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How to Use This Book

The Bloomberg Visual series is meant to serve as the all-encompassing, yet easy-to-follow, guide on today’s most relevant finance and trading topics. The content truly lives up to the series name by being highly visual; all charts are in color and presented in a large format for ease of use and readability. Other strong visual attributes include consistent elements that function as additional learning aids for the reader:


	Key Points: Primary ideas and takeaways, designed to help the reader skim through definitions and text.


	Definitions: Terminology and technical concepts that arise in the discussion.


	Step-by-Step: Tutorials designed to ensure that readers understand and can execute each section of a multi-phase process.


	Do It Yourself: Worksheets, formulas, and calculations.


	Bloomberg Functionality Cheat Sheet: For Bloomberg terminal users, a back-of-the-book summary of relevant functions for the topics and tools discussed.




For e-reader users, The Bloomberg Visual series is available as an enhanced e-book and offers special features, like an interactive Test Yourself section where readers can test their newly honed knowledge and skills. The enhanced e-book version also includes video tutorials and special pop-up features. It can be purchased wherever e-books are sold.
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Preface


Experts Forecast: Municipal Bonds in Serious Danger!

  Widespread Defaults Predicted!

Hundreds of Billions in Municipal Bonds at Risk of Default!

  Municipal Bankruptcies Loom!



In 2010 and 2011, a relentless drumbeat of dramatic, and at times irresponsible, headlines—such as those paraphrased above—alarmed municipal securities investors with serious, and unwarranted, exaggerations of market risks. Pundits—talking heads—predicted large-scale defaults of hundreds of billions of dollars of municipal securities, and even bankruptcies. Certain news media presented variations on the theme. News stories frequently highlighted valid criticisms of sometimes significant governmental pension fund liabilities and excessive spending in unbalanced budgets. In gigantic leaps of logic, however, some (but not all) stories were accompanied by assertions of purported disastrous consequences overhanging the municipal market portending a municipal securities version of the financial crisis.



KEY POINT:

While state and local governments certainly have experienced financial stress, some self-induced, the predictions of collapse and doom were not fulfilled. This book explains why.





While state and local governments certainly have experienced financial stress, some self-induced, the predictions of collapse and doom were not fulfilled. This book explains why.

A massive volume of truly frightening information confronted investors. In response to unduly pessimistic statements, large numbers of investors sold municipal securities at disadvantageous prices or withdrew their monies from municipal bond funds under conditions of stress. Many investors were harmed needlessly.



KEY POINT:

If people scream “fire” in a crowded theater, they had better have solid grounds to believe there really is a fire. They lacked that foundation in making dire predictions for municipal securities.





Given the real potential for serious financial harm to so many people, the headline sound bites were akin to screaming “fire” in a crowded theater. If people do that, they had better have solid grounds to believe there really is a fire. Those who did so failed to have a genuine basis for excessively dire predictions.



KEY POINT:

Municipal securities investors are often retirees who benefit from owning tax-exempt municipal securities for stability and preservation of income.





There is no cause for panic. Much media hype stemmed from self-anointed experts, some of whom were conflicted and self-promotional. Some were expert in other financial sectors, but not in municipal securities. Many news analyses were written by well-meaning journalists who were unfamiliar with the nature of municipal credit structures and who made inaccurate and ill-informed assumptions regarding structures prevailing in the market.



KEY POINT:

I have no intention of papering over or attempting to justify or deny unwise, or at times reckless, governmental employee benefit practices, or irresponsible failures to balance governmental budgets, when that occurs.





As I discuss in this book, these analyses evidence fundamental misconceptions regarding the strength and enforceability of key municipal general obligation and traditional revenue securities credits. For other less secure lease-purchase (lease certificate of participation) credits of general governments (cities, counties, etc.), there seems to be an assumption that those governments would choose to serve their constituencies by defaulting. That certainly has not been the case historically, however—both over the long-term and also during the financial crisis and afterward.



SMART INVESTOR TIP

Almost without exception, investors in rated traditional municipal securities issued for essential purposes will be paid regardless of governmental fiscal practices.





Moreover, I do not see evidence that the pattern will change even in the face of fiscal stress, as it would result in substantial future difficulties in terms of providing services.

For certain other types of municipal securities, there are indeed risks that I discuss, but interestingly, these are not the types of credits upon which the pundits and media reports are focusing.

So, those analyses constitute a serious disservice to investors. Municipal securities investors are often retirees who benefit from owning tax-exempt municipal securities for stability and preservation of income. Other investors may be parents saving for their children’s college educations, at times, but not always, through state-sponsored Section 529 Plans.



SMART INVESTOR TIP

I do not pretend that municipal budgeting or disclosure practices are all they could be. They aren’t.





These and other individual investors are especially vulnerable to hype because they often do not themselves grasp important specifics or the substantial diversity of the municipal securities market. After suffering enormous equity portfolio losses in the financial crisis, they do not need to suffer financial harm again.

Investors, like you, need balanced information. In seeking to provide that balance, I have no intention of papering over or attempting to justify or deny unwise, or at times reckless, governmental employee benefit practices or irresponsible failures to balance governmental budgets, when those occur.

I do not pretend that municipal budgeting or disclosure practices are all they could be. They aren’t.

Yet, in the midst of the noise, you should understand that it is taxpayers, rate payers, and the general public served by state and local governments, not their investors, who will suffer from fiscal distress and even mismanagement.

Another significant development in the municipal market is the severe reduction in the use of bond insurance. From its beginning in the early 1970s, bond insurance had evolved into a staple of the market. In the process, what became seven triple-A bond insurers provided credit enhancement by the 2000s for more than half of municipal securities issued annually.

That seeming credit homogeneity was always an illusion, but searching for simplicity, investors acted otherwise. In reality, most bond insurers—all private companies—behaved like many other private companies and, in the process, over-reached. In addition to municipal securities, they began to insure subprime mortgage pools, collateralized debt obligations, and other risky financial products that they understood poorly, and regarding which they all-too-often failed to conduct careful due diligence. Investors did not know this because, as Bloomberg has reported, some companies did not disclose it. Now, today, many investors find themselves holding substantial volumes of municipal securities that are no longer rated triple-A and, therefore, have lost market value.

The perception of bond insurance homogeneity has disappeared. Investors have found that they must review information regarding, and must understand, specific municipal securities the investors are considering.

This book is intended to point you in appropriate directions in terms of resources and concepts that should be helpful to you in your efforts to make careful investments.

It should be of some comfort that, almost without exception, investors in traditional municipal securities, which are those issued for essential governmental purposes (e.g., city halls, streets, key school facilities, water and wastewater systems, and other publicly-owned utility systems) will be paid regardless of governmental fiscal practices. Those traditional securities are sound because they are secured by obligated taxes, or by dedicated revenue streams, that are enforceable under state law.



SMART INVESTOR TIP

The perception of bond insurance homogeneity has disappeared. Investors have found that they must review information regarding, and must understand, specific municipal securities the investors are considering.





In addition, state and local governments are predisposed to honor their obligations, and with few exceptions, debt service on municipal securities is generally only a relatively small part of state and local budgets.

Whatever their faults—and those faults exist too often from the perspective of taxpayers, rate payers, and the general public—municipal issuers and municipal securities have a demonstrated historical record that is surpassed in terms of performance only by United States Treasury securities.



SMART INVESTOR TIP

Municipal issuers have a demonstrated historical record that is surpassed only by United States Treasury securities.





Certainly, there are specific municipal securities market sectors with greater risks (and offering potentially greater rewards) than are found in other municipal market sectors. The riskier sectors rely upon private credits or performance or upon revenues anticipated from start-up or rapidly-expanding enterprise projects. This is discussed in more detail under Chapter 6, “Greater Rewards and Greater Risks.”



SMART INVESTOR TIP

Bankruptcy is virtually nonexistent among major municipal issuers.





Still, bankruptcy is almost nonexistent among major municipal debt issuers, with most Chapter 9 bankruptcies filed by small special districts. As I explain, the vast majority of state and local governments assiduously avoid default and bankruptcy. Despite the predictions, defaults and bankruptcies actually decreased recently. Even if a few defaults and bankruptcies do occur, they do not fall within, or close to, the numerical range predicted by some. Debunking false prophets is not, however, my sole goal. Taxable municipal securities are drawing into the market new investors who want to know more about the market and its practices.

So that you and other municipal investors can be better prepared to sort through the confusion, I believe that you and they deserve to receive a balanced and accurate picture.

I intend this book to explain, hopefully in a measured, rational, and understandable tone, the nature and diversity of municipal securities credit structures, to demonstrate the dependability of the overwhelming majority of municipal securities, and to point out particular market sectors that may yield greater rewards, but also present greater risks.

This book also directs you to information sources and useful market tools resulting from recent market enhancements, so as to assist you in making informed investment decisions.

In providing my perspectives, I wish to reassure you, and also when appropriate to caution you, so that you may be able both to preserve your principal and to receive fair returns on your portfolio.

Five States Dominate the $3.7 Trillion Municipal Bond Market

The pie chart (Exhibit P1) shows issuer concentration in the municipal market. Of the $3.71 trillion in total outstanding debt sold, the top 10 states and their municipalities account for $2.15 trillion, or 58 percent. The top five states alone—California, New York, Texas, Illinois, and Florida—account for $1.65 trillion, or almost 46 percent of the entire market. Exhibit P2 shows the amount outstanding that Bloomberg has calculated for each state and its various issuers. The amount outstanding includes both long- and short-term issuance (fixed- and variable-rate), prerefunded and escrowed-to-maturity issues and the full accreted value of all capital appreciation bonds sold, as well as bonds marketed on behalf of corporations and not-for-profit organizations. It excludes bonds sold as derivatives, such as tender option bonds sold from a trust.


Exhibit P1
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Source: “Bloomberg Brief: Municipal Market” (June 21, 2011). Chart and table reprinted with permission. Copyright 2011 Bloomberg L.P. All rights reserved.




Exhibit P2
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Source: “Bloomberg Brief: Municipal Market” (June 21, 2011). Chart and table reprinted with permission. Copyright 2011 Bloomberg L.P. All rights reserved.
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Introduction

The municipal securities market is widely misunderstood by commentators, investors, issuers, regulators, legislators, and even many market professionals.

In reality, the market consists of two vastly different markets. One market is traditional municipal securities that are very sound and are secure, with extremely low default risks. The other is a market of readily identifiable, much riskier securities dependent primarily upon private performance (profit and nonprofit) or issued for start-up or rapidly expanding projects. That second municipal securities market deserves significantly greater attention from everyone.



KEY POINT:

The municipal securities market is widely misunderstood. The market actually is composed of two very different markets—traditional municipal securities, on one hand, and much riskier private obligations or securities for start-up projects, on the other.





