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1. Given the diminished supply of bond insurance, trepid faith in the rating agencies, and
the new vigor that investors undertake with credit analysis, what are each of you
doing to “sell” your credit story to engender investor confidence? Is the “selling”
process exclusive to when you have deals in the market? What other actions are you
undertaking to foster investor confidence (i.e. investor-friendly websites, quarterly
financials, frequent press releases, timely continue disclosure filings, etc.)?

The muni market changed dramatically after 2008--as you noted the demise of bond
insurance and faith in rating agencies spurred a robust review of each and every issuer.
What did that mean for the issuer? For the City of Houston while it presented a
challenge, it represented an opportunity to tell our story which might prove difficult to
comprehensively convey solely with a credit rating or even a ratings report. No one tells
your story better than you.

While Houston did not go unaffected by the national recession, the severity of the
recession did not come close to what other parts of the country endured during the
height of the crisis, given our stable housing market which did not experience the
dramatic upswings and subsequent precipitous declines and thriving energy sector.
Fortunately, Houston was on the LIFO method, only being pulled into the late wave of
the recession, and rebounding fairly quickly.

Increased scrutiny and inaccurate predictions of rampant muni defaults required the
City of Houston to increase our efforts to promote the City’s various credits. So we
sought out the various stakeholders, including current and prospective investors, rating
agencies ,and media outlets.

Although blind faith in ratings was a thing of the past in the wake of the financial crisis,
the rating agencies continued to be an important partner. So rather than wait to
engage the rating agencies when a specific deal was coming to market, we contacted
them to schedule meetings to discuss our current financials and upcoming
budget....including the bright spots and the challenges on the horizon. It was also
important that we point out the steps we were taking to address these challenges. |am
proud to note that we were able to maintain our ratings despite fiscal challenges, even
successfully having the rating agency outlook improved on one of our credits. And, one
of the factors that the agencies pointed out as a strength in the rating reports was the



City’s strong management.
Transparency is also vital.

While the City has always been big on transparency, including making its monthly
financial reports, quarterly investment reports and annual audited reports available on
its website, in this day and age it is imperative to not only maintain but step up these
efforts.

Instead of simply making these documents available online, we feel it is important to
actively engage the stakeholders by providing some context. We routinely reach out to
the City’s biggest bondholders and our liquidity providers. In addition to holding our
first investor conference this past March, we are also in the process of creating an
investor website that aggregates the City's financial and operational information.

To that end, it becomes even more critical to actively engage in the bond pricing
process. Gone are the days of delegating all elements of a sale to someone else i. e. the
underwriter and financial advisor. It's your bonds and ultimately your responsibility.
You and your constituents often will have to live with these sales results for a decade or
more so employing every tactic you can to ensure the lowest borrowing costs is a must.
(May represent a chance for Controller to expound on the necessity of being at a

pricing).

| also must note that it's not enough to simply engage in these efforts when you are
gearing up for a deal, but that this must be an ongoing strategy. It fosters familiarity
which can positively impact primary offerings and secondary trading which ultimately
affects the pricing on future issuances by increasing liquidity and reducing credit
spreads.

When the investor is provided with more information, she feels empowered to make a
better decision....if not, she may opt to pass on investing in your bonds or price in some
information deficit premium.

We also do not shy away from media outlets, including Bond Buyer, Bloomberg, and the
local press. They can be a useful partner in this process.

How has the new regulatory focus on disclosure impacted the way you do deals? Do
you find that you need to involve more agency senior stakeholders (i.e. elected
officials, department heads, etc.) than in years past? Are the underwriters more
zealous in the line of questions they pose or information they request to fulfill their
due diligence requirement? Has the regulatory focus added administrative burden
resulting in additional cost to issuing bonds? Do your disclosure documents look
different now as a result of the new regulatory focus on disclosure?



The current market environment has required increased due diligence efforts by many
of the participants in the bond issuance process. While this can lengthen the time it
takes to bring a deal to market, the upside is that it increases the likelihood of a
successful transaction. While it has required building additional time into the issuance
process to allow for input from various stakeholders (l.e a rep from the Water System to
discuss operational data), a more vigorous due diligence process is not necessarily all
negative--increasing investor confidence in Houston specifically and the muni market in
general.

