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As the following graph shows, for most of the year, municipal
bond rates tended to follow Treasury rates*, albeit with
individual leads and lags at any given moment.
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Current DCM and Lisanti portfolio
strategies
include
Global
Equity,
International Equity, U.S. Small Cap
Growth Equity, U.S. SMID Cap Growth
Equity and U.S. Municipal Bonds. In
addition,
DCM
provides
research
subscription and advisory services to
institutional clients related to global and
international equities. DCM also provides
wealth advisory services to high net worth
individuals through its investment adviser
representatives.

During most of 2017, the main issue for the fixed income
market was the timing of any interest rate increases by the
Federal Reserve Bank (the “Fed”.) As background, in an effort
to stimulate the economy during and after the last recession,
using monetary policy, the Fed had lowered interest rates and
bought vast amounts of Treasury and Agency mortgage-backed
securities. As economic conditions appeared to improve, there
were three interest rate increases in 2017. They took place at
the March, June and December Fed meetings. The Fed has
targeted a quarter of a percent range as the band for Fed Funds
during any period. In January 2017 the band was 0.50% to
0.75%. By year end 2017 it was 1.25% to 1.50%. Additionally,
in October the Fed started a partial monthly pay-down of the
Treasury and Agency mortgage-backed securities that it had
been holding on its balance sheet.
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DCM Advisors, LLC (DCM) is an SEC
registered investment advisory firm
established in 2001. DCM provides asset
management and wealth advisory services to
institutions, registered investment advisors,
family offices and high net worth
individuals. Additionally, DCM is affiliated
with Lisanti Capital Growth, LLC (Lisanti),
a certified woman-owned and managed SEC
registered investment advisor specializing in
small and small/mid-cap (SMID) growth
investing.

Happy New Year! Welcome to a year that, in our opinion,
promises to be filled with cross currents, volatility, and some
unique challenges. While many of the questions could be the
same on-going issues that we always continue to consider,
there is a brand new element to make this year potentially more
interesting and filled with possible opportunities.
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*The Treasury rates shown are from Bloomberg daily charts and municipal bond rates shown are for AAA securities as reported
by the industry leading data source, Municipal Market Data. When month end was on a weekend or otherwise limited by holidays,
the nearest available data was used.
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At the end of 2017, there was a divergence in the interest rates of municipals versus Treasuries.
This was a result of the Tax Cuts and Jobs Act of 2017 (the “Tax Reform Act”) that was
discussed, passed and then signed into law at year end.
The Tax Reform Act
While there are many components to the new Tax Reform Act, the ones that appear to have the
most direct impact on the municipal bond market are the corporate tax change, the individual tax
rate change, the curtailment in the amount of deducibility for State and Local Taxes (“SALT”,)
and the elimination of tax exemptions for advance refunding of outstanding municipal bonds.
1)
Corporate Tax Rate Changes. The corporate tax rate went from 35% to 22%.
While many companies have very elaborate funding and profitability formats, the general
reduction in rates draws into question the attraction of municipal bonds to property and
casualty insurers in particular. Will a bond that is free from a 22% corporate tax be as
attractive as another investment with a higher after-tax possible profitability? What might
not be attractive if 35% of its return was taxed could suddenly be more attractive at the
reduced corporate tax rate of 22%. Given that property and casualty insurance companies
have been active players in the municipal market, if they stop buying tax free bonds, will
there be enough other buyers to support the market?
2)
Individual Investors. Will the change in individual tax rates diminish the desire
for municipal bonds? The rate adjustments are not as dramatic as the corporate rate change,
but still could be a drawback to some investors unless their individual rates increased.
3)
SALT. The Tax Reform Act, with a small deductible allowance, effectively limits
the ability to deduct SALT. This will specifically hurt states with high local taxes, such as
New York, New Jersey, Connecticut, and California. Ironically, this curtailment is an
incentive for wealthy tax payers to buy municipal bonds. For example, a New York City
resident in the maximum tax bracket currently pays approximately 12.7% to New York
State and City. With the former 39.6% Federal tax bracket, there was a net deduction of
about 5.3% from their local tax bill, giving a final combined tax bill of about 47.3%. Now,
the numbers for a 37% U.S. tax rate are 49.7%, since the local taxes are not being offset
against the Federal tax levy. Thus any investment that is free from federal, state or local
taxation continues to be very worthwhile.
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4)
No Advance Refunding. Advance refunding is when a municipality issues new
bonds, buys special Treasury bonds with maturities that match the older issues, and
prepays, to a future call or maturity date, the older bond issues that have the higher interest
rates. The issuer is now liable for the new bonds issued at lower yields. The old issues are
still outstanding, although backed by special US Treasury bonds to pay them off. As a
result, there is an extra set of bonds, paying tax free interest, to finance the project. In
November and December, as the threat of eliminating advance refunding became clear,
there was a wave of refunding deals being done before the deadline. December volume has
normally been about $18 Billion. This year it was $55 Billion. As the above graph shows,
municipal rates came under pressure and then declined with the completion of this
financing torrent. Prior to the avalanche of year end deals, annually refunding bonds were
anywhere from 25% to 40% of new issue supply. Now it will be zero as a result of the Tax
Reform Act. This will impact the supply/demand equation in a positive fashion.