Municipal securities are issued by state and local governments. Despite considerable negative publicity in the media and from certain pundits, traditional municipal securities are safe. That is, they have evidenced extremely low payment default rates historically. Further, despite unarguable fiscal stress resulting from the financial crisis and from pension and other employee benefit costs, a key feature of traditional municipal securities for essential purposes is that the securities structures are strongly protective of investors. The net result is that those state and local government stresses will become burdens on the taxpayers long before they will harm investors. Indeed, it is highly unlikely that investors will suffer in the case of the traditional municipal securities. There are, however, certain municipal securities that warrant a closer look and greater rewards. This book seeks to identify many of those for you.

What Are Municipal Securities?

Municipal securities are debt securities issued by state and local governments primarily to fund governmental projects and programs. Municipal securities are debt securities—effectively, loans—payable from taxes or governmental or other project revenues.

The following screen (Exhibit 1.1) from the Bloomberg Terminal illustrates the volume of municipal securities issued by certain states and nationally from January 1 through August 5, 2010.


Exhibit 1.1

[image: image]
Reprinted with permission from Bloomberg. Copyright 2011 Bloomberg L.P. All rights reserved.



The following table (Exhibit 1.2) and graph (Exhibit 1.3), based upon Bloomberg data, provide the annual volumes of long-term, fixed-rate municipal securities issued nationally from 2003 through 2010. The issuance in 2009 and 2010 reflects the issuance of Build America Bonds (BABs) and other taxable municipal securities subsidized under the American Recovery and Reinvestment Act of 2009 (ARRA). In the first half of 2011, however, issuance declined following the expiration of the BABs and other subsidy programs


Exhibit 1.2

[image: image]
Reprinted with permission from Bloomberg. Copyright 2011 Bloomberg L.P. All rights reserved.




Exhibit 1.3
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Reprinted with permission from Bloomberg. Copyright 2011 Bloomberg L.P. All rights reserved.



As discussed throughout this book, some other municipal securities provide funding that benefits private parties.

The two polar categories of uses of municipal securities—governmental and private—lead to vastly different investment considerations.

You should be aware of these, and other, distinctions among the enormous diversity of municipal securities and of their implications for you and your investments.

How Do Municipal Securities Differ from Corporate Securities?

Municipal securities are quite different from corporate securities in many respects discussed throughout this book. Briefly, municipal securities are not equity securities. Investors in municipal securities do not receive ownership interests in the issuing governmental entities (or even in private borrowers that gain access to the market through the governments).

Further, even as debt securities, municipal securities for governmental purposes are very different from corporate debt securities. The governmental issuers of municipal securities borrow for different reasons than do corporations.

For example, unlike corporations, municipal issuers rarely borrow for leverage. That is, they do not borrow funds that the issuers intend to be invested at higher yields. Municipalities do not borrow to increase shareholder value because there are no shareholders. Municipalities rarely go out of existence; corporations often do so. Few municipalities compete directly with other municipalities or with the private sector, but rather, with a few exceptions (e.g., certain toll roads, public educational institutions, and public hospitals) they tend to operate natural monopolies. Except in the case of municipal securities payable by private parties, municipal securities are not payable from private “earnings,” but from taxes and governmental user revenues—user fees—imposed for governmental services. Regarding private involvement in some types of municipal securities issues, see Chapter 4, “General Fund and Other Municipal Securities,” the section entitled “Private Involvement.”

The screen in Exhibit 1.4 from the Bloomberg Terminal illustrates, in a partial listing, some of the diversity of municipal securities.

How Sound Are Municipal Securities?

State and local governments have issued trillions of dollars of municipal securities over many decades with very few defaults and almost no bankruptcies for major municipal issuers.

When defaults occur, they do so almost entirely in transactions with readily-identifiable characteristics—reliance on private credits or performance or upon startup or rapidly-expanding enterprises. See Chapter 6, “Greater Rewards and Greater Risks.”


Exhibit 1.4
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Reprinted with permission from Bloomberg. Copyright 2011 Bloomberg L.P. All rights reserved.



What Is the Diversity and Size of the Market?

The municipal securities market is a vast market with enormous diversity. According to Bloomberg, approximately $3.7 trillion of municipal securities are outstanding (the Federal Reserve makes a lower estimate of $2.9 trillion). Ernesto A. Lanza, deputy executive director and chief legal officer to the Municipal Securities Rulemaking Board (MSRB), testified that there are about 1.5 million municipal securities outstanding. (See “For Additional Information” at the end of this chapter.)



SMART INVESTOR TIP

General obligation and traditional revenue securities for essential governmental projects are sound because they are secured by obligated taxes and dedicated revenues. The security is enforceable under state law.





Exhibits 1.5 and 1.6 from “Bloomberg Brief: Municipal Market” illustrate, as of July 20, 2011, (1) the “Volume” of municipal securities issued from January 1 through that date in 2011 and the then-pending “New Supply;” (2) selected sizeable municipal securities offerings “In the Pipeline” as of that date; and (3) the results of then-recent “Long Term Bond Sales Results.”

For many, there also are a surprising number of municipal securities issuers. The Securities and Exchange Commission (SEC) estimates that there are 50,000 municipal securities issuers, while the Municipal Securities Rulemaking Board (MSRB) estimates 80,000. Joe Mysak, a well-regarded long-time market observer with Bloomberg, estimated, based upon Census data, that there are 90,000 state and local governments in the United States. Not all of those governmental entities, however, are securities issuers.
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Exhibit 1.5
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Source: “Bloomberg Brief: Municipal Market” (July 20, 2011). Chart reprinted with permission. Copyright 2011 Bloomberg L.P. All rights reserved.




Results of Sales

Exhibit 1.6

Long-Term Bond Sales Results

[image: image]
Source: “Bloomberg Brief: Municipal Market” (July 20, 2011). Chart reprinted with permission. Copyright 2011 Bloomberg L.P. All rights reserved.



The vast majority of those issuers enter the market only infrequently. They and their officials are not particularly sophisticated regarding municipal finance, disclosure practices, or the informational needs of investors. Instead, as one might expect, they focus strongly on local concerns.

Municipal issuers include states, state agencies, counties, cities, towns, townships, school districts, colleges and universities, public hospitals, water and sewer agencies and other publicly-owned utilities, transit agencies, toll road and other transportation agencies, conservation agencies, fire districts, joint action agencies, housing agencies, stadium authorities, and numerous types of other special purpose agencies, authorities and districts. There also are governmental issuers of “conduit” securities that provide funding for private borrowers. See Chapter 12, “Investor Questions and Answers (Q&As),” the section entitled “What Are Conduit Financings?”



KEY POINT:

The vast majority of municipal issuers enter the market only infrequently. They and their officials are not particularly sophisticated regarding municipal finance, disclosure practices or the informational needs of investors.





Municipal securities come in a number of forms, including bonds, notes, lease revenue bonds, and certificates of participation (COPs) in underlying leases or installment purchase contracts.

Municipal securities are payable from many different sources, varying from one securities issue to another. Some are payable from specific obligated taxes. Often, communities are obligated to raise taxes to whatever level is required in order to pay the principal of and interest on the securities. Other municipal securities are payable from highly reliable revenue streams collected from users of water or wastewater systems, or other essential governmental enterprises.



KEY POINT:

In order to continue to serve their citizens, unlike private corporations, state and local governments must remain in existence and in operation and must have ready access to the municipal securities market for cash flow and for essential project and program financing.





Still other municipal securities are paid from hospital revenues, toll road or bridge tolls, university tuitions and other revenues, nursing home fees, stadium and arena rental payments by sports teams, mortgage payments by first-time homeowners or owners of multifamily housing properties, loan payments by private businesses receiving funding in industrial development bond issues, and many other public or private sources permitted under federal tax law and state laws.

What Is the Historical Record of Municipal Securities?

In the midst of such extensive diversity, one basic characteristic of municipal securities market sectors is that, with only a few exceptions, they have been quite sound historically. Debt service on municipal securities is generally only a relatively small part—3% to 6% is a common estimate—of state and local budgets.



KEY POINT:

According to MMA, only 15 municipal securities defaults that were reported in the period from July 1, 2009, to January 28, 2011, had been rated initially. Given 25,000 rated municipal issues outstanding, according to MMA, that is a default rate of .01%.





Municipal issuers are loathe to default on governmental securities because they must preserve their reputations in order to maintain access to the market. Unlike corporations, state and local governments virtually never go out of business. They must continue to serve their citizens and, to do that, must continue to obtain funding for their projects and programs. Municipal issuers cannot afford to alienate investors.



SMART INVESTOR TIP

James Spiotto, a noted municipal bankruptcy expert, indicated that the 627 municipal bankruptcies that have occurred since the enactment of Chapter 9 in 1937 are less than the over 11,000 corporate Chapter 11 reorganizations filed in 2010 alone.





Historically, data on municipal defaults present issues as to how comprehensive records may be. On one hand, there may be defaults that have not been reported. On the other hand, when an issuer or borrower misses one payment, or a portion of a payment, the entire principal amount of the securities issue may be reported as “defaulted.” Nevertheless, it is possible to draw reasonable conclusions, to detect trends, and to identify those municipal market sectors most prone to defaults. You may wish to keep in mind these data strengths and weaknesses as you read the following information.

From July 1, 2009, to January 28, 2011, there were defaults in terms of payments to investors on 258 municipal securities, according to Municipal Market Advisors (MMA), an independent municipal research firm that serves investors, dealers, and issuers. Only 15 of those were securities that had been rated initially. Given 25,000 rated municipal issues outstanding, according to MMA, that is a default rate of .01%. (See “For Additional Information” at the end of the chapter.)

In this vein, on February 14, 2011, Matt Fabian, Managing Director of MMA, testified as follows—


MMA maintains a database of all ongoing default and impairment filings made to the MSRB’s EMMA system since July 1, 2009. These show that current municipal default activity is largely confined to smaller, non-rated transactions with security pledges that skew almost entirely to so-called “risky” sectors, meaning bond types that have been responsible for the large majority of payment defaults over the last four decades. As of January 28, 2011, there were $8.1Bn of municipal bonds outstanding (issued by 258 different entities) where there is an uncured default in either principal or interest. Of those 258 entities, 117 were special districts created to speculate on the development of a real estate property or properties, 47 were bonds backed by the net income of an apartment building, and 27 were bonds backed by nursing homes. Only 15 of the 258 entities sold bonds that carried any rating at all, implying an effective default rate of less than 0.1% among the 25,000 or so rated municipal entities. Finally, none of these 258 bonds in payment default are “traditional” munis, meaning governmental general obligation bonds.



