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Market Commentary

At the time of writing this piece, the US Government had yet to raise its debt ceiling. As a result, both Moody’s
and S&P had placed their Aaa/AAA ratings for the US Government on ctredit watch for Z]fotential ratings
downgrade. Furthermore, S&P is on record that even if the debt ceiling is raised, it could still downgrade the
Federal Government if it fails to enact a credible plan to reduce future deficits. A failure by the US Government
to address the long-term structural imbalances or raise the debt ceiling could cause problems for certain municipal
credits.

Both agencies placed their ratings of municipal bonds that are tied directly to the US Government on negative
credit watch including pre-refunded bonds. Debt service for pre-refunded bonds is paid by escrowed US
: Treasury bonds. A Federal default could cause delays in the payment of the debt service on tﬁe US Treasury
p07'%7[0/20,5‘ bonds thereby leading to a default on the debt service on the pre-refunded bonds. Any such default though
would eventually be cured once the debt limit is increased or the Federal Government receives sufficient tax
manaoe d b revenues. In addition to municipal bonds whose ratings are tied directly to the US, Moody’s has also placed the
g ) AAA ratings of several states on credit watch over concern of a decline in economic activity in response to a US
5 a] . b downgrade. In our view, even though state governments receive approximately 30%of their revenues* from the
tanaish are Federal Government, they do have broad revenue sources and sufficient liquidity to draw upon leading to
minimal default risk.

/6”" g@/ unmune Investment portfolios managed by Standish are largely immune from the impact of a US downgrade. Standish

o typically maintains an underweight to both pre-refunded bonds and state general obligation issues due to their

f?" /4 fbe Zi%pclé’f low yields. Instead we overweight exposures in client portfolios to attractive yieldin? water and electric utility
bonds. These essential service bonds derive their revenues from sales and virtually none from the Federal

ojr a US Government. Additionally, another sector we overweight is special tax bonds. These state and local issues are
%)
downgrade

“Tnvestment

backed by specific taxes or fees and are largely insulated from a federal government default. Also, hospital bonds
we have purchased for our clients are issued by healthcare providers that have strong competitive positions, solid
operating margins, and liquid balance sheets. These strong features help offset any delay in federal transfer
payments for eldetly or indigent care under the Medicare and Medicaid programs. Overall, we believe the risk
posed by a US downgrade has been effectively managed by Standish commitments to municipal bonds possessing
strong credit characteristics and attractive yields.

David F. Belton CEA, Head of Municipal Bond Research and
Dantel Rabasco CEA, Chief Investment Officer

*Source: US Census Bureau: State Government Finances Summary: 2009. Published January 2011

Charts of the Month

Source of State Government Revenue: 2009 A-rated Municipal Credit Spreads Attractive
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Source: U.S. Census Bureau, 2009 Annual Survey of State Government Finances Source: Barclays Capital, 10-year maturity revenue bonds



Credit Observations
Credit in the Spotlight — Michigan State Building Authority*

(Tbe S fdl‘éff In July the Michigan State Building Authority issued $646 million of revenue bonds almost exclusively for
o refunding purposes. The Bonds are rated Aa3/A+/A+ (all stable outlooks)by Moody’s, S&P and Fitch, and
econont), which are secured by annual payments made to the Authority by the State of Michigan. The Authority is a public

agency that is responsible for the acquisition, construction and maintenance of the State’s public buildings.

gf' €dli/)/ %ﬂdﬁ" - The State’s payments to the Authority for debt service represent rental payments for use of the buildings
éll b financed by the Bonds. The payments are appropriated annually by the State’s legislature. Under the terms of

P 877[0 rmed the the lease, the Governor is required to include the amounts necessary to make the payments and the State’s

: legislature is contractually obligated to appropriate the monies in order to make the rental payments pledged
naton ﬂ/ econ 0777)/ fogr debt service on the Bonds.gThe leasepspsecfl)lring the State’s payments extend beyond the Enal mamgty c?ate
b etween 200 7 of the Bonds. The State’s economy, which greatly underperformed the national economy between 2001 and

2009, has rebounded with the national recovery. Employment growth in the State has recently outpaced that

an d 200 9 b as of US, with year over year growth of 1.4% in State versus 1.0% between June, 2010 and June, 2011. (Source:

Y Bureau of Labor Statistics, US Department of Labor). Nevertheless, the highly concentrated nature of the

rgbo %ﬂded U/Z l‘b State economy’s is a credit concern, as it the narrow, though positive, financial position of the State’s general

. fund. Credit strengths include low debt burden and conservative budgeting practices. The State’s pensions are

l‘be nationa / Waneyk  adequately funded at 79%. The Bonds were attractively priced with yields on the 10 year maturity approximately
134 basis above the MMD AAA municipal bond scale.

