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Abstract
  This project aims to provide a conceptual framework that can be used to illustrate municipal bond.
Introduction
   Many investors decide to have a portion of their money in bonds or bond funds, and some experts say as much as 30 percent of your money should be invested in bonds. 

   Why? Bonds are very liquid -- easily sold -- and can be less risky than stocks, to start. They are fixed-income investments that pay interest, which means safer and more dependable income than many other investment choices. 

   A bond is very similar to an I.O.U. with interest. When you buy a bond you are giving money to a government, a corporation or a municipality—and it in turn issues an “I.O.U.” for the money you provided. Until that money (called the face value of the bond) is paid back to you on a specified date, you are paid interest on it. 

Here are the types of bonds you can choose from: U.S. government securities, municipal bonds, corporate bonds, mortgage and asset-backed securities, federal agency securities and foreign government bonds
 
History of Municipal Bond Bank Agency"MBBA"

   MBBA was created in 1972 pursuant to Article 8 of the Public Authorities Law of the State of New York, as amended.  Its purpose is, in part, to foster and promote the provision of adequate capital markets for, and to facilitate borrowings by, the State's municipalities for their public improvements or purposes; to assist those municipalities in fulfilling their needs for improvements by the creation of indebtedness; and further, to encourage continued investor interest in the purchase of bonds or notes of municipalities as sound and preferred securities for investment.  In 2000, a municipal tax lien securitization program was authorized by legislation.  The program involves the issuance of obligations by MBBA (or an entity created by MBBA) to facilitate the purchase of delinquent tax liens from municipalities in the State of New York.  The obligations are collateralized only by the tax liens (which may be a pool of liens purchased from multiple municipalities throughout the State) and any other funds pledged for the repayment of such obligations.  In legislation enacted in 2002, MBBA was authorized to issue special school deficit program bonds for the enlarged city school district of the City of Troy.  The same legislation permits MBBA to issue special school purpose bonds on behalf of certain special school purpose municipalities which have prior year claims due and payable to them under certain provisions of the State Education Law.    

  The membership of MBBA consists of the State Comptroller (or a director appointed by the Comptroller), the Secretary of State, the Director of the Budget, the Chairman of the New York State Housing Finance Agency, and three additional directors appointed by the Governor, with the advice and consent of the Senate, at least one of whom must be an elected official of a municipality.  The directors appointed by the Governor serve for the full or unexpired positions of four-year terms
.
Definition Municipal Bond.

Municipal Bond: Bonds issued by any of the 50 states, the territories and their subdivisions, counties, cities, towns, villages and school districts, agencies, such as authorities and special districts created by the states, and certain federally sponsored agencies such as local housing authorities. Historically, the interest paid on theses bonds has been exempt from federal income taxes and is generally exempt from state and local taxes in the state of issuance. There are approximately $1.3 trillion municipal bonds outstanding and they generate about $50 billion tax-free interest income each year.
Municipal Notes. Short-term municipal obligations, generally maturing in one year or less. The most common types are:

:(1) bond anticipation notes (BANs), A short-term security, one year or less, used for interim financing to be repaid from the proceeds of a planned long-term bond issue.

(2) revenue anticipation notes (RANs),: A municipal bond whose debt service is payable solely from the revenues derived from operating the facilities acquired or constructed with the proceeds of the bonds.

(3) tax anticipation notes (TANs),
 (4) grant anticipation notes, 
(5) project notes, 
(6) construction loan notes 
. 

Municipal bond issuers
  Municipal bonds are issued by states, cities, and counties, or their agencies (the municipal issuer) to raise funds. The methods and practices of issuing debt are governed by an extensive system of laws and regulations, which vary by state. Bonds bear interest at either a fixed or variable rate of interest.
  The issuer of a municipal bond receives a cash payment at the time of issuance in exchange for a promise to repay the investors who provide the cash payment (the bond holder) over time. Repayment periods can be as short as a few months (although this is rare) to 20, 30, or 40 years, or even longer.

  The issuer typically uses proceeds from a bond sale to pay for capital projects or for other purposes it cannot or does not desire to pay for immediately with funds on hand. Tax regulations governing municipal bonds generally require all money raised by a bond sale to be spent on one-time capital projects within three to five years of issuance. Certain exceptions permit the issuance of bonds to fund other items, including ongoing operations and maintenance expenses, the purchase of single-family and multi-family mortgages, and the funding of student loans, among many other things.

  Because of the special tax-exempt status of most municipal bonds, investors usually accept lower interest payments than on other types of borrowing (assuming comparable risk). This makes the issuance of bonds an attractive source of financing to many municipal entities, as the borrowing rate available in the open market is frequently lower than what is available through other borrowing channels.

  Municipal bonds are one of several ways states, cities and counties can issue debt. Other mechanisms include certificates of participation and lease-buyback agreements. While these methods of borrowing differ in legal structure, they are similar to the municipal bonds described in this article.

JOBURG is the first municipality in South Africa to issue municipal bonds since new government structures in 1994. 
    Municipal bonds are debt obligations issued by government entities to member of the public to generate income to meet their capital expenditure. 

The issuer of the bond guarantees to pay interest (coupons) at set periods and to repay the principal debt on a specified date. The interest paid on the bond in tax deductible.
    Issuing bonds is standard practice for cities in the developed world. 

The City is rated by both local and multinational credit agencies. Improved credit ratings help reduce debt servicing costs as a percentage of overall expenditure. 
    Joburg uses most of the funds raised by the bond issues to finance its capital expenditure backlog. The City's capital expenditure backlog is estimated at R8-billion.
    At the budget presentation for the 2006-7 financial year, the City of Johannesburg announced it is to spend in the region of R14-billion on capital expenditure projects over the next five-year period. 
   The City has issued the following bonds to date, all of which are listed on the Bond Exchange of South Africa (Besa): 
 CoJ 01 - A R1-billion, unsecured bond maturing in six years. Launched in 2004, it won the coveted Bond of the Year Award from Besa in that year. 
CoJ 02 - A R1-billion, partially guaranteed bond maturing after 12 years. It is partially secured by the International Finance Corporation and the Development Bank of Southern Africa. It was issued in June 2004. 
CoJ 03 - A R700-million, unsecured bond maturing after eight years of issue. It was the first to be issued as part of the City's Domestic Medium Term Note programme. It was issued in April 2005. 
  The Domestic Medium Term Note programme (DMTN) allows the City to issue up to R6-billion in municipal bonds up to 2010, without having to provide additional documentation ahead of each new issue.
CoJ 04 - A R1,2-billion, unsecured bond maturing in 12 years from issue and the second to be issued as part of the DMTN. It was issued in May 2006.
 

The Municipal Bond Market
While your goals may be clear, such as maximizing tax-free income or safeguarding principal, the complexities of the municipal bond market often require professional guidance, regular reviews and thorough analysis, particularly as the markets move and as your situation changes.

 
  Municipal bonds are debt obligations issued by states, cities, counties and other government entities to raise money to build schools, highways, hospitals, sewer systems and other projects for the public good.

  Municipal bonds are sometimes called Tax Exempt Bonds because the interest earned on most municipal bonds is exempt from federal taxation (although the interest earned on some municipal bonds may be taxable if you are subject to the Alternative Minimum Tax). In addition, some municipal bonds are subject to federal income taxes and will be referred to as "taxable" in their description.

  Many municipal bonds may also be exempt from state and local income taxes imposed in the state where the bond is issued. Municipal bonds trade at lower yields than taxable bonds because of the tax exemption advantage and are issued in multiples of $5,000.

Municipal bond holders
  Municipal bond holders may purchase bonds either directly from the issuer at the time of issuance (on the primary market), or from other bond holders at some time after issuance (on the secondary market). In exchange for an upfront investment of capital, the bond holder receives payments over time composed of interest on the invested principal, and a return of the invested principal itself.

  Repayment schedules differ with the type of bond issued. Municipal bonds typically pay interest semi-annually. Shorter term bonds generally pay interest only until maturity; longer term bonds generally are amortized through annual principal payments. Longer and shorter term bonds are often combined together in a single issue that requires the issuer to make approximately level annual payments of interest and principal. Certain bonds, known as zero coupon or capital appreciation bonds, accrue interest until maturity at which time both interest and principal become due.

Municipal Bond Benefits
Municipal bonds offer a wide range of benefits, including:

· Predictability. Most municipal bonds pay interest semi-annually and the principal is returned to the investor when the bonds mature.
· Safety. Investment grade municipal bonds have an excellent history of credit worthiness.
· Tax-advantaged income. The interest earned on most municipal bonds is exempt from federal income taxes, and may be exempt from state taxes in the issuer’s state as well. (Please contact your tax advisor regarding the suitability of a tax-exempt investment in your portfolio.)
· Choice. There is a wide range of options for municipal bond holders with regard to investment quality, maturity and choice of issuer.
  Adding municipal bonds to a portfolio may also help reduce volatility with only a nominal reduction in return. According to a study by Nuveen Investments, over the last 20 years, a portfolio of 60% equities and 40% municipal bonds would have had 65% of the volatility and 96% of the annual after-tax return of an all-equity portfolio.
 
