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Legal Mechanisms for Long‐term Borrowing

General ObligationGeneral Obligation 
Requires voter approval
Unlimited full, faith and credit tax‐backing
Not subject to annual appropriation

Revenue Bonds
Security is dependent upon the strength of pledged payments from a particular enterprise

Intergovernmental Contract
Contract between local government and an Authority with the legal ability to construct a 
particular project
Li it d t t t t M&O t i li it (i 20 ill li it f h l di t i t )Limited to statutory M&O taxing limits (i.e. 20‐mill, limit for school districts)
Not subject to annual appropriation

Lease
Subject to annual appropriation
Limited to statutory M&O taxing limits
Total amounts limited to 7.5% of prior years local tax receipts (Sales tax issues)
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Bond Pricing

Every  bond has three characteristics: coupon, yield and price.

Coupon – The stated rate on the bond
A $100,000 maturity with a 5% coupon will pay $5,000 a year in interest.A $100,000 maturity with a 5% coupon will pay $5,000 a year in interest.

Yield – Indicates the total cost to the issuer of the bonds. 
The key for investors and issuers. 

Price – The amount paid by the investors for the bonds. 

Price and Yield have an inverse relationship.  

e dIf an investor pays a higher price for a set stream of cash 
flows the yield (return on investment) will be less.  Pr

ic
e

Yi
el
d

Morgan Keegan
2 |GASBO 2011 



Bond Pricing

Total Par 100,000 98,106 101,968
Coupon 5.00% 5.25% 4.75%

Par Premium Discount

Yield 5.00% 5.00% 5.00%
Price $100.00 $101.93 $98.07

Proceeds $100,000 $100,000 $100,000

Year Payments PV Payments Payments PV Payments Payments PV Paymentsy y y y y y

1 5,000 4,762 5,151 4,905 4,843 4,613
2 5,000 4,535 5,151 4,672 4,843 4,393
3 5,000 4,319 5,151 4,449 4,843 4,184
4 5 000 4 114 5 151 4 237 4 843 3 9854 5,000 4,114 5,151 4,237 4,843 3,985
5 5,000 3,918 5,151 4,036 4,843 3,795
6 5,000 3,731 5,151 3,843 4,843 3,614
7 5,000 3,553 5,151 3,660 4,843 3,442
8 5,000 3,384 5,151 3,486 4,843 3,278
9 5,000 3,223 5,151 3,320 4,843 3,122
10 105,000 64,461 103,257 63,391 106,811 65,573

150,000 100,000 149,612 100,000 150,403 100,000
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Investment Banking Firm

Where do investment bankers sell the bonds?

Bankers Traders Sales Force

Retail (High Net Worth)Retail (High Net Worth)

Banks (BQ)

P&C Insurers

Local Government

Bond Funds

P&C Insurers

Trust Departments

Endowments

Pension FundsBond
Interest (Semi‐Annual)

p
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Pension FundsBond
Principal (Annual)



Marketing of Bonds

Premium or Discount

Ratings

Liquidity

Call Features

Municipal Bond Insurance

Debt Service ReserveDebt Service Reserve

Serial Bonds and/or Term Bonds
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Municipal Long‐Term Issuance

• As of the end of October, Long‐term municipal new issue volume is down 33.7% since the start of 
2011.
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January $32.660 $12.494 ‐62%
February 27.187 16.478 ‐39%
March 44 561 18 691 ‐58%

Municipal Long‐Term Issuance
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April 27.498 15.676 ‐43%
May 38.324 21.286 ‐44%
June 34.682 33.772 ‐3%
July 29.152 25.186 ‐14%
August 29.708 22.585 ‐24%

0.00

Monthly Long‐Term Municipal  Issuance

g
September 35.695 27.745 ‐22%
October 45.667 34.976 ‐23%
November 46.045
December 42.037
Total $433.216 $228.888

Source: The  Bond Buyer
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Quarter‐to‐Quarter Change in Muni Debt Outstanding

Morgan Keegan
7 |GASBO 2011 

Source: Federal Reserve, Morgan Keegan
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Rate History

• Despite the relative steepness of the AAA MMD yield curve absolute yields remain near all‐time low levelsDespite the relative steepness of the AAA MMD yield curve, absolute yields remain near all time low levels.   

• The graph below details the current MMD levels and the percentage of the time rates have been lower than 
today since 1993.
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Percent of Time Tax‐Exempt Rate has  been lower than Current Rate

Tax‐Exempt AAA GO Rates 11/04/2011



Historical Credit Spreads to AAA MMD
10‐Year Maturity 

Spreads to AAA MMD
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Relationship of AAA MMD to Treasuries
30‐Year AAA MMD vs. 30‐Year Treasury

(Since January 2000)

The spread relationship between the 10‐Year
and 30‐Year taxable and tax‐exempt curves has
been relatively consistent until the recent
turmoil in the financial markets. 5 00
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Negative Arbitrage:  Recent Changes between AAA MMD and Treasuries

• State and Local Government Securities, or SLGS, are special Treasury securities sold by the United States Treasury
Department to states, municipalities, and other local government bodies. SLGS are most commonly used as
investments in an escrow account in connection with the issuance of refunding bonds. SLGS yields are derived from
Treasuries.

• Negative arbitrage is the difference between the actual investment earnings in the escrow (the yield on the SLGS) and
the investment earnings that can legally be earned in the escrow (the arbitrage yield on the refunding bonds).the investment earnings that can legally be earned in the escrow (the arbitrage yield on the refunding bonds).