(Note: Ratings for this purpose may include ratings based upon credit enhancement regardless of whether the underlying municipal securities were rated.)



SMART INVESTOR TIP

Yes. There are certain municipal market sectors that deserve closer examination in the process of making investments.

And yes, again. You always should investigate and understand the investments you are making.





Meanwhile, according to James Spiotto, a widely-recognized bankruptcy expert with Chapman and Cutler in Chicago, as of September 30, 2011, there had been only 256 municipal bankruptcies in the prior 30 years, or about 8.5 per year. (These data do not include Chapter 11 filings because those are for private parties, not local governments.) Chapter 9 of the Bankruptcy Code relates solely to municipal bankruptcy filings, subject to state permission. Mr. Spiotto also pointed out that the 627 municipal bankruptcies that have occurred since the enactment of Chapter 9 in 1937 are a small fraction of the over 11,000 corporate Chapter 11 reorganizations filed in 2010 alone. Almost all of the municipal bankruptcies involved very small municipalities and special districts. The significant majority of the bankrupt local governments did not issue municipal securities. (See “For Additional Information” at the end of the chapter.)

Mr. Spiotto’s observation is illustrated in Exhibit 1.7.


Exhibit 1.7

[image: image]
Source: Data provided by James Spiotto, Chapman and Cutler, Chicago.



Despite this comfort, yes, there are certain municipal market sectors that deserve closer examination in the process of making investments. And yes, again. You always should investigate and understand the investments you are making. Yet, the overall performance of rated municipal securities issued for essential governmental purposes is outstanding.

In a January 2008 commentary, MMA published the data shown in Exhibit 1.8, which MMA drew from a Fitch Ratings report on the percentages of total payment defaults represented by various municipal market sectors (total = 100% of defaults).

The following graphs (Exhibits 1.9 and 1.10) illustrate the default relationships among the various market sectors, with green indicating municipal securities as a whole, red indicating market sectors that depend substantially (although not entirely) upon private credits or private performance, and blue indicating sectors that are reliant primarily upon governmental performance. (See “For Additional Information” at the end of the chapter.)


Exhibit 1.8

[image: image]
Source: Fitch Ratings data as published by Municipal Market Advisors.     




Exhibit 1.9

[image: image]



Exhibit 1.10

[image: image]
Source: Fitch Ratings data as published by Municipal Market Advisors.



To be clear, the table and graph do not show that 31.9% of corporate-backed IDBs (industrial development bonds) defaulted. Instead, they show, on an historical basis, that of the total number of municipal securities that defaulted in the period from 1980 through 2002 (significantly less than 1% of total municipal securities outstanding), 31.9% of them were IDBs.

As MMA’s historical data demonstrate, even within the low level of municipal securities market payment defaults, the bulk of defaults occurred in sectors primarily involving private credits or performance—being 91.8% of the municipal market’s defaults. The private sector borrowers include both profit-making and nonprofit entities.

I refer again below to this statistic based upon these data presented by MMA indicating that more than 90% of the defaults in the municipal securities market from 1980 through 2002 occurred in market sectors primarily dependent upon what I describe as private performance. As demonstrated by Bloomberg data discussed below, municipal securities in those riskier sectors represent a distinct minority of the securities outstanding in the municipal market.

Those securities include industrial development bonds, housing securities (which cover both private mortgage financings and multifamily financings in developer apartment projects), long-term care securities (nursing homes and assisted living facilities), land-based securities (which fund special tax, special assessment and tax increment development projects), and hospitals (primarily nonprofit private).



SMART INVESTOR TIP

MMA’s data demonstrate that of the less than 1% of municipal securities that did default, 91.8% of the defaults occurred in market sectors primarily dependent upon private sector credits or performance—both profit-making and nonprofit entities.





The remaining municipal securities—those that were dependent primarily upon governmental performance—made up, on an historical basis, only 8.3% of the total payment defaults in the municipal market in the 1980 to 2002 period, an already very low number. Some of the governmental purpose defaults involve start-up or rapidly-expanding governmental enterprises owned and usually operated by state and local governments.



SMART INVESTOR TIP

MMA’s data demonstrate that municipal securities dependent primarily upon governmental performance made up only 8.3% of the total payment defaults in the municipal market, an already very low number.





The following graph (Exhibit 1.11) indicates the relationship between defaulted municipal securities sectors, dependent primarily upon private performance, and those dependent primarily upon governmental performance.

These data provide significant historical evidence that municipal securities issued for governmental purposes and supported by governmental credits are sound.

More recent default data provided by Bloomberg confirm the trend indicated in MMA’s earlier data. Bloomberg’s data show a low number of municipal securities defaults spanning the period from the beginning of the financial crisis in 2007 through 2010. Bloomberg reports that, during the 2007 through 2010 period, 392 issuers or borrowers experienced monetary defaults that involved failures to make payments to investors. Significantly, Bloomberg also reports that, during the period, 737 issuers or borrowers experienced either monetary or “technical” defaults. Bloomberg’s data indicate, therefore, that a large number of “technical” defaults, such as draws on reserve funds and various violations of securities documentation, did not result ultimately in failures to make payments to investors. Regarding debt service reserve funds, see Chapter 12, “Investor Questions and Answers (Q&As),” the section and subsection entitled, “What Are Basic Provisions in Securities Structures?, What Are Debt Service Reserve Funds?”


Exhibit 1.11

[image: image]
Source: Fitch Ratings data as published by Municipal Market Advisors.



The accompanying table (Exhibit 1.12) presents Bloomberg’s data (those market sectors that are primarily private are marked in red, with those that are prima-rily governmental are shown in green).



SMART INVESTOR TIP

The contrast in credit support for municipal securities between securities payable from a general fund and securities payable from an obligated tax or dedicated revenue stream is a subtlety to which you may wish to pay attention.





The monetary defaults reflected in the table demonstrate that those municipal securities primarily dependent upon private performance represent approximately 80% of the total number of monetary defaults in the 2007 through 2010 period, while those primarily dependent upon governmental performance represent approximately 20%.

That contrast is emphasized further in the second table of Bloomberg data regarding the dollar volumes of outstanding municipal securities, by market sector, as of August 2011 (Exhibit 1.13). Again, those market sectors that are primarily private are marked in red, with those that are primarily governmental are shown in green.

For comparison, the second table also replicates Bloomberg’s data regarding the numbers of issuers and borrowers experiencing defaults for some of the market sectors that are primarily private. For example, Bloomberg’s data for the “Land-Secured” sector show that sector with a default representation of 33% in the period from 2007 through 2010, but in the second table, that same sector represented only 2% of the outstanding municipal securities by volume in August 2011.

Using Bloomberg’s data on an aggregate basis, issuers of approximately 20% of the dollar volume of municipal securities outstanding in August 2011 were dependent primarily upon private performance. However, those private-performance borrowers—both profit-making and nonprofit entities—experienced approximately 80% of the number of defaults by municipal securities issuers with defaults in the period from 2007 through 2010. This behavior was not far from the default results demonstrated in the MMA data presented earlier for the period from 1980 through 2002. I refer further to these data again later.

The future, of course, requires prediction. Officials of two of the major rating services, Moody’s Investors Service and Standard and Poor’s Financial Services LLC, provided their outlooks for the municipal market in testimony before Congress to the effect that, while there could be some increase in default levels as a result of stress upon municipal credits, any such increase is unlikely to be substantial among rated obligations. (See “For Additional Information” at the end of the chapter.)


Exhibit 1.12

[image: image]
* Of the borrowers that had monetary default, this table shows how many fell into the categories listed. These percentages are not based on dollar amount. Primarily Private: 82%; Primarily Public: 17% (not 100% due to rounding). Reprinted with permission from Bloomberg L.P. Copyright 2011 Bloomberg L.P. All rights reserved.



What Is the Historical Level of Defaults?

As shown in Exhibit 1.11 the municipal securities market has an historical record of an especially low level of defaults. That is particularly true for traditional investment-grade–rated securities issued for essential governmental purposes in diverse communities—roads, city halls, water and wastewater systems, and the like.


Exhibit 1.13

Municipal Bonds Outstanding in August 2011: Where Is the Money Coming From?

[image: image]
Reprinted with permission from Bloomberg L.P. Copyright 2011 Bloomberg L.P. All rights reserved.



Although it should be observed that historical experience may not be repeated in the future, there is a long history with favorable results for municipal securities issued for essential governmental purposes.

Even in the Great Depression, when approximately 1.65% of municipal debt service had defaulted as of 1933, according to Dr. John Petersen, an economist at George Mason University specializing in studying the municipal market,


about 40% of the total defaulted amounts were erased within a year and the defaulted principal and interest declined to about 0.5% of all outstanding debt by 1938.



(See “For Additional Information” at the end of the chapter.)

That experience is echoed by the New York City default in the 1970s, when the City eventually paid all the principal amount the City owed investors, with interest for the delay. In the case of Orange County, California, which entered into bankruptcy in 1994, bond investors were paid in full. Investors in Orange County notes received a delayed payment of debt service at a higher interest rate to compensate for the delay.



SMART INVESTOR TIP

You may have greater risk when municipal securities are issued for start-up or rapidly-expanding revenue-producing enterprises.





In the 1980s, the Washington Public Power Supply System (WPPSS) defaulted on billions of bonds issued for new nuclear facilities to provide power in the Northwest. The defaults followed on the heels of state judicial rulings invalidating the bond structures under state law. That transpired after the costly start-up nuclear power projects were unsuccessful, and rate payers, although not receiving power service from the unfinished projects, would have been liable to pay for the costs that had been incurred. Jefferson County, Alabama, defaulted on securities issued for substantial sewage system improvements to remediate significant environmental difficulties The County’s variable rate and auction rate securities were insured, so insurers that had experienced rating downgrades absorbed losses, as did liquidity banks holding variable rate securities that could not be remarketed. Individual and other investors also lost money.

For a discussion of bond insurance, see Chapter 7, “Considerations When Buying,” the section entitled “What Is the Significance to Me of the Bond Insurance Industry’s Decline?” Regarding variable rate securities, see Chapter 4, “General Fund and Other Municipal Securities,” the section entitled “What Are TRANs, BANs, VRDNs, VRDOs and Other Municipal Notes?”

Investors incurred significant losses in the case of the WPPSS defaults. WPPSS and Jefferson County highlight a Key Point for caution—you may have greater risk when municipal securities are issued for start-up or rapidly-expanding revenue-producing enterprises. Further, you are well-advised to pay close attention to and to understand expert work products (such as feasibility studies and appraisals) prepared in connection with municipal securities issues for start-up and rapidly-expanding projects. See Chapter 10, “Understanding Expert Work Products.”

