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Fidelity Capital Markets (FCM) Facts 

 Customer-focused institutional trading firm under the Fidelity umbrella 

 FCM is a full service underwriter with $2 billion capital base* 

 Conduit to 15 million individual accounts and with $2 trillion in assets** 

 Active in competitive municipal market since 1987 

 Active as co-manager since 2007  
 

 Debra Saunders 

o Over 20 years as credit analyst at Ambac Assurance 

o Series 7, 63  

o Opened West Region Municipal Underwriting office for Fidelity Capital Markets in 2010 

 

*  December 2014 FOCUS Report 

** Fidelity unaudited data as of January 30, 2015 



Who is Buying Your Bonds? 
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$3.7 trillion in outstanding municipal bond 
debt 

 There are over 60,000 different 
municipal bond issuers and over 1.5 
million CUSIP’s** 

Who owns Municipal Bonds and Why?   

 Individuals: Preference for tax exempt 
income, higher relative credit quality and 
predictability of payments.  

 Mutual Funds: Offer tax exempt 
investment and diversification with 
greater liquidity.  

 Other Institutions: May buy tax exempt 
bonds for gains or losses, or buy taxable 
Municipal / Build America Bonds for 
longer term taxable alternative.    

 The corporate bond market, almost 
three times the size has approximately 
1/6th the number of issuers 

**Federal Reserve Testimony, Janet Yellen  June 3, 2014 and Bond Dealers of America 

http://blogs-images.forbes.com/investor/files/2012/12/Forbes_Municipal-Bond-Owners5.jpg


Distribution of $3.6 trillion in Municipal Bonds 
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  Retail domination of the municipal market is unique compared to other asset classes 
 Trends:  Individual has been shrinking but institutional has been growing 
 Tax exemption benefits individual taxpayers more than Corporations 
 Direct loans, taxable bonds, BAB’s driving increases in banks/insurance company holdings 

* Source:  SIFMA as of 3Q 2014 
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Compare:  Treasury Bonds 

*Source:  SIFMA.org/research as of 3rd Quarter 2014 

 $11 Trillion 
Outstanding 

 Global Market  

 Individuals hold 6% of 
Total 

 Broad distribution and 
demand 

 

* 



Retail  

 Households hold 42%of outstanding municipal 
securities; down from 54% in 2004 

 Mutual funds own 17% of municipal securities; 
up from 10% in 2004* 

The environment: 

 Fiscal crisis, credit fears and bond 
insurance 

 Low interest rates, expectation of rising 
rates 

 Rising rates depress mutual fund NAV’s 

 

6 *Source: SIFMA as of September 2014 



There are different types of retail investors 

Type of Investors Buying preferences Structure 

Individual retail Internet, phones, $5-25K Par, 10 years 

Separately Managed 
Accounts 

Large firms: From lead 
managers 
Medium-small: captive 

All coupons, 10+ years 

High Net Worth Broker-assisted, $100K-$5M Par, slight premiums, 
10-15 years 

Family Office Broker assisted Par/preservation of capital 
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Professional Retail 

 Fee-based tax-exempt portfolios (25 bps and up) 

 Tailored portfolios based on duration and maturity guidelines, tax exempt 
portfolios typically fall into three basic categories; Short-Term, Intermediate, 
and Long-Term.  

 Strategic:  State-focused, solution-focused 

 Portfolio Management Team has authority to trade within parameters  

 Small, specialty firms to very large firms 

 Participate strategically – may order during retail order period or wait and 
order during institutional order period 
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Mutual Funds 

 
 Mutual Fund Dynamics:  

Rising rates drive declines in 
NAV which triggers further 
selling. 

