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Investment Brief: California Wildfires’
Potential Impact on Municipal Bonds

Here, we address questions we have received from investors about how the blazes might affect municipal credits in
the state.
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Note: This article was published on January 14, 2025. This is an evolving situation, and we will provide an update if conditions warrant.

e \We expect that very few municipal credits in Los Angeles and Ventura Counties will face any long-term negative credit impact from the
January 2025 wildfires.

e School districts affected by wildfires have received financial support from Sacramento in the past, while revenue-bond issuers should face
limited to no long-term credit impact from the wildfires.

e |n assessing the financing of recovery efforts, we would note that in previous disasters, the rebuilding process has historically been
supported by a range of solutions including significant federal aid, support from state governments, and funding mechanisms such as
increased taxes, higher utility rates, and issuance of additional municipal debt.

e While the potential liabilities, if any, faced by the electric-utility arm of the Los Angeles Department of Water and Power (LADWP) may not
be determined for some time, we believe that LADWP has strong cost recovery mechanisms available, with extraordinary support from
governmental entities also being possible.

The series of wildfires that broke out in Los Angeles in early January has caused tremendous damage, and our thoughts are with
all those affected, their friends and families, and the first responders working to contain the blazes. At times like this, it is difficult
to see past the immediate suffering, but investors in California municipal bonds should be reassured that we expect very few
municipal credits in Los Angeles and Ventura Counties to face any long-term negative credit impact from the disaster. In addition,
investors may take some comfort in the fact that municipal bonds directly support fire prevention and containment efforts —
financing the construction of fire stations, the acquisition of fire trucks and emergency service vehicles, and the maintenance of
water infrastructure that makes fighting fires possible.

The road to recovery after disasters is often a long and difficult one, but time after time, we have seen impacted communities
show resilience following disasters, whether they are hurricanes, ice storms, or wildfires. The rebuilding process has historically
been supported by significant federal aid, extraordinary state legislation, and state support, in addition to more traditional routes
for raising funds such as through increased taxes, higher utility rates, and issuance of additional municipal debt. Considering all
the financial levers available to municipal entities, we view the downside more as the time it will take to determine the solution
rather than the actual risk of nonpayment of financial obligations.
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Government & School District Impact

As we discussed in a previous article, California’s general obligation credit standing remains strong. While concerns about the
liabilities created for the state’s insurer of last resort, the FAIR Plan, have been well publicized, less frequently noted is that the
state is not responsible for making up any shortfalls that may materialize from claims related to wildfire damage —the burden
will be spread across ratepayers all over the state in the form of insurance surcharges and thus will not directly affect the
state’s finances.

While the large size and revenue diversity of city and county credits help insulate them from localized emergencies, the state’s
school districts, with their reliance on enrollment-linked state revenues and often much smaller size, face a different set of
challenges. Fortunately, the state has historically been very quick to step in when disaster strikes.

Case in point: Following the 2018 Camp Fire, the Paradise Unified School District lost nearly half of its enroliment in one year as
families were forced to relocate while rebuilding efforts commenced. The state immediately tasked the Fiscal Crisis &
Management Assistance Team with identifying a solution, and quickly passed emergency “hold harmless” provisions that granted
the district additional funding that was gradually phased out through fiscal 2023. Because of the state’s prompt and effective
action, the district’s credit rating remained investment grade, and no negative actions were taken by the rating agencies while the
hold harmless provisions phased out.

Two areas that have been significantly affected by the current wildfires are Pacific Palisades and Altadena. Because neither Pacific
Palisades nor Altadena are independent municipalities themselves, there are no outstanding general obligation bonds that are
backed solely by these areas.

Sector Impact

Beyond tax-backed debt, the municipal bond market also consists of other sectors such as healthcare, higher education,
transportation, and utilities. In our analysis, almost all such credits operating in Los Angeles County and Ventura County should
face limited to no long-term credit impact from the wildfires due to strong existing creditworthiness or sufficient physical distance
from the wildfires, although a few names need to be monitored given proximity to the blazes. There is a very limited number of
names and sectors that we would expect to see negative credit impact from the wildfires.