Type of municipal bonds
1- General Obligation Bond. (G.O.) A bond secured by a pledge of the issuer's taxing powers (limited or unlimited). More commonly the general obligation bonds of local governments are paid from ad valorem property taxes and other general revenues. Considered the most secure of all municipal debt. Limited in California by Proposition 13 to debt authorized by a vote of two thirds of voters in the case of local governments or a simple majority for state issuance. 

   These bonds are unsecured municipal bonds that are simply backed by the full faith and credit of the municipality. Generally, these bonds have maturities of at least 10 years and are paid off with funds from taxes or other fees.

2- Revenue Bond. A municipal bond whose debt service is payable solely from the revenues derived from operating the facilities acquired or constructed with the proceeds of the bonds.
 
   These bonds are used to fund projects that will eventually create revenue directly, such as a toll road or lease payments for a new building. The revenues from the projects are used to pay off the bonds. An interesting twist is that in some cases the issuer is not obligated to pay interest unless a certain amount of revenue is generated.

	3-Insured

	•
	 
	In addition to the issuer's revenues, some municipal bonds are insured by policies written by commercial insurance companies. The insurance provides timely payment to bondholders if the issuer defaults.

	•
	 
	Because of this additional protection, insured bonds will usually have a lower interest rate than non-insured ones.


	4-Original Issue Discount


	•
	 
	This applies to a bond issued at a dollar price less than par, which qualifies for special treatment under federal tax law. The difference between the issue price and par is treated as tax-exempt income rather than a capital gain if the bonds are held to maturity.

	

	5-Taxable

	•
	 
	Some municipal bonds are taxable because the federal government will not subsidize the financing of activities that do not provide a significant benefit to the public. Local sports facilities (e.g. stadiums), borrowing to replenish a municipality's underfunded pension plan, or investor-led housing are a few examples of bond issues that would not qualify for federal tax exemption.

	

	6-Zero coupon

	•
	 
	Zero coupon municipal bonds can be an attractive alternative for high tax bracket investors who are not in need of current income.

	•
	 
	Any fixed income security sold prior to maturity may be subject to a substantial and taxable gain or loss. Interest income from zero coupon municipal bonds may be reportable annually even though no annual payments are made. The full value, including accrued interest, is paid at maturity.

	•
	 
	Market prices of zero coupon bonds tend to be more volatile than bonds which pay interest regularly.

	

	7-Refunded

	•
	 
	Some municipal securities originally issued as straight general obligation or revenue bonds may become refunded. When a security is refunded, it is escrowed or collateralized by either U.S. government treasury securities or some other types of securities. The securities in the refunding escrow fund are set up so they mature when interest, principal and premium payments are due. Refunded bonds are considered one of the safest municipal securities available.

	

	8-Pre-Refunded

	•
	 
	Pre-refunded bonds are refunded bonds that are scheduled to be called on the first possible call date or a subsequent date as outlined in the bond's indenture. This structure is typically used to reduce the interest payment expenses for the issuer.

	

	9-Escrowed-to-Maturity (ETM)

	•
	 
	Some refunded bonds are not scheduled to be called. These securities, known as escrowed-to-maturity (ETM) bonds, are backed by escrow funds designed to make payments as outlined in the security's original indenture.

	

	10-Housing Bonds

	•
	 
	Housing bonds are securities backed by mortgages and mortgage loan repayments. These bonds can be called at any time, although this will not be reflected in the call feature.



General Characteristics - Revenue Vs. General Obligation Bonds
	Characteristics
	General Obligation Bond
	Revenue Bond

	Issued By:
	States and political subdivisions below the state level, including taxing districts
	States and political subdivisions below the state level, but including commissions, authorities, agencies, etc.

	Backed By:
	Full faith and credit of issuer, or the taxing power of the issuer. Below state level, this primarily means ad valorem (property) taxes
	Actual revenues generated by user fees from the project/facility

	Voter Approval:
	Required, e.g. by a bond referendum.
	Voter approval not required

	
Special Types:
	Double-barreled bonds: These have a direct funding source and the ultimate backing of the issuer's taxing power if necessary.
	· Industrial development revenue bonds (IDRBs):  These are backed by corporate lease payments, or corporate credit. 

· Special tax bonds – backed by special taxes (tobacco, gasoline, hotel/motel) for a specific project or purpose – not by ad valorem taxes. 

· Special assessment bonds: Backed by assessments made to benefited properties -e.g. sewer and sidewalk bonds. 

· Moral obligation bonds: backed by state legislature's assurance that, in case of a shortfall in revenues, the necessary funds will then be appropriated. 

· Public housing authority (PHA)/ new housing authority (NHA) bonds: Backed by rental/lease revenues from low-income public housing, but guaranteed by the full faith and credit of the U.S. government.  

Note: PHA/NHA bonds are not double-barreled bonds.


 Analysis of municipal bonds provides another distinct delineation between GO and revenue bonds. This distinction is primarily because of the nature of their backing and the requirement that GO bonds be subject to voter approval.

Comparing General Obligation and Revenue Bonds
	-
	General Obligation
	Revenue

	Major Factors and Tools
	· Community attitude toward public debt and taxes (recall voter approval is required) 

· Debt limits (ceiling) 

· Demographics and economic health 

· Population base - growing or declining 

· Unemployment rate 

· Economic diversity - is it a one-industry city? 

· Tax base 

· Assessed value of property (recall ad valorem taxes)

· Municipal debt statement – a major tool for analyzing GO bonds) – the basic outline: 

· Estimated sale (market) value of taxable property 

· Assessed value of taxable property 

· Direct debt – i.e. debt specifically the liability of the city. 

Plus:
· Overlapping (coterminous) debt – shared by more than one jurisdiction (e.g. city and county) 

Minus:
· Self-supporting debt (double-barreled bonds)

Equals:
· Net overall debt 
	· Economic justification: Is it reasonable to expect that a proposed facility can pay for itself? 

· Feasibility study: The beginning point. This study is conducted to explore costs and potential revenues from a proposed facility. 

· Competitive facilities survey. A part of the feasibility study that assesses the impact of competing facilities on the potential revenues from the project. 

· Debt coverage ratio: How many times do the current/expected revenues cover the bond's debt service requirements? 


Trust Indentures

  A special characteristic associated with revenue bonds but not with GO bonds is the trust indenture (the individual elements are known as protective covenants). Remember, municipal bonds are not subject to federal laws such as the Trust Indenture Act of 1939. Municipal issuers establish trust indentures as reassurance for bond buyers, not because of the federal law. This is one reason why the elements of the revenue bond's indenture are known as protective covenants.
Revenue Bond Covenants
	Rate Covenant
	The issuer assures bondholders that user fees will be raised, as necessary, to assure coverage of debt service and expenses.

	Non-Discrimination Covenant
	All users of the facility must pay the same fees.

	Additional Bonds
	Two types of covenant:

· Closed-end: The issuer may not issue additional bonds with equal claim to assets unless funds are required to complete construction of the facility. 

· Open-end: The issuer may sell additional bonds with equal claim to assets if permitted under the provisions of the additional bonds test described in the indenture 

	Flow of Funds
	The priority of payments under the indenture - what obligation is paid first and second - is described in one of two types of pledges:

· Gross revenue pledge: Debt service is paid first (from the gross revenues, operations and maintenance expenses are paid second. 

· Net revenue pledge: Debt service is paid second from the net revenues. Operations and maintenance expenses take priority. 

Hint: These pledges refer to when debt service is paid. If first: from the gross revenues. If second: from the net revenues. This distinction is a common exam question.

	Insurance Covenant
	The trust indenture specifies the property/casualty insurancee coverage for the facility for repairs or to make a total call on the bonds in case of catastrophic damage.

	Call Provisions
	This section of the indenture specifies when, at what price and by which method (in-whole or in part) calls may be made.

	Put Provisions
	This section describes the put provisions (if any) on the bond. It specifies the put period and put price at which the bonds may be sold back to the issuer.



Because of the different nature of funding sources for GO and revenue bonds, the approach to analysis is quite different. Recall that GO bonds are backed by the taxing power of the issuer, which at levels below the state is essentially money from property (ad valorem) taxes.
The Underwriting Process
  Again, because GO bonds and revenue bonds differ, the process of bringing new bonds to market (the primary market) is different. The exam tends to focus to a greater extent on the characteristics of the GO process.

  The principal underwriter (broker/dealer) is selected by the issuer in revenue bond issues - known as a negotiated process. Recall, however, that GO bonds depend on the taxing power of the issuer and voter approval. For these reasons, GO bond underwriting contracts are awarded by a competitive sealed bid sale.
  A copy of the legal opinion must accompany delivery of all municipal bonds   and will be one of two types:

· Unqualified opinion: The bond counsel has no reservations about the issuer's authority to borrow, the nature of the bond and the tax exemption. This is usually called an approving opinion of counsel. 