 Major institutions covered by 
multiple banking firms 

 Designate syndicate members 
for compensation 

 Strong demand in short end, 
money market eligible 

 

 

 

 9 *Chart Source: EPFR Global 

* 
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How to Reach Retail Buyers 

 Marketing process that is accommodative and can reach all investors 

 Retail order periods  

• Negotiated sales only 

• Prior to institutional sales 

• Extended order periods:  multiple days, open over weekend 

• Time of day is important 

 Engage retail brokers 

• Need reasonable certainty that bonds will be allocated 

• Use retail order period 

  

 
 



Targeting Retail 

 The ROP typically occurs during the day or 
two before the official bond or pricing. 

 Through the end of the ROP, investors can 
submit orders through their broker if they 
are a member of the syndicate or selling 
group. 

 Retail investors are notified of the status of 
their order and the final pricing. (Note: The 
ability to fill individual orders depends on the 
amount of bonds or notes available and the 
amount of orders. While there is no 
guarantee, individual orders usually are 
filled.) 

 Investors who order bonds or notes during 
the ROP have the right to change, or cancel, 
their order until the order has been 
confirmed after final pricing.  

 

 “Retail investors” are defined to include 
individuals as well as bank trust departments, 
investment advisors and money managers 
acting on behalf of individuals. 

 Individual investors purchasing bonds or 
notes to hold as an investment may purchase 
during the ROP.  

 Generally, orders may not exceed $1 million. 
Larger orders are subject to prior approval by 
the State, its financial advisor or the senior 
managing underwriter. 

 

11 



Advantages to individual investors 

 Purchasing bonds during the ROP provides advantages to investors: 

 They get to place orders before institutional investors, such as mutual funds or 
insurance companies. 

 They earn the same return on their investment as other investors who buy bonds or 
notes with the same maturity date after the early order period. 

 They do not pay the upfront brokerage fee/commission. (Individuals should check with 
their broker to learn about any other transaction or account maintenance fees the firm 
may charge.) 

Plus: 

 Disclosure is up to date 

 Call Dates are furthest out 

 Ratings are fresh 
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The Aftermarket:  Tracking your bonds on MSRB 

13 *Source: MSRB 2014 Fact Book 

1 Includes only bonds—securities with maturities of two or more years (maturity date less dated date) with fixed  (MSRB 2014 Fact Book)or zero 
interest rate.  



Monitoring Activity on EMMA 

14 Source:  MSRB 2014 Factbook 



Analyzing MSRB Secondary Market Trading 
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Screen shots are  for illustrative purposes only.  

Source: http://emma.msrb.org/SecurityView/SecurityDetailsTrades.aspx?cusip=649870LB6  

http://emma.msrb.org/SecurityView/SecurityDetailsTrades.aspx?cusip=649870LB6


Rolling Offering / Direct Notes Program 
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Screenshots and select data taken from the Commonwealth of Massachusetts’ Investor 
website for “MassDirect Notes” http://www.massbondholder.com/buy-mass-bonds 

In 2014 the Commonwealth of Massachusetts 
initiated its “MassDirect Notes Program” in an 
effort to provide individual investors direct 
access to new-issue Mass Bonds 

• Each month up to six different maturities of 
fixed-rate tax-exempt general obligation 
bonds over a two-week period 

• The prices/yields of the bonds are expected 
to change daily 

• With the exception of Fidelity Capital 
Markets, the MassDirect Notes utilized TMC 
to offer and distribute the Notes – FCM relied 
on its online platform and IPreo 



Meeting Retail Investors on the Web: Secondary Market 

Images for illustrative purposes only 
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Secondary Market Transparency 
• Investor access to pricing and material events may help foster liquidity in the retail driven market 
Support Retail Trading in Secondary Market 
• FCM Bids and then puts bid out to the market 
• After a period of time, the retail investor is presented with the bids and able to select the best price – which may or may not be 

Fidelity’s 
• There are other firms that are developing platforms to speak to secondary market access 
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Disclaimers 

For investment professional and institutional investor use only.  Not for distribution to the public as sales material in any form. 