One sector that could be negatively affected would be real estate development deals in the direct path of the wildfires. Known in
our market colloquially as “dirt” deals, such issuances are typically secured by special tax assessments on property or revenues
derived from incremental assessed value growth within the area where the development took place. Issuances backed by very
small acreage face stress if hit by a force majeure event. In our review of the broader California dirt market, we have pinpointed
very limited outstanding dirt debt which may see a negative credit impact from the recent fires.

Focus on LADWP

The highest-profile municipal issuer in the headlines is the Los Angeles Department of Water and Power (“LADWP”). The electric
arm of LADWP serves much of Los Angeles County including Pacific Palisades. In California, electric utilities are liable for wildfire
damage caused by their equipment. It has not been formally determined if LADWP equipment in Pacific Palisades sparked the
Palisades Fire, and a formal determination is likely months away, but at least two media outlets have reported that no LADWP
equipment was in the immediate vicinity of the ignition point, and that the fire is initially suspected to be caused by humans.

In the meantime, we think it is worth reviewing LADWP’s credit strengths. LADWP is the largest municipal utility in the country and
is currently highly rated (following S&P’s downgrade of the debt to ‘A" on January 14, LADWP is rated either ‘AA’ or ‘A’ by all
three major rating agencies). Unlike corporate utilities, LADWP, as a municipal utility, has independent rate-setting authority, which
includes the ability to raise rates or issue debt as it sees fit, without any third-party oversight. Significant wildfire-related liabilities,
if any, could be addressed by issuing debt and raising rates, and/or via extraordinary support from the city, county, state, or
federal governments. Higher rates would be suboptimal for LADWP ratepayers. However, residential rates are currently 21 cents
per kilowatt-hour (kWh), significantly lower than the 32 cents per kWh rate paid by residential customers of Southern California
Edison (SCE), the largest electric utility adjacent to LADWP. Therefore, LADWP retains very significant ability to raise rates if
needed. We would also note that, per a recent Moody’s default study,' there have historically not been any municipal electric
utility defaults due to weather incidents like hurricanes, wildfires, and other events.
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We expect continued headline risk, but we also note that (1) cost recovery mechanisms for LADWP are inherently strong;

(2) the cause of the Palisades Fire remains undetermined with initial speculation being that the fires were not sparked by LADWP
equipment; and (3) even if LADWP is found liable for significant damages, there is a playbook in place to address such costs in
an orderly manner, with extraordinary support from governmental entities also being possible. Nevertheless, it is important to
continue to monitor the still-ongoing fire developments and the size of any potential liabilities, which have continued to grow.

The previously mentioned SCE has also been in the headlines, as the large Eaton fire was sparked within its service area. SCE,
which has a very limited amount of municipal debt outstanding, is a regulated investor-owned utility that is subject to a different
cost recovery process. We would note, though, that SCE has access to a significant, newly formed, $20 billion-plus wildfire
fund available for the three California based investor-owned utilities. Further, the limited number of outstanding SCE municipal
bonds are senior secured, meaning that in more stressed scenarios they would likely be senior to any potential unsecured
wildfire liabilities.

Looking Ahead

After the fires are contained, public attention will turn to how communities will be rebuilt, how such events can be prevented in
the future, and whether there will be an entity or entities that will be deemed financially responsible. We view rebuilding as
inevitable given the attractiveness of the affected real estate locations, but questions will remain about the longer-term impacts
on demographics and the insurance market. In terms of future prevention, storm hardening and wildfire mitigation protocols will
be top of mind as the state finalizes its latest budget in the coming months.

