
Fund NAV Volatility Revisited
Munis finally stepped up in July with solid
outperformance. Now, over the next 30 days, we
are expecting some quiet time. In 2022, munis
have proven to not like uncertainty or confusion.
If the capital markets can choose a direction with
inflation and the economy, munis should
outperform over the last half of the year.

The Funds have had a tough first half of 2022,
but on the flip side, Fund VII is set up to meet its
objectives over the next five to seven years.
Volatility in the NAV price for the Funds is not
new, and is actually expected, particularly
within the first couple of years when duration
is at its longest and uncertainties persisting in
the markets. This month, we update a study we
conducted in 2019, analyzing Fund NAV volatility
and showing how, in 2022, the Funds are just
“doing their thing”.

Muni Market Review
The muni market finally got some of its legs
back and performed well during the month (up
2.64% for the month – Bloomberg Muni
composite index). Limited supply, good cross-
over value, and concerns with the economy
(that highlight munis as a good late cycle
performing sector) pushed munis lower and
outperformed taxables.

Highlights for July are as follows:

• Muni yields were lower by 51 to 29 bps, with
10 year the best performing maturity and the
curve flattening.

• Taxable yields were higher 39 to 22 bps with
curve flattening.

• Issuance continues to slow down at the
current higher level of rates. Total issuance is
down 12% year-to-date versus 2021. This loss
of new bonds has helped the market digest
the outflows that continue from the mutual
funds.

The muni market exited the month of July by
“going on vacation”. It is a market that could use
a month off to help settle retail investors down.
The fall could be a test for our market if the
outlook for inflation and the economy remain a
mystery. 2022 has taught us that munis do not
like uncertainty or confusion. Once the
economic outlook points the way, munis
should proudly outperform.
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Fund NAV Volatility Revisited:
It has been a tough year-to-date for the MainLine
West Tax Advantaged Opportunity Funds. As we have
always said, one Fund’s opportunity is another’s pain.
Fund V, VI, and VI.5 have seen their NAV’s drop year to
date, but this same muni underperformance has
provided Fund VII with an investment opportunity.
MainLine first conducted this study in March of 2019
and feels like it is a good time to update it and share
with investors again.

Market News & Credit Update:
• Just when the concern for states’ pension plans and funding ratios was all but over, the stock market

declines of 2022 has brought them back into the news. In 2021, the average funding ratio was at
84.8%. It is now at 77.9% - a 6.9% (over one trillion) drop in assets available versus the liability.
MainLine has always thought that the pension fund crisis was a long-term issue and year-to-
year noise should not influence a fundamentally solid management plan. Different public
plans are at different stages of their programs, and it more important to focus on the issuers’
commitment to contribution levels and managing liability commitments. Realistic investment
returns will work out over the long-term.

• What a difference two years can make on the financial strength of a sector. Airports were on the
“down and out” during COVID. Their high level of liquidity allowed them to ride out the decrease in
traffic and set themselves up for better efficiency and improved operations. Credit agencies have
been upgrading airports over the first half of 2022; Denver International, Dallas-Fort Worth, San
Francisco International are recent examples.
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• The first year is the most volatile (5.28% vs 4.46%), as duration is at its highest, the market is
usually still in transition, and the arbitrage outperformance roll has not begun.

• On average, the low NAV for the Fund’s has been $.83. This lines up well with the June 2022
NAV’s shared above for each of the active Funds.

• Over time, volatility has increased, with Fund V, VI to VI.5 being more volatile than Fund I to Fund
IV. It has been a crazy couple years in “fixed-income land”, due to COVID and the reintroduction
of inflation.

