

•	 Citi cmnmitted over $800 million of balance sheet capital in support of Califomi~l to 
purchase and/or underwl'ite unsold Slate general obligation bonds over the past year. In 
particular, as senior manager for the State's October 2009 general obligation bond issue, 
Citi purchased $175 million of wlsold bonds. Had Citi not purchases the unsold bonds~ 

the Stlltels bonds would have had to carry dramatically higher iI1lerest rates to be 
succe~l~fl.llly placed with end-buyers. 

•	 Citi ourremly h~lS $700 million in outstanding letters of credit in support of the State~ s 
geneml obligation debt (all of which were provided to the State in 2009), InOl'e than any 
other U.S. commcl"cial or investment banking firm. 

•	 Cili was the only major, national financial institution that continued to accept, honor and 
cash IOUs issued by the State throughout the challenging events of this past sumlner. 
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•	 Citi worked closely with your Office to develop and execute the Housing Bond Private 
Placement Option Program, which is intended to restart lending for low and moclel'ate­
income hOllsing deve10prnent In Calitbrllia, as mandated by the State's vOlers undel' 
Pl'opt)~itions Ie and 46. 

•	 As Joint BookrUl'1.l1er for the State's recent $3.4 billion Federally Taxable General 
Obligation and Build America Bond ("BABs") offering, Chi ll'lw'keted California's BABs 
in 29 countries and helped generate over $10 billion of interest in the State's offering in 
order to help the State lower its borrowing costs. 

State of California Question #1 

Please provide additional details about your firm's proprietary trading ofState CDSfrom 
Janual"Y 1, 2007 fo presenr. Your answer should include: 

a. The gross notional amount o/Stare CDS traded. 

b. The three highest net norional amounrs owstanding in Stare CDS Cit any time during 
this period The answer should specify the dates On which the three highest net 
notional amounts were outstanding, and whether the net notional positions were long 
credit protection positions or short credit protection positions. 

c. A Iis! ofall time periods during ·which your firm held ner long credit protection 
positions, and the amotmi ollhe net long CNldit protection during each identified time 
pfriod. 

d. The ner notional amount ofyour firm 's currempo~'ition and whether the m~l position 
is short credit proteotion or long credit prDleotion. 

Citi Response 

Dl.uing the relevant periodj Citi entered into two proprietary trades involving State CDS: 
(u) buying $5 million of protection 011 11120109; and (b) selling $5 million of protoction on 
2/17/10 (which closed out the purchase in (a)). These trades were not conducted by or throltgh, 
or with knowledge of, Citi's MWlicipal Securities Division. 

State of California Question #2 

Ifthe answer to Question No. J indicates your firm, on a proprietary trading basis, rook a net 
long oredit pllotection position at any tim,;:, plet.lJJ'f! e;:...plain why your fiJ.'m considers fhat Qdion 

appropriate, given that yourflrm represents California in 'he marketing ofUs State GO bonds 
and is employed by California taxpayers fO sell those bonds. 

CONFIDENTIAL TREATMENT 
REQUESTED BY CITI 
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Citi Response 

Citi engaged in only two proprietary CDS trades, the latter of which closed out a trade 
made two months earlier. These two trades are dwarfed by Citi' s constaJ1t an.d si2:eable exposure 
to the credit of the State of California. 

State of CaHfornia Request #3 

Regardless ofthe answer 10 Question No, 1, whar are your firm 'sfuture plans with respect to 
taking, on a proprietary lrading basis, net long oredit protection positions on State CDS? 

Citi Response 

Even c011sidering proposed legislation that might affect proprietary trading at certain 
financial institutions, CHi doe!:) not currently have a plan with respect to proprietary nading of 
State CDS. Citi will, however, continue to act as a significant supporter of the State of 
California. 

State of' California Question #4 

For the period/rom January 1,2007 to present, please provide information about the extent to 
which counterparlies to your firm's market-making trades o/State CDS entered into rhe CDS in 
order to take a speculative posiTion on Slate CDS spreads. Your answer should: 

a.	 Provide the aggregate total notional amoum ofall speculative credit protection 
positions,' the aggregate total notional amount oj.5peCulOlive long credit protection 
positions; cmd the aggregate fotal not;onal amount oj'speculative short credit 
protect ion posiIions. 

b.	 Ident~fY by type, nOl name (e.g. dealers, banks, insurance companies, hedgefimds, 
eli~.) clients rhtlt have taken speculative credit proteclion positions on Stare CDS 

c.	 For each category o/cliem ident(fied in response to (6), provide: the total member of 
a{l.\1}f!cular;ve credit protection positions and aggregate lO!c11 notional amount of(.,Il 
Sp~culalive credit protection positions; (he tOfal number ofspeculative short credit 
prOlectionpositions and total nollonal amount oftho~'e positions; IOtai number of 
speculmive long credit. protection positions and total notional amount ofthose 
positions; and the time periods/or which the speculutive short oredit protection 
positions and speculative long credit protection positiom' were held open. 

{[your firm cannOl provide all the i,?/Ormation requested by Question 4 (aJ, (b) or (c), 
please answer to the best a/your firm's ability. Also. please jitlly explain the reasons 
yOHr firm cannot provide all the information requested. Andplease explain Ihe 
conditions, including changes in internal or external procedures or res/rictions, 
which would give yourfirm rhe ability to provide all the il1[Ol'mation requested. 

CONFIDENTIAL TREATMENT 
REQUn"ST1.lJ BY ell1 



2128014109 T-830 P.005 F-837May-26-2010 05:48pm From-CITIGROUP GLOBAL MARKETS 

Honorable Bill Lockyer P~lge 4 
California State Treasurer 
May 26, 2010 

Citi Response 

Although Citi makes markets for its customers in State CDS, it does not possess 
knowledge about whether or not its counterparties enter into such transactions in ol'der to take 
speculative positions on State CDS spreads. Furthermore, most (if not all) cllstomers u'ade their 
CDS portfolios on an aggregate basis, with multiple cQunterparties, and may be initiating, 
l,lnwinding, Cll" offsening a .speculative position or a hedging position. Such trades may be 
executed in consideration of oiher State, non-State, or even non-US positions in a variety of 
il'lstruments, inchlding CDS, bonds, or loans. It is also important 10 note that, over time, Citi's 
markct~makingtrading in State CDS always finds its way back to zeta, which illustrates that for 
every buyer of protection, there are parties willing to assume exposure to the Stute. 

State of California Question #5 

For the periodfrom January J, 2007 to present, please provide detailed injormafion about any 
instances in whtch your firm rec.:ommended lhat cliems rake ,5,peculative long or short credit 
protection positions on Stare CDS. Unless your firm already has provided such documents, 
please provide copies ofall research prepared by your firm and distribwed to clients regarding 
municipal CDS generally and State CDS ,specifically. 

Citi Response 

Citi has not identified allY research in which it recommended that clients take speculative 
long or short credit p1'Otection positions on State CDS. Enclosed please find documel'ltS with the 
stamps CITI 00000 I - CITI 0000 17; these are the research pieces described in Citi' s April 13, 
2010 response, 

State of California Question #6 

For the periodji-om January 1,2007 to present, please provide the/ollowing information about 
income yourflrm receivedjor market"nw.king trades a/State CDS: aggregafe incomeJor all 
(rades," total income for trades (JISlate CDS that hedged a SP(!C~(ic, idenlijied credit exposure to 
the State; and /ot"l income jar rrades afStare CDS in which the counlerpcmies {oak a 
speculative po~'ition on the Staff! 's credit. 

Citi Response 

Citi is unable to identify specific revenue and expenses attributable to State CDS. Chi 
views its risks, I'eventle~ and expenses on an aggregate portfolio basis that spans customers, 
counterpartics, and asset classes. 

State of California Question #7 

if the answer to Question NO.4 indkares your firm engaged in mcirker-makinglor clients who 
took speculative long credit prorectian positions, please explain "why your firm considers IhQl 
actian appropriate, given thaI your firm represents California in rhe mClrketing ofits State GO 
bonds and is ~:mployed by taxpayers to sell rhose bonds. 

CONFIDENTIAL TREATMENT 
REQUESTED BY CITl 
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Citi Response 

Please see the answer to Question #4 above. 

State of California Question #8 

Regardless afthe answer 10 Question No.4, what are your firm 'sfulure plans with respect to 
making markets for clients who want to wke speculative long credit proJection positions on State 
CDS, i.e. clhints who want to bel against the State's bonds? 

Citi Respon~e 

Please see the answer to Question #4 above. 

State of California Question #9 

Does )lourfinn believe California taxpayers benefit/rum speculaTive Trading o/Stale CDS? 
Please explain your answer. Ifyollr answer is yes, please lell 1,1.'1 how any perceived benefir 
could ou/weigh the pOlentialftnancial harm speculative trading could inflict on taxpayers. 

Citi Response 

We believe taxpayers benefit from CDS trading because it expands the demand for State 
bonds, both tax-exempt and taxable. A CDS contract, in its simplest [onn, enables one set of 
investors to reduce their credit exposure to the State while simultaneously enabling other 
investors to increase credit exposure to the State, CDS trading in corporate and sovereign names 
is generally viewed as enhancing market liquidity, which widens investor distribution and, as a 
result, decreases borrowing costs. Regardless ofthe suggested positive benefits of CDS tfading, 
it is difficult to conclude that State CDS trading, given the relatively small observed volume and 
in relationship to the existing state indebtedness, has had any discernable effect. 

* '" * * 

Cili is providing the information contained in this letter, and the enclosed documents, in 
response to, and in cooperation with your request. Accordingly, Citi respectfully requests that 
the materials produced hercin, together with this lener, be accorded confidential treatment lU1der 
any and all applicable rules and statutory provisions, including Cal. Gov't Code §§ 6254, 
11180.5 and ] 1183, as well as any and all common-law rules, regulations, practices, procedures, 
privileges and protections. 

CONFIDENTIAL TREA TMENT 
REQUESTED BY CITI 
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* * 
If you have any questions or require any additional information, please contact me at 

(212) 723-5373. 

How arsh 
Managing Director 
Head, MUl'licipal Securities Division 
Citigmup Global Markets, Inc. 
390 Greenwich Street 
New Yor!<, NY 10013 

CONFIDENTIAL TREATMENT 
REQUESTED BY CITI 
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Market Situation 

The return of credit spreads 10 the Munioipal Market has lead to increased Interest in the 
Cl:Ish versus CDS ba::ile;. California Statl:rG.O. is one of the Municipal Market's most 
prolific Issuers and one of the most actillely tradad c:redits In municipal CDS, Since 
November of 2007, crE;tdit default swaps have been tradlng closer to comparative credit 
spreads In the cash market. 

During the first half of 2007, 1QYR CALGO CDS averaged 9bps while 1OYR CAlGO C~sh 

traded at 26bp$ Ollef the AAA MMD scale, Over the past !Wo months, however, the 
spreads have averaged 51bps and 44bps, respectively, We see this as at1 opportunity for 
Investors to evaluate their view on the fiscal slate of California while Cletermining how 
strong of a leading indicator CDS may (or may not) represent for Cash-

Historical Spreads From January 2007 
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Points of COhslderation: 

•	 The current 10YR COS spread af 57bps Implies a cumulative 25% chance of
 
defal.Jlt (or the Stat~ General Obligation Credit using an 80% recovery Javal.
 