Finally, we reiterate that we expect very low probability for any municipal bond payments to be disrupted, and that almost all
municipal credits in California should see little to no credit impact from the recent wildfires. Even those that could see a potential
credit impact, like LADWP, have very strong credit fundamentals and a playbook if needed to address very significant costs. We
do expect headline risk to remain though, for many months, but not all unfavorable headlines will necessarily mean a negative
credit impact.

"U.S. Municipal Bond Default and Recovery Rates, 1970-2023,” Moody’s Ratings, October 24, 2024.
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Important Information

Unless otherwise noted, all discussions are based on U.S. markets and
U.S. monetary and fiscal policies.

Asset allocation or diversification does not guarantee a profit or protect
against loss in declining markets.

No investing strategy can overcome all market volatility or guarantee
future results.

The value of investments and any income from them is not guaranteed and may
fall as well as rise, and an investor may not get back the amount originally
invested. Investment decisions should always be made based on an investor’s
specific financial needs, objectives, goals, time horizon, and risk tolerance.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be considered
a guarantee.

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest rates
fluctuate and in response to market movements. Generally, when interest rates
rise, the prices of debt securities fall, and when interest rates fall, prices generally
rise. High yield securities, sometimes called junk bonds, carry increased risks of
price volatility, illiquidity, and the possibility of default in the timely payment of
interest and principal. Bonds may also be subject to other types of risk, such as
call, credit, liquidity, and general market risks. Longer-term debt securities are
usually more sensitive to interest-rate changes; the longer the maturity of a
security, the greater the effect a change in interest rates is likely to have on its
price.

The credit quality of fixed-income securities in a portfolio is assigned by a
nationally recognized statistical rating organization (NRSRO), such as Standard &
Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthiness.
Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above
are considered investment grade. Credit ratings ‘BB’ and below are lower-rated
securities (junk bonds). High-yielding, non-investment-grade bonds (junk bonds)
involve higher risks than investment-grade bonds. Adverse conditions may affect
the issuer’s ability to pay interest and principal on these securities.

This material may contain assumptions that are “forward-looking statements,”
which are based on certain assumptions of future events. Actual events are
difficult to predict and may differ from those assumed. There can be no
assurance that forward-looking statements will materialize or that actual returns
or results will not be materially different from those described here.

The views and opinions expressed are as of the date of publication, and do not
necessarily represent the views of the firm as a whole. Any such views are
subject to change at any time based upon market or other conditions and Lord
Abbett disclaims any responsibility to update such views. Lord Abbett cannot be
responsible for any direct or incidental loss incurred by applying any of the
information offered.

This material is provided for general and educational purposes only. It is not
intended as an offer or solicitation for the purchase or sale of any financial
instrument, or any Lord Abbett product or strategy. References to specific asset
classes and financial markets are for illustrative purposes only and are not
intended to be, and should not be interpreted as, recommendations or
investment advice.

Please consult your investment professional for additional information
concerning your specific situation.
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NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE

Glossary & Index Definitions

General obligation (GO) bonds are backed by the “full faith and credit” of a
government and are issued by entities such as states, cities, counties, and
school districts. Revenue bonds are backed by revenues from a specific projects
or facilities (such as toll roads, water/sewer systems, or airports).

This material is the copyright © 2025 of Lord, Abbett & Co. LLC.
All Rights Reserved.

Important Information for U.S. Investors
Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT A
FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND
RISKS THAT AN INVESTOR SHOULD CONSIDER AND READ CAREFULLY
BEFORE INVESTING.

The information provided is not directed at any investor or category of investors
and is provided solely as general information about Lord Abbett’s products and
services and to otherwise provide general investment education. None of the
information provided should be regarded as a suggestion to engage in or refrain
from any investment-related course of action as neither Lord Abbett nor its
affiliates are undertaking to provide impartial investment advice, act as an
impartial adviser, or give advice in a fiduciary capacity. If you are an individual
retirement investor, contact your financial advisor or other fiduciary about
whether any given investment idea, strategy, product, or service may be
appropriate for your circumstances.