In any event, historically, municipal securities as a whole have incurred especially low default rates. This is reflected in Dr. Petersen’s economic research for the four decades from 1970 to 2009.

Dr. Petersen concluded that, if WPPSS and Jefferson County—financings for start-up or rapidly-expanding projects—are “netted out” of the equation,


the overall adjusted percentage of the dollar value of bonds in default fluctuates between 0.10 and 0.24 percent, and shows, if anything, a slight downward trend over the four decades.



Dr. Petersen added with respect to recent experience,


although the country did enter into a prolonged Great Recession, the recorded defaults by state and local governments did not increase, nor did any states or major cities verge on defaulting on their outstanding debt.



(Harrisburg is an exception.)

Dr. Petersen concluded with respect to current circumstances facing state and local governments in contrast to the period of the Depression,


State and local governments, while faced with fiscal stress, are not nearly as indebted nor are they faced with heavy annual debt service burdens in a sustained period of declining prices and a shrinking money supply. Adjustments are being made by these governments, but not with the sudden unrestrained downward spiral in income and prices that occurred in the 1930s. Revenue bases are broader and are more stable and the economy and incomes, even when underperforming, are more resilient.



Dr. Petersen provided the “Estimated Defaults and Default Rates by Decade: 1970 through 2009 (Dollars in Millions)” for municipal securities, which are shown on the table in Exhibit 1.14.

At this point, I recall MMA’s and Bloomberg’s data I discussed previously indicating that somewhere in the range of 80% to more than 90% of defaults in the municipal securities market occurred in municipal securities market sectors that were dependent primarily upon private performance, and Bloomberg’s data indicating that approximately 20% of all outstanding municipal securities were attributable to those private borrowers.

One can apply the remaining 10% to 20% of municipal defaults that occur in the approximately 80% of the municipal securities issues that are dependent primarily upon governmental performance to Dr. Petersen’s market-wide estimates of less than 0.4% of all municipal securities outstanding that are in default. This requires making certain assumptions about the average size of the bond issues that experience a monetary default. Using SIFMA data regarding the average issue size of new issues in 2010, Dr. Petersen suggests one can estimate that the average size of privately supported debt reporting default was about $30 million and that of government purpose debt was about the same. (See “For Additional Information” at the end of the chapter.) If that is so, then Dr. Petersen suggests it is possible to estimate that municipal securities dependent primarily upon governmental performance are currently responsible for a default rate of only 0.03% to 0.06%, as based upon the total amount of outstanding municipal debt. In other words, those issues that are primarily for governmental purposes are estimated to default at a rate of less than 0.1% (one-tenth of one percent).


Exhibit 1.14
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* Adjusted for WPPSS default in 1983 (2.25 billion) and Jefferson County, AL default in 2006 (3.47 billion).

Source: Dr. John E. Petersen, George Mason University.



That is an outstanding record! Certainly, outspoken pundits and many media have misunderstood the municipal market, and have missed that story entirely.



KEY POINT:

It is possible to estimate that municipal securities dependent primarily upon governmental performance are currently responsible for a default rate of only 0.03% to 0.06%, as based upon the total amount of outstanding municipal debt. In other words, those issues that are primarily for governmental purposes are estimated by Dr. Petersen to default at a rate of less than 0.1% (one-tenth of one percent). That is an outstanding record!!





With reference to even more recent post-crisis data, research released by J. R. Rieger, vice president of Fixed Income Indices at S&P Indices in March 2011, concluded that the rate of municipal securities defaults in January and February 2011 had declined from 2010. Mr. Rieger stated:


A total of 8 municipal bond deals have entered monetary default this year totaling over $222 million in par value. One is a zero coupon bond. Compare this to the same period last year where there were 16 municipal bond deals entering monetary default totaling over $329 million in par value. Fewer defaults so far than last year.

Through the end of February the monetary defaults include:

1 industrial development or corporate backed bond

1 multi-family bond

1 civic center

1 G.O. bond

1 tax and revenue bond

1 toll road

2 land backed bond issues





SMART INVESTOR TIP

According to Fitch Ratings, municipal securities that are not rated at investment-grade levels or rated at all “are approximately 10 times more likely to default” than are investment-grade municipal securities.





 

According to Mr. Rieger of S&P Indices, with still more recent data, “High default projections within the municipal bond market simply haven’t materialized. The first half of the year the municipal bond market saw 28 monetary defaults totaling over $511 million in par value.” S&P Indices provided the following (Exhibit 1.15) comparative data.


Exhibit 1.15

[image: image]
Reprinted by permission of S&P Indices.



The default data, as reported by S&P Indices may be represented graphically, as shown in Exhibit 1.16.

In reality, most defaults in the municipal securities market occur in readily-identifiable securities issued in relatively smaller principal amounts for projects in which private profit-making or nonprofit borrowers have a direct financial interest; for infrastructure to serve private real estate developments; for projects that depend upon the success of private parties (such as parking garages to serve shopping malls, or convention centers or sports arenas in connection with economic development projects); or as noted above with reference to the WPPSS and Jefferson County defaults, for new or rapidly-expanding governmental revenue projects. Many of those securities are not rated at investment-grade levels.

In addition, according to Fitch Ratings, “municipal bonds have an average recovery rate of 68.33% based on the number of defaults and a 66.92% recovery rate based on the dollar weighted average, both of which are higher than public corporate bonds that have a long-term average recovery rate of approximately 40%.” Fitch added that municipal securities that are not rated at investment grade levels or rated at all “are approximately 10 times more likely to default” than are investment grade municipal securities.



SMART INVESTOR TIP

For municipal securities issued for essential purposes and payable from obligated taxes or dedicated revenue streams in established communities, you are well-protected





In other words, for municipal securities issued for essential purposes and payable from obligated taxes, or from dedicated revenue streams of traditional governmental enterprises, in established, diverse communities, you are well-secured.


Exhibit 1.16
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Source: Data provided by S&P Indices.



This is illustrated by the Chapter 9 bankruptcy of the City of Vallejo, California. In Vallejo, although the City made only partial payment of debt service on general fund securities (certificates of participation in lease obligations, as opposed to general obligation securities), investors in other City securities that were not payable from the City’s general fund were protected. Those other securities included, according to the California Municipal Bond Advisor, “water revenue bonds; sanitation and flood control district debt; redevelopment agency tax allocation bonds; multi-family housing and mortgage revenue debt; and land-secured bonds tied to real estate development.” It should be noted, however, that Vallejo’s non-defaulting securities were subjected to risks of market volatility and price decreases and of illiquidity. (See “For Additional Information” at the end of the chapter.)

Securities payable from a local general fund, such as Vallejo’s COPs, are not “general obligation bonds” as that term is widely used by many in the municipal securities market. Nevertheless, there is an excellent historical record even regarding these municipal securities for reasons discussed later in this book under Chapter 4, “General Fund and Other Municipal Securities.”

You should understand and pay close attention to the differences in credit support for various municipal securities. Even when municipal securities are insured, you should pay attention to underlying credits and underlying ratings as discussed under Chapter 7, “Considerations When Buying,” in the sections entitled “What Are Underlying Ratings and Why Do They Matter?” and “What Is the Significance to Me of the Bond Insurance Industry’s Decline?”

What Types of Defaults Occur?

Municipal securities can experience a variety of defaults. The most significant default is a failure to pay principal of or interest on the securities in a timely manner or at all.

In other cases, issuers or borrowers may fail to honor promises they make when the securities are issued. These generally are called technical defaults, but in some cases, these defaults may have serious impacts upon your securities and upon their market value and liquidity. These defaults are discussed in Chapter 12, “Investor Questions and Answers (Q&As), in the section and subsection entitled “What Types of Defaults May Occur?, What Are Technical Defaults?” The most significant technical defaults are invasions of debt service reserve funds for the securities. When a reserve fund is invaded on an unplanned basis, it means the issuer or borrower did not make a payment when due. See Chapter 12 “Investor Questions and Answers (Q&As),” the section and subsection entitled “What Are Basic Provisions in Securities Structures?, What Are Debt Service Reserve Funds?”



KEY POINT:

Bankruptcies in the municipal securities market are extremely rare.





In many cases, when reserve fund draws do occur, the issuer or borrower is able to work out its financial issues.

Occasionally, although not commonly, for reasons unique to particular securities issues, municipal securities structures may create intentional uses of reserve fund dollars that do not signal fiscal issues. When such a structure is used, the planned reserve fund draws should be disclosed in official statements at the time the securities are first offered.

What Is the Incidence of Municipal Bankruptcy?

Defaults on municipal securities are not the same as bankruptcies. Municipal securities can, and do, default without the issuer or borrower entering into bankruptcy. Likewise, municipalities can enter bankruptcy without defaulting on their securities.

The relevant chapter of the Bankruptcy Code for municipal securities issuers is Chapter 9. (Private borrowers use Chapter 11 or Chapter 7; individuals use Chapter 13.) Under the legal provisions of Chapter 9, creditors are not able to force a municipal issuer into involuntary bankruptcy. The issuer must file voluntarily on its own, a step that the vast majority of issuers diligently avoid. Chapter 9 limits the power of bankruptcy courts, so that the courts cannot interfere in municipal governmental affairs (which include municipal revenues, property, and local legislative affairs). Municipalities prepare and submit their own remedial plans to bankruptcy courts.

An important aspect of the municipal securities market is that state and local governments almost never experience bankruptcy. Bankruptcies in the municipal securities market are extremely rare. Chapter 9 of the Bankruptcy Code, which applies solely to local governments, has proved to be expensive, uncertain, time-consuming and burdensome to the municipal entities using it.

Of the 90,000 estimated governmental entities in the United States based upon Census data, in 2010, only 6 municipal bankruptcies were filed, all of which were by small municipalities and special districts. That was a decrease from 10 filings in 2009.

Chapter 9 does not permit states to file for bankruptcy. James Spiotto testified that, since the post–Civil War era of the late 1800s, only one state has defaulted on a general obligation security. That state, Arkansas, did so during the Depression, but paid all of its investors on a delayed basis after refinancing its debt.

Moreover, local governments cannot enter into Chapter 9 proceedings unless the laws of their states permit it. According to Mr. Spiotto,


Municipalities have to be specifically authorized by their state to file Chapter 9 municipal bankruptcy. Only the municipalities in 12 states are specifically authorized to file (and in 12 additional states the authorization is conditional on the approval of some state official or commission to file).