•	 The ~tate of CalIfornia has over $40bn in G.O. debt outstanding' . $141 billion
 
dollar annual budget', a GOP~ equ~1 to France's arid AlIA't/A~' credits ratings
 
from Moody's, S&P and FitCh,
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Disclaimer 

ihiS comn1lll'lICatlon has DElfin prej;lOlred by all employee of elll MarkelS and B!lnJdng and ls distributel:l by Or through its 
awthorized 1"COllllffillaI/:!$ (collt:lcl/vEily, the "Firm''}. Sales and trading department personnel ara not resvarc', analysl!'. and 
tho InfCirrllaliorl In this corflrllullicalion and all aHar:hmQrl15 (collectively, tho "M~s5age") is nOllntenOed 10 ConsCllut~ 
"research" 011> thm term is dO fined by <tpplicablo regulations. Unless OthGrwi:;;El Indicatsr!, any rflfl3rence to a research report 
Or reseOlrch ,econrmendatlon it; not intended to represont the whOle report and Is not in itself con/lioered a rer,;ommen(1Olllon 
or research (l;lport. PI&a~e contact your Firm representl':Hiv9 for a copy of the referenced reSeOirch rElPOrl, All views. 
opinions and e::;timates t;);»:presslld in the Massage (i) mey cnange Wilhoul notice anCl (Ii) mClY dIffer from tt)06a views, 
opinions and aSllmCl~es held or o;.;preased by the Firm or othor Firm personnel 

The MBssagll is provldlild for infonnalion and dj5cu~l>lon purposes only. It does not conslllUte an offar or 50llclt.Hion to 
purchase or \;811 al1Y f/natlci<llinstruments, OInd does noltake Into account the inYe5tmi;li'l~ ob]ecUv8s or financial situation oJ 
any parlicul¥ person. Investors should obtai" advice ba$Sd on tl1aIr own Individual circumstances frOIY! Ihelr own tax, 
financial, IQjJiJI and othol' advisors before making an invostment daclslon. and only makE! such decisions on the basis of the 
investo(:; own objectfves. oxperiem;a and resources. The information comalned in the Message Is based on g&nerally 
availabla informallon .md, aHh(lugh obtainod from sourCes Delleved by tha Firm to be rqllabla, its accuriilcoy and 
completene~l; cannot bE! tlsBLJrEJd, and such lnJormaliol1 may be Incomplel~ or condensed. Cortain petsOl'lllel or buelness 
areal> of thl!l Flml may have ElC:cess to o~ may have acquired material non-public information that nlay navo Sn Irnpm~t 
(po~itlve or nllgativa) on the Jnformallon contained in lhe M8ssage, bUI that Is nat avallabla to or known by the author of the 
Message, 

IRS Circular 230 DISClosure: The Firm and Its employaeli are not In the business of providins tax or legal advice to ilny 
taxpilYl:lr outSide of Ihe Firm. ni!l email <lnd any attachments are not intendad or wntten to bo u~ad, and catll'1ot be used 
or rolled upon, by any such taxpayer for tt'le purpose of avoidIng tax penalties. Any such tax.payer should seek advice 
basad on the (8lep<ayer's particular clroumstances from an Independ9nt lax i'ldvISQr. 

The Firm mal' be Il1e is~uer of. m<1)1 make a market In or may trade as princ/palln the financial instnlments rof$rred to in 
the Mass!!lg~ l,r olher mlatf;lt! financial inwurnents. TI10 Firm may perform or seek to perform Ifl\/ill~trnent banking and olhBr 
sONlc,",s for thu issuer of any such financial InStrUments. TJ~e aulhor of the Mes5age mfly have discussed the information 
containUd th"rein Wilh others within Or outside tr113 Firm and the author and/or such othflr Firm personnel may halle already 
~~ted on the basis 01 Inis information tincludlnS by trading for the Firm'S prOlJriOlElry <:Jccol.lms or COIl1munlcaling 1M 
Information conlCllned herein to other customers of the Firm), Tl"te Firm, the Firm's personnel (InclUding thc;ree with whom 
lha ai,lthor rna:1 havo consulted in the preparation ollhlS communication), and othar customers of the Firm may b", long or 
shDrt Ihe fiflanciallnstrumllints refem:;ld to In the Massage. may have ~Il;quired such positions at prices OInd market 
.:onditlons that are no longer available, may be a director Or officer oJ any company referenCed herein and may have 
Int~re5ts dlffel"mt from or adverse to your intoreats. 

Investments in financial instruments carry slgnl11cant risk, InCluding the possible IOS5 of the pnnclp;ll amownt il1vester:l, 
FinanCial jngtr~II'1'1antS denOminated ifl a (oreign currency ~re $ubJoct to Bxcnange rat", fluctuations, whiCh rnj;ly have an 
adverso offo(;t on the price Or value of an inveatmenlln slJt:n products, No liability is accopted by the Firm for any loss 
(wlwther dirac., jndlrecl or CDf'lIlI1lf,ll,lentiaIJ that mOly Olrise from any usc of the information r;orilalned In or derivod from the 
Message, 

Past parformBflce is not a g'lnranlee Of indication of future res "It:> , Any prices provided in the Massage (otner 1hM t110se 
Ih.;:it M~ Identified as being hi::;IO(Ir;;alj are indl~ati....e only and do not represenl firm quoles as to either price or aize. Y\:lU 
shOUld COnleel your local mpre!1oentative dlraclly If you an;,lnteraSled in buyJng ar seiling any financial In~~rurnenL or 
pursuing any Irading stratt;lgy, mentioned herein. 

Altnough the Firm Is affiliated with Cil/bank. NA (together witll liS subsidiaries and br;;lnchos worldwide. "Cltibank"j. yo,1 
should bet aWare (hat none of Ih'" financialll'1sfrumarlts menlJoned in Iho Message (unlOSfl fl:Xpfl'lE>5Iy stated otherwisfl} arf,l 
(I) lnsured b)lll're Federal Deposit Insurance Corporation or any other governmental authority. Or (II) depositS ",r Other 
Obligfilions of, (lr guarOlnteed by. Cltibank or any other imlUred depository institution. 

[f you are nOl the intended rl;lc!pienl of lhe Mes8age, pleasB d,",late and do nOl discloso or I"fl.lke any lJSD of it, .md promptly 
nOli/}' the salld~lr. The Messa\l~ r:ontains data compilations, writings Bnd inForm.Hlon thai am propril:llary to lha Firll., and 
prOlEl[;[ed under copyl'lght OlncJ D~her InteliectlJal property law!;;, and may Mt be redisrrlbuled or otho-rWlse tmn(!lrnil\ljd by 
you to any oth£lr person for any purpose. E;leclmnic mi;,1ssagos ,ue not l1(lcl!l~~arily seCul\1 or error-fraQ emu can contain 
vlrusel>. Gnd thQ Sender III not JIElole fOI <lny of Inesl;! OCCl1rrcmCes. ThG Firm reservo!; llW rig/'It to mOnitor. record alid reIl'lIn 
electronic i'I'Ie:;;sages. 

Copyrlgt1I © Clli 2007. All Riglll~ Re5erveo. 

,. - ,'. I' .. • - ... .". II .JI ... .rt '111 oQ ~ 'Ill , 

ClTIOQoaoooO.2CONFIDENTIAL 
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CcrUt1cal{oll and Other Oi"':lonm~~.~ srl1ith barney 
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Municipar Market Comment
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~I~~lrgnic:;)lty. 

Yields in the Muni Market 
t1ave Been Pushed to 
Unsustainable Extremes 
lI/I	 The municipal bond market is not alone In experiencing distllnded yIelds and 

pf[ces, In I1in envltcnmt:mt where normal capital m8lrkBt pro~e"el3 simply arenll 
working. 

III Nevertheless, we believe th-.t tho steepening of the munl yield CUMle and the 
widening of credit sprp,ads In the munl market reflect extreme lind un$ustainable 

patterns. 

dI	 Reasons include the lack of Institutional demand, the lack of il reasonable bid side 

on paper that InvestDrs need to 5ell, munl fund outflows, and limited channels of 

dlstriblfljon to thl) now-alHmportant dIrect retail sf/dor. 

a	 It WOUld also appear that heallY December seiling bV hlglJ-!!leld funds has ctlll!>ed 

an "accordion .,~ect,1I whereby masshlolncrcllS8S In yleld3 on lower rated paper 

have pulled yield spreads on everythlnn else rated below trlple-A Wider as well. 

~	 These patterns have beat! compounded by se"ere, and in our view, unwarranted 

tears reg:ltding the potential for defaults 'n the munl market, stemming from a 
Ilumber of sources, fncludin'o the large sllEl of projected stata and local budglltary 

shortfalls. 

;Il In our vIew, investors should recognize thl1lt the states haVEl llubstantlal re:iQurooo 

to deal with thf)se preSSUlll$, and that ultimately the Federal government will 

provide support In specific, ldetltffillble farms If needed. 

~	 PaInfUlly low short-term rates and a grl)wing US silllings rilte Wlllllliso help the 

munl market recovet. 
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Dm:~llItJEor 12. :~1I0B 

A l!t!f}' (If;il.Tl.1fI"r. roc.:ml 
/ntJf().:{.>.) i!J /.M/IO orr-.lit 

i!iP'~.TJd.'; ..lI](1 ~ic;'C~ It 

Sp=JI)S 

~ Mo~tl~;;;~d'~~wsf~~' g~Ve~t~;;····--_.. _.,." ,"" .. ~ , '-, 
Thq ml.lnl market t!:iJJ't wOll'8dng very well. 

Th~:>c 'Ire strungiJ and chullcnging rimc:s. indeed, ill the munkipal bond murk,"\. By 

~v,,:ry possible nwmnm:. yidd levels h\lvl.: boc:omc disICildll~, with the :,;Inp~ (If' Llw 
yield "UI'VC. criJdi! ;-;prclld~ all al record levels. Ton and 3D.year muni yields ~IS II 

rCI'~\:IH1Igc often and 30-year Trr.:l1sury yidd:: ha.ve mOre than dO\lbllld .,jnce ..:w'ly 
20m, III levels whl.ll'c llw L:omparison no longr.lr 1TIllkc~ much 5Cn~c. (Flgurc I ). The 
yil.'ld curve has c~mdl1Llo.:d t~) Slc>!pcn. with long·I~f1n yields moving hig.her i,lvl:n i:l~ 

:-:h'H'~ ],:rlll yi.:lds !;\'CP tkclining and wilJ go a 1m lClwLlr still. we Cllptl\:t. (Figlu'c :n 
Ll..:lli~ ;'Iptl:I.IJs Illi\'~ \viJ<:m::d sh~\rply Dv¢r a very short lime [)iolriod: in ,10-)'cI~r 

JnILlmiti~s. the i\AA·I:l'Ul sprc-.d in 3U-Y(!Uf maturities h1J.s widcneo from 87 b,j:;is 
pnin t:> 0" S~pt(:lllb~r 30 :lOOH to 210 bl1&is pointS' al prcsl::nl. (Figure 3). On 1O.j'~ll.r 

lnilttu'ilil:::;. it has widened from 153 ba.sis points to 239 bnsl.'l points. 

~~IJ.re 1'. !.~~·~n.d 3ij::y~a~M~nj~~~.~erc-:.~.I~!U' 1)1 Trllllliurlw, JII~~_~a,,-.~·~,...==...-:= 
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IJf>Gember 12 2D09 

It is .tlsC) lmportal1l !(l nDte th<lt AAA-A spreads b(:gan to widen sharply around thaI 
lil11\; as w<:11. Thi,C .lO.ycur AAA·A spread was 47 b(l$is points on Sepr. 30; n~)w il is 
I 1I ba~is P()illl~. In lhe 1() year rang\:. the spread has mDvcd from 67 basis 1'l~)inI5 l~) 

12J bll~fs points, Vv'hal helS nappened, for reaSOns we discus~ below, is that ~bl.: wall 
dividing pCl"(;~i\"l:d "good" cr~dilS from perceived "weak" credits has moved from the 
J\JlU\)\ "divi,j.:" up (0 tbe AI\!A divide. (Figure 3), There are a number of rua~ons 

IlJ!" lhi~ shill. Wl1ich we discuss below. 

- -- _. . _ ---_ --~ .., _­~ _-_._-------~--'"._ 

FigurE! 3. ~.BtI;A ~nd AAA~~_ C~edj.t Spre.~~ lo.Pl ~~..E.~e.r.!t_. 

i I~O I 
~ fD(J.] 