· Qualified opinion: The bond counsel has concerns about some aspects of the bond. 

The following chart refers to GO bonds, because the primary market in these bonds is the principle focus of the Series 7 exam.
  
General Obligation Bond Underwriting Process
	Notification of Potential Bidders

 
	The issuer publishes an ad in the Bond Buyer (the principal source of information in the municipal bond primary market) The ad is known as a notice of sale. Elements of the notice of sale include:

· Amount and type of bonds to be sold and their purpose. 

· Interest payment dates, including the dated date from which the bonds begin accruing interest. 

· Identification of the bond counsel (law firm) that prepared the legal opinion. 

· The invitation to bid, which gives the specifics of exact location and time for bids to be delivered. 

· The good faith deposit, which specifies the amount of a check (which will be credited toward the purchase of bonds for the winning bidder. These checks are returned to unsuccessful bidders after the bid is awarded. 
· A maturity schedule - in the case of GO bonds, maturities are normally serial. Maturity for a revenue bond is usually term. 

	Award of Underwriting Contract
	Potential underwriters obtain a copy of the official bid form from the issuer or through the Bond Buyer. The firm then writes a scale that shows the coupon rate and yield to maturity of each maturity date.

The underwriting contract is awarded to the municipal dealer that submitted the lowest net interest cost (NIC).

Many issuers also require that the bidders also provide the true interest cost (TIC). This calculation takes the time value of money into account.

Once a municipal dealer has won the bidding, it is now at risk for the sale of the bonds. This is the reason that dealers routinely form underwriting syndicates - to share the risks with other dealers.

	Syndicate Formation 
	An underwriting syndicate is formed by a document known as a syndicate letter or an agreement among underwriters.

	Types of Syndicates
	Divided: Also known as Western - once the syndicate member has sold the bonds for which it accepted a liability, there is no further liability for any unsold bonds.

Undivided: Also known as Eastern - these are often called joint accounts in which the member firm has a continuing liability for unsold bonds at the same percentage rate as the firm's original commitment. Be certain to know the difference in the types of syndicates. This is a common exam concept.


Orders for the Purchase of Municipal Bonds

  Orders for the purchase of municipal bonds are filled in a priority sequence specified in the syndicate's priority allocation provisions specified in the underwriting agreement and provided to all members of the syndicate. 

  Municipal issues are frequently very popular and may be oversubscribed, which means that there are more orders for bonds than there are bonds.

  The order period in which the syndicate solicits and accepts orders for bonds is set by the syndicate manager, and is frequently the day after the syndicate wins the bid. Orders are allocated for fill according to the following sequence, regardless of the time sequence in which they were received.

1. Pre-Sale: These orders are entered before the syndicate wins the bid. Customers are willing to commit to buying bonds without specific information on exact price/yield. 

2. Group Net: The proceeds of sales from these orders are placed in the syndicate bank account and distributed to members of the syndicate according to their participation upon completion of the underwriting. 

3. Designated: These orders specify which member of the syndicate is to receive credit for the order. Note that they are filled after the group orders. 

4. Member: Last place in the priority sequence are member orders. These are orders placed by members of the syndicate that want to buy bonds for their own proprietary inventory.
 The syndicate buys the bonds from the issuer and sells (reoffers) the bonds to the public at a markup. The markup is known as the underwriting spread.
The total takedown, earned by syndicate members for their own sales, is the selling concession plus the additional takedown.In this example, the total takedown is $9 per bond.



	FREE REPORT: The Five Things That Move the Currency Market 


	Year after year, key players in the Forex market make a killing by picking the right currencies – now it’s your turn. Access industry gurus Boris and Kathy’s exclusive FREE report, The Five Things That Move the Currency Market – And How to Profit From Them, right now! 


	


When the bonds are delivered to buyers and settlement is made, the buyer will receive a final confirmation and a copy of the official statement if it has been completed. If the final official statement is not ready, the buyer will receive a copy of the preliminary official statement, which is subject to amendment.
If the bonds themselves are not ready for delivery, the customer will receive a temporary confirmation known as a when issued confirm. This document does not show:

· Settlement date, because that is yet to bet determined 

· Accrued interest, because exact settlement has not been determined 

Total dollar amount, because the accrued interest must be added to the purchase price to produce the total dollar amount.

An Industry Leader
 Municipal bond investors seeking sophisticated and personalized solutions can draw upon the resources of our Firm, which provides the following advantages:
· Market access and liquidity with a broad variety of new issue bonds as well as a large inventory of secondary market bonds. 

· Professional guidance with a local perspective on what and when to buy or sell provided by our national network of municipal bond specialists.

· We can help you benefit from niche market opportunities such as high yield, housing, cash management, zero coupon and taxable municipals. 

· You can stay informed of market trends with our municipal bond publications.

· Customized portfolio tools can help you see the big picture.

Municipal bond insurance

 Owners of municipal bonds can purchase insurance on them. Although municipal bonds are considered safe, some investors sleep better at night knowing that their investments are protected against loss.
MBIA. MBIA Insurance Corp. The first-ranked municipal bond insurer, based on insurance in force and market penetration.

Why Are Municipal Bonds Insured?
	  A municipal bond is an obligation of debt issued by states and city and local governments to raise money for the public funding of projects and services such as schools and housing. Municipal bond insurance is an insurance policy on the bond and is underwritten by a private insurance company. 

  Like other bonds, municipal bonds have certain risks associated with them. A bond's primary risk is that it could default. If a bond defaults, it means the government that issued the bond does not have the funds to make timely payments of interest and principal. 

  Municipal bonds also count on the projects they finance to bring in expected revenues. The governments that issue municipal bonds often rely on these revenues to pay back the bonds they issue. Municipal bonds therefore also run the risk that these projects will fail to produce the revenue needed to pay off the bonds. Insurance provides investors with the security that no matter what happens to the finances of the government that issues the bond, the bond's interest and principal payments will be made. 

  Bonds with low default risk are given high credit ratings, which influence the market prices of the bonds. A bond that is insured will have a higher credit rating than a noninsured bond. Insured bonds receive the highest credit rating possible: AAA. The higher credit rating enables the bond issuer to pay a lower interest rate on the bonds when they are sold. There are four major agencies that provide bond credit ratings. These agencies are the following: 

· Moody's Investors Service 

· Standard & Poor's Corporation 

· Fitch IBCA, Inc. 

· Duff & Phelps Credit Rating Co. 

  Insuring a municipal bond also increases the bond's marketability. The insurance helps smaller issuers who are unknown or do not issue bonds frequently to be taken seriously by investors. 


	


What Does Municipal Bond Insurance Insure?
      Municipal bond insurance companies guarantee that the interest and       principal of a municipal bond will be paid on time if the bond issuer is       unable to do so. In the event of a default, the insurance company makes       the payments to ensure that investors receive their principal and interest       earnings promptly. This guarantee generally lasts for the entire life of the bond and cannot be cancelled by the insurer. An exception to this rule is in the case of unit investment trusts. With unit investment trusts, the  bonds can be insured either for their lifetimes or for the life of the  trust only. Insurance companies usually insure only municipal bonds with credit ratings of BBB or higher. Policies can also be taken out on municipal bond funds.
  When a municipal bond is first issued, it may come with a condition called a sinking fund requirement. To pay off its bond debts, a municipal bond issuer may be required to make regular cash payments to a sinking fund trustee. This condition requires the bond issuer to pay off a certain amount of the bond debt each year by making payments to the fund's trustee. Municipal bond insurance also covers sinking fund payments, making sure the fund is kept up to date and that no payments are missed.
How Municipal Bonds Are Insured?
  Before a municipal bond is insured and sold, it is purchased by an       underwriter firm (or financial guaranty company), insured, and then resold      to investors. Underwriting is a risk-assessment process by the insurance       company. In the underwriting process, the insurer decides whether and on      what basis it will issue a policy on a bond. Most insurance companies that       insure municipal bonds are called "monoline" insurers. This means the       insurance company insures only debt securities, eliminating the risks that      come from insuring any other types of products or services. These       insurance companies are closely scrutinized by the same credit rating      agencies that rate the bonds. 
      Once a bond is insured, its performance is closely monitored by its      insurer through a process called surveillance. During surveillance, the       insurer examines the financial statements and reports of the bond issuer to make sure the issuer's credit will remain stable. 
      After the underwriting process, which takes about a month, the bond is      given a new rating by a rating agency. It is also assigned an identification number called a CUSIP. The CUSIP number is used to identify the security when it is traded and settled.

