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Date:

November 4, 2008
To:

Certified Development Companies
From:

Steve Van Order, DCFC Fiscal Agent
Subject:
Nov. 2008 504 Debenture Offering (2008-20K, 2008-10F)
On November 12, 2008, 591 twenty-year debentures totaling $366,967,000 and 43 ten-debentures totaling $22,852,000 will be funded through the sale of certificates guaranteed by SBA.  Below are debenture pricing details that were set on November 4:
	Sale/Sale Comparison
	Treasury
	Swap Spread
	Spread
	Rate
	T plus

	2008-20K   (11/4/08)
	3.904%
	52.00 BP
	234.60 BP
	6.77%
	286.6 BP

	2008-20J   (10/7/08)
	3.520%
	60.75 BP
	150.25 BP
	5.63%
	211.0 BP

	Change
	+38.4 BP
	-8.75 BP
	+84.35 BP
	+114 BP
	+75.6 BP


	Sale/Sale Comparison
	Treasury
	Swap Spread
	Spread
	Rate
	T plus

	2008-10F   (11/4/08)
	2.708%
	109.25 BP
	204.95 BP
	5.85%
	314.2 BP

	2008-10E   (09/9/08)
	2.967%
	84.00 BP
	130.30 BP
	5.11%
	214.3 BP

	Change
	- 25.9 BP
	+25.25 BP
	+74.65
	+74 BP
	+99.9 BP


· The December offering will consist of 20-year debentures.  
· The cutoff date to submit loans to Colson for this offering is Tuesday November 25.  
· A request to remove a submitted loan from a pool must be made through Colson Services by close of business Thursday, December 4.  
· Pricing date is December 9, on which the debenture interest rates will be set.
· The debentures will be funded on December 17.

Market conditions were very difficult in November and debenture interest rates and spreads sharply jumped.  Three times in the past the debenture rate has jumped in this area, May 1987, April 1994 and August 2003, all times of turmoil in the bond market.  But those times were not as tough as we’ve had this year, especially this month.

Behind the rise in the 20-year debenture rate was a 38.4 BP increase in the 10-year T-note yield and a 75.6 BP increase in the spread to treasury.  The increase in the T-note yield was attributable to market adjustment to heavy new borrowing needs by Treasury to finance the financial system rescue and economic stimulus.  The increase in spread was attributable to several adverse factors that combined together this month. 
1)  The government guaranteed debt market (agency debt and MBS), to which SBA 504 belongs, experienced record wide spreads this month related to:

· Forced deleveraging and redemption-related selling from unleveraged money managers like mutual funds and physical settlement of credit default swaps related to the takeover of Fannie Mae and Freddie Mac.  Fannie Mae’s five-year spread to treasury hit +160 BP on October 28, 20 BP wider than when Fannie Mae was on verge of collapse in August 1981.  Yet today Fannie Mae is owned by the government and its implied government guarantee is stronger than it was in 1981.  Liquid GNMA current coupon MBS spread to the treasury curve broke 260 BP.  GNMA and FNMA multifamily-backed MBS offer spreads of T+250-275.  
· Foreign central banks allowed agency obligations to roll off and are favoring treasuries for US dollar reinvestment.  Since just prior to the Lehman collapse agencies held by the NY Fed for foreign central banks declined $47 billion.  There is anecdotal evidence private sector foreign investors are not favoring agency MBS as in the past.  

· Finally, agency spreads were pressured wider due to the potential impact of FDIC-guaranteed term debt issuance by banks.  With many parts of the credit markets guaranteed or otherwise supported by the federal government old line agencies like SBA and GNMA face new competition. 
2)  Seasonal thinness of investor cash positions means less money to put to work.  Deals brought by any issuer late in the year face this problem so demand tends to be lower.  This year end is more difficult than most due to the liquidity and credit crunch.

3)  Competing products also offer spread and yield.  Spreads in other market sectors are at record wides as well.  A few high quality (i.e. AA- or A-rated) well known corporate issuers (like IBM, Coke and Pepsi) were in the market last week and spreads for simple five- and ten-year debt ranged from about T+400-480 BP.  AAA-rated CMBS yields about 10%, above the Moody’s Baa-rated corporate bond average.  
4)  There is a spread concession to the secondary market to place or inventory new supply in this extremely illiquid bond market.  We work diligently to make this as small as possible but it is present for any issuer including government-guaranteed programs.
In summary the rise in treasury yields, turmoil in agencies, seasonal effects, competition from higher yielding products and widespread illiquidity required a sharp re-pricing of SBA debentures in the November markets. 
Looking ahead, December will provide another challenging environment but typically once over the turn there is some relief in the credit markets and we hope to see some settling down and improvement.  That said, the bond market is likely to remain volatile and less liquid with spreads to treasury on all types of products remaining elevated.
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