~D ,[ 

0·- •• ' ---·r···-.,........ ~ "---r-" ...,....r""'.. "-.-" ~- ·r-··~-··' ...............~..---.--,
'T' • 

HlOI /ll(JI 300/ ~qO( J~~- Fco- Mal" Apr- May· JI.m- JUI- Il.UO'· S~p- 0i;1- Nov· Doc­
00 ~ ~ ~ 00 ~ 00 00 00 00 ~ 00 

I' T&,e·-~~s;fc~ i·~~;~ing now ,--~"._-._--".. " ­

In LlUI' view lbe cilse for investing now can be divid.;d into at least the follOWing. 
argumc;n(~: 

/n.~ritI.lIlOIWI c1~J,71.Jnd 1/215 A SUPPLYfDEMAND IMBALANCE HAS PUSHED YIELD LEVELS TO 
~1r1U,l//Y ,11.,~/,p(I,7rcItJ I:XTRI-'.M I:~. Th~re is [L sever" supply/demand imbalance in the muni markel, 

!ll~tilll\IOIl<.l1 demand hll~ virnmlJy di~appcarcd, with leverage/hedged po~i[i(lns 

having b..::~n CUI w pcrh<lps I Ol~';, of peak lcvels, bond rund~ facing heavy 
DlJll1l)WS, and pMpCl1y ilnd casual,y insurers having very limited c3p~city. This 
s!lpplyfdcllWl1d ;mbLdaJ1~C has inex~mlbJy rU$hcd yields highL;r :md yidd spr~ad~ 

\.\,j.kr. purtieul:lrl)' in lhl: aftenmnh of the- Lehman Bankruptcy [n n1i~i­
SC!rl~l11bcr. 

[)c:lIililci (mll1 direct rClujl has nOl yel been sufficient 10 clear the marker wjthotll 
nlLICh higher yl,,:lds. Yield spreads rlnd a steeper ~lopc. Whlle individual il1~'CSLors 

11,1 \'~. heen he1lVy purcha:icrs or mUllis, they tend to be cautious regarding 
:1l:llurilY. cr"uil rating llJld :-;ecwr. Demand h<l~ been ~;mcrnely strong in~idc I () 
ycars, bUI on longer l1laturi[ie~. it 11~ been :>trong:n lime:; !lnd weak at othcr~. /\1 
,ill! ';al)ll,.' lillle:, IlLlkkrs ofn1uni bond funds have been nct scllerl;. i.lnd the patOC of 
I'lind \llrl!lD\l'; p;~k.:d lip agaill Ihis ...... eek, Weekly r..:porting mlini funds Ill.~l 

~ I,0'; nilll"nlil a';';.;l' lili,; w~·ck. the ""ors\ D!1[n~IW:; ~incc Ocwbcr, ac:col'dir1g 10 
'\'\H· I),llli S('/\'jccs. This is only :;11¥hl1y less thun they lost in [he past:; wccb 
\.'\lml'lllcillh.:: lligh YkJd Fund sector IOSl $3l!-1 mill ion. tbe ~~cond poor w..:ck 
in " IL/\V ,~f1I:j' I()~ing $421 millIOn last week, on a base only 15% liS big liS Ihc- <Ill 
w.:ckl)' fund,; Cillcgory. The high yic:Jd funds are likely lO sec further outflows as 

3 

CITI000000005CONFIDENTIAL 



T-830 P.013/024 F-837
May-26-2010 05:51pm From-CITIGROUP GLOBAL MARKETS	 2128014109 

lh~ir p[;"rr(m11tlI1CC continues to lng: according to AMG, since 9/l0,"lhc average 
hil-!-h )'I\::Jd ClInd hus l\lst rough ly 30% in markct value, Pr~:;surc~ on now~ 011 the 
Ilig.h·;~r:l(k 1'1I11d~ ill"" tend 10 be sclf-rein torcing during periods of rising interest 
[';Il";~. ,10 ,:,'iL'lds [lf1 bC:lI1ds purchu:;c:d directly move high,,;r. perfoml;mcc 011 (ul1ds 

ILillb il~g;lIi\,., and n:ror[~d yidds do nOl rise l1el~rly as rapidly as llwy dLJ on 

bUill;:, p~IJ'~'I][I"L'O dircctly, 

Very eJr:}rTI,7111: iJllrflows J Jh::oI\")' sdlil'~ by higli-yidd funds has pushed yields in so·cililed high-yh:ld 
trr~m IlOna {unr1,:; ~~cUlr.~ to ":~Lremcly di;;t~ndcd kvds, This is true cY~n in strong crcdirs Slh;h as 

H~Ji!1vy f,i)fliflg .~.~ /tlp/J'yiilla u()ubl~·A hospitals and dDublc-A Slate housing issues. which are only call~d 

funds PIJ,';,'/{)s yir,I(1S I.' "lJi~h ykU" bC:t:allliC lhlly yield considcrflbly more than straight (JOs and 
QI:"{,:rtcJ(}(J 1(.11.'/;1,,, ,,;~scJ1[ial ~~'rviL:c rcvenue bOllds. and af'C Ihus included in high yield rund$ and 

lrild~'d ~lIl high yi,,:ld desks (when they arc lradcd al all), This pl1flcm, we belicve, 
Iw~ clIlIs,d FlI1 "aGcordion dIcet"; :1'> yields 011 weaker Dr highcr-yklding ,l:Ci"r~ 

;If"; J1LL•.;hcd ~IHlrply wider, it puts pressure on the ne"t highest yielding paper, and 
til(: p;lp,,;-r /lexl W IhllL. and so on, As a consequcnce, yield sprctlds in all :"ccrors 
:lfL: p II~h..:J wider in c~mlpari:-:(ln with Ihe Iriplc.A yield ~lIrYc. 

Cf4~r1I.' /r.tJ~ hav~ 4 Overly S":vcrc credit fcars have compounded this process. This "accordion 
(!.}(panrltJrt {.;( /Jv)tOliri l:fI~l'!" lUIS ills(l b0cn 11'l<ignificd by widc:-;prclld, p[llpablc fears regarding credit 

J(;tl,.llJJ ri~;" ... , If] 1.'~Jr ~k'l'l-·. yUllli!y ill tIll' municipal bond markeL Once again. we believe thaI Ihese fears llrc 
grClI~ly ll\'CTstalCd. fur a ~'"ricIY ~lf reasons. To be sure. stare and loca! 
gl)\'~l'nllh"IlI.S ,Ir,,; filcing projeCled massive budger shonfalls, for fi~cal years 
100K'.lI1I11! 2lJ I0, The projections could get even more ,~cvem as the uownward 
l,:y\:k in 111,,;- US cc;ononly becomes mom extreme than those in e:dsllng budget 
prqj':l:Lk.ll1~, ,\nd, the I1lling agencies havc bcgun to send warnings to slales in a 
i,;oupk ,)1' (;;IS':S, Wilh Sand P cutting California's shorH..:rm ratin£ to SP-2 from 
SJ'· I. ~llhl r~IHliJ1g iCs A I IOllg~lcrrn I'Ilting on Crcdilwatch for a downgrad,,;. S 
amI I' 11;1,; :l1~l) fl\ll !1Je slate M Illinob On Crcditw:~ICh for a d~)wngrlldc. from the 
JV\lb!~-.\ I.;:~·cl. Fitch changed FI()rlda'~ AA+ rating outlook to negativc, 

Nl:v':rlhl;h,;~~, 11'-: expeCI thUI actual paymcI1t tl~taulr,s in the invcsml(;nt grad\; muni 
l1l;t!'ko:l \\ i II b<: ":\lr~mcly limited. allbough downgrades will oC(:Uj and "h~!Idline 

ri:-;J(' willl~lh! II) keep muny inveSlOr~ nervous, , We beliove that there is a 
wiJ~srl\~;ld 111lsunder.SliIllding or: 

III	 T11': n~t!uf,: Ill' municipal credi~s fmd ered" risks 

II	 The vcry strtlllg lIkel ilJood thm th~ Federnl govcmmcnl will step in 10 prC:\'~J11 

wi(,.kspr~:.ld clc!"<lullS, i rneeded. 

1II	 Th.: fai,:~ Ill:!!. unllkc corporate andlor slrucllJred wxablc credit defaults, recoveries 
ill the' lil11il.:d l,;ascs of muni dcfOlUlls lend 10 b..: very high. Or even 100% ill the 
case!' 01' ~"J1L'I·:t1 ~lblig;,ltioll crcdh~, 

ill ,1l\r I'kll', IWIV~Vl:r, there have already been:l number ofmlslcllding or imwcuratc 
1H:;Hlljl1~'s Ih'll 11:IV~ lu..ldcd ro the confusion, One piece on December lOon il popular 
IVL'b..;;r., 1\'11, .'II1IJ1<:d "43 ;;lal~:> in linanciaJ twublc," suotilJcd: "The r~"l:.'ssiol) Jll15 
!Th·'..;l Sl;lk~ 11~1:lh II: IU co\'er ..:xpcnse~, at:cording to Lhc Cenler on Budget and Polity 
Priwilio,.:~, and ,;!JIC':; ,bOlild ,,;-~pcct tough rimes 'Ihl~ad," The heading and $uhh.:ading 
\\'~r", ill UUI' vi.;w. both mi5lcuding, The h~adline cam~ from a repOrt thill wu~ 

;t!n::hly l,,'n lll\lnths (lId. and WI~S discussing. slale BUDGETARY pre;;:;urcs. no! an 
ilwbilil:. ~Il !1:ilillll,:1,; thdrhuul)"IHS. In 11 proc;css 1l1at will i,~cvitably bl;: c\cnlcialing to 

\\.'~II\:ll ;'l tinl,,;-,';. we ~Xr";-I;l all orlbc ,;tates to ultimately balance their b~ldgCK 
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DeClllfl08' 1:t, :101)8 

Tho ne'" Adm/r1i.~r(;Jlian 

110,0; allY.nll 1/.'{:1,)1111",).0; ,,, 

IM(P .:IlfC'io nI,.'II(f()Wr/:'; ;/1 

riM Elate (J/lrj 1,":,11 Iolvd;iS 
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"rl(;e..~ in 1111.' mUni eroall 
(/(1(<11111 mllrlrat b'1,'1r 1If) 

r"':<.'(J(NWf{: '(,Ilillia/1,;filp /0 

:)t:!lIi;I1 rl:;A:l. 

SJdotmf'/;,.<!'11·1 1_lml,,;(/ 

(1/f/;I<llt" ,mil IIlgt: 

rJJc(}¥a('h~.'; /,.1 c.:Lfj.~f~~ (it 

!1"f[fUi/ (,1/1:.11'1 r/;.' m(~~[ 

m~r~W [.Ji;f{~.)rJ,'a'.1 

rnm .wro I '(fa lie [",aiW' 
ilnf1pri(Jll1g 1/;/,_ ....IS(! ",If! 