It has not necessarily translated into any substantial increase in issuance costs, but this
is where the phrase "doing more with less" becomes more than a motto. Our office has
had to bear much of the additional disclosure responsibility. To address this, we
established internal compliance procedures requiring periodic review of our continuing
disclosure submissions by multiple staff members.

Every challenge does have a silver lining. So while many may bemoan the increased
disclosure requirements, we actually welcome these stepped up regulatory efforts to
increase transparency and foster communication between us and investors. After
revisiting our offering and continuing disclosure documents, | was happy to confirm that
our current documents are fairly comprehensive and did not require much revision.

3. What are the most important attributes that you look for when selecting
underwriters to lead and/or participate in your bonds syndicate? How important is
the capitalization of the broker/dealer in your selection metrics? What importance do
you accord to the prowess of retail investor distribution channels? Is the public policy
objective of providing access to MBE and smaller underwriting firms still an important
commitment for your agency? How much influence do you cede to your financial
advisors in the underwriter selection process?

The selection of underwriters is based on a myriad of factors but ultimately it boils down
can you sell my paper and achieve the lowest possible costs in the prevailing market
environment. The presentation of innovative ideas does factor into our decision but in
many cases a simple refunding is just that simply a refunding. You can save X number of
dollars if you pay off these bonds and issue new bonds at a lower rate. In many ways,
analogous to refinancing your home when rates drop. And that is not to discourage
innovation.

Let's pause on this idea of capitalization. Many banks will tout this, but not every one is
willing to use it. Furthermore if the firm does commit to use their capital to take down
bonds, is it at the original prices. Or are they offering to take these bonds down at a
lower price/higher yield? Hence, the capital argument can be a bit tricky.



Diversity is an important part of the discussion. Not simply in terms of being reflective
of the Houston demographics, but often we have found that smaller and minority firms
have performed extraordinarily well as lead managers, pricing through previous deals
and bringing new investors to the fold.

While we do evaluate input from the financial advisor, ultimately we are responsible for
the sale and thus the underwriters selected.

Are you concerned about the discussions in Washington regarding eliminating or
reducing the tax-exemption for municipal bonds? If so, what actions has your agency
undertaken to make policymakers aware of your concerns? Do you think some form
Build America Bonds will ever return? If so, when and why?

Given the age and the critical need for investment in the infrastructure across this
country, the elimination or reduction of tax-exemption should not be an option. To be
quite honest we should be thinking the complete opposite. Congress and the
administration are currently debating federal tax reform, including a cap or a repeal of
the tax-exempt status of municipal bond interest. A recent report by the National
Association of Counties pointed out these important facts about municipal bonds:

“Municipal bonds enable state and local governments to build essential infrastructure
projects, such as schools, hospitals and roads,” The National Association of Counties
helpfully reminds readers in a recent pitch to preserve the tax-exempt status of
municipal bonds.

Congress and the administration are currently debating federal tax reform, including a
cap or a repeal of the tax-exempt status of municipal bond interest. The group’s analysis
of the municipal bond market and of the estimated impact of a 28% cap and a repeal of
their tax-exempt status on the 3,069 county governments reveals that:

Municipal bonds have a long history of low default rates. Between 2003 and 2012,
counties, states and other localities invested $3.2 trillion in infrastructure through long-
term tax-exempt municipal bonds, 2.5 times more than the federal investment. In
counties, the legislature of the county government has to approve a bond issuance, and
often voters also approve the bond financing. Municipal bonds maintain a track record
of low default rates, better than comparable corporate bonds.

American households hold almost three-quarters of the municipal bond market, for
retirement plan diversification and as a way to invest in their communities. A cap or
repeal of the tax-exempt status of municipal bond interest would deeply affect
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Americans' retirement nests and asset formation. At the same time, the higher debt
service would impact municipalities’ budgets, and directly affect taxpayers.

Counties, states, localities and state/local authorities would have paid $173.4 billion
more in interest between 2003 and 2012 with a 28% cap on the benefit of their tax-
exempt municipal bonds for the 21 largest infrastructure purposes in the last 10 years.
The cost would have soared to almost $500 billion in case of a repeal of the tax-exempt
status of municipal bond interest during the last decade.