David F. Belton CEA Head of Municipal Bond Research
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Other Credit Highlights: California Budget Passes Resulting in S&P Rating Outlook

pdé‘gd fbdl‘ Q][ US . California passed its fiscal 2012 budget on June 30, 2011 using a combination of spending cuts, optimistic
o revenue assumptions, and accounting maneuvers. To be sure, spending reductions comprised the largest

w. Zjb _)/ ear over )/ ear component of the budget gap closure. With approximately $15 billion in total cuts, Standard and Poot’s
g7'0 wltb ojl‘ 7 4% reports that California’s general fgnd spending, as a percentage of statewide personal income, is at its lowest
. levels since 1973. Revenues continue to outperform, helping to relax fiscal pressure, though the budget does

Z.ﬂ S tate versius run the risk that continued outperformance is not sustainable. ~Additional spending cuts will be automatically
triggered if the lofty revenue projections are not met. Accounting shifts, including the redirection of local
7 0% bel‘l?/eeﬂ property tax revenues from redevelopment agencies to elementary schools, round out the remainder of the
- solutions.  While not entirely structurally balanced, the budget is an improvement over prior years and its early
]ﬂﬂe 20 70 dﬂd passage sufficiently helps the state avoid liquidity challenges that have hurt the state. Standard and Poor’s has

. 5 rewarded California by revising their outlook to stable from negative while affirming their “A-“rating.
June, 2011

* Source: Unless stated otherwise the source for information on the bonds is the ]gﬁr@/ B B/ﬂge;’; S enior Ang!)/ﬂ‘
preliminary official statement for the State Building Authority, State of Michigan 2011
Revenue and Revenue Refunding Bonds dated July 5, 2011

Credit Charts of the Month
Michigan Disposable Income Increases Motor Vehicle Sales Continue Their Rebound

7.0%
3 60"/: i 1 (millions of vehicles sold - all categories)
kS .
S 5.0% -
S 4.0% - 15
s 3.0% -
H
: 2.0% A 10 -
2 1.0% -
S 00% - 5
o 0,
2 -1.0% -
Q N 2 ) S ) S T T T T T T T T T T T 1
OXQ'QQQ’%QQ ’\996L"L'q'&‘::‘aﬂ'QQ V‘@@%@Q %’(196\’\5196‘6‘19%%59\ " > » QA
PP T LSS S S LS PRI FPFIPIPLPDI
SR RN R QR QR QN
PRUROIUIC R R R PSS
Source: Research Seminar in Quantititave Economics, University of Michigan, and Source: Bureau of Economic Analysis, U.S. Department of Commerce, and
Administration Forecast, May 2011 Administration Forecast, May 2011

This information is not provided as a sales or advertising communication. It does not constitute investment advice. It is not an offer to sell or a solicitation of an offer to buy any security. Past performance is not an indication of future performance. This
information is not intended to provide specific advice, recommendations or projected returns of any particular product offered by Standish Mellon Asset Management Company LLC (“Standish”). Some information contained herein has been obtained from third
party sources and has not been verified by Standish. Standish makes no representations as to the accuracy or the completeness of any information herein.

Views expressed are subject to change rapidly as market and economic conditions dictate. Portfolio composition is also subject to change. Standish’s assets include those managed by Standish personnel acting as dual officers of The Dreyfus Corporation and
The Bank of New York Mellon, which are other subsidiaries of The Bank of New York Mellon Corporation. Some Standish clients may or may not own specific securities discussed in this monthly market update.

This portfolio data is as of the date indicated and should not be relied upon as a complete or current listing of the holdings (or top holdings) of the Municipal Tax Sensitive fixed Income strateqy. The holdings may represent only a small percentage of the aggregate
portfolio holdings, are subject to change without notice, and may not represent current or future portfolio composition. Information on particular holdings may be withheld if it is in the best interest of the Municipal Tax Sensitive Fixed Income team to do so. A
complete fist of the portfolio holdings may be made available upon request.

BNY Mellon Asset Management is the umbrella organization for BNY Mellon’s affiliated investment management firms and global distribution companies, of which The Dreyfus Corporation, including its BNY Mellon Cash Investment Strategies Division, Pareto
Investment Management Limited, Standish Mellon Asset Management Company LLC, and MBSC Securities Corporation (a registered broker-dealer and FINRA member) are wholly owned subsidiaries. MBSC Securities, through its BNY Mellon Fixed Income
Division, offers money market mutual funds and other securities, and solicits advisory services that are offered by BNY Mellon Cash Investment Strategies, Pareto Investment Management Limited, and Standish Mellon Asset Management Company LG, each
aregistered investment adviser. BN'Y Mellon is the corporate brand of The Bank of New York Mellon Corporation.