Fidelity Capital Markets, a division of National Financial Services LLC is providing the information contained in this document for discussion purposes only in anticipation of serving as co-managing 
underwriter to municipal bond issuers in which Fidelity Capital Markets would be acting solely as a principal in a commercial, arm’s length transaction and not as a municipal advisor, financial advisor or 
fiduciary to municipal bond issuers or any other person or entity. Fidelity Capital Markets will not have any duties or liability to any person or entity in connection with the information being provided 
herein. The information provided is not intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934. 

Fidelity Capital Markets seeks to serve as an underwriter on a future transaction and not as a financial advisor or municipal advisor. The information provided is for discussion purposes only in anticipation 
of being engaged to serve as underwriter. The primary role of an underwriter is to purchase securities with a view to distribution in an arm’s-length commercial transaction with the issuer. The underwriter 
has financial and other interests that differ from those of the issuer. FCM is not recommending an action to the municipal entity or obligated person; (a) FCM is not acting as an advisor to the municipal 
entity or obligated person and does not owe a fiduciary duty pursuant to Section 15B of the Exchange Act to the municipal entity or obligated person with respect to the information and material 
contained in this communication; (b) FCM is acting for its own interests; and (c) the municipal entity or obligated person should discuss any information and material contained in this communication with 
any and all internal or external advisors and experts that the municipal entity or obligated person deems appropriate before acting on this information or material. 

The views expressed in this communication accurately reflect the personal views of the author about the subject security and issuer, and no part of the author's compensation was, is, or will be directly or 
indirectly related to the specific views contained in this communication. 

This commentary is prepared by Fidelity Capital Markets (FCM), a division of National Financial Services LLC, Member NYSE, SIPC for your information only. These views and opinions may be based upon 
information obtained from third-party sources believed to be reliable but not guaranteed. These opinions do not necessarily represent the views of Fidelity or any other person in the Fidelity organization. 
Fidelity disclaims any responsibility to update such views. This is not intended to constitute a current or past recommendation, investment advice of any kind, or a solicitation of an offer to buy or sell any 
securities or investment services. All information, opinions, and estimates are current as of original distribution by author and are subject to change at any time without notice. 

Fidelity Capital Markets, a division of National Financial Services LLC is providing the information contained in this document for discussion purposes .  Fidelity Capital Markets is not as a municipal advisor, 
financial advisor or fiduciary to any issuer, any other person or entity.  

Fidelity Capital Markets will not have any duties or liability to any person or entity in connection with the information being provided herein. The information provided is not intended to be and should not 
be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934. 

The municipal market is volatile and can be significantly affected by adverse tax, legislative or political changes and the financial condition of the issuers of municipal securities. Interest rate increases can 
cause the price of a debt security to decrease. A portion of the dividends you receive may be subject to federal, state, or local income tax or may be subject to the federal alternative minimum tax. 

Although bonds generally present less short-term risk and volatility than stocks, bonds do contain interest rate risk (as interest rate rise, bond prices usually fall and vice versa) and the risk of default, or the 
risk that an issuer will be unable to make income or principal payments. Additionally, bonds and short-term investments entail greater inflation risk, or the risk that the return of an investment will not 
keep up with increases in the prices of goods and services, than stocks. 

Interest income generated by municipal bonds and certain securities issued by U.S. territories, possessions, agencies, and instrumentalities is generally exempt from state income tax but is generally 
subject to federal income and alternative minimum taxes and may be subject to state alternative minimum taxes. Short- and long-term capital gains and gains characterized as market discount recognized 
when bonds are sold or mature are generally taxable at both the state and federal level.  

Short- and long-term losses recognized when bonds are sold or mature may generally offset capital gains and/or ordinary income at both the state and federal level The municipal market is volatile and can 
be significantly affected by adverse tax, legislative or political changes and the financial condition of the issuers of municipal securities. Interest rate increases can cause the price of a debt security to 
decrease. A portion of the dividends you receive may be subject to federal, state, or local income tax or may be subject to the federal alternative minimum tax. 

 
Fidelity Capital Markets is a division of National Financial Services LLC, Member NYSE, SIPC 
200 Seaport Boulevard, Boston, MA  02210 
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