Disadvantages of Insuring Municipal Bonds

   Municipal bond issuers must pay an insurance premium to obtain insurance      coverage for their bonds. Although investors do not pay these premiums       directly, the fact that issuers and investment firms pay them means these      costs get transferred to investors. These costs are passed on in the form       of lower interest rates on insured bonds. Issuers reduce their borrowing       costs because insured bonds are rated AAA. Bonds rated AAA generally yield      lower interest rates than lower-rated bonds. The higher the risk of a bond       (the lower its credit rating), the more investors expect to be compensated       for putting their money into the bond. For the insured municipal bond to be profitable for its issuer, the savings the issuer makes by offering lower interest rates must be larger than the premiums it pays to the insurer. 
      An insurance policy on a municipal bond also does not guarantee that a       bond will reach a certain price in the marketplace. Insured bonds are still subject to changing interest rates, which affect bond prices inversely. A bond sold before it matures may be worth more or less than its par value. Now that you understand what municipal bond insurance is all about, let's find out who actually insures them. 
Who Insures Municipal Bonds? 

   The majority of municipal bonds are insured by several large financial      guaranty agencies. The world's largest insurer of municipal bonds is the       Municipal Bond Insurance Association. (MBIA). MBIA provides financial       guarantee insurance, investment management services, and other municipal       services to the public, private, and not-for-profit sectors.
  Another one of the largest municipal bond insurers is the American  Municipal Bond Assurance Corporation (AMBAC). AMBAC insures municipal and structured finance debts and is the successor of the oldest municipal bond insurance company, which wrote the first municipal bond insurance policy in 1971. AMBAC became a subsidiary of Citibank in 1985 and went public in1991. In 1995, AMBAC and MBIA started an international joint venture called MBIA-AMBAC International.
 Since 1984, the Financial Guaranty Insurance Company (FGIC) has insured more than 13,500 municipal bonds. The FGIC also provides public entities with services such as liquidity facilities and investment products. 

  Governments can also get their bonds insured by a wide variety of smaller financial guaranty agencies. Should you buy municipal bonds with insurance? Let's sum up the reasons for and against buying insurance.

Should You Buy Insurance? 

Insured municipal bonds have higher credit ratings than noninsured       municipal bonds. They are one of the safest investments you can buy. If      the bond issuer defaults, your principal and interest payments are       guaranteed by the insurer. However, this security comes with a price:      lower interest payments. The decision to buy an insured bond will       ultimately come down to your risk tolerance. Is it worth it to you to lose a little return for that extra protection? If it is, then insured municipal bonds may be a good investment for you.

Characteristics of municipal bonds
1-Taxability
   One of the primary reasons municipal bonds are considered separately from other types of bonds is their special ability to provide tax-exempt income. Interest paid by the issuer to bond holders is often exempt from all federal taxes, as well as state or local taxes depending on the state in which the issuer is located, subject to certain restrictions. Bonds issued for certain purposes are subject to the alternative minimum tax.

   The type of project or projects that are funded by a bond affects the taxability of income received on the bonds held by bond holders. Interest earnings on bonds that fund projects that are constructed for the public good are generally exempt from federal income tax, while interest earnings on bonds issued to fund projects partly or wholly benefiting only private parties, sometimes referred to as private activity bonds, may be subject to federal income tax.
   The laws governing the taxability of municipal bond income are complex; however, bonds are typically certified by a law firm as either tax-exempt (federal and/or state income tax) or taxable before they are offered to the market. Purchasers of municipal bonds should be aware that not all municipal bonds are tax-exempt.

-Taxable vs. Municipal Bond Funds
	When Can a Lower Yield Lead to Potentially Higher After-Tax Income?

	  Many investors are often discouraged by the apparently lower yields offered by municipal bond funds when compared to bond funds paying taxable interest dividends.

	 However, if you have to pay federal, state, and/or local taxes on the interest income distributed to you by taxable bond funds, a bond fund that invests in municipal bonds may actually generate more net interest income than a taxable bond fund with a higher stated yield.

	Note, however, that interest dividends paid by a municipal bond fund may be taxable under the federal alternative tax (AMT) system if the bonds held by the fund are issued to cover the costs associated with certain "private activity" projects, such as housing projects, hospitals, certain types of airport expansion projects, and/or industrial parks. To find out if you might be subject to the AMT, visit Alternative Minimum Tax (AMT) 


	Hypothetical Example

	

	Compare $10,000 Invested in Municipal and Taxable Bond Funds

	

	  This hypothetical example compares $10,000 invested in a bond fund paying interest dividends exempt from federal income taxes and a bond fund paying interest dividends taxable at the federal level. In the example, investors in the 28% or 33% federal income tax bracket would have ended up with more after-tax interest income from the municipal bond fund even though its yield was lower.
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	  These hypothetical examples are not intended to predict or project investment performance. Your own results will vary. State and local taxes, if any, fees, and expenses are not taken into account. If they were, certain results would be lower. Municipal bond funds normally seek to earn income and pay dividends that are expected to be exempt from federal income tax. If a fund investor is resident in the state of issuance of the bonds held by the fund, interest dividends may also be free of state and local income taxes. Such interest dividends may be subject to federal and/or state alternative minimum taxes.

	

	Calculating Taxable-Equivalent Yield

	   A taxable-equivalent yield can help you compare taxable and municipal bond funds. The taxable-equivalent yield is an estimate for a specific tax rate of what a taxable bond fund would have to yield to give you the same after-tax yield as a municipal bond fund. The calculation does not, however, take into account the impact of any federal or state alternative minimum taxes on taxpayers receiving municipal bond income.

	   The following formula will help you to estimate the taxable-equivalent yield for a given municipal bond based on your federal income tax rate. Note that interest dividends paid by municipal bond funds may also be exempt from state and/or local taxes. Factoring in the exemption at the state and/or local level would have the effect of increasing the taxable equivalent yield further.

	   The amount it would be increased depends on whether you take an itemized deduction for state and local taxes, your state of residence and any applicable deduction limitations. If you take an itemized deduction on your federal return for such taxes, the formula below should not be used to calculated the impact of state and/or local tax exemptions. However, if you don't itemize such taxes, and the yield of the municipal bond you are considered would be exempt from your state's income taxes, you could add the state (and local) tax rate to the federal rate in the formula below to get a TEY that reflects both tax rates.

	


	Yield of Municipal
Bond Fund
	
	
	

	

	 = 
	Your taxable-equivalent yield
	

	1.00 - your federal
income tax rate 
	
	
	


	

	Is a Municipal Bond Fund for You?

	


	Your federal income
tax bracket

	Is a municipal bond
fund appropriate?


	15%

	Unlikely


	25%

	Likely


	28%

	Very likely


	33%

	Highly likely


	35%

	Highly likely



	


	Keep in mind that municipal bond funds are usually not an appropriate holding within tax-advantaged accounts (such as IRAs and 401(k) plans.



-Determining if Tax-Free Munis are Right for Your Portfolio

  Municipal bonds, or "munis" for short, are IOU's issued by city, county, and state governments in order to raise money for community projects such as a highway, new school, or hospital. Their primary attraction is that the interest paid to the owner of a municipal bond is exempt from Federal taxes. In most cases, an investor is exempt from state taxes as well if he resides within the same state in which the municipal bonds were issued. 
-Tax-Free Munis vs. Taxable Equivalent Yield

If you are an average investor interested in bonds, you may have a difficult time deciding between fully-taxable corporate bonds or tax-free municipals. Using a formula called taxable equivalent yield, you should be able to decide which type of fixed income investment will provide you the greatest after-tax return. Here's the formula you should use: 

tax exempt yield 
----(divided by)---- 
1 - tax bracket 

An investor in the 15% tax bracket interested in a municipal bond that yields 5% would enter the following: 

05 (tax exempt yield) 
-------(divided by)-------- 
.85 (1 - .15 = .85) 

The answer is 0.0588, or 5.88%. This means that if the investor could find a fully-taxable bond with a yield greater than 5.88%, he would earn more on his money by purchasing it rather than the tax-free municipal. Two rules of thumb: 

· Non-profit organizations are almost always better off investing in corporate bonds due to their tax free status. 

· Investors in high income brackets are almost always better off investing in tax-free municipal bonds. 

2-Risk
A-credit risk
	
	 
	  Despite the fact that most municipal bonds have high credit ratings, there is a risk of default in any bond investment. By investing in higher rated securities, the credit risks associated with a municipal bond investment can be reduced. Furthermore, insured bonds are guaranteed to make timely principal and interest payments.



  The risk ("security") of a municipal bond is a measure of how likely the issuer is to make all payments, on time and in full, as promised in the agreement between the issuer and bond holder (the "bond documents"). Different types of bonds carry different securities, based on the promises made in the bond documents:

· General obligation bonds promise to repay based on the full faith and credit of the issuer; these bonds are typically considered the most secure type of municipal bond, and therefore carry the lowest interest rate. 

· Revenue bonds promise repayment from a specified stream of future income, such as income generated by a water utility from payments by customers. 