In conclusion, it is our feeling that the Tax Reform Act will cause some shifts in demand, but will
also provide interesting opportunities. If the Fed stays on course to raise interest rates in 2018, our
existing maturities should allow us to gradually increase our yields in the portfolios and take
advantage of all the potential cross currents that we think are possible. As always, please feel free
to contact me with your questions or if there is anything here that is not clear.
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Disclosure: The commentary, analysis, references to, and performance information contained herein, except where explicitly
noted, reflects that of DCM Advisors, LLC (DCM), a registered investment adviser.
Opinions expressed are as of the current date and subject to change without notice. DCM shall not be responsible for any trading
decisions, damages, or other losses resulting from, or related to, the information, data, analyses or opinions contained herein or
their use, which do not constitute investment advice, are provided as of the date written, are provided solely for informational
purposes and therefore are not an offer to buy or sell a security. This commentary is for informational purposes only and has not
been tailored to suit any individual. References to specific securities or investment options should not be considered an offer to
purchase or sell that specific investment. Additionally, the information, data, analyses or opinions contained herein shall not
constitute tax advice. Investors should consult with his or her tax advisors before making any investment decisions.
DCM does not guarantee the results of its advice or recommendations, or that the objectives of a strategy will be achieved. Analysis
shown herein should in no way be considered indicative of, or a guarantee of actual or future performance of, or viewed as a
substitute for any portfolio invested. Performance data shown represents past performance which does not guarantee future
results. Investments in securities are subject to investment risk, including possible loss of principal. Prices of securities may
fluctuate from time to time and may even become valueless. Before making any investment decision, investors should read and
consider all the relevant investment product information. Investors should seriously consider if the investment is suitable for them
by referencing their own financial position, investment objectives, and risk profile before making any investment decision. There
can be no assurance that any financial strategy will be successful.
All data presented is based on the most recent information available to DCM as of the date indicated and may not be an accurate
reflection of current data. There is no assurance that the data will remain the same.
This commentary contains certain forward-looking statements. Forward-looking statements involve known and unknown risks,
uncertainties and other factors which may cause the actual results to differ materially and/or substantially from any future results,
performance or achievements expressed or implied by those projected in the forward-looking statements for any reason.
No graph, chart, or formula in this presentation can be used in and of itself to determine which securities to buy or sell, when to
buy or sell securities, whether to invest using this investment strategy, or whether to engage DCM’s investment advisory services
Disclaimers: DCM is an SEC registered investment advisor under the Investment Advisers Act of 1940 (Advisers Act). Under the
Advisers Act, Rule 204-3 requires DCM to provide clients with specific information about the advisory firm. DCM offers ADV,
Part 2 to serve this important purpose. Investors can acquire information (ADV, Part 2) on the registration status of our investment
advisory firm by calling DCM directly at (917) 386-6260 or on the SEC’s website at www.adviserinfo.sec.gov.
DCM is a wholly owned subsidiary of Dinosaur Group Holdings, LLC. Lisanti, a certified woman-owned and managed SEC
registered investment advisor, is an affiliate of DCM. Neither the information provided nor any opinion expressed constitutes a
solicitation for the purchase or sale of any security. The investments and investment strategies identified herein may not be suitable
for all investors. The appropriateness of a particular investment will depend upon an investor’s individual circumstances and
objectives.
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