• The 10‐yr MMD is used as a 
proxy for refunding bonds and 
the 2‐yr Treasury is used as a 
proxy for escrow accounts.
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Negative arbitrage continues to
be a problem as spreads
between short‐term treasury
yields and AAA MMD yields
remain relatively wide.
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Rate Forecast
 Both the Morgan Keegan economist (Dr. Donald Ratajczak) and the Bloomberg consensus of economists

predict that rates will rise over the next year and a half.
Morgan Keegan Economist

2011 2013
4Q 1Q 2Q 3Q 4Q 1Q

2 Year 0.28% 0.29% 0.36% 48.00% 0.62% 0.75% 0.90% 0.62%
10 Year 2.43% 2.32% 2.46% 2.65% 2.81% 3.05% 3.28% 0.85%

US Treasury Current Rate
Increase from 

current to 2011 Q1
2012

30 Year 3.70% 3.40% 3.53% 3.69% 3.84% 4.07% 4.29% 0.59%
*As of November 1, 2011

Bloomberg Consensus
2011 2013
4Q 1Q 2Q 3Q 4Q 1Q

2 Year 0 28% 0 28% 0 33% 0 43% 0 54% 0 69% 0 80% 0 52%

US Treasury Current Rate
Increase from 

current to 2013 Q1
2012

2 Year 0.28% 0.28% 0.33% 0.43% 0.54% 0.69% 0.80% 0.52%
Economists Surveyed ‐ 60 60 60 59 54 0
10 Year 2.23% 2.23% 2.34% 2.52% 2.69% 2.88% 2.97% 0.74%
Economists Surveyed ‐ 77 77 76 75 70 0
30 Year 3.26% 3.38% 3.46% 3.61% 3.78% 3.94% 4.09% 0.83%
Economists Surveyed ‐ 58 58 58 57 52 0
*Source: Bloomberg as  of November 7, 2011

Bloomberg Consensus Projections
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Disclaimer
By accepting this information, the recipient agrees that it will, and it will cause its directors, partners, officers, employees and representatives to use the
information only to evaluate its potential interest in the strategies described herein and for no other purpose and will not divulge any such information to any
other party. Any reproduction of this information, in whole or in part, is prohibited. Except in so far as required to do so to comply with applicable law or
regulation, express or implied, no warranty whatsoever, including but not limited to, warranties as to quality, accuracy, performance, timeliness, continued
availability or completeness of any information contained herein is made. Opinions expressed herein are current opinions only as of the date indicated. Any
historical price(s) or value(s) are also only as of the date indicated. We are under no obligation to update opinions or other information. The information
contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or
instrument or to participate in any trading strategy Morgan Keegan & Company Inc does not provide accounting tax or legal advice; however you should beinstrument or to participate in any trading strategy. Morgan Keegan & Company, Inc. does not provide accounting, tax or legal advice; however, you should be
aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your advisors and or counsel.
The materials should not be relied upon for the maintenance of your books and records or for any tax, accounting, legal or other purposes. In addition, we
mutually agree that, subject to applicable law, you may disclose any and all aspects of any potential transaction or structure described herein that are necessary
to support any U.S. federal income tax benefits, without Morgan Keegan & Company, Inc. imposing any limitation of any kind. Morgan Keegan & Company, Inc.
and affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" or
"short" positions in, and buy or sell, the securities, derivatives (including options) or other financial products thereof, of entities mentioned herein. In addition,p , y , , ( g p ) p , ,
Morgan Keegan & Company, Inc. and/or affiliates may have served as manager or co‐manager of a public offering of securities by any such entity. Further
information regarding this material may be obtained upon request.

Morgan Keegan & Company, Inc. shall have no liability, contingent or otherwise, to the user or to third parties, or any responsibility whatsoever, for the
correctness, quality, accuracy, timeliness, pricing, reliability, performance or completeness of the data or formulae provided herein or for any other aspect of the
performance of this materials. In no event will Morgan Keegan & Company, Inc. be liable for any special, indirect, incidental or consequential damages which may
b i d i d f h i h d id d h i hi i l if M K & C I h b d i d fbe incurred or experienced on account of the user using the data provided herein or this materials, even if Morgan Keegan & Company, Inc. has been advised of
the possibility of such damages. Morgan Keegan & Company, Inc. will have no responsibility to inform the user of any difficulties experienced by Morgan Keegan &
Company, Inc. or third parties with respect to the use of the materials or to take any action in connection therewith.

The fact that Morgan Keegan & Company, Inc. has made the materials or any other materials available to you constitutes neither a recommendation that you
enter into or maintain a particular transaction or position nor a representation that any transaction is suitable or appropriate for you. Transactions involving
derivative or other products may involve significant risk and you should not enter into any transaction unless you fully understand all such risks and havederivative or other products may involve significant risk and you should not enter into any transaction unless you fully understand all such risks and have
independently determined that such transaction is appropriate for you. Morgan Keegan & Company, Inc. is neither acting as your financial advisor nor Municipal
Advisor (as defined in Section 15B of the Exchange Act of 1934, as amended), and shall not have a fiduciary duty to you, in connection herewith.

The information presented may include references to swaps and/or risks associated with interest rate swaps. This presentation does not include a complete
assessment of interest rate swaps, any other derivative product, or the risk associated with such product. Before any further recommendation of interest rate
swaps, a complete presentation that details the risks involved will be shown.
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