CONFIDENTIAL 

\hnnlgh a !;()l1lhinalilln of spending CUIS, tax hike~. use of ~xjdng rniny day funds. 
and I'ct!cl,<ll ~LIPPlJrt, 

This Inlier pl)jm b(:ur~ rllrth~r discussion, Tbe new incoming Administration is 
cI~Il1fni;iI.;d III li:;{;"d stimulus as a wuy to hl.1lp ri,lstal1 thcc,:ollomy. Withl)U! thaI 
slimLllli~, tl1~ mighry :;;trug~JCli of the Fed and the Trcll.s\uy to i'iupport thlj cupilal 
lI1;Lrk':l~ mig-ht bc in!;unickm. Howcvcr-- and [bi~ is a key point, WI.': lhink ••rne 
L)!Tllrl~ ;11 the l"~dcrlillevcl WI [.L FAIL if :n<IIC [lnd 10(:301 govcrru'l'lcnts nra l"or(:cd to 
CuI \(hl deeply. (ll1d !os(: IIr:CCSS to the municipal markets for needed projllcl;i. So, 
H11;11~11I:1y. :llkr tile States arc impelled to :ihow IU leasr a rllili:onilblc Umpulll of 

r'~~lrai:~I, Ilw t;':tkral go\'crnmcm WILL we expect: provide help in a l~ulTlbC'r of 
W[lyS, jIlL"HILIlI~ infra.lructurc g.rlln[~, bll)ck grllnlS thai CUll b~ used morc tl~xibly lind 
,',nlllIS IIUI (:;1I1 ni.: u:-icd 1~1 n:placc spending un un funded nllllldUlC5 such ~lS McdicniJ, 
111 ~~Il ~'llI'in'llI1lCllt wb~rc the federal govC~Iln1(!rH needs tD stimulau.': thL: c,,;onomy, 
1.:~I~pill),! ~llI\,)S lh)m bciolt jl1r(;~d 10 luke ~tcps lhal !ll'l:= J'apidly and s\lvoraly 
r<!slr~lil\!lIl! will ol:comc absoluwly cssominl. in (JUT view. The bOlloill lin\) is lbat 4~) 

Ill' lil~: ~ll Sl,j;C'~ havo (j balanced budget requirement in 111cir c(lll$timtioll (idl ~'I\Wpl 

V":l'Ill~IIH), ~lIld \Vi~h varying degrees of pain ;:lnd temporary mCl1sures wc CXpL:Cl rheIn 
Lo me!,,'1 Ilutl slillldard, 

WI'!. :lls,) 11m,' IhlU rri~ing in lh~ thinly traded and ponrly understood market fol'
 
1111111 i('j ,:11 CI\)dit d~rtlldt '-;WllPii IHI~. quilo literally. gUII\: haywire. 5~Y~llJ' SUIll.:' of
 
C.di Ii,,": ia CDS rrmccli(]11 is being quutcd around 4HO oasis points. l'hu['s will.:r than
 
TlIrk~:- ;II '11 :lbp~. With <L very conservative rceovery ,\ssumption of 50%, for
 
Cali(\1nlT:1. Ih.'ir SYR lewl implies [Ipproximalc!y II 40'11.. chance of' dt·I:.lUlt. ·rhl~
 

pl'i.:in:' h;\s lIolhing ill common with ;;lCtUlll risks. in (lUrOpillioll. A similli!'
 

l1l"i~r'\ ;llJOll 1.:[111 brl mlld~ ~Cj,Nrding the relatively new munf <.1cfaUJI SW!lp il1dc~,
 

The 5.~'~~11' .\1CDX S~rics l1 IS trading around 340 basis points for a basket or 50
 
..:rl:di\~. l'\11' it hUyl.:r w break CVi::n al this lc,,'d, ilisucrs rdl,;:cting roughly lmC' Ihird of
 
Ih~ !lltnJ'l)lill wmlld have to dcf~IUIt, wilh a 50% recovery mlc, In our view. llll'SO
 
pl'i ... .:~ b~;II' 1\1) rdutionship to rCIi] risk:; what50cver, W~ include these c)(1:unpks
 
h~..:uu~" l'nmn1Cnts about th~ defaulr swap market arc boing tak~1'1 by sOI)lC inl/~stors
 

lind 111\'l11b~I'1l ot'lhe l'inlU1cia! p~es~ liS somehow being ba~od on sophi~ticat(ld
 

ilnillys:, ,II' .h:I-LLUh risk, ril.thcl' thall what it is: a n(:'w, lhinl)' lradl.ld ll1IJ.rkc( where
 
pl'iL'~"~ ,':111 hl) plJ~hcd 10 extmme,~ by oj hand fwl of buyers or s\.!!lcrs.
 

Ttl 11.: ~:I\"", PI\;:;~urc,; Cllth\: [ol'al level will also he ~evcrc, in 1I0mQ cus~s morc ~O. 

spi,;ci Ii ,·.Lily ., 11\.:I'r; slll,primc lwusing. r,; 011 (;i,lll I r~ltiDIl is the worst. Some dolhlllt:> ,n thi:; 
11:\.:1 :11, li~.:l:.- In OCCllr. Even Il.:rc, lhuugh. :IIIClllptS from the stale-and F~(knlj 1C'\C~j 

1\1 ;,,, [li,!;1 d:'I'LlptiDrI ofgO\·~t'l11l1Cntllll\cdvity are (Jx.tr~lTIcly likely, and the C:Jic for 
ht!~I' 1\',,]' ~"i\;~ (II' principal <Ill lhll limil~d l111mbl.:r of dlJlliult~ romllin~ mung. 
CI.:;II'I:., W!I'II Illl hav,,;o dcocdh..:d hOI'L: is not what Ihe mUll] market yield rUlatLonshir 
·U~f.\.··"';, \\lll1ll'iplc·B (jOs yidding mml: than 200 b,ISis poinl!:: more thllll trirle-A, 
:\nd \\'1 111 hi,~~hl~ rated credits in sCctors such [l~ dOllble-t\ hospitals yielding mughly 
l2U 11;1~IS p"inls morc lhan lriplc-A GOs. In our view. these Yield sprc<ll1:o llrc 
l'<! Ih:,: I I " \ll'a 1l1:{rkCl in dislJ"~S~. not of Ihe likdihood of defuulls or the pOlen lilll for 
rl'';p\ ""1'" "I" rrillcipal. 

;;	 T" ~lI\d !,,'I'rulic rrading P:lttcl"nS ;lI1d pricing bj.'lVC l;ompoundcQ rhese COnl)..:ms. 
.\ ri~L;,.-;,.;~d ill IllSl we~k'~ !VJMc' lruding in Ih\l rrnllli I11Elrkot rem.\ins cMr.:mcly 
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.soma roml mlom tJ"y,,(,-. 
fram uu,;'.,i.f,1 IIi" m;ml 

"Sp.:J(:c rI 
.":)1};' ''//.:011' 10 IlN(~{'O 

Marl} rn,1n SS.~; rrll/ian in 

In.. Pr~r,WrJ'fl _~,)cl(lr ~Wlll 

P~1I7 ' ., ,',-,re:> yjM~,~ 

lilL1. ~lIld prking is 1"miclIlarly W';:.lk righl now on lh~ bid side, ThIs is cilusing 
~c'\ "1\: ~\llHll.lrnntion among iIlV(!SlnTl\ wh(~ SI.ll,) pl'jcill!! on bonds Ih~y n::cc'nlly 
lk :~II1I)('illg siglliticantly lower than Lhl:ir purc:hasl: price, The problem is, lhc: 
P:';~II1~ '~rd~.;:~ priC'~ 011' the bid sld~ of the 1l'1:.LI'b:t. Llnd the bid side is under 
a~",lllill'igIH nOw fnlilJ ~dllnAl" prCS:lurc~, lack \)I'billanc(l sheet suppon by Wall 
SII,.:r. ~l11d YC<lI'-cnd COllccrn~ wh~rcby many of tho limited numbl::r Ufpl)lCntial 
il1.~lillllhl\1ul blly~r::; huvc .,;Io~cd lht.:ir o(1oks, In OUl' v.iew, inwswrs should 
1"l:";IL~lljzc Ihm the rninf1.llly weak bid :-iiUL; \)1lon rcl1ccl~d in ~[alCll1cnl prko:> due~ 

111" 1"..:11 •. 0,;1 what bond:; llt~' worth If,l 'hem ,IS b~IY·llml.hold invcsttm:nts, Ind>:l.':d, 
1'1" ;'1 11Il1\' the dichowmy I'; probnbly !!-rJ::lltl.:l' Ihan at lilly rriClI' tim,,; since lhl' Nl.;'w 
)"",1- ("11)' Lrl~is in the mid-70s. 

l7iguflt (I, (H~i~ill~, s~\;inii;~~i~'i"~d,.!iaY.i';~,~~~1s·Adj~~el! 1Dr-TI:~~ary Sh~~k~."iiio!i';DU~~2,F __ 
ii~, ......, -- -,.. '" -'. "- .. _". '" . ~ .. ,.. ,,----....- '. SIjI 

., '. 
" 

. i 

~ , . 

I"-.,~.J 
o I . ---.-.... .........__ . ~ I Q 

?DOl 2000 ,mm 

- AdJlffil~a ~;.wll1{llint~ 

~)aLJ·c~~ !} :" ,:~I (J1 ~·r.QIlOnlc MDI~lI!l.llr\a CIt! 

rAii- of ~h~-~b~";;; is i~ ..th-~" .. ~a;k~t~- s~-,,;h~t-doe5-2009~~-

mhav(:' in store? 
On II,; 11I11.: hand. the J11llli.i m[tJ'k~t will rcmnin under pr~s~urc from an ongoillg bcavy 
~;dC'lld;11" \)1' lkllls, many of whic:h wen.~ dclayt.!d during Ih ... 1"011111\ quartllr market 
di~1'l11 .;llllS, 011 dlC' OIhl,)l' hand rh~~J'c is a Tuthel' lengthy Ii~[ of reasons 10 belie"l: !hut 
thc' 11111 II III,ll"k..::1 will Jo l1":lh.:r during [he New Year, h~:1VY supply I1OLwiths[i,wding. 

l'h~~;' 'Il~l:id~:: 

T .' I"l..~: IB'n .11' al kasl SOI1l~ crossover buyers. who will be allr;}l;tcd buy the 
i!:I]11",;~si\c lDta]I\:i.l.lrn oppuf\unitics to be had ,IS the Illuni market 1l~)rm[Jli<,:c~, 

'j k will bc /LHfllC!l,)d, in pOlrticuJar, by the Ibct th,lt l1w credit cunc.;:m~ :l.rc Nor 
.1'· nne as in the corporate :-;ccror, in Out liiow. 

~ 'I. ~ C'J.:llllm:d col1~lpsc in shorHcrm rU[l:S, with lhe Fed pUlling Fed Funds to 
.. , ll, -In,! ;,llllI'HCrm TI'CllSUri'ls providing %CIO tCllJrTI,~. fL i~ imp0r1i1l111"O nOli: thaI 
,I: :1.' 1'!ld \11'[11(1 third qUllr!CI". the flCrs\mal SeClOr held $8.5 billion in shon·Wl1l1 

:b- ,'1.';: \,' Ih. 1ll0!1['Y mark,;! funds, and moncy rTwrkl'l accounts, An additional 
L !,' ;:llIlll.ln1 i~ in ~horI In::::sulics, With yidd ~o Jm~', and yield::; in [hI; mum 
I~ ~;" ;, 1L·lHicinl;. w(' c:\pCt~r 1l10n~ l':1sh IL1 b~ mtl\'~d mit lllong the Ylclr,l L'urv\':, 

111' ,':,It",'; \\ til (;Ol11e 10 rCLL)!Jl1i;,-;c that sLaW budgC1My ,,;ri:>(;,~ arc NOT tho: ;o.:lml: '1$ 

d I ,I'; ','0-, This lIndCl'stZlllding, W\..' b\ll iJ;v~. wi II h":,OIllC stronger ;\s the r',,;di,1I"i11 
(i \ ,'r:IIIl":lillnkes SlCPS tll a~~ur~ Lllal SL,He and l()(;al pUllcms do nOlI'()nU~r it~ 
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Do\;embl/[ 12 ,:~OS 

RrlIL'./i 0" t'n:'f1I,"l n~'1I1(~' 

';1f1~phi ,.Jdij, '. I""J,'/, r."'./I'I] IfI 

'fr,"~:,;uty ylt:...·~~ (I([im.:3II~!Y 

(vlmund 

No,.1 prl)pllI,?li,9 lilI/L' to 
o,t)f( ,)1(1'/111,,7 n,l/fi;o!,!i 

fi~~(l (mel//I. '/1.0 I (Jr~V';Ifj(J" 

fll~/~11n~rr.~,':/:Jr.:; .,'/,rrl:lhJ 

(:(lIJ"J(J,ir ""<1/I,;'fUfJI 

0P,lJoltur,;t;L"''': ,7r r,'(#'TtJnf 

If-JlfOI,!; 

1"i~L',d Slilllulus measures incncctive, and alsu rakc~ slCpSIO support favorod 
:h'I.\iii~~ ~uch as inCl"<lstnlt.:lure, health cure ilnd Cc!ucUtl011. 