· Assessment bonds promise repayment based on property tax assessments of properties located within the issuer's boundaries. 

In addition, there are several other types of municipal bonds with different promises of security.

The probability of repayment as promised is often determined by an independent reviewer, or "rating agency". The three main rating agencies for municipal bonds in the United States are Standard & Poor's, Moody's, and Fitch. These agencies can be hired by the issuer to assign a bond rating, which is valuable information to potential bond holders that helps sell bonds on the primary market.

	B- Interest rate risk

	•
	 
	Like all fixed income securities, municipal bonds are susceptible to fluctuations in interest rates. If interest rates rise, bond prices will decline, despite the lack of change in both the coupon and maturity.

	C-Call risk

	•
	 
	Many municipal bond issues carry call provisions that allow retirement of the bond prior to stated maturity. These calls are clearly defined in the description and usually pay the holder a premium for exercising this right. An issuer will typically call bonds when prevailing interest rates drop, making reinvestment less desirable for the buyer.

	D-Tax Advantaged Accounts

	   Generally, tax-free municipal securities are inappropriate holdings for tax-advantaged accounts such as IRAs and other retirement accounts. Please consult your tax advisor for advice about your specific situation.

	E-Tax Risks

	  Tax-exempt interest generated by municipal bonds is usually more beneficial the higher your tax bracket so municipal bonds may not be appropriate for investors in all tax brackets. If you are subject to the federal alternative minimum tax (AMT), the interest income generated by certain municipal bonds (mainly private activity bonds) is subject to it. You may set your search criteria to exclude municipal bonds subject to the AMT. Municipal bonds are usually not appropriate holdings for tax-advantaged accounts such as IRAs and other retirement accounts. Please consult with your tax advisor for advice about your specific situation.

	F-Special Event Risk

	•
	 
	Some municipal bonds, including housing bonds and certificates of participation (COPS), carry special event risk because they are callable at any time regardless of the stated call features. These types of municipal bonds are rarely priced much above par regardless of the coupon rate. As a result, when they are available, they often trade at lower than the market during periods of declining interest rates because their prices have limited upside potential.

Is There Asymmetry in the Municipal Bond Risk Premium?
   This paper examines the dynamic adjustment process of the municipal bond risk structure. However, if there is asymmetry in the adjustment paths, standard cointegration tests may be misspecified and lead to misguided investment decisions. Using threshold cointegration and error correction techniques that allow the adjustment paths to be asymmetric, we find evidence of cointegration between lower- and higher-grade municipal bond yields. In addition, the responses of the municipal bond yields differ depending on whether the risk premium is widening or narrowing. An understanding of the asymmetry in the adjustment process would be beneficial to investors and portfolio managers in formulating appropriate yield spread strategies to capitalize on expected changes in the spread between municipal bond yields.



	


Comparison to corporate bonds
  Because municipal bonds are most often tax-exempt, comparing the coupon rates of municipal bonds to corporate or other taxable bonds can be misleading. Taxes reduce the net income on taxable bonds, meaning that a tax-exempt municipal bond has a higher after-tax yield than a corporate bond with the same coupon rate.

This relationship can be demonstrated mathematically, as follows:

rm = rc ( 1 - t )

where

rm = interest rate of municipal bond

rc = interest rate of comparable corporate bond

t = tax rate

For example if:

rc = 10%

t = 38%

then

rm = 0.10 (1 - .38) = 0.062 (6.2%)

   A municipal bond that pays 6.2% therefore generates equal interest income after taxes as a corporate bond that pays 10% (assuming all else is equal).

   Because longer maturity municipal bonds tend to offer significantly higher after-tax yields than corporate bonds with the same credit rating and maturity, investors in higher tax brackets may be motivated to arbitrage municipal bonds against corporate bonds using a strategy called municipal bond arbitrage.

Municipal Bond Arbitrage:
  GEM Capital, LLC, a Registered Investment Advisor, was formed in 1997 and was the first to offer a municipal bond arbitrage fund of funds, which launched in 2005. The fund remains the largest of its kind. 

   Since 2001, GEM has focused its alternative investment efforts solely on municipal bonds and municipal bond arbitrage, offering investment opportunities to investors looking to receive tax-advantaged income with a long-term risk/reward profile superior to that of traditional municipal bonds, high-yield munis and taxable junk bonds. 

   As the first mover in municipal arbitrage, GEM and its affiliate have exceeded their goals, generating over 1% per month in tax-advantaged income since 2001. Credit risk is primarily AAA with some AA bonds in the portfolios; interest rate risk is hedged to a target net duration near zero. Total return in the municipal arbitrage portfolios has been negatively correlated with long-term bonds and has demonstrated significant, but mean-reverting volatility. 
    Because longer maturity municipal bonds tend to offer significantly higher after-tax yields than corporate bonds with the same credit rating and maturity (i.e., they yield "too much"), investors in higher tax brackets may be motivated to invest in a relative value situation, pairing municipal bonds against corporate bonds. This strategy is called municipal bond arbitrage.
   With municipal bond arbitrage, there is no material increase in credit risk and likely less interest rate risk versus a traditional municipal portfolio. Municipal bond arbitrage also offers a significantly higher yield. For long-term investors, the strategy has been negatively correlated to long-term bonds; so, when municipal arbitrage is included in a portfolio along with municipal bonds, the portfolio has demonstrated less overall volatility than a municipal bond portfolio on its own.

   For long-term investors, municipal bond arbitrage is expected to outperform traditional municipal bond investments in both yield and total return in all investment scenarios.
The Opportunity:
   Fund managers who engage in municipal bond relative value arbitrage exploit the fundamental pricing inefficiency that persists across the maturity spectrum of the tax-exempt municipal bond market. The graphical presentation of this inefficiency is a municipal yield curve that is steeper than a taxable yield curve of similar credit rating (see chart below).

   The relative steepness (the mispricing) of the muni yield curve creates an arbitrage opportunity between the tax-exempt and taxable fixed-income markets. To capitalize on this opportunity, the funds are economically long tax-exempt muni bonds and short the equivalent of taxable corporate bonds, with matched maturities, market values and leverage.

Municipal bond investment
	  With all the types of investments we have these days; it can be frustrating to choose one that is right for you. It will take time to learn about different investments, unless of course you go with the "eeny meenie miny mo" method and just pick one. That, however, may lead to a problem or 2. Your best bet is to look up some information about different investments, and on an investment in particular, bonds. A bond is a type of security that pays a fixed amount of interest at a regular interval over a certain period of time.
    With everything in life worth having, people need a strategy to get the job done. For example, if you just rely on winning the lottery and don't have a plan, odds are you wont be enjoying what are, referred to as, your "golden" years. A good investment strategy will minimize losses and maximize profits. Everyone must remember of the importance of diversification. The saying goes "don't put all your eggs in one basket", and that goes double, when it comes to investing. The chances of something unexpected with one particular bond may be small, but if something does happen and everything you have is in that bond investment, you lose it all. The chances of something unexpected happening in all 3 investments of your choice are slim to none.

   If you hold a bond payment until maturity, in most cases you will get interest payments twice a year. The amount you receive at maturity will be less than the amount you paid for it, if it is selling at a premium. A bond will sell at a premium when its coupon is higher than the prevailing interest rates. The buy and hold strategy works well because the fluctuations will not affect you as much as another investor. If you were to suddenly sell your bonds at the sign of trouble, then it will affect you greater and you would be looking at a loss rather then a potential gain. High-yield bonds can be very profitable, but that is more of a chance game. That is why high-yield bonds are also referred to as junk bonds. Although they may offer a high return, it is the fact that you may never receive that return. The lower the credit ranking, the higher the risk, so if investing in bonds for the first time, it is recommended you show little or no interest in this particular area.

    Don't get carried away with investing. Trust your feeling and the information that you have. Your gut feeling is good, but it won't help you to gain a big profit alone. If it's your first time investing, you should begin slowly with a few types of bonds and then gradually buy more. There is no point in going crazy and buying up everything that you think will make a profit. Take your time and think it through, there is a lot of money that can be made.

    Bad Ian Fleming reference aside, the prime function of a bond is that you're lending money to a corporation for a fixed term, and getting a fixed rate of return, called the coupon rate, based on the original capital invested, out of it. The trick is figuring out how much of your investment portfolio should be in bonds versus other investment vehicles.

   The principle advantage of bonds is that they're rated in their risks. The bond has a term where it pays off (say 10 years) at which point you get your initial investment back. Bonds will pay a steady income of whatever their return rate is, taken as a percentage of the initial investment. Thus, if you invest $100 000 in a series of bonds that return interest at a coupon rate of 3.5%, each year, you'll get $3 500 of interest income. The big advantage of bonds is their steady income stream, and that you get the initial investment back when you're done.