Fund I Fund II Fund III Fund IV Fund V Fund VI Fund VI.5 Fund 
Avg

Life of Fund
Avg Absolute % 
NAV Chge 2.30% 3.75% 2.77% 3.86% 4.09% 8.71% 5.68% 4.45%

Min NAV 0.70 0.97 0.85 0.79 0.81 0.86 0.82 0.83
Max NAV 1.12 1.40 1.36 1.40 1.28 1.38 1.38 1.33
First Year of Fund
Avg Absolute % 
NAV Chge 6.37% 3.24% 4.19% 7.67% 2.74% 7.80% 4.94% 5.28%

Min NAV 0.70 1.00 0.85 0.79 0.91 0.90 0.99 0.88
Max NAV 1.11 1.14 1.16 1.15 1.01 1.20 1.38 1.16
After First Year of 
Fund
Avg Absolute % 
NAV Chge 1.68% 3.93% 2.41% 2.74% 4.47% 9.29% 6.68% 4.46%

Min NAV 0.85 0.97 1.04 0.96 0.81 0.86 0.82 0.90
Max NAV 1.12 1.40 1.36 1.40 1.28 1.38 1.36 1.33

NAV as of 6/30/2022
Fund V $0.87
Fund VI $0.86
Fund VI.5 $0.82

Fund VII Objectives:
Estimate Tax-Exempt Payout 6.0%-6.50%

Anticipate Average Life 5 to 6 years, 40% assets at par 
or close 

Average Credit Quality AA

Anticipated NAV Opportunity 3% to 5%
What does this mean?
It means the Funds are doing what they have been designed to do and have done for over
fifteen years. Let us show you this numerically:

Analysis on Fund Monthly NAV Volatility:
Below is a chart and graph detailing the NAV history for each Fund focusing on the volatility by 
month since inception.

Below is a chart showing the NAV pain for Fund V, VI, & VI.5. The second chart highlights the
forecasted opportunity for Fund VII.
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Above is a very busy graph, but if you take a moment and follow each of the lines, in most cases
you will see the following:

• Each Fund (except Fund III) has two to three down NAV time periods, followed by
increases. It is not coincidental we have new Fund opportunities every two or so years, and the
Funds lives are 5 to 7 years.

• As the Funds roll down the curve and pay out high tax-exempt income, the muni market does
its thing, and the Funds do theirs, until the right moment to exit the strategy appears.
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Conclusion:
• At this time, all of the Funds are a distance from needing the deleveraging capital and are in

good shape to recover, once munis find their game again. They started recovering in July.

• The Funds are designed to need deleveraging capital if we see a two-standard deviation
adverse move in the muni yield ratio. The market in 2022 has seen a 2 standard deviation
move up in rates, but only a 1 standard deviation increase in the muni yield ratio.

• NAV volatility is the offset of the leverage used to pay out the higher income levels.
MainLine is not concerned about the NAV during the first couple of years of the Funds. The Funds
are designed to go up and down and provide a high level of exempt income. Over time, they roll
down the curve and build up the momentum for an exit strategy that comes at a high final NAV -
leading to the average 10% to 12 % total return.

• After a rough first half of 2022, the Funds are doing what they are set up to do, and MainLine
feels are in a good place to meet their objectives as the earlier, now-liquidated Funds have
in the past.

This document is for informational purposes only and is summary in nature. No representations or warranties express or implied, are made as to the
accuracy or the completeness of the information contained herein. Any prior investment results presented herein are provided for illustrative purposes
only and have not been verified by a third party. Further, any hypothetical or simulated performance results contained herein have inherent limitations
and do not represent an actual performance record. Actual future performance will likely vary and July vary sharply from such hypothetical or
simulated performance results. This document does not constitute an offer to invest in securities in the funds. No offer of securities in the funds can
be made without delivery of The Fund’s confidential private placement memorandum and related offering materials. An investment in securities of The
Funds involve risk, including potential risks that could lead to a loss of some, or all, of one’s capital investment. There is no assurance that the fund will
achieve its investment objective. Past performance does not guarantee future results. There can be no possibility of profit without the risk of loss,
including loss of one’s entire investment. There are interest and management fees associated with an investment in The Funds which are disclosed in
The Funds’ offering materials.


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5