;I	 Ti I~ US sllvings nile is set to move sharply higher llcGording to our economists, 
::;~., Jigllri; tt4. which :;hows lhe US savings raW, As con:-:umcrs ut aillev~b 

redl1':': ,pending relative to disposable income. Ihc level of ~u\'ings will grow. 
li III -:II'ings will nll~d III go snm~whr;ll'~: will it simply add 10 Ihe m~s.'Jiv" 

:111',.HIIiI ,Il',,:->::(;[:; cUn'cJlIl:- lying 1~,J1(Jw 1II ~CTO rc[wl'tl.~? Some or iI, wo ,H~ 

':\' .. ilIJ~lll, will nol. 

~	 PI!:" ,~I,:"l1l1IllisIS hl,;li..:vc rIHlllllng.t<;rm ITcu;;ury will :,a<\y low by hi~lOril.:al 

~I.hl'l'·-.!~ for n Illl1ll11CJ' ory.:ilI's, lit the very kUSl. livl.::rl Wh\,lll untl iJ'lhcy Jo 
r~'; ")'llld. lIll,';y.·and w~··b<;lj~vl.J thal thNll i~ Ul11plL: room for bonds l,[jding III a 
SI'I',,;,d :\1 Tr(!'I$ur'iQ~ lQ rally cwn ils Treasury ytclds incrcf.lsl:, Tlwt ellS\,: cct1ainly 
:q' 'k~ 10 munis sJJccit1cully...- -.' ., __ __.. 

I	 Wh.R+ ItO do now 
jn~~)r;, I:, IllllIl W do nuw, we .~il1iply repenL uur mcssug..: from 11l~[ week, and [hen 

add 11. IIIP ,'dl' p~)iJ1\S, 

U"l'li; I JI),'S:Hlj,!C is simply to ll\'oid scllil1g illlD Ibi~ mMliy, wl,;uk market 
l,'IlIIJ"l'~ ill~l1] irynu cun fln(lrd [(I wait until af!cl' Y~:\H;;m.l. The second mcssng~ i~ 10 
Im,I'':" II' :Ii,lllt,; Lh,; yiold ~ur\ ..: ~(lllikc <ldv<lIlIngc uffthc exlreme SJOpll. The Illird 

Ill':';~,,: ..; I" III look:.ll higll''1ualiIY ~act01'~ when: [he yield il1CrCilliC has becDrm: 
s~\'()rc', SIIl,;11 ;.IS AA hospitals and AI\. housing, and other upper m<;dlum qualilY 
pUp"'l .. :'lIHllly, for inwstOl's who :.Ire seeking cq~lily·Jjkc (or bCHIcr) total rctums, we 
bdicI" III:" 11I'L)Pl,;r!y ~'.:I~~'rcQ pllpt'r in The higher yielding rl,l<\chC!:i of the muni market 
IIOW 1" J\id" ..~LH1'C truly impres;;ivc opponunities. We note lllat. iII our comtmmtiH)'. 
II'''; h:~ ..::" Ih'l'ally ;1\'f1idcd n:commcnding this paper, In Our view, it has now become 
~o 1;.11' '1 ·nillilly ehcnp [hal II :-olwllh1 he cOn~idcrccL even if only tor a modest 

JlIII[1I' ':1'1 ,,";( IOlllljJOl'lf(;llio, 

In "d,!I:i"II. 11'1.' note thin jnVl:~l.)r:-o ~hmlld for the lil'~! [Ill'll] in1llany yt;ars, bt:' 
t:"DI1~iil;I"':~I' 10lal rCnlril ()flPOf!~ll\ilic,~ o\'er a 1-2 yc,u' reriod in the mUll! marktlL r'\..~ 

Ill,' Ill.; \;:1 11I)i·Il1!1li7-l!.~. PI'lIPCI'ly s,,:lcctcd rnllni~ ::houlJ provide equity-like r~lIl1TlS 

Illll~ ~ ','r ' ,-.;·0',,;(' inCl1lH,", For lhi,~ purpose, we ('J:lrlicLJlarly like long rnlll'"llrit)·, 

Jllc'di~I' ! ';:'.:diIY dL~Cn\IIlI", incltHlil1l.~ htllld~ ~cltjllg b~lo\.,.lhc d\) mrnirnlls di~~I)UI1[ 

. IITHk, 1,;\ _','l"li~d Mllrk~( Db:l1ul\! tax. H the nlarket rulliU"a. these bund:; in
 
f)UrliL' .:;' ,;llddjLHl1('J in ~';lJuc as till: n10v~ in priCe hack ilbovu the de minimus
 

1IIlHlII!' ,',l"iliL:h i~ 1/4 rmim for cHeh whole year [0 mUlurity,
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Disclosure Appendix A1 

ANAL~S1 CeRTIFICATION 
I. 1,j)(JIOu l·riodl:II~,u-~r-, ~11-'lr·':~~·-1 .,:-,"'":'1,-,,·,-,"·;1'·.·1'·'I~ll"'::~-'-' -~'-'l\~"'-; -u-X~-I-~:'-·~-~d~ln·II:-I':"IS·r·u-pa-n-'-~~-~~~~ra-lo-l-y -;o-:lI:-c-Cl:-m-v·p·ur·SO-I·l~"':'I-v-la-w-s~ij"':'bc-u~'I-~-n-y-a·l1ll:--a~II-C"':'1 -::m·c·s·u'":'t>·,c"''t''1•.;:-c~rll.,.I~-~-...........
blJIJl:r~. cL:lral'CiI,~, ;;(1flIIl\<lIJllld~, lulurc$. !Jele,,";, UC,'IIUnlics \lr SlT~l~gio~. IulllQ cel1il'1 111111 no parI of my cO/llpsl1!J!llion 'IIa~, IB, III will bo dlrn~rly or in(jlr~ctly 
1011.I\'Jd 10 1/1~ ~~It~;ljll: 11;~;(;Inlml:ll\.l;ltiLlllt!;llJt •. W',IJ1~lj t! ... :rr/~:i;iL'-J Hl lW~ report. 

Other Ilisclosl.1res 

AOOI'rIONAllr>If,JRMA11[JN IWAII.ARl( UPOrlllEQlJEST 

(),/I~ro'IIIIII~\I';'":'1 ;Hmlr.'l~ ,',:CUIW l::lIl';l' "1:":"11' ~,[jIII:(1 ml ~ vmluly at lijDlor~, U~D (Ill CniglollP empIOY~Q5. anMY~w reGaiv~ compvrl~lj(lI1 !h~1 i~ ImpaehlO Oy 
~:'III:IIJ\lP"; ,,'.',,:;,1 '.II,III;1!I,II[\'. ',<111111', ,,In,I~I'': 1,~\·,:lIl1'.)'; mini, ;JI!lUnn ~ln~r I!llllgl:. In"U~I!11gnl brl~klng acll~i~~, Ar1DI~jT COhipenll.~rion 10 <1Q!~mlin~<1 ~y r.lllal~~p 

rlJ\IJI'Jrr.~ 11~:I'I:l~P 1I.!11[ Will QlIlUI '.;111',1111 1I,;!I'\II;':I'II!"II-',1I",ChJIII11~ Invoslmonl t>nnKIIlD pcr3Cnncll, 

hll I:~'~I \;;)(11;i';" til!;CI,I~!i',~;, I)III~:;U vh:,! l,iilmL;~'I'I~ r.~tillI0\JJ'nqIl,J;QllJlgltQb!.\I·b'TIfilli:ll:12~~I]llIill~mrDthorwlaD ~a~e CQn'tii CI~11roup G!oCilI M~rkD~ 
IllC.. 3BH llrIIUlMj,:~\ ~I',":I, 1III' n"'I>. r~Y, N" :!JIll:l, r.III:llti~l1; Ilxcc! IJlCOlllo Publi~hino (el additiol1lll assI51ll1)(;~, 

em";I: :j f8!II,lllr I~;: ;:," ;rr II ;,':11,1 fl~;I;r.J;1I1111;;· ~'II:IlII; I ,',,,:11 10 ~~:;;riUDS llmt nl;Iy h&yc O~en r';;"~;';I;;~BlJ Iillhis rBJlI;tI1. Ci~ r;gulam. i;id;s )11 me ~~cllnM5 oliM 
~,rIl/lfl:1 ':II'lII~"..('·::., ::,';,:..1""'11 Ii' Iii,:. :1;'lld. ":ll 1:1:', ~~10;li!,1 ii' ~8clJrlllas lriln~c~cns In a m~f\ncr InconslstaOI wlm '~I~ rOpoJrt en~, Wltl1IC~P~{]1 \~ tU~~IIlIQl; 

,;IIV11(,1Q Ill' 1I11~ Il: ~lrl, •• ,11 II"'! I" :;(Jilirom llll:;:[II1IU", 'ill:4 orilll:i;J01 ba~i~. For eQcllrillQ~ rQconll'T1o~dcd In !niB r~PQrt, in wllle'l CIII Is flul a millk~llr,akcr, Ciu ',S n 
IIl~I,I(III'I pm~,-j," t,' Ill" 1,1:1'1'" ':; 1"~'n1:i:Jl"I!,lr,.lllIllll~ :1"11 r~':IV ilf;1 ~~ Ilfi~cipn! in conf\nclion wHl1 ~u~h rf1lnll:lctten~, 

------- -------~-:-:~~.~._---:-------"""":~~~-~--~-:--.--~~-
'llillJtlvl1 'II.I",/' <;;,,;,',: r'I':~I:II'I,,,.I:l~II'Il:' '; 1,1. ;11, ""I'l" ;IpWll~cn ~~(j hy Cili'B Fi~5q InCQmr. $lf3m~r ~M M~ly~IS '"FISi\") <Ind Fconprrd~ 1\ Mllr,or fII'llIY~'I; 

I l Mi\"J 01'111;""", :·,lr:,:,II)I'.I,: :w,,';',::i .111:11. ,I,·, Im~·.;. "Hilt ~'1I1 "Soil" rQCommenqa~Orll> to 'liQnl~. rho~u rDcomrnOlla~llcl1l; u~c av:lI,IMliln ff,r.TlIull"I£lllr i1~11 iB 
;Jlill';;lllllIy III;V," 'iy ~I','~'I';'"',II;; ~JJII:IJ,; ,:,1:, '11 11111" IJU1\v~~1I Ih~ 3pflrUIJridl~ I)an~hmilX ~~~urlty a~d lila sllI:unty buing Oilll:W~SD~: OJ Ihm huv~ Ullfcru~1 

' 
l!lf~1Iit111% ,',Jr',,' ,I II"II:I:,].'III::JI ~,Jrll!;l,,'" r"~ Itl;11 Imv(! CW"fUni ~QllmCral cl~8lla~ wlU1in a unlQu~ 1:lmlt~1 ~lTLlcllJr~, or (OJ ln~( ,elloel & uniQm! opportun,ty 
:"I~~~I~:n(I.·:,II, :, 'illl,1 :.c;~ IJIIII'. In ",jl!II"",. II I', II,,", "',1 'JIlGllniniOII [01 a ~rrDtugi~i/ilnal\'1l1 Il;l "l&ke an "AssaI S'tl~p" fUcommonC!a!lcn. SUl:l1llb a"Buy" ~nd "Soli" 
re~ilIllml:II(I:~i1al :)II:\,/Olllll,v" "lJe""I"", 1:,,1: ... r :;;':'1" 1I;:lIillr'II;,nc~~lt:lecIOr. 