   Sounds simple, right? Here's where it gets a bit more complicated, but, more profitable. The key is in establishing what the best strategy is when it comes to investing in bonds. The answer of course, is it depends! What types of bonds are you looking at buying? Short term (which are less than 5 years in length of term) usually have a low coupon rate; however, your investment isn't tied up for a longer duration. This may prove helpful if there is a chance that you may need access to your funds in the case of an emergency, as odds are, you will have a bond maturing around the time you'll need it most. Medium bonds can tie up your money for 5-10 years, while long term bonds can enjoy a term of 10-30 years. The coupon rate will also vary depending on the credit worthiness. A lower credit rating often means a higher coupon rate (to match the higher risk involved), while a high credit rating is rewarded with a lower coupon rate (and less volatility and risk).
   While the coupon rate is the most understand concept in bond investing, its not necessarily where all the money is made. Remember, people buy and sell bonds well before their maturity date. As such, when the interest rate moves lower, the price of an existing bond moves higher, thanks to its higher rate of return than a newer bond would provide. On the flip side, if interest rates move higher, the bond price moves lower, simply because new bonds will now provide a higher rate of return than your existing ones. If you make the call on the direction of interest rates correctly, you'll find yourself in the money by a few percentage points. That can make a huge difference in your portfolio.

   The last element of bond investing to look at is the yield of the bond. While its more involved, it is simple to calculate. The yield rate is calculated as the ratio of the annual return of the coupon rate, divided by the current purchase price of the bond. Wow. How about an example: remember our $100 000 bond that was paying us $4000 a year, which gives us a yield of 4%. That of course is presuming its been bought at $100 000. What if it were purchased at $90 000 (due to an increase in the interest rate)? It would still return $4000 per year, however, the yield would be 4.44% ($4 000 / $90 000). Just as the purchase price varies inversely with the interest rates, so will the yield.

When analyzing the possibility of investing in municipal bonds, an investor should consider the following in developing a strategy:

A. Review the slope of the municipal yield curve; it may be feasible to purchase long-term maturities of rates that are substantially higher. 

B. Do not "reach" for securities providing yields well in excess of those generally available in a particular market sector. There are usually negative reasons for such high yields. If security is important, avoid such situations. 

C. Research the security provisions being pledged to determine the impact current economic trends could have upon the issue’s ability to honor those provisions. 

D. Consider call provisions in purchasing municipal securities; try to lock in today’s high coupons by choosing bonds with the maximum call protection. 

E. Make purchases in amounts of $25,000 face value or more, if possible. This enhances the ability to sell securities efficiently in the secondary market prior to bond maturity. 

F. Do not confine municipal purchases to only one issuer. If possible, diversify geographically and across market sectors (i.e., general obligations, public power, housing bonds, and industrial development) to protect the portfolio against adverse market conditions. Bond funds provide this mix for investors with smaller amounts to invest. 

G. Consider your total tax picture, including local income and personal property taxes. Be aware of the capital appreciation tax impact upon securities purchased at a discount. While the yield on a discount bond may be comparable to that of a bond with a current market coupon, the return after capital appreciation tax could be less. 

H. Obtain as much information as possible on the credit worthiness of the issuer. Study the prospectus if available. Disclosure of facts made in such documents is relevant to the investment security and level of risk involved and should have a bearing upon your investment decision. Determine if tax preference is applicable. 

I. Request the rating levels assigned by Moody’s and Standard & Poor’s to the issue you are purchasing. Such ratings are intended to serve as a guide to the relative safety of the issuer and have a major influence upon the market values. 

J. Review your portfolio regularly to determine whether your financial objectives are being met. Volatile markets necessitate constant review and, from time to time, adjustments to your portfolio.
 




Customer base of municipal bond
   Statistics are proving that the age and income level of the average muni investor fit the demographics of individuals most likely to invest online, noted Sinkler, who said his average customer is about 55 years old. 

   A group of Wall Street heavy hitters -- including Goldman Sachs Group Inc., BondDesk.com LLC, Susquehanna Partners GP, Paine Webber Group Inc., and Bear Stearns & Co. Inc. -- joined to create an online, industry-wide, muni-bond marketplace, MuniGroup.com LLC. The site is pending Securities and Exchange Commission approval. 

  Sinkler said about 40 Internet sites sell bonds, though he claims his is the first to sell munis directly to individuals. 

   MuniGroup, for example, will sell bonds to brokerage houses, which then sell the bonds to individual investors. 

   Still, a migration online is indicative of the evolution taking shape in a marketplace once dominated by a select group of brokers able to keep price information essentially under wraps and institutions such as life insurance companies that needed municipal bonds. Now, households directly hold 30 percent of munis and when tax-free mutual funds, money market funds and closed-end funds are included, that figure climbs to 72 percent.

Consider bond funds
    An investor ready to take a nibble of the market rather than a bite might consider a tax-exempt bond or money market fund, says Reno J. Martini, chief investment officer with the Bethesda, Md.-based Calvert Group. His firm manages $4.8 billion in tax-free and taxable bond funds that recently earned top billing from Barron's. 

   A fund manager can conduct daily credit research, keep closer tabs than busy investors on the debt market and offer a variety of bonds to maximize return and weather ups and downs. Martini, whose tax-exempt funds carry a smaller $2,000 "cover charge" to get in, says his average investor is 40 to 60 years old. 

  "The data we are seeing (shows) that more individuals are seeking financial help" with their investments, he says.

	Municipals-Over-Bonds Spread – MOB
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The difference in yields between a municipal bond and a Treasury bond with the same time to maturity. The MOB is sometimes used for determining tax strategies. 
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Most MOB spread calculations actually use the yield implicit in futures prices for munis and Treasuries listed on the Chicago Board of Trade. The MOB spread is essentially a comparison of the interest rate spread between federal government debt (Treasuries) and state/municipal debt (municipal bonds). 




Maine Municipal Bond Bank

Web Site Privacy Statement and Disclaimer Notice

PRIVACY STATEMENT

  This statement pertains exclusively to the collection of personal information on the Maine Municipal Bond Bank web site, which is controlled, operated and maintained by the Bond Bank personnel. The Bond Bank understands the importance of protecting the privacy of the visitors to our web site, and therefore does not collect personally identifying information about you, such as your name, address or telephone number, unless you voluntarily provide the information to us.

PUBLIC DISCLOSURE

The information you provide voluntarily will be treated in the same manner as information provided in written form and is subject to the general confidentiality, public inspection, and legal discovery provisions of 1 MRSA Chapter 13 (create a link to statute).

COOKIES

The Maine Municipal Bond Bank's web site does not use cookies to track your visits to our web site.

INFORMATION WE COLLECT

The Maine Municipal Bond Bank may collect some or all of the following information, from server logs, about visitors who view or download information from our web site. This information does not identify you personally.

Information Definition

Date the visit occurred.

Time the visit occurred

Client IP Unique Internet Protocol (IP) address of the web site visitor. The IP address is normally that of the visitor's Internet service provider.

Server IP Unique Internet Protocol (IP) address of the web server that was accessed.

HTTP Request URL Identifies the web page or file requested by the web site visitor during that connection.

Bytes Sent Amount of data send from the web server to the web site visitor during that connection.

Bytes Received Amount of data sent from the web site visitor to the web server.

User Agent Type of web browser or other client software that made the request to the web server.

Referrer Uniform Resource Locator (URL) that referred to the requested file.

Protocol Version Version of HTTP used by the visitor's web browser software.

 The Bond Bank collects this information to help us analyze trends and make our site more useful to visitors. The information on the web site logs is not personally identifiable, and we make no attempt to link it with the individuals that browse our web site.

PERSONALLY IDENTIFIABLE INFORMATION

"Personally identifiable information" is information about a natural person that is readily identifiable to that specific individual. It includes, for example a person's name, street address, email address, fax number, or telephone number. We will not collect any personally identifiable information about you through our web site, unless you voluntarily use our site to send us an e-mail message, participate in a survey, or fill out and send an on-line form.

Your choice not to engage in these activities will not impair your ability to browse our web, read or download any information provided on the site.

IF YOU SEND US AN EMAIL

You may choose to provide us with personally identifiable information in an email message. Your email message and address may be forwarded to another agency for response or other action if appropriate. We strongly discourage visitors from including identifying information, such as federal employer identification numbers, etc. Email addresses obtained as a result of making a request to our site will not be sold or given to private companies for marketing purposes.

SECURITY

While the Maine Municipal Bond Bank has instituted security measures to protect the information and systems that we maintain, it cannot guarantee that all transmissions to and from the Maine Municipal Bond Bank web site are secure. Emails that you send to the Bond Bank may be subject to interception. If your communication includes personal information that you do not wish to provide electronically, please contact the Bond Bank by postal mail or telephone.

DISCLAIMER FOR EXTERNAL LINKS

Our web site contains links to other web sites that are not owned, operated, controlled, or reviewed by the Maine Municipal Bond Bank. When you link to another site, you are no longer on our site and are subject to the data collection activities and private policies of that web site. We encourage you to read the privacy policies of web sites reached through the use of links from the Bond Bank web site. Specific questions regarding information on off-site pages should be directed to the appropriate organization.