The 12 states that Mr. Spiotto identified as permitting municipalities to file for bankruptcy as of October 2011 are:


States Specifically Authorizing Local Governments to File for Bankruptcy

Alabama

Arizona

Arkansas

Idaho

Minnesota

Missouri

Montana

Nebraska

Oklahoma

South Carolina

Texas

Washington



Mr. Spiotto added that:


Another 12 States authorize a filing conditioned on a further act of the State, an Elected Official or State entity (CA, CT, FL, KY, LA, MI, NJ, NC, NY, OH, PA, RI). Three states (CO, OR and IL) grant limited authorization, two states prohibit filing (GA) but one of them (IA) has an exception to the prohibition. The remaining 21 are either unclear or do not have specific authorization.



The map (Exhibit 1.17) was provided by Mr. Spiotto to illustrate those differences among states in terms of their approach to Chapter 9 bankruptcy filings by their municipalities.



KEY POINT:

Of the 90,000 estimated governmental entities in the United States, in 2010, only 6 municipal bankruptcies were filed, all of which were by small municipalities and special districts. That was a decrease from 10 filings in 2009.





One caution is that losses may be realized when the payment of municipal securities is dependent upon the performance of private parties. Bankruptcies or reorganizations of private parties occur generally under Chapters 7 or 11 (but not Chapter 9) of the Bankruptcy Code.



SMART INVESTOR TIP

If information is not available on a municipal borrower on a timely basis, don’t buy the securities.





Reliance upon private performance may occur in the form of obligations to make payments that are to be applied to pay municipal securities, such as in an industrial development bond issue. It may also occur in terms of development of property associated with municipal infrastructure, such as infrastructure to serve a future housing development in a land-based district, or in the form of a municipal parking garage to serve a private shopping mall to be developed or refurbished by a private party. Additional examples of private involvement include municipal securities issued for profit-making or nonprofit hospitals or nursing homes, multi-family housing apartment projects, airport financings supported by airline revenues, and stadium and arena financings for professional sports teams. See Chapter 4, “General Fund and Other Municipal Securities,” the section entitled “Private Involvement.”


Exhibit 1.17
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Source: James E. Spiotto, Partner, Chapman and Cutler LLP, Chicago, IL (October 10, 2011).



It is important for you to understand when private performance is critical to municipal securities credits, and if so, how.

Will Pension Liabilities and Spending Patterns Cause Extensive Bankruptcies or Defaults?

Despite media hype, state and local government pension liabilities, OPEB liabilities (such as retiree health care benefits), and spending patterns should not cause extensive bankruptcies or defaults.

As I discuss earlier, there are substantial legal, economic, and practical barriers to municipal bankruptcy filings.

Security in the form of obligated taxes and dedicated revenues is enforceable under state law. Securities with that protection often require that municipal issuers raise taxes or fees as much as is necessary in order to pay principal of and interest on the securities.

James Spiotto adds that bankruptcy courts should not overturn dedicated revenue security and should not overturn a state statute providing that security; that dedicated revenues securing revenue securities are considered to be “special revenues” that are protected in Chapter 9 bankruptcy; and further, that precedent should support similarly strong protection for general obligation securities, if they are secured by obligated taxes supported by statutory liens. The statutory liens should render those securities protected in the event of a Chapter 9 bankruptcy. You may wish to review bond counsel opinions and official statements to verify that bond counsel has opined that any general obligation securities you are considering have the support of a statutory lien.

In other securities issues, while compromising other forms of obligations (e.g., claims of general creditors, suppliers and employees under union contracts), municipalities preparing remedial plans seek to avoid harming their securities investors because of the need for continued market access.

Localities situated in states in which bankruptcy filings are permitted to be pursued legally are well-aware that the proceedings are extremely expensive, cumbersome, and time-consuming, with uncertain outcomes. Those localities are aware that, if they enter bankruptcy, the communities will have severely damaged their reputations with investors and may pay a significant price in the market for years to come.



SMART INVESTOR TIP

It is important for you to understand when private performance is critical to municipal securities credits, and if so, how.





Those are key reasons why defaults occur so rarely by governmental entities and even more rarely by governmental entities with outstanding municipal securities.

How Can I Obtain More Information?

Regardless of the high level of safety of many municipal securities, prudence dictates that you always understand the securities you are considering. I recommend that you seek out available information, such as identified in Chapter 2, “Basic Information Resources,” and in the Appendix to this book. If suitable information is unavailable on a timely basis, you may wish to avoid the issuers and borrowers and their securities.



SMART INVESTOR TIP

Regardless of the high level of safety of many municipal securities, prudence dictates that you always understand the securities you are considering. I recommend that you seek out available information, such as identified in Chapter 2, “Basic Information Resources,” and in the Appendix to this book.





Fortunately, although there remains room for improvement in the content and timing of municipal securities disclosure, substantial information is available on all newly-issued municipal securities. Further, information in the secondary, or trading, market is improving, even if it is imperfect.

One of my purposes in writing this book is to show you how to obtain available information.

For Additional Information


	Ernesto A. Lanza, deputy executive director and chief legal officer to the Municipal Securities Rulemaking Board (MSRB), written testimony at the Securities and Exchange Commission’s Field Hearing in Jefferson County, Alabama, on the State of the Municipal Securities Market, at 6 (July 29, 2011), stating that “The 1.5 million municipal securities compares with 5,700 equities that trade on U.S. exchanges and about 254 Treasury securities.”






KEY POINT:

The Appendix provides you with information about how to find additional resources. Those resources include market data at Bloomberg.com and the MSRB’s EMMA website, which contains disclosure documents and real-time trading data.






	There are other types of failures, of varying degrees of seriousness, to comply with securities requirements. These are known in the market as “technical defaults.” They are discussed under Chapter 12, “Investor Q&As—What Are ‘Technical Defaults’?”
   Historical default data in the municipal market have been difficult to obtain and define, with differing default concepts (such as when credit enhancement pays defaulted payments or when draws are made on reserve funds) and public vs. private purposes.
   Among the more serious technical defaults are issuer or borrower payment defaults that require unscheduled draws on reserve funds pending workout efforts. Those occurrences may or may not lead ultimately to payment defaults to investors. See also Chapter 12, “Investor Questions and Answers (Q&As),” in the section and subsection entitled “What Are Basic Provisions in Securities Structures?, What Are Debt Service Reserve Funds?”
   Sometimes, parties tracking defaults may include in their default statistics difficulties resulting in draws on reserve funds or may include staged defaults at the behest of federal agencies or bond insurers as part of workout programs. Many of those occurrences do not result, however, in missed payments to investors. For example, when draws on reserves occur in the context of traditional water or wastewater revenues securities, issuers use the time period afforded by the reserve funds to increase user charges in order to comply with rate covenants, as discussed in Chapter 5, “Revenue Securities,” in the section and subsections entitled “Traditional Revenue Securities, Why Are Traditional Revenue Securities Extremely Safe?” and “What Are Rate Coverage Requirements?”
   Another possibility is that some parties may assume that, when a governmental issuer enters Chapter 9 bankruptcy, all the municipal securities of that issuer are defaulted. Those assumptions are distinctly inaccurate. Indeed, a central point of this book is that traditional revenue securities are protected in Chapter 9 bankruptcies, and that, based upon precedent, general obligation securities secured by obligated taxes supported by statutory liens should be similarly protected.
   The default data cited in this book does not include such incidents.


	Testimony of Matt Fabian, Managing Director, Municipal Market Advisors, Before the House Judiciary Committee, Subcommittee on Courts, Commercial and Administrative Law at 4–5 (February 14, 2011).
   These data would not include defaults that are not reported to EMMA.


	Information provided for this book by James Spiotto. See also Testimony of James E. Spiotto, Partner, Chapman and Cutler LLP, Before the House Judiciary Committee, Subcommittee on Courts, Commercial and Administrative Law at 2 (February 14, 2011).


	This book points out that general obligation securities are stronger than lease-purchase securities, although both of those sectors have good records on an historical basis. The original data published by Fitch Ratings show that general obligation securities (unlimited and limited tax) provided 0.38% of the total defaults in the municipal market during the 1980 through 2002 period, while certificates of participation, usually lease financings, provided 1.37%.


	Testimony of Robert Kurtter, managing director, U.S. Public Finance, Moody’s Investors Service, Before the United States House of Representatives Oversight Committee on TARP, Financial Services and Bailouts of Public and Private Programs at 4, 7 (March 15, 2011) (“There is unprecedented strain on the U.S. public finance sector and this is reflected in the negative outlooks we have on all major sub-sectors in this market.”; “[W]e do not expect any states to default on their bond obligations in the next twelve to eighteen months. In the Moody’s-rated local government sector, we expect a relatively small increase in defaults from historically low levels, but we do not expect a wave of defaults.… We expect there will likely continue to be selective instances of severe credit stress.”)


	Testimony of Robin Prunty, managing director, Ratings Services, Standard & Poor’s Financial Services LLC, Before Committee on Oversight and Government Reform, Subcommittee on TARP, Financial Services and Bailouts of Public and Private Programs, United States House of Representatives at 2 (March 15, 2011) (“S&P”) (“S&P believes the difficulties faced by states and municipalities will give rise to tough policy decisions, but not defaults for our rated universe in the overwhelming majority of cases. This is because debt obligations are secured either by a specific pledge of the government’s full taxing authority or dedicated taxes, user revenues or fees, and there is often a priority status for debt relative to other obligations. We generally have seen a very strong commitment by governments to their debt obligations over time, despite difficult economic cycles.”)


	During the Depression, the 1.65% is a percentage of debt service actually in default (e.g., semiannual payments), not total principal amount of defaulted municipal securities for which future payments were not yet due. The percentages are greater for total principal amounts of securities in default.


	Petersen, “Municipal Defaults: Eighty Years Does Make a Big Difference” at 6 (2011), from a book in preparation. Dr. Petersen adds that “The occurrence of default was both swift and short-lived,” finding it contemporaneous with widespread closures of local banks that served as paying agents for the municipalities. The paper prepared by Dr. John Petersen of George Mason University concludes at 20:

This paper provides evidence that, in addition to the 80 years of general prosperity that has occurred in the nation, the wave of defaults in the 1930s dramatically overstated the apparent fiscal difficulties. First, the defaults in the 1930s were short-lived and the ultimate losses were small in the aggregate, amounting to 0.5% of principal. The subsequent years saw default rates that were low and driven by two large instances since 1980, the defaults of WPPS [Washington Public Power Supply System] and Jefferson County Alabama. If these two defaults are excluded, the average default rate on municipal securities has been 0.10% to 0.24%, and the defaults that have occurred were concentrated in housing, economic development and medical-care bonds, many of which are small and most, unrated.