____~  SIP' _ II R n"~.'  ~  

llil:: lil:.II:"LI "':'.; I ,",I~,; InW;III'(1 IlV (;,t,ljIlIII;, ';;iO!I·,1 '.1;1I~C1~ hlo. ("C(;MI"I :lna/ci QlIll ur Illorc ot ilealllli:lI~~ rGOll~Cllv~ly. "Clli"), as rurtilsrqet.:lilBllln the repM. 
In,5 '1:1;1I~~rUl 11.')1'11 'II ~I~'", 1:;( 'Ilt~rlll;Jllllr;11 : ,:p" t'· ',,11' :1111 ir. net l~ton~ad a~ atl oflor ClllOlicit.ltlClI for tn" f,liMrl;'ll1~u Or 1;;111/ of a socurity or 01110' flriancllli 
~lu(lrI,;I~. t,II'.. I:•. ,: ~)U" iI' ;1.,r":';':,11 1,l.l"llll .. ,I" I".' ,,! In lhl Pladue! Inusl l»~e 1010 dCCllUnl u~i~lIng public mtO(II1;\~QII 0" Buch ~m;Ullly CI any m9i&lnre~ 

~'(;~pill;I~:; 

lrlili rGI~lr\ d(ll..: 11,11 I~f,,: i,::" ",;r;,JII~llhl! ,I",".,;I,II,'r ,O;I:,:IIYll:', lln~ncl~1 sit7;lion, ar Illll'licular Mod5 of lint p~l1ic;~r ~o(~on. InvC~ling In SfJCurllies and ~lt1e; 
1i11;1I jr,':lljl,D'!'..L:!'; , 1":' ii, 'I' '11"," 11,I,s, 'Iof'U~"',' I1111 .~ ,:,I~)I~ I,r.i:' ellho amif~ nnneljllJI amo~m Invc~lo~, (~flr~in invcslma fils ~n p~nJC~lar. inclUding lho~e involwng 
~'l1u"II,II:'1 i'lL., I;,,:: , I'll.,',:, ,:111"1~~r. JJn" ,:1'." J,,' i' ""l~, ~ru comple~, IIlhY ~mllil 6utlst,mliol riSK, cno are nat ~~It3ble lor llllinvoslor&. Tho price a~d V~IUD of. 
;I:lU IIICO,II" :"'''1;. :<:1) ill ·,'I..,;r,lirl:, "ill', (!II':' , 11:'''.,1:11 :'rDlhJ,:I;; may tl\OCl~Qta ~nd l'TIay ~a aclvoflla1y imp;lnlec Oy e~Ch;jnoO fiJlo&. inlorosl r&II!!i, Dr ol~er r~~lel'S, 

Prior 10 I:II~.II""I :,'1, t'.JJI."J[I'~" I" 01111\;,':, 'i; I p,i",": ".liIIGll Pwuucl!i.lnvoslor~ Would rC~U JJnd Im,Jo~luno Ille cwont OrnllJTl~ Clollnnp CorPQra~en Di&cIQa>lr~ 
llcr,,""~"1. ,I (;,,::', "I I·J;·,,,.II '.Ii'~' tm ~IJI;j,,:,I': .. I ·:.,'"r.;llr~1lI \'0111 CiU ropresenllllive, Cert~in ~DCUrl~~ti I11~Y net !;Ie IQglslerQd ""Illl, or ~ll~J~(;lIO'lho roportlng 
rct:llilmll~'ll;, ul II .. \1:) ;:P\;"I,:I,:I. iJillll ,!:"',"'i£' :;~'llIlIgl~I~1\ or ;lny G01rm~tuble regtllatolY ~UlhGflly_ Inlorm~~on evailablQ l,n ~llCn 8~~U~IUJF.; m~r bs IlmlllUl· 
1I,·,~:.I:lr:; ::I"la],: ,'::dll :1 ;il.·: 111.111 II,,,,, ·:,1 I;". 1,;I;,"~~jl. k,:JI, ij~U GI~~r nUviSQf"~ Wl~ only m;lk~ lIIyeij~I11Sm qe~islDfis on IIIG !liI~i:; 01 1M iJlvP~lor's own 
~,liJI;~;I~I/I:I;, 11":~11.j11~, ~~.r., ~'I~: 1":'l~U\'r~~. 

,::111 n:~r.,Ir.:r1 "o""": I:; ~':I',' ,:r'mn\III1I;::Il" ,'I:ln ',I'; :U',r 11:1,]111..: :',lr.of\nCI ~M othor CII! por.w:mnollol mc D~rpll';~u 01 UUlMrtn9 and Ilnalyzil1ll merKel mfcrmallull 
"!I(l IlIil)' "':1•. ,.,,:', '.'.,:11':,',.1: ;./:1:.':.11101";;11:'1'111.('11 "!b,Jlnlng, anmllU olMf 1II1o\llO, mar~llr lrcMs, IlcOilolnlc rrB"ll~, IhB lI1ar~et 101 boM~ of ~ ~IHJcjli~ l:;lluor. anll 
1.'Ir.II' 111;,r'.I'I,'fIo" , :I: r,n i',.'::' 'I'~ 1:,1111,:', :., , .. I,',' ~ :',!;;. 11111: I,:;,jlllll\'l, 3~ long ~s ~ucn cemmUnlc3licns OIl nollrrlp~lIr 111~ ~nuIYBI'B Inaepanalln1 alJlllw 10 1]~1II01;S 

:,,;,: ..::,:,:1/ :", '" "; "',.1..1. ',"";1:' ~;('.. ::1' ,.:; ,I ·,t Ilil. "::::lecI50culolill~ or isslJatG, Qtn~r elli pu(sonnol w~o do nDt 1u/lction a~ r~~~Aleh nnalysl~, IflClL,(llng 
l-.JI,,:. ;,;"; lI.ld;, 'I: . ,.',"" ,.. ', , I~r ,i' ~.II:'., •.1..,' ,'.,. II .":lIk 1.1 "ml1l1~IlIJJr~ 01 ;~U~ Id{]~s !e r.'Ej'~ r.~Glom UIE or prcpriOliily 1I3ding CCS~B lila I Ol11cr tlollllhn vi~w:; 

G',l"::;:,"<1 III :,'1,., .,.~! ... l ','.1', 1 ":"":1;" { :",,:' ;;, ,j ::".1 m" ·,UCmOnl busillOSS8S Ill:'Y m~k~ 111'I~:IIITIOm OCJCi~IOr1S lhnlllrs Uir(SfOnl frQm illS rJOCOlrllll~lldllllcn~ 
"

\:(JI1I~J.rlJ~: III nll~, J~lcrI. 

~H~ hil~; '1LJ i;:;-I:-.~iJ :1,'DlJl'!. I.l:r:e :'1," .• ~JI:;I JI"" ;1~llti.II~~. mlLl oilm~ vlnw:& a)l'~re~;EnJ In I~i::i Ittx)r[ mLf1 chal1gu WtU1Du~ IlIJ1lc~. NQ lI~lJiiT''Y' w~e;"()t ,~ 
~<:GIII!l'JI: 1.,1 "I" .,:.. :, ,:,..,.,:':,: ,m"'d, ill'.:., .'.1, . '.1':: ,. ,1'111;';; 1I1/,l moW ilfU;B f,nn! ellV u3e elll10 11IIarmniioil coniamoo In m aBrlv~~ lrollllt,,,: rOIlOIt, 

:-;.{:"r,I",:: ,,:,.,::111:1 . ',1-; .,.:1.11, I" I.!'I~ I';:' ,;:", I. ,: ,;:\ ,11~~r;q Dy ln~ f'oUuml O~pcI~itl;;;;;; r,;om'7i'rJtlo~: (i1) nl~ 1I~! dcpotll& Or ot!luf Obl~'IIIOfl;i 01 ~ny 
"":,),,,: ,1· lr: ",:,. :" II .,,1,111.01,,11; ;;'1" .,'., :,,, "". :;11] ";'~I~Cllu rn~O:ilm~nt ri~~, in~IiII1If\Q llir. PlISSilllG I(J~S 01 alO IlnnGltlIIl ~nl0~IIIIM~~1ll~ I\JII\DUgn 
,ll1<lllll":' .• " :;:". '.; ,',I,:.:,:':: :t.lI· ~Il!: ':'" "'. "1 'I :,':11101::1 ;,:,f UlO ~Irln ~UIIO>;CB Ie bo re!iII~le. \'I~ UO Ml guuml1IUQ Its ~COU(&Cyllll(\ 11 !lIlly ao 111~(mmIOlu and 
"01:.1,:1".,:01 III: " .' .,"'" I: ,I;. ", .., III II"., ., , " ' ":".':11,,,1,, ". "Iocr or ~~umlll'Of\ij. C~af\Qa~ 111 ~1JCII ;1:;Sump[IQIl~ co~l~ pr\lal}~~ IlI~lI~(i~llv rlll1urlllli 'uBul(\;. Tlli~ 

,.,'I:,I,,".IIII.',I'::·· ,.. . ,1'1' .; I,i :':1 ",::II,! I;:: ,,,:... ! I,:I,.I~ u,,!,II:: P~SI ~eflurmanc~ I~ neT a o~arnllt~~ er Indlca~CIl 01 tulure rcs~lllI. 1\11 ~pIIIIOn~, proluQno~5 all<1 
,,,,111,,,,,,,:, ,:... ,t::·.-" Itl(. ." ";"""1: III 'III' ,11,1111 ;Ii; ul IIII! .11111' "'11111 PreduGI a~d rn~sB, ~IU~ any O~lor 1~lorm~tlo~ conlainoe In II\C prQU~C!, ulu ~UOloot 10 cnange 
;:Il!'I,;:JII.. ;I(" ". ,.', ,1.: •. '::.7:llll;.\~"11;1.' ,11:.',1 '\:II~~.:d ':Jm~lIPj~ct~ocn:.;ng(JwnrlOl,llnotIC~. 

,.".~---~ .•._----------------~----------------::11' ,:1;,,,; '1.:; ;,1'.1":.: I:,.', ;,, ,; .11101 r'JlIW:;:' .. ;,.:"\'.~ ."IUIII II: ,':ICllCud lu ~U, 01 anQlJIU be CMr.If~lltl ;l~. i~ <Idvirs. Any ci~cw:lSlon of US la~ fIlilnM; conl;Ilne{1 In 

11" .• "I:'r! ", ,:':' L', .: ..':,. :'1,. ;IJ,. ,,: I .1 '1~:;"li"II~; I:'~ 1:~rl:;;Jr.!Io~~ or omr.t manur6 udd:a~I~~O ~etein end is not mle~o~d 10 bS1J&OO, ,Ina 11l~~1 not De 
L:~,,,l :'. I,· ";,,, .. ',. :,. : .,.;~,,:.': 0::,\ .1 . i .. j ,·~I:I;JI ':1' ;l@~IU~~. floclplon15 or ml~ rOjJOrl ~ll0uld sosk \;It 3tl~ico b<l~!ld on Ihs (OlllpiHfll'~ own D~lllaul~1 

,.~n::,nl~.::Jr.t:';: ~I'. I .. I. "I, :' .I~~I~rll r:t ... I,.;." I· 
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llll!1 r'a~l" "1,,,1 :Thl\lrlll:' I!,; I'ItlllUlm ~Clfll'l ~,' ':"~I\:n,\!rti 01 c,:, IIllhoap Mrir.llicnons whore s~cn dhlldbullonll; DClmll1ull, No plIrI of lI1i~ rellOrt may 011 C~DIIlU 01 

le,I'I;I;jIJ~lI;li !l'i ;'111 n:,;i;I,c,1 "J' 1,,1'! 1JilrpllJIQ Vlllnl,ll/li:III'r. PI"" ':Iriliull CDIlSuflL 

:;;;;~!:;~:;;;:~":I" 1""1111111 l:'I'::1I11 I"'I'::,I:'~; '!(Jfn """,;1iIl~ ij tr-;;;;';.;cllon in lh;;~urlty 01 51lCUlitics cove~e(j In UII~ r~p<lIt US porsons wlsllm~ lwllmr 
1:',11;'111,.11'1" I;r 1') ;;IlI,,:1 :1 I ."H'.',;,;.li'lIl Shl: .. llj 1:0'iI:ll;~:' ,,'~':ilm'JJ r~lIlIl~erll:ltlvc of CGMlln Ihu Un!lud SlIIluS. 1II011'US PQfMIIU wiuhlng lurlilur Information OrlD QI!llct 
;111:1,:,;:11::,11"1,",;,,1,1 [,;1::;' 1,,1:,11 ,mHly h":,lh: '1'11,0" own 1"",:I,:ICIIOf1IlnIC:J:l ~IlPllc~bIU govUrIllfltllnw porrnllaOUlalVlise. 