Links from the Bond Bank's web site to other web sites do not constitute or imply an endorsement or recommendation by the Maine Municipal Bond Bank.

DISCLAIMER AND LIABILITY NOTICE

This web site is intended to provide general information to the public. The information in this web site is dynamic and will change over time. Portions of such information may be incorrect or not current.

The Maine Municipal Bond Bank shall not be held liable for improper or incorrect use of the information contained in this web site. Neither the Maine Municipal Bond Bank nor any of its employees makes any warranty, expressed or implied, including the warranties of merchantability and fitness for a particular purpose, or assumes any legal liability or responsibility for the accuracy, completeness, or usefulness of any information, apparatus, product, or process disclosed, or represents that its use would in infringe on privately-owned rights.

Any person or entity that relies on any information obtained from this site does so at his or her own risk.

CHANGES TO PRIVACY STATEMENT

Advances in technology, legal developments, and new policies and practices may necessitate the need to change or update this privacy statement from time to time. We reserve the right to change this statement without notice. It is the responsibility of the user to check this page for any changes.

Municipal bond in Jordan
Decentralization in Jordan
  Hamad Kasasbeh (Jordan): Local institutions in Jordan can be divided into three levels: a) local councils, which include 204 municipal councils (around 2,500 people); b) 142 village councils of 2,000 people; and c) 170 councils of shared services made up of groups of related municipalities. There are three sources of financing: government, independent sources and the Cities and Villages Development Bank (CVDB). Government sources include fuel revenues, traffic violations, customs duties, transportation fees and property taxes. These taxes are collected by the central government and distributed among the local governments according to an equation that takes into consideration population, location and the relative importance of the finances. Some independent sources include: employment and building licenses, and vegetable market taxes and violations. 

    The CVDB secures medium- to long-term fixed financing for local production and service projects. The Bank has 37 million dinars in reserve capital, of which local institutions contribute around 30 percent. The other resources come from domestic and foreign loans as well as deposits of local institutions. Local institutions request loans from the Ministry of Municipalities, which transfers the requests to CVDB. An administrative council of the Bank reviews the requests and accepts or rejects them according to two criteria: the priority of the project and the ability of the local institution to obtain and pay back loans. With production loans, the Bank will finance a project that is economically profitable. The duties of local institutions include: paving, lighting and building roads; monitoring health issues; dealing with public libraries, parks, popular and vegetable markets and building licenses; and creating business groups.

   From its creation through 1989, Jordan was fiscally, politically and administratively centralized. Since 1989, Jordan has viewed decentralization as a dynamic process. Decision makers viewed the process as appealing for many reasons: Jordan has depended on foreign assistance and loans, which were not sufficient for the needs of the country experiencing inflationary pressures. A project to increase economic growth attempted to address two issues: 1) structural deficiencies; and 2) internal and external imbalances. Decentralization would be necessary to reduce the public sector role and increase private sector participation in economic activities.

   The decentralization project went through several stages: 1) preparing local councils through training, clarifying model budgets, developing an accounting system, and instituting new municipal election laws; 2) creating larger municipalities to improve capabilities and administer economic resources (as of 1996, there were 190 local councils, 450 village councils, and 79 councils of common services); 3) diversifying local income sources (most local institutions have budget deficits and scarce resources, and depend on the CVDB); 4) encouraging shared projects and financing of loans through municipal bonds and 5) complete decentralization, which we are still striving for. Other issues to be considered include poverty, unemployment and the interconnectedness of fiscal, political and administrative decentralization.

   Paul Salem: Could you clarify the municipal bonds issue which is important for Lebanon?

   Mohamed Kurah: Yemen’s problems are unbalanced development and unemployment. Is it possible to deal with this at the local or central level? What are the ties between the local and central government? Are budgets prepared by the municipalities without the central government? Are there overdue balances for the municipalities in taxes or fees? What are some ways to receive these overdue balances? Are there other contributions from the central government? What type of municipalities have the most problems? What percentage of fuel taxes and other revenues does local government receive? Is grouping village councils into local or municipal councils a central decision or an agreement between the local governments?

   Hamad Kasasbeh: The CVDB is the source of loans to municipalities, but its resources are limited and municipal finance needs are increasing. Municipal bonds are a new idea in terms of financing from the local capital market. The Bank guarantees loans, including bonds. This mechanism is being studied for production projects.

   Municipal expenditures are 6 percent of the central budget. Municipalities set a number of budgets. The village or municipal council agrees on the budget, which then goes to the Minister of Municipalities, and the final decision depends on the Bank and other institutions. We hope that under decentralization the municipal council will have the power to set its budget without central government approval. 

    Collection is a problem related to unemployment and poverty. Citizens often cannot pay, and municipalities have poor methods of collecting finances. Independent finances of municipalities are collected, however. The CVDB has problems collecting returns on loans; the amount to be collected is about 50 million dinars. The distribution of revenues to municipalities (fuel tax revenues were received this year) depends on population, percentage of revenues collected and location. This is direct aid. There also is indirect support through subsidized interest rates (equivalent of 2.5 million dinars yearly). According to law, the fuel revenues or the municipalities finances must be deposited in the Bank. When a municipality asks for a loan, CVDB looks at the deposits, which will be the security. Thus, default is less of a problem. In fact, the percentage of recovering loans is 100 percent. From 1980 through 1996, the equivalent of 1 billion dinars in fuel tax revenues were transferred to local institutions. The new municipalities law provides for local council mergers, with approval of a Council of Ministers and consultation with localities on the process.

   Disparity of municipal economic activity hinders fiscal decentralization. There are still differences in income distribution and investments. We encourage private participation in municipal projects to create work opportunities, increase income, and increase and distribute the number of projects fairly. If the export sector of Jordan becomes more active, if we shrink unemployment, the budget deficit and the size of the public sector, and if we increase the contribution of the private sector, maybe we could slowly get rid of the problem of unemployment.

   Nicolas Levrat: There is obviously a lot of diversity in ethnic issues, government structure and the role of financing sources. One striking similarity is that, while in almost every case we are talking about centralized countries with relatively small municipal service responsibilities, we have noted many benefits of decentralization: accountability, efficiency and the ability to mobilize resources. Decentralization has different meanings — local administration, deconcentration, or a devolved structure with independent local governments. A major issue is finding the right balance of local versus central government, whether services, revenue sources or the number of local governments. More important, no prescription exists. Each country has to make decisions based on its own characteristics, using the kinds of principles that have been discussed. Any movement toward more local power or authority will mean that national governments have to be willing to give up power. If local services are delivered better, the national government can focus on other issues including generating more revenues.

   Local governments have great capacity. We need to agree on a set of flexible service responsibilities as well as revenue incentives and sources (taxes, user fees, grants). There are also two important transition issues: First, it is not a one time event, but a difficult process. Second, there needs to be a flexible law that is integrated with the existing legal structure and with other democratic changes.

   Fikret Toksoz (Turkey): How can we convince the central government to delegate some authority to the local government? Rather than convincing the central government, convince the people who live in the urban areas. I worked for more than 30 years in and with local governments in Turkey, and I am not sure that people are convinced of a large decentralization program. In order to convince them, we need some operating tools such as participation, partnership and civic involvement in local affairs. If we do not get that, we cannot convince the central government. If you minimize the role of the central government and want to increase the role of local government, how do you fill the gap? Is it with the help of NGOs or civic involvement? Or will there be a void that can be taken over by illegal organizations?

   Antoine Haddad: The common problem among all these experiences is a lack of sufficient revenues. Local governments have problems receiving transfers from the central government. One way to deal with this situation is to make sure that a certain fixed percentage of taxes is collected directly by the municipalities because the tax enforcement and the tax base are political issues in some cities.

   During this transition, two issues to consider are: 1) acquiring and diversifying revenues for municipalities through income-generating projects with the private sector, although many think that only investments and projects should be left to the private sector; and 2) improving the overall economic situation and creating job opportunities. No resources can improve the economic situation without human and institutional capabilities. In fact, it leads to the exact opposite result. We need to respect local situations when moving to build administrative and local capabilities. The Yemenis described the inheritance of strong centralization in the Middle East. Yemen had a different experience, a form of traditional decentralization with the tribes in the North and the sultanates in the South. While this goes back to history, I do not think that Yemen entirely did away with this. What are the obstacles to establishing local government while there is a North-South split of views? Decentralization ideas must be suitable to the situation in Yemen. Modernizing should be voluntary and the traditional society should advance gradually under its own complete will to become a civil society.

   Abla Nahashibi: There are some differences and factors that make decentralization experiences in other countries not applicable to the West Bank and Gaza. However, given that many countries are in this process of reform, it gives us in the PA the feeling that we should do it before it is too late. This is a major lesson. We must do it. We are evolving and trying to find our way, looking at these experiences within the context of our identity and our country conditions.