   Dr. Petersen attributes many municipal defaults during the Depression to bank failures and temporary closures that prevented municipal issuers from accessing their funds in order to make debt service payments to investors. This was remedied, according to Dr. Petersen, when the banking system re-opened.
   Dr. Petersen stated:

There may indeed be hundreds of small defaults that occur over the years, but they are unrelated to the operations of governments. These defaults almost invariably involve special development districts, housing projects, and medical facilities that represent small, speculative undertakings that are financed by revenue bonds. The bond issues are typically unrated and small in size. But the woes of this fringe of this market can generate “body counts” that seem impressive, while they are completely misleading as to the sector as a whole. A reprise of the post World War II period shows that a handful of defaults accounted for the great bulk of dollars involved: just two defaults amounted to 48% of all the principal of defaulted bonds during the last 40 years.


	SIFMA Municipal Bond Credit Report. Full Year 2010. Dr. Petersen notes the average size of issue for general obligation bonds was $17 million. That for revenues bonds was $52 million. It is estimated that the average size of bonds reporting default was $30 million. Thus, Dr. Petersen suggests the Bloomberg defaults on governmental bonds would imply $2.3 billion reporting default in government supported debt and $9.4 billion in private-purpose debt. On the other hand, the MMA results would imply $10.5 billion in defaulting private-purpose bonds and $1.1 billion in government supported bonds at current rates of default.


	Fitch Ratings “Municipal Default Risk Revisited” (June 23, 2003); Fitch Ratings, “Default Risk and Recovery Rates on U.S. Municipal Bonds” (Jan. 9, 2007).


	California Municipal Bond Advisor, “Lessons from Vallejo’s Bankruptcy for Smaller (and Bigger) Investors” at 3, 8 (Jan. 2011). The Bond Advisor stated “Our point is that a bankruptcy filing by a city shouldn’t harm certain ‘special revenue’ bonds or so-called ‘related entity’ obligations….”


	The conditional authorizations require localities to consult first with state authorities. Many states themselves prefer to avoid bankruptcies among their local governments and frequently are inclined first to impose remedial budgetary restrictions and, if necessary, to provide financial assistance.
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Metro Trans Auth-A NY 07/2011 5000  11/15/37 8670000 100.347 4955 112
Met Trans Auth NY 10/15/09 5871  11/15/39 7315000 104624 5545 87
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Tavares-A-Osprey Ldge FL 0722111 9000  07/01/46 5145000 97.340 9000 112
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Volume numbers do not include trades > $1mm due to MSRB reporting restrictions.
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Washington $741 million GO
Maine Health and Higher Ed $290 million Rev
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Maryland $618 million GO
San Diego Water $98 million Rev

Montgomery County MD $579 million GO
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City of New York NY 2010 62,470.58
City of Los Angeles CA 2010 4,185.43
City of Philadelphia PA 2010 3348.12
City & County of San Francisco CA 2010 279865
City of Chicago IL 2010 261085
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City of Jersey City NJ 2010 700.52
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State/Territory

Individual Rate (net of 35% Federal Income Tax)

Corporate Rate

Alabama 325 650
Alaska none 240
Arizona 295 697
Arkansas 455 650
California 670 884
Colorado 301 463
Connecticut 423 750
District of Columbia 553 098
Delaware 452 870
Florida none 550
Georgia 390 600
Guam none none
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Amount Outstanding

State for Investors (Billion) State for Investors (Billion)
California 5857 Oregon 374
New York 3736 Alabama 365
Texas 3200 Nevada 334
Tlinois 1908 DC 305
Fiorida 1825 Mississippi 26.1
Pennsylvania 1484 Utah 248
New Jersey 1355 Kansas 242
Ohio 1134 lowa DI
Massachusetts 107.1 Oklahoma 205
Puerto Rico 105.1 Nebraska 184
Michigan 887 New Mexico 179
Washington 839 Hawail 165
Georgia 79.1 Rhode Island 150
Colorado 699 Montana 142
Virginia 665 Arkansas 130
Arizona 61.7 New Hampshire 122
Indiana 61.1 Alaska 118
North Carolina 603 West Virginia 118
Missouri 589 Idaho 115
Minnesota 558 Delaware 93
Tennessee 505 Maine 88
Marytand 503 South Dakota 78
Connecticut 478 Vermont 6.4
Wisconsin 473 North Dakota 44
South Carolina 409 Wyoming 40
Kentucky 385 Virgin Islands 25
Louisiana 383 Guam 20
Total (including other
territories) 37124
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Principal Yields Principal Yields.

71/2012" $2,025,000 0.410% 1,990,000
7112013 2,035,000 0.759% 2,005,000
7112014 2,055,000 1.081% 2,025,000
71/2015 2,080,000 1.540% | Serial Bonds 2,050,000
71/2016 2,115,000 1.783% | (Annual 2,085,000
7M/2017 2,160,000 2.065% | Maturities) 2,125,000
7112018 2,205,000 2.350% 2,175,000
71/2019 2,260,000 2575% 2,230,000
7112020 2,325,000 2.803% 2,200,000
7112021 2,390,000 2.980% 2,360,000
7112022 $2,480,000 4315% 2,455,000
71112023 2,590,000 4315%  Term Bonds 2,570,000
71112024 2,705,000 4315% 2,685,000
71112025 2,825,000 4315%  Mandatory 2,810,000
71112026 2,950,000 4315%  Redemptions 2,940,000
71112027 3,075,000 4315%  (Single Matu 3,075,000
7112028 3,215,000 4.315% Ini2057) 3,220,000
71112029 3,355,000 4315% 3,365,000
71112030 3,505,000 4.315% 3,525,000
7112031 5,655,000 4315% __ Final Maturity 3,685,000
7112032 53,830,000 2810% 3,860,000
71112033 4,015,000 4.810% 4,050,000
71112034 Term Bonds 4,215,000 4810% 4,250,000
71112035 4,425,000 4810% 4,455,000
71112036 Mandatory 4,640,000 4810% 4,675,000
71112037 Redemptions 4,870,000 4810% 4,905,000
71112038 (Single Maturity 5,110,000 4.810% 5,145,000
71112039 In 2041) 5,360,000 4.810% 5,395,000
7/1/2040 5625000 4810% 5,660,000
712041 Final Maturity 5,905,000 4.810% 5,940,000

Totals _$21,650.000 $ 30,355,000 $47,995,000 $100.000,000
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Collection (Tax)

Total Assessed

Year Real Property Personal Property Public Utility Valuation

2005-2006 $3216029,630 $ 825,004,701 $ 429,022,840 $ 4,471,157,171
2006-2007 3,250,067,850 865,315,006 431,250,654 4556543410
2007-2008 3266073550 871,441,801 433,661,588 4572076939
2008-2009 3,262,083870 872,692,157 436128077 4571,805,004
2009-2010 3,250,626,330 873,534,596 437,258,063 4570419889
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] |-} [-] |-} -] State of Indiana
®m Estimates mCurrent Values
Income Statement 0:Jun 10 A 0:Jun 09 A 0:Jun 08 A 0:Jun 07 A 0:Jun 06 A
General Fund
Period End Date 2010-06-30 2009-06-30 2008-06-30 2007-06-30 2006-06-30
Revenues
» | Total Revenues 11,558.69 12,405.18 10,912.87 9,653.63 9,200.16
Expenses
Total Operating Expenses 10,588.63 10,550.59 8,963.61 8,374.70 8,269.82
H
Units ]
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Local General Fund
Securities

Most commonly are
bonds.

Usually are leases or par-
ticipations in leases (called
COPS) o lease revenue
bonds.

Secured by pledged
taxes, either unlimited tax
or, in some states, limited
tax.

No specific tax security; se-
cured by issuer’s general fund
as another expenditure pay-
able from the issuer's receipts
allocable to the general fund.

Taxes or securities are
often voter approved.

Voters rarely have a direct
role in the issuance of gen-
eral fund securities.

Future payment is pro-
tected by obligations to
levy and collect taxes.

Annual appropriation usually
is required in order to obligate
monies for lease payments in
each fiscal year (in Califor-
nia and Indiana, abatement
leases may be used requiring
lease payments if faciliies
are available for governmental
use).

Essentiality of tinanced
governmental tacilities is
irmelevant due to obliga-
tion to levy and collect
taxes to pay securities.

Essentiality of leased govern-
mental tacilties s a key credit
consideration.

Tax levy enforceable
under state law.

State law protection limited
to agreement to pay from
available and appropriated
general fund monies.

Based upon precedent,
should be protected in
bankruptcy when state
law provides a statutory
lien.

No specially protected bank-
ruptey status.
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Statewide BAB Issuance Total Issuance ($Millions) % of Total
Califomia 30034 2080%
New York 20757 11.06%
Texas 166780 889%
linois 11,770 627%
Ohio 8062 478% 51.80%
New Jersey 16680 889%
Washington 6213 331%
Florida 5778 308%
Pennsyhvania 5,054 260%
Massachusetts 4852 259%
Colorado 4,140 221%
Georgia 3950 211%
Virginia 3881 207%
Maryland 3494 186%
Missouri 3,184 170%
Kentucky 3052 163%
Michigan 3039 162%
Utah 2947 157%
Nevada 2626 140%
Wisconsin 2297 119%
Indiana 2,143 114%
District of Columbia 2040 109%
Tennessee 2020 108%
Connecticut 2002 107%
Avizana 1999 107%
North Carolina 1896 101%
Kansas 1679 089%
Minnesota 1581 084%
Hawail 1333 071%
South Carolina 1,268 068%
Puerto Rico 1,106 059%
Nebraska 1,085 058%
Oregon 1026 055%
Louisiana 953 051%
Alzbama 839 045%
Mississippi 833 044%
Oklahoma 816 043%
lowa 795 042%
Delaware 519 028%
New Hampshire 449 024%
South Dakota 419 02%%
Alaska 370 020%
New Mexico 286 0.15%
Wyoming 193 0.10%
Vermont 161 009%
ldaho 143 008%
North Dakota 121 006%
West Virginia, 108 006%
Maine 104 006%
Rhode Island 80 004%
Montana 63 003%
Akansas ) 002%
United States 187,660 100.00%
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MSRB TRANSACTION REPORTS Page 4/ 62
MA LISTINGS
1) 121835YA4 BURLINGTON MASS MUN PURP LN 7/19/11 MA