"U~H~,"II,t :11", ~~~;'I :IV;11Iill:l,~:7'"'~'I" ~·,k:':Iilllu ~liunl8lhroUCtl CltlQlou~ Glomi MarkCIl; l1u~IIUlla Ply ~Id. IMN 64 003 11~ 1l3? ~:u1 N-"Sl. NoD 
?,:(J!i!lt) ;""1 I" ',~i.I' ,:I" ;'1" ':;rrl\'llll Gill ;;'ll'I!' 11:I,11IJ,. !~ty II.!. :lIllp 1\1 ao~ 145555 aoo AFSI. No. 240111:1), P~r1i"ip~nl~ Qt Ina 1lS~ GIOUP anCl 'CU~I~hl(J U~ mu 
'\:1'11,:,11:,11 ~I".':I':: ~: 1""',1':11:111:, ::alll:PI~Ii"';" [;'I'H'''''P C'II;::':, 2 ;In[~ Slfom, Sydrl~V, NSW ?,Ouo. Th8 i'fQUw~l ill rnaCle ~~mlaUle In Au6lralin te PrIVhlo B~n~1llC 
·},'II'II~:!~lla .;1"".1: 11''',,,,;,, :":"11;,";' ;11\' : ';111:"11 :AIIIJ 1;<1 op, :ml fJ60 aiiO /lfSL ?31l098), CIUgra~P lilY Lill1ilQd ll!c~laea all fin~ncjal arcd~r ~()~I~C [u "'uslr~lian 
1'1 i,,!II, il:ll"I"III' :11,,1,::;;, I.: cl,IIlI:1 ilir:,,\;I, i:;,r!',,:lij :,11I; ,,:I:ll,c,,~:llip ,o~lliIQor~. 11 IOUrl/ ia any ac~~uoo~t lhe 5Llitaallll\' 01111~~~lrnenllll,~ld in ClnglOLJ;J Prr~al~ EJ~n~ 

:,1:,:"1'111\ 1'1'/"1.1' .:; li!'"I,IIII.. ,lUG! 11i~ (:'1'111')",) III,~:'I': 11!lI1~ '111Il.:~1I"oll~. Clligro~P cOI1lPSnje~ may clJll1ponll.'lto artlll~l~~ alld 1~~lr rOpru~ulll!1l1vo~ lor prQviding 
:)I\IIM;I~ :1'11' HI "G.J~· ~o l!In:' :;; llil~\, IW~I[: II :1',:: I c!IJ~rI I:, r"I,j~ iNallijOlo In Honu Kunu ny, 01 an n~MiI 01, CIUQroijp Glotlal Mar1l~t:; Asio I Ill.. II i~ ~l1l1l:lW1~bl~ III 
I:,l,,:rtlll/l filil!);!1 \1:l1~"h: ,\,:i;t ~ 1(1 ~;~1ib~1111I hl,Jr;I, :;:I,i.,nk ;'I,ua, j Gwolln Roaa, Hong KOII~l' r.iI10mu~ GIOl><l1 MD,~ul~ fo,E,lo \.la. 18 r~gur.J[O~ 0\' !11~ Hong K~ng 

$u(:,iflllllll :i' ~j' , "11'1:, 1,,,11'1":.;;1011, il \Il1,1 1~I;orl ii: m;,,:u :JVili:.·'!II~ III IICII(j ~~no by Gillbanil, NA, II i,; ;lr\J'1Pul;)~I~ III Clti~ijnK, Itll., CitlMn~ lower, CIrlDafllll'laza, 
:J [;:"'"1" 11,,;111. ·I"I'U !CD;"I ';'I,I,;,nll, N.? I', ,,,]::1:,11111 nv till, 1!lII,g KOIIU Monulary fwlhor,ty. INOIl\: Th8 ProPw~t j~ made f1V3llutlio ,n In~lij Qy ClliglOuP G10llill 
MII,kl:I'I 1IlII,,!l.!'I/'I!I! 111111:,1:, \'~,,;h I,; r,lIjlil;,''''1 "~ S':I:llfTl'." "11U' ~Clr~ngo Bll~rd 01 Ingi~, llaK~ln,\'~r, Nrlflman !'oinT, Murnllill 400 021.. .IAPAN; 1~ld rupan Is 
rlr:I;'I~ IJIi;:"IIl. Ill,: .. , J;,:w' I .. ""'~(' [;,II!J!Ollfl I 11'''1';11 (! 111,\\ ".: "'11 \V;,~ prolHlrQQ PI' a~II Illfillala 01 Nlllko CllIQroup Limltca ("NCI:), III~ boinU so dl~lrlllUloQ u~Qel 
IIl:LII~'; Ir 111 1" 1I'[.<l,1 \'I;I~ ;;r':"'I'~lj ~y ~::I. I\ll!:IY U,.' tl;II;~lllII f',.'1 en ~ rupurl prod~cad!ly QnQ 0' 11~ alllliatea unoerllcell~C. Ill~i~ rupert WlI~ propar~d by NCl ~n~ 
I:. :1.!il1'; ,:!::I'I:'I:II d .11 ,:1'"", 1:!i'''li,:I,r.II~ HY ~Jr,,! I:", ii~il'.jll):;, "r lJy Nikkul:crl1ial SQcurities Inc,., Ii i~ 111:ltlll alsulbuteu lJy Ul~rn ur'll~r Ijcu~~u. NCL i$ (ag~lplod hV 
hJI"';l;.:'. :i\rr .11>:; r""~t:ill:,' ... t~i,l·ii'I~:, il'41~ l AI~I,·tl":·~ ~;i.,/",';dl;l . C.;Jrnrn~~~llICln, Jupen Sccurllll:l:i UI:IL.iMrii A::i.IDchl1!(Jr1, 10KVl:l Srock fxr:t\!!n£J!:t qnd U1rJJ1i..j~ ~OCl.lrltUl;C. 

I ~G:\:';.:;·; ;;1',:' ~',;,,,.;Il;" .. ; ·,,,,IiI':lll.; ; :';"'".I.ll. ", [:'." :,ddl, 18:wo 1QO·ij~20 Japilil. UNITUJ KINl;ODM: rn,~ repor1l~ llaino aislTilllllQd III TIla Unllull 
"llil;·;,:I" "" ';,1,':.. ,1 .• , ;,.f, :' .".1,,1, iil!I'\I:' ,01 :;.t'·.;'.;,II' l;J,JU;" ,I"'".JIS 1I11111r.o, Gi~Uroup Ccnlr~, ~1I"dlJ SqIUlIB, C~mry W~ftrl, \. onlloll ~14 ~LD, UK. IIII~ mlll~r ..1 
;:, '1"'1,1':1; .:. 'I., :,.;, .,1 ,'. : .. ,:' 1J.",'l!:I;·,i. ':iil ,'I I· Iii. :,~,,:~I ',,,;M ~~I'"~11IIlr~ InltlU Unilpa Klngdam .1110 IS 1I~1 tor illSlJioUlion III pn~JII: CUl:lorrwr:; Ifl TIm I!nIlH(J 
~II,,;':,,:II .1;, ,;,:1,- ,I; :1'; I,·,· I ,,~'ll,.;ll :;,:,'".:"'. '.,'1':,)1" 1\11,' ,','I,~lrlillnJ III scrvlcu Ta wni~n Injs 1Il,II~rial m,w rol.llo will ~o[ bu rnadu JvallJblo [0 5Ucn private 
1;[,;,11,11'1". ;1:1:, I ';"1"",1 : "', 'I,I:,:,:!IJ ,r',';~,!" ,.',I,,~, ',1"'.11,:., ::11' "BI~ll OUI~ide 1110 United t{inC~(JI" or tD oUI~r m~ltul1i fhal arB nOI rogula!~d by ln~ I;inp~cial 

:;1",1":,.1'1,,:,,'(1;, .',,,,1 II: ;" .. '"!l",I,; :I~ I~ ViIIW'; I'll', 11m', I". 1'10 I:"~P nr~ aV!Jllntllu anloql'm11 in rll!,p~ct 01 tills malQnal, llNiTi:D SIMES. T~i& ropert i~ bemg 
(:1>1111,".1':'1 '" ["" .J'II~I" :.I;.I.~ ~:\' I;GMI :111":; "".\;rl ';1:, l:',;.'·,r~ll III wllolQ or In !JIll'! by a nOli-US ,,1[,lialu 01 OGMI, CGMI ~cccpI:lIO~llllnSlbllily far Ill! conlDnfs 
l.iJ~Jr;I;11\ 1:11; 'I\llli:':;; iJll•.',,'! :1 Ir,~ rlmOl1 "til I;/~ 11<111 '.,S :;::,.. l"Ilica, US investors stloula bB nWDI~ Ihul 'KIn-US ~QmpnJllos mny not OU ~\mlccll0 ullif!Jrrn audil ano 
Ill lmol,lli/ 1"·:J;";""';;,I~,JI.;""'·' ;,,',1 ,,,ql,it""'I:'I::; GII'II,.,!"I,'" I:) lllu~U in 1I1~ I.IllilOll Slillo~. SOCllrl~~~ al wm~ lion-liS ccm~rlldu Ina~ 00 IOti::lliQuld anP Uleir prjc~~ 
If"!l ~,: 11I,"~ ~\:l;,II"1 1,,111: ',:""",IIUU ull:f~llIP:IIIII)l,; .J~.' : 11I1I1Iil':·,I.;. r: •. ~ha!1(JG rate rno~~monlll nlJy tJuvo an a(1~~rse ~fjet:l on 1M v~lu6 01 ~h in~aslm~nt in flIlo-lJ$ 
!;'!': .. II'~~;I ,I';" rJl, :;G"I:.,;",,": ,'G 11"'~II'I~ ;lII~r:I,;11 1111 ;:,,; 1'11":;,:015, (;~jMI,~ ~ m~mnur of InnSu~urilias In~o~lpr Protection CCr])Of~tIO~. ElJtiOl'tAiIl UNIOllO: lJrrlp81i1 

':;lul.,!r,,:I/,' 1:1,) ';";\\1,11,'. ','H"'" L.lJ MUIIIIJiJ: ;,I.llu:i, III': .1',1,:,.,,1 is m:ldiJ UI',llliJblc by Ciugroup Glob~1 M~r~alli i.Imitoa. wnich 18 fO(Jul~1I!1:I OV lho Finmlulal ServIC~S 

1\,.I""'il'/. ;,::""'1 , I,I,•• :r:,I" ,"\:.:ii;l~;:1 1(;\1"1111 "';11 '''; III" I IIlIll,1 0".,DI1"oI1. ,n'plcmcn( ~nd make avail~Pla II POlicy 101 j~an&~IIl~ conlliL't; af inlulIlHI nriHI'I1~ a& n (aH~ll 