Fitch Rts City of South Jordan, Utah, $9.2MM Lease Revenue Bonds 'AA-'
   SAN FRANCISCO -- Fitch Ratings assigns an 'AA-' rating to $9.2 million Municipal Building Authority of the City of South Jordan, Utah (the authority) lease revenue refunding bonds, series 2005. In addition, Fitch affirms the 'AA-' rating on $9.1 million outstanding lease revenue bonds, series 2002. The Rating Outlook is Stable. The 2005 bonds are expected to sell via negotiation led by Wells Fargo Bank, N.A. on August 30. 

   The 'AA-' rating reflects the City of South Jordan's strong financial operations, low debt levels, and healthy local and regional economy, along with a sound master lease structure. These factors are somewhat offset by the city's continued population growth and corresponding capital and operational expenditure demands. 

   The 2005 bonds will refund the authority's 2004 bonds and incorporate the leased asset into a master lease executed for the 2002 bonds. Both series, then, are secured by base rental payments made by the city to the authority under the master lease. The lease is subject to annual appropriation, but the city may not elect to appropriate less than the full amount needed to meet its base rental obligation, which is equal to total debt service for both the 2002 and 2005 bonds. Fitch views the master lease structure as strengthening the city's willingness to appropriate, which is important to the rating in light of the largely recreational uses of the leased properties. 

   The city, with more than 42,000 residents, is located along Utah's I-15 corridor, 25 miles south of Salt Lake City. It is a fast-growing region of Salt Lake County, benefiting from the healthy and improving regional economy, substantial developable land with major residential and commercial projects planned or underway, and proximity to local labor markets. This largely suburban community's population has risen 8.3% annually since 2000.      Assessed values have continued their strong growth, rising by an average annual 12% during the last eight years. Growth trends show no signs of slowing as residential and commercial building permit activity continue. While the city is only 40% built-out, the city plans to annex additional acreage in the near term. 


    Financial operations are strong, evidenced by a high general fund balance (equaling 21.6% of general fund expenditures and transfers out in fiscal 2004) sustained by healthy annual operating surpluses. The city's recently increased property tax rate, effective in fiscal 2005, is expected to generate $0.7 million in additional revenues annually. Due to state-imposed limits on general fund reserve levels (18%), the city has traditionally and prudently transferred excess fund balances to the capital projects fund, utilizing the funds to reduce debt issuance or pay for capital improvements on a pay as you go basis. 

   Debt levels are low to moderate partially as a result of ongoing pay-as-you-go financing for capital projects. Principal amortization on the 2005 bonds is aggressive, with the city utilizing development-related fees for much of the accelerated debt service over the next three years. Direct debt including this issue is a low $805 per capita and 1.3% of market value and overall debt is in the moderate range at $1,476 per capita and 2.4% of market value. 

   Fitch's rating definitions and the terms of use of such ratings are available on the agency's public site, www.fitchratings.com. Published ratings, criteria and methodologies are available from this site, at all times. Fitch's code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance and other relevant policies and procedures are also available from the 'Code of Conduct' section of this site.
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	Correction: Fitch Rates $12.5MM City of South Jordan, Utah Lease Revs Underlying 'A+'.
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 Municipal related information:
- Municipal Bond Trading & Underwriting
· Bondheads - Daily collection of key articles on the bond market from a wide variety of news sources. 

· Investing in Bonds (Bond Market Association site) - Bond Market Association site includes municipal bond market prices applying to the previous day. Also educational info. 
· The Bond Buyer - Financial newspaper focused primarily on the municipal bond market and municipal finance. 

· Griffin Kubik Stephens & Thompson Inc - Dealer specializing in debt securities, including municipal bonds, U.S. Treasury debt, agencies, and mortgage-backed securities. Site provides municipal and bond market research. 

· Bond Desk 
-Municipal Bond Insurance
· ACA Capital - ACA Capital is a specialized financial services company, focused on assuming, managing and trading credit risk in the municipal finance, corporate finance and structured finance capital markets. 

· AMBAC - The Company is a leading provider of financial guarantees to the public finance, structured, asset-backed and mortgage-backed securities sectors. 

· Assured Guaranty - Assured Guaranty Corp. is a financial guaranty company and is focused on the mortgage-backed, asset-backed, public finance, structured finance and structured credit markets. 

· Financial Guaranty Insurance Co. (FGIC) - FGIC provides credit enhancement on public finance, structured finance and asset-backed securities. 

· Financial Security Assurance - Financial Security Assurance (FSA) provides financial guaranty insurance for asset-backed securities, municipal bonds and other structured obligations in the global markets. 

· MBIA - MBIA guarantees municipal bonds, infrastructure finance issues, structured asset-backed and mortgage-backed transactions in both the new issue and secondary markets — internationally as well as domestically. 

-Municipal Bond Documents
· Digital Assurance Certification LLC - Digital Assurance Certification LLC (DAC) — Investor Relations and Compliance Reporting, especially for municipal bonds. 

· DPC Data - DPC Data. Municipal bond repository, covering official statements, and annual reports (MUNIDOCs) and material events notices. DPC is a Nationally Recognized Municipal Securities Information Repository (NRMSIR). 

· E-muni - E-Muni. Municipal information source, and municipal official statements and bond documents, with emphasis on western states. 

· I-Deal Prospectus - I-Deal Prospectus automates electronic delivery of both preliminary and final prospectuses by distributing these documents directly to investors. Official Statements (preliminary and final) on new municipal bond sales are provided on the site. 

· MuniOS.com - A municipal bond new issue official statement (prospectus) service. MuniOS, a division of ImageMaster Inc, makes available preliminary and final documents. Official statements are provided by region and state. 

· MuniStatements.com - MuniStatements.com, a Thomson company, is a Nationally Recognized Municipal Securities Information Repository (NRMSIR). It maintains a collection of municipal documents available on the internet with over 230,000 documents including official statements, supplements, escrow documents, and G-36 forms. 

· Edgar Documents - SEC database providing documents for securities financings. 

· Fiscal Advisors & Marketing (official statements) - Official statements related to Fiscal Advisors and Marketing, financial Advisory firm to governments. Site link is to bond sales calendar, past sale official statements available as well — primarily serves the state of New York. 

· FT Interactive Data (NRMSIR) - Financial Times Interactive Data maintains a municipal bond disclosure repository. As a Nationally Recognized Municipal Securities Information Repository (NRMSIR) by the Securities and Exchange Commission (SEC). 

· Munideals.com - Provide new preliminary and final municipal bond official statements. Focus initially is on bond issues from the State of Michigan. 

· MuniFinancial - Municipal finance consulting firm based in California. Highlight is an e-newsletter emphasizing Cal muni finance topics 

· Munistat Services - Munistat Services, financial advisor serving primarily New York bond issuers. Site provides to calendar of client new issue bond sales. 

· Onlinemuni.com - Document source for preliminary and final municipal bond official statements. 

· Stone and Youngberg (official statements) - California based underwriter serving the West. Website contains official statements related to firm's financings. 

· Texas Municipal Advisory Council - Debt issuing not-for-profit organization intended to provide efficient underwriting and disclosure info for Texas issuers. Texas MAC also administers DisclosureUSA, a central national post office to receive disclosure documents on behalf of the National disclosure repositories. 

· Ehlers and Associates (official statements) - Final official statements related to financial advisor clients primarily in Minnesota, Illinois and Wisconsin. 
- Top Results for Disclosure Sources
· The Bond Buyer - Financial newspaper focused primarily on the municipal bond market and municipal finance. 

· Digital Assurance Certification LLC - Digital Assurance Certification LLC (DAC) — Investor Relations and Compliance Reporting, especially for municipal bonds. 

· DPC Data - DPC Data. Municipal bond repository, covering official statements, and annual reports (MUNIDOCs) and material events notices. DPC is a Nationally Recognized Municipal Securities Information Repository (NRMSIR). 

· E-muni - E-Muni. Municipal information source, and municipal official statements and bond documents, with emphasis on western states. 

· I-Deal Prospectus - I-Deal Prospectus automates electronic delivery of both preliminary and final prospectuses by distributing these documents directly to investors. Official Statements (preliminary and final) on new municipal bond sales are provided on the site. 

· Municipal Securities Disclosure Rules - Municipal bond securities disclosure — SEC Rule 15c2-12. 

· Municipal Securities Laws - Selected municipal securities laws by Robert Doty 

-The Bond Blogger” Promotes Discussion of Today’s Municipal News Stories
  The Bond Buyer has long been established as the eminent trade publication for the municipal bond industry. With its recent introduction of “The Bond Blogger,” the century-old publication took another step forward, this time offering an interactive medium that goes beyond reporting the news.

The Bond Blogger is a weblog (blog) that provides commentary and invites discussion of today’s top news stories related to municipal bonds and public finance. As is typical of this format, the Bond Blogger is informal in tone, offers opinions, and