N.A. DTD: 7/26/2011 Cpn: 4.125%
Price/Yield Hi:100.375/ 4.078 Lo:100.
2) 121835YF3 BURLINGTON MASS MUN PURP LN
N.A. DTD: 7/26/2011 Cpn: 4.500
Price/Yield Hi:100.000/ 4.500 Lo:100
3) 132285YF8 CAMBRIDGE MASS MUN PURP LN
AAA DTD: 2/ 1/2005 Cpn: 4.000
Price/Yield Hi:110.450/ 0.902 Lo:110
4) 192450VA9 COHASSET MASS MUN PURP LN
N.A. DTD: 8/ 1/2009 Cpn: 4.000
Price/Yield Hi:112.721/ 1.497 Lo:112.
5) 236469P22 DANVERS MASS MUN PURP LN
AA+ DTD: 7/ 7/2011 Cpn: 4.000
Price/Yield Hi:102.726/ 3.670 Lo:101.
6) 236469P97 DANVERS MASS MUN PURP LN
AA+ DTD: 7/ 7/2011 Cpn: 4.375
Price/Yield Hi:100.375/ 4.328 Lo: 97.
Yields & Average Trade Price calculated
Volume may not include trades over 1 mil

Mat: 7/15/2031 Vol: 115,000 (3x)
375/ 4.078 Avg:100.375/ 4.078 (3x)
7/19/11 MA

Mat: 7/15/2036 Vol: 215,000 (4x)

.000/ 4.500 Avg:100.000/ 4.500 (4x)

7/19/11 MA

Mat: 1/ 1/2015 Vol: 40,000 (4x)

.085/ 1.004 Avg:110.258/ 0.955 (4x)

7/19/11 MA
Mat:11/15/2016 Vol: 100,000 (1x)
721/ 1.497 Avg:112.721/ 1.497 (1x)

7/19/11 MA
Mat: 7/ 1/2026 Vol: 200,000 (3x)
726/ 3.790 Avg:102.309/ 3.719 (3x)

7/19/11 MA
Mat: 7/ 1/2033 Vol: 30,000 (3x)
750/ 4.538 Avg: 98.708/ 4.468 (3x)
by Bloomberg * Floater
lion Rating is Bloomberg Composite

Austrelia 61 2 9777 000 Brazil 51 3049 4500 Europe €420 7330 7500 Germeny 43 63 3204 1210 Hons Kons 952 2377 6000

Japan 81 3 3201 £300 Singapore 65 6212 1000 51

212 318 2000 Copuright 2011 Bloomberg Finance L
SN 258301 o1 onTSi00 815 d0i-2 Toauatzoll 1005 41
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Curve Date
1) G.O. AM Vields _____ [o/§07/19/11 |&
|- M07/19/11 | F 19/11 |@
lReverse
il 2
GO-AAA  TREASURY

" Term | 7/19/11 ‘ 7/19/11 ‘( S/pread )! Sp(r%e)ad
+/- BPs;

1vYr 0.210 0.235 =] 89.2
2 Yr 0.420 0.417| 100.7,
3 Yr 0.670 0.641 3 104.5
4Yr 0.950 1.030 -8 92.3
5 Yr 1.270 1.443 -17, 88.0
7 Yr 1.940 2,173 =23 89.3
10 Yr 2.900 3.024 512} 95.9)
15 Yr 3.850 3.679 17 104.7
20 Yr 4.110| 3.996 11 102.8
25Yr 4.320 4.102 22 105.3
30 Yr 4.340| 4.206 13 103.2

NOTE: Muni yields will be grossed up by tax rates.

MYC

Muni

0
v 3 Sy 7Y

107 207 30¢

fustralia 61 2 9777 8600 Brazil SSi1 3048 4500 Europe 44 20 7330 7500 Germany 49 69 9204 1210 Hong Kono 852 2977 6000
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Copuright 2011 Bloomberg Finance L.P.
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EquityCF

Enter all fields and press <GO> to continue.

@ = As Reported Data * Vv = Image (= Info

Company [8[§YKe) DEICREN M Rece

Form Type [l

® Include Related Company Filings  ®Include Insider Filings

"7 'Document Type | Received = Period Reporting Entity/Security’ Lang | Size| | ||
23) Annual Report 01/24/11 06/30/10 7903MF US Equity English 5894K
24) Annual Report 12/09/10  06/30/10 7903MF US Equity English 1884K
25)V Annual Report 04/08/10  06/30/09 7903MF US Equity English 1571K
26)V Annual Report 11/18/09  06/30/09 7903MF US Equity English 216K
27)V Annual Report 03/19/09  06/30/08 7903MF US Equity English 5731K
28) vV * Annual Report 04/08/08 06/30/07 7903MF US Equity English  5392K
29)V Annual Report 03/13/08  06/30/07 7903MF US Equity English  9701K
30) vV Annual Report 03/22/07 06/30/06 7903MF US Equity English  6007K

Australia 61 2 9777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germany 43 69 9204 1210 Hong Kong 852 2977 6000

Japan 81 3 3201 8300 Singapore 65 6212 1000

U.s. 1 212 318 2000 Copuright 2011 Bloomberg Finance L.P.
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E Periods Y ERMNE

City of New York NY

mEstimates  mCurrent Values Quick Field a Field
Income Statement T 0:Jun 10 A 0:Jun 09 A 0:Jun 08 A Jun 07 A 0:Jun 06 A
+ Other Tax Revenues 1,920.94 1,975.69 2,619.25 2,892.58 2,380.74
+ Charges for Services 2,538.98 2,244.92 2,125.87 1,920.75 1,836.96
+ Federal and Other Grants 20,700.80 19,495.41 18,330.13 16,625.63 15,930.75
+ Investment Earnings 22.16 123.90 376.80 473.06 362.20
+ Miscellaneous Revenues 2,007.67, 2,112.28 1,990.18 1,849.50 1,559.69
Total Revenues 62,470.58 59,849.09 61,423.52 58,710.80 53,900.78
Expenses
- General Government Expenses 2,038.52 1,917.78 1,827.65 1,619.92 1,530.07
- Health Expenses 1,661.16 1,843.33 1,587.84 2,272.48] 2,757.80
» - Education Expenses 19,130.00 18432.73 17,475.85 16,325.22 15,344.62
- Human Resources Expenses 10,364.41 9,789.77 9,573.15 9,572.41/ 8,032.97
- Public Safety Expenses 8,000.45' 7,683.11 7,258.57 6,841.91 6,693.91
- Public Service Expenses 210.54 366.31 266.40 330.06 261.14
- Social Services Expenses 12,370.11 12,151.26 12,511.34 11,078.05 10,147.67
- Transportation Expenses 1,223.87 1,269.99 1,187.10 1,020.89 954.15
- Judicial Expenses 568.25 623.19 625.39 564.04 516.80
- Recreation Expenses 434.35 445,19 450.15 410.67 376.81
- Community Development Expenses 813.88 796.80 679.58 641.22 721.48
- Environmental Expenses 2,667.04 2,199.57 2,082.73 1,943.30 1,836.40
- Other Program Expenses -650.31 172.35 312.56 177.80 105.39

 Interest Debt Service n/z n/a n/a n/a n/a

%) Units Zoom % &

et nali e ek Kesolereziss TRac4 Rt so0Re rceclft Mechzs s oolasrnean i sNes s 2044 2 0Rbonofk snal=2fe a7 s000
P

Japan 81 3 3201 8300 Singapore 65 6212 1000 U.s. 1 212 318 2000 Copyright 2011 Bloomberg Finance
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Issuer CALIFORNIA ST Cusip  13063A4Y7

Issue VAR PURP

Coupon  6.00000 Maturity 04/01/38 Issued 04/01/09 State CA

Range (ZIOVAVEE] - (PGVEE]  view TR  1rade Size NISEEEE
Agg. Volume (M) Agg. Trades Trade Days High Low

2,625 G5 8 110.784 105.210

" Date [ Volume (M) Trades # High! Low! Average
3)07/18/11 400 5] 109.510 106.330 107.649
4)07/14/11 145 2 109.322 109.322 109.322
507/12/11 620 8 110.784' 107.123 109.339
6)07/11/11 240 12 109.037 105.878 107.446
1)07/08/11 450 8 107.546' 105.210 106.696
8)07/07/11 280 il 106.396 106.396 106.396
9)07/06/11 265 4 106.875 106.470 106.571
10)07/05/11 225 4 109.011 106.971 107.494

Average Price calculated by Bloomberg. Volume may not include trades over 1 million
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Curve Date
1) H 07/19/11 |
|- M07/19/11 | IF 19/11 |&
lReverse
il 2
GO-A _ TREASURY Z
[ Term |7/19/11 ‘ 7/19/11 ‘ Spread , Spread
(+/-BPs)| (%)  °©
1vYr 1.040 0.235 80 4420
2 Yr 1.280 0417 86 306.9
3Yr 1.570 0.641 93 2449 4
4 Yr 1.920 1.030 89 186.5
5Yr 2.330 1.443 89 161.5 3
7Yr 3.210 2,173 104 147.7
10 Yr 4.220| 3.024 120 139.5 2
15 Yr 4.750 3.679 107 129.1
20 Yr 5.090 3.996 109 1274 1 /
25Yr 5.800 4.102 170 1414 e
30 Yr 5.850) 4.206 164 1391 av 3y sy v 10y 157 207 257 0¥

NOTE: Muni yields will be grossed up by tax rates.
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Total Par Value

First half 2011 2 $ 511 million
First half 2010 53 $1,546 million
First half 2009 67 $ 1,471 million
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Country/State Price
State of llinois 194,000
State of Calfornia 141.35
State of Connecticut 130.25
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City of New York NY 12091
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State of Ohio 10829
Commonwealth of Pennsylvania 107.72
State of New York 9847
State of Wisconsin 9320
State of Maryland 8486
State of North Carolina 7050
State of Minnesota 72.10
State of Texas 7013
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Lead Underwriter

% Underwritten

% Underwritten
through June

2006 Lead Underwriter % Underwritten 2010 Lead Underwriter 30,2011
Cifigroup 24 Citigroup 138 Cifigroup. 2.1
Merill Lynch ot Banc of America Merrill 128 Morgan Starley 12
UBS 86 JP Morgan 109 Banc of America Merril 102
Goldman 77 Morgan Stanley 91 JP Morgan 101
JP Morgan 60 Barclays 7.1 Wells Fargo Bank 51
Lehman 54 Goldman 56 Barclays 45
Bear Steams 48 RBC Capital 44 REC Capital 44
Morgan Stanley 24 Morgan Keegan ag Morgan Keegan 43
Banc of America a8 Wells Fargo Bank 26 Piper Jaffray 34
RBC Capital 38 Robert W, Baird 22 Goldman Sachs 34
Other 341 Other 283 Other 315
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Amount Outstanding
Type of Revenue ($ Billions)
State General Fund or Ad Valorem property tax (GO) 727
Ad Valorem property tax (school districts) 426
Hospital revenues 270
Water and sewer revenue 260
Higher education revenues 215
Miscellaneous taxes 204
Housing revenues 187
Nuclear, public power, solid waste and municipal utility system revenues 185
Economic or corporate-backed industrial development 134
Government-backed leases, public facility leases 128
1obacco settlement 106
Toll-backed roads/bridges/tunnels 101
Airport revenues 86
Land-secured 62
Public transportation revenues 54
Long-term care revenues 46
Cultural and human service provider charities 22
Other 455
TOTALS 3668
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Selling Amt
Date Issue State Tax (MM) 1 Year 5 Year 10 Year 20 Year Status T Senior Manager

07/18 Texas pub fin auth-ref TX N 344.02 3.000/NRO  5.000/1.330 5.000/2.890 4.000/4.200  Final Negt Siebert brandford shank
07/18 Tampa bay water-a-ref FL N 140.65 2.000/0.400 5.000/1.690 3.125/3.210 - Final Negt Citigroup global mkts inc.
07/18 Washington-b2 WA N 89.35 - 5.000/1.360 5.000/2.880 4.000/4.080 Final Negt Jp morgan securities inc.
07/18 Mountain view regl pk-a CA N 39.03 2.000/1.125 4.000/3.030 5.000/4.600 5.500/5.600 Final Negt Stone & youngberg lic
07/18 Florida comm wtr/swr-ref FL Q 8.69 2.000/0.700 2.500/2.040  4.000/3.600 4.750/4.780  Final Negt Crews & associates inc.
07/1911:00  Eastport-south manor csd NY N 20.65 - 2.000/1.350  3.000/2.880 4.000/NRO  Awarded Comp Ubs financial services
07/1911:00  Dodge cnty wi N 16.09 2.000/NRO  3.000/1.450 3.000/2.950 4.200/4.200 Awarded Comp Robert w. Baird & co. Inc.
07/1911:00  Saint paul isd #625-ref MN N 16.01 - 4.000/1.280 3.000/2.870 - Awarded Comp Robert w. Baird & co. Inc.
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Sector % of Total Defaults

Corporate-Backed IDBs 319
Housing 5.1
Long-Term Care 194
Land-Secured 102
Hospitals 55
Utiities 35
GO & Lease’ 18
Public Faciliies 12
Transportation 10
Education 08

Municipal Market Advisors, *Corporate Ratings for Munis" at 1
(Jan. 17, 2008), drawing on a Fitch Ratings report on defaults
between 1980 and 2002. The Fitch report from which MMA drew
the data is Fitch Ratings, “Municipal Default Risk Revisited” (June
23,2003).

Although the table groups GO (general obligation) securities
and leases together, they are quite different in terms of investor
considerations. You should review the separate sections in this
book relating to general obligation securities, on one hand, and
leases and other general fund securities, on the other.

“The table, as published by MMA, combined general obligation
securities and certificates of participation (lease-purchase
securities) to reflect the aggregate 1.8% share of total defautts.
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<HELP> for explanation. EquityMIFA
1<G0> to Show Charts, 2<GO> to Show Templates, Click numbers for transparency

City of New York NY

m Estimates m Current Values Quick Field
Balance Sheet I 0:Jun 10 A] 0:Jun 09 A 0:Jun 08 A 0:Jun 07 A 0:Jun 06 A
General Fund
Period End Date 2010-06-30 2009-06-30 2008-06-30 2007-06-30 2006-06-30
Assets
+ Cash & Near Cash 5,229.06 6,847.97 4,685.42 6,429.08' 7,936.28
+ Marketable sec 34093 712.11 2,150.18 136.73 258.40
+ Accounts & Notes Receivable 5,837.56 5,484.86 5,996.00 6,110.03 5424.37,
+ Other Receivables 8,100.20' 6,068.88 5,158.89 4511:52/ 4,211.30
+ Due from Other Funds 2,795.20° 2,199.37 8,253:33 2,956.38] 2,289.65
+ Other Assets 1,039.23 1,128.40 842.99 860.02 922.14
Total Assets 23,350.49 22,441.59 22,086.81 20,703.76 21,042.14
»
Liabilities
+ Accounts Payable 9,792.49 10,220.56 10,251.22 9,196.93 9,517.81
+ Accrued Liabilities 353.27 32331 394.83 375.29 394.24
+ Unearned Revenue (Ra57 bd) 10,172.57 9,603.58 Gi553150 ChpalLgal
+ Due to Other Funds WEl n/a n/a n/a n/a
+ Due to Other Component Units 88.24 Rk} 22.93 15.72] 8.51
+ Tax Overpayments 223.90 161.91 267.40 134.70 88.83
+ Other Liabilities 1,092.91: 11291 13114:54 1,000.24] 898.86
Total Liabilities 22,908.34 22,004.58 21,654.50 20,276.47 20,619.65
J ..Fund Balances i
%) Units [IME Zoom 1% %

Australia 61 2 9777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germany 43 69 9204 1210 Hong Kong 852 2977 6000
Japan 81 3 3201 8300 Singapore 65 6212 1000 U.s. 1 212 318 2000 Copyright 2011 Bloomberg Finance L.P
SN 268301 CDT GMT-5:00 G515-401-2 10-Aug-2011 09:42:43
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Year Annual LT Fixed-Rate Issuance (Bn)
2003 293
2004 367
2005 312
2006 296
2007 338
2008 281
2009 379
2010 408
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Country/State Price
Greece 180338
Ireland 86281
Ital 39500
State of lllinois 19400

This puts Tllinois in
context with worldwide
CDS. As Joe Mysak puts
it, Tlinois is not Greece.
Nor Ireland.
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<HELP> for explanation. Muni TDHM
<MENU> to Return

Issuer WINTER SPRINGS FLA Cusip  976073AQ9

Issue

Coupon  5.00000 Maturity 07/01/31 Issued 02/01/02 State  FL

Range [PIPVANEE - (AVAEE  View ERCHEEEEE Trade Size NISEEEE
Agg. Volume (M) Agg. Trades Trade Days High Low

940 16 4 99.521 87.729

" Date [ Volume (M) Trades # High! Low' Average
3)06/08/11 20 2] 99.521 97.646 98.584
4)06/07/11 20 2 97.167 96.683 96.925
5)04/01/11 20 1 90.535 90.535 90.535!
6)03/21/11 20 il 90.524 90.524 90.524
1)03/16/11 40 2, 90.524 90.521 90.523
8)03/15/11 220 5 95,224 90.525 92.886
9)03/14/11 600 <] 88.454 87.729 88.179

Average Price calculated by Bloomberg. Volume may not include trades over 1 million
fustralia 612 9777 9600 Braeil 511 3049 4500 Europe 4420 7330 7500 Gernanu 43 69 9204 1210 Hong Kons 852 2977 6000
JTapan 81 3 3201 8300 Singapore 65 6212 1000 5. 1212 318 2000 Copuright 2011 Bloomberg Financs L.P.
SN 268301 CDT GMT-5:00 G515-401-2 10-Aug-2011 10:08:17
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Interest

Rate 25% 28% 33%  35%
3% 400% 4.17% 4.48% 462%
4% 533% 556% 597% 6.15%
5% 667% 694% 7.46% 7.69%
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<HELP> for explanation.

Edit criteria to start a new search, 90<GO> to save criteria

EqQuityMI FA

"96) Output -
Add/Edit Criteria

3) e Fund Type = General and State = Tennessee

A
Sectors [G0]H B States [Nl & Issuers [ATMIAE Fiscal Years MMM

Name N Fic|d ™ FO)DiEplEyable Felds
"7 [Selected Screening Criteria Matches

[ ’ Name Type Current Tot GF Rev Net Chg Fd
Fiscal Bal
Year
21) © State of Tennessee GEN | 2010 17,974.79 120.30
2) © Metropolitan Governm| GEN = 2010 751.52 -18.83
23) o City of Memphis TN GEN | 2010 547.98 -22.03
) © County of Shelby TN | GEN | 2010 358.64 299
25) © County of Hamilton TN GEN | 2010 206.43 3.85
2) @ City of Chattanooga T | GEN =~ 2010 191.62 -2.12.
27) © City of Knoxville TN | GEN | 2010 167.41 8.32
28) © County of Knox TN GEN | 2010 153.58 -1.48
29) © City of Murfreesboro | GEN | 2010 88.90 1.30
30) @ City of Johnson City T/ GEN | 2010 65.50 E1:25
31) @ County of Williamson | GEN | 2010 64.90 4.02
32) © County of Rutherford | GEN | 2010 64.78 6.93
33) @ City of Jackson TN GEN | 2010 61.14 6.61

1) Table View (SMUN) | F2)Map View (SHUN'MAP)!

Japan 81 3 3201 £300 Singapore 65 6212

1000

1212 318 200

192

Tot Assets |GF Tot Llab‘ Total
Operating
Expenses
3,564.23| 1,697.24] 16,862.86
548.66 487.76 720.49
41031 364.74 582.89
382.31 304.16 346.39
214.69 126.77 153.61
163.78 123.95 174.08
145.50 84.83 137.60
169.13 11783 149.54|
86.88] 46.98 53.71
EEIEC) S2s 50.25
72.72] 35.22] 59.99
56.75] 34.04 62.75
57.03] 31.28] 57.45

Numbers are in Millions

Ausirella 61 2 3777 6500 Broz i1 5511 3048 4500 Europe ¢4 20 7330 7500 Gernany 49 59 9204 1210 Heno Kong 952 2977 6000
o puright 2011 Bloombera Finonce L

SN 258301 Co1 onTS:00 815 0i-2 Toauatzoll 100203
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Tax Billings & Collections Delinquent
Total % Accumulated
% Current  Delinquent Collected (After

Collection  Current Taxes ~ Current Taxes Taxes Taxes (Current & Current  Delinquent Tax

(Tax) Year Billed Collected Collected Collected Delinquent) Taxes Collections)
2005-2006  $ 186,030,794 $ 184,347,441 99.10% $ 1,260,233 99.77% $ 1683353 $ 1,827,556
2006-2007 192527016 190,669,887 99.04 1,352,697 99.74 1,857,129 2,331,988
2007-2008 193,025077 191,062,993 9898 1,489,621 99.75 1,972,084 2,814,451
2008-2009 192,484511 190,004,297 98.71 2,923,187 2,480,214 2,371,478
2009-2010 192,383 480 190276913 9890 3,191,382 2,107,567 1,287,663
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General Analysis of State Specific Authorization for
Municipalities to File a Chapter 9 Case

[ 12 States that specifically authorize municipal bankruptcies

[ 12 States that conditionally authorize municipal bankruptcies

[11 3 States with limited authorization

[@ 2 States prohibit filing, but one has an exception (lowa)

B Remaining 21 States are either unclear or do not have specific
authorization so there is no specific authorization
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