~,I 1·;:1,1"""'.1[ '" ",:,1(:":,,,: ;1" Mil'lIllI:'" 1I:'il: " .... 1. 11',1 "'" .• 'l~I'1 ',lllII; 10' rusuurch ilnalyalC WiW,fl Cili's nSA ahlJ EMAA dlvl~ipn~, as well <IIi 'he Investment 
I,:", "re:, ' ,; ", ;'. '.1:1". '". ." ,,:.';llnl:11 ::'j ,~, ',I:, ;111'11 I' .'" ... ,,:' Iii ",1 MlIfKnls InC., 3118 Gr~elli'llf;11 SI1CCI Il1h lIaar, NY, t-Iy TOO 1:1, AllflllUPIl; It~~ll In~ollla 

1,l'~I~;II] •. ;1 r:!i 

'l~~ :.,;11, IS:,,> :.'~l::~~-'-·- ;luLJt.i. :\~J Ilql'!:;. r.' 1.11;'1'1 ~,~. r l;:JJ: ~~ I~ :J Y)vi:;i[J.r. ancl sarv~I:~ m.;~,k ~I Chl~rcup GllJool Marl[(J~ In~. i.lIlC n~ ~ftIlinWs ~Jn(j ~ W1iDd 
,jill, .. ; ;",111'."; I, ,'q"\:. 1.. ,,1 '1, ... '.f!: 1:11, """ " ,I '1;1: ;':11;.1: II, .. ~~ /.11111 ~1:rVICo rrM~a QI L;llIgloull inr., Of lIn ;llIIlialp~ ~nd :lr~ ~seP ano rDai~lUrtC Il1rouallD~l 

IIli ,•• ·.·;,1 ,~'I" A.,. 'I; .. I••. " .•" . ·;;llIk Vi ,:"'''111 ;1 "iii. ~ .•~~ i;: ,. r,.,;i;,,~1 crJ !tilue rnar~ at NI~Ke r.lIlllolulno~ IIIC. Arrt WlaulMlllec usa. Ul,PhcaMn Or llil;;ClMura i~ 
I~II~"·~~I:~II' ,I, •. 1':· I",! m:L",· .~: ,II Jlt ~1:fI" .'tL::' 

It'· .:. 
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December 16th
, 2008US Municipal Bonds 

Trade Idea 

I':'!trlek 8"~lt 

t212) 7.:1.J-7104 
I ' ,I [~( ;t I,:· .' I .. 

Sell California Protection vs Mexico at Positive Basis 

Market Sitllntton; Tht: cosl of insuring CallfOrnii\ '5 debt has ri$cn sharply Itt recent dilY~ and for the 
first titne is mOr.:: expcnsivl: thaI'! insuring Me:'Iico's debt (,I'ffe./lglwt! 1). The widcninf;! ilPP~3rs 1\.1 huvtl 
C(lmC as headlines ofCalitornia's growing budgel dr.:ficil prompted signHicnl1l speCUlali\'e paying 
Ir.t~rc5t Despite Calil'omill" budllet iSSllll~, this move: i3 overdone in aLlr view. Bod'J Califomia und 
Mexico ;lr~ contending with the cff~(;ts of the US-kau economic slowdDwn, bUI Californiu would 
uppeaf to retain signiCic:lmly more fjnund,~1 fkdbiJiry tlum its SOUth~m n~ighbof l.we Tllble I), Well 
O\ll:r tWO y~afs Inlo the US l\Ollsing correction, Califomi~ 51iIJ produces Sht"ljmc5 the GDP per Co.pi!<.\ 

. of Mexico, and hilS onl:·f1fth the public·scc::tOf debt burden (as II % oraD?), Additionally, Californi!l 

. is ~:>.:pected 10 be 11 hl.l'ge beneficiary of Pre~ider:ll·elecTObOlmn's fonhcorning $5006.;. ~limuills bill, 
and should enjoy addilionlll Fl:dcral suppOl"! lfmll.fkct disruptions liml its capiln] rn,lrkl;)! C1CCe:SS. 
N~~dless [0 suy, Ml:xlco wiH not br,l II fl:lcipient oflhe upoom;ng US Govemm~nt slimllius. 

~" 
Clll' (2007) P~blr~ S~~tor t)~bt Ooncil 

't'DI~1 pCrOl.jllta rt;ll~1 '~""'A""~""'~A~ ur 
GDI' 

NII9 
EJ!. 

A~ % or 
caw 

C~lIforlllB SI.~I~B· i~S.;·13 S5"1.w, 3% $IUJj o.~% 

M.~lco $893£ ~~ .. I~Z . S13A.m' l ~.J.1l' I ~lIilJ I.~% 
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ADDITIONAL INFORMATION AVAIlABLE UPON REOUESi 
This (:om;;~r~1callon I't~s C60'n prcpllfOC by ~ mOrrltll:tr of Lhtl Sale~ ",no Tmalng D~p~r1r:H.'m "r'Cilloroup GlOMI Markl!!l~ Inc. whiCh 
oi~lribul!!l~ thi~ comrnunlcallon by or throllgh Jts locally <I\.1thonzlld ..lfiliaLe5 (collecllvely, Ihe 'Firm"), Sales and TrMlng personMI flrl!l not 
re~e;;lrch ,.n;lll'lllS and 1M Inforrnation in thi!; cornmunlC<11ion is nolll1tended 10 cons!Hulo "reSl!lllrch" as thaI term is c1efined by !lpp(l(:/lble 
regula(ion~. CompensBliofl or S:;lll;!~ ani;l Trad1rJg pe~onnellnc:ludl!ls considerOltion or the PllrfOITn<lnCe of Ihi5 Oepfll1menrs Ilclivlllas. rhe 
views E1xpre~5ec neteln may cMnge withOul notice ,ml;! mOlY differ from I~e~e views expressed by O1Mr Firm personnel. 

YOLI shou'iCTi1sSUiiiii lila :allowing: The Firm may 013 tile issuerof, or may trade! as prlnoip"l h'l. [hI!) linanmal in~lrlJ(11enI5 referred to in liiT~ 
c::ammuniGalion Of olher rellilted nnllnclal Inslrum('mls The r-Irm may <I1~Q perform or ~eek 10 pertormlnvestmenll:ianKlng eM omor 
servi(:sa for Ihe issuer of any SUG!'1 flnarlGl81lnSlrumants. ThlO <lulhor of mls communication may have 11I~cus$cd lha Inforrnatlon ~onllilinei;l 

herein ",,1m o(hers within 1M FIrm and the author end e~ch other Firm personnel may hav~ already acted on the l;Ia.is of thi~ InformeliQn 
(jneluding by trading for the F',rm's proprielary ~CCCUntS or ~onnmunicaUng the infonrn<ltlon l;;onleJn~i;lller(lin to C1ther cl.Istomers of the 
Firm), The Firm, lhe Firm's p~rSeMftl (InclUding (hOse With whorn the author may' have consulmc in 1M proparlltion or this 
r;Dmml,Jnir;<lli~n), and athl:;l GlJ:slormHl; of lha Firm may bll' long or stlor! 1M Mancllli inslrumllnts referraclto herein, (11<1y naVIil acql.llred 
such P081110n~ at prices and market conditions thlOll <Ire no IClrlger aVililablf;!, enl;! m<iY h;avo Interest!; differe'1t or aaverss 10 your intarlltils. 

This comml,mlCa~on js~provldM tor Ir11Ornnclllon and di.cl,;;5iOii~purpos(}s only. It doos nol COnslitulll an offer or ~oii~;tatio;' to purChase or 
slOlll any finar,ci31InSTflJr'!ISnls. The il1forrnatlofl (:ont~lnea in tlll~ cOmmunicati!;}n 11; b~~ed 1;111 9lilner~lIy ~v",lI!itlle Inlorl'l'l<lIlOn ,mo', although 
otllalned frOr~ ~ources bellaveo by the Firm to be reilaOl~, I!~ aCcl,lri;lcy ilnd complelenllss is nol ~uar3ntElaCl. Certain Pllrsonnel or 
buslrHlsB .relilS of the rlrm may hav\!! acCess [0 or h<ive acqwired malflrlal non·pl,lblic information tnOll mOlY have an impElCI (POSlliv6 or 
negative) on tha inrormllllOn oont.ined Ilerein, but thlllis nel avajlable to or WrJOIllr1 by tne aulnor of this COrlimUl'rlealion. 

Investmenls In financial in!;trum;n"is-~~Giiiii2an1lis~,lrlcludin9 [!'Ie p01j~161;;;';';'~tln;;PMn'CiP~molim Invesllld. Financial 
Instnumenls cl\'lrJomlriatod in a foroign currency ;Ire <l1eo subjet:llo 6x~Mnoo rale nuclua!ions, whicll may IllilvEI' (;In :ilQversG effact on 1M 
price or vlllu& ot an irwDstmanl in sUl;:n prOduG!s. lflvestors shOuld obtain advicll From lhllir own tax, financial. legal ana otl'w MvisorS, 
and only make inve~lment decisions on the O1Isis of tht! invilSIQr's own objectives, exparlence and rt't&OUrCI!l5. 

rnls communiCation is notlnt;;;'d~'~·Forec.sl; predict rUM!!! events. Pa~l per!orrn~ce Ie nol ~arne;-;r InolC3II01'\ ~f fulL.lro rt!tsulls. 
Any WiCDS provii;llld Ilerain (Oln..r lhan 1l10S8 that ara idelr'llifil!lcl ;IS bein(l I1lstori(:sl) are indicatl....e OI~ly and do not r~prosllnl firm qU[lte~ as \0 
E;!ilh~r prl~1l or si~ll. You should contact your local reprBSilnl:;ltive directly If you <lIO tntero6hIIO In buying Dr selling any f,n<lnl;;lOIl instfIJl'Mnt, 
or pl.lr~\Jlng any lraalng SlralOgy, mentiofled herilin. No 1111bilily Is aCCepll!ld by the Firm for <Iny loss (wh/Olll1er dlreCI, Indirect or 
consequantiill) Ihat mOIl' arise from any l.Ise of the information conl<iined herein or derived her@trom. 

AllilQUgfiTIie Firm Is aftlilaleel with CllibanK, NA (together with lIs subsidiilrlm; <IflCl branches worldwll;!e, "Cillbank"), you5nould be awar!l 
thaI none of tl10 other financial illstruments menlioneQ in lhls communication (l.Jflle~s expressly stoted 01l'\dtwlsfl) aro (I) itll;:urod by (he 
F'ecJeral Deposilinsurance Corporellol'l or 111'1)' other 90v0rnmenlal authority, or (II) t:leposlts 01' etl1er Obllsation:s 0/, Or (J~aranleEld by, 
CitibMk or ar,y otner insured depor.ltory Irlstllulion. 

IRS'ct~ular i5a Disolosurll; Citi.<!nd IlSemployees a(o not in Iha owsines~ of f,lfOvldln9i'a:o. or logaiadVTcQ to any taxpayer ol,lt~il;!e of Clti. 
This communicl'ltion Iilnc any all11cllmMII!; afl~ nollnlenclell or wmten 10 b~ used, and cannot be used or r",!l1l1;! upon, DY'lfl)' even taxpayer 
for lhe purpose of avoiding tax penal!las. Any sl.Jl;h taxpa~er should seek advici;! bil5ed on the tlilxpayer'e particular clrc\Jn1513,nces Iram 
an inoepenoflnt t~x advisor. 

This ~om;:;;;;;;',~lIon COntains aela compilations, ;~i~~s <lnd Information tnlOl\ <Ira proprlelary to tha Fi~m ana protoclOd uncler copyright 
aM olMr intolloclual property la......s, sno may Ml M r!lljislril;l\lted or otnerwls8 lransnnlllllld by you 10 Ilny oliler Pll'rson For any pUf~QSf1, 

Copyl'lglllll:i 2J01J Citigroup GIOPal MarKets Ino. Member SIPC. All Rlghts ROSOl"'lfld. Cill and CiU-and-Arc Design are Irl;lllil'marks and 
SUl'vlclj ITlllrks {If Ciligroup Inl;, or its aiilll<llu~ Md are LJ9l;l1l and rI7l9'.slerlld lhroughout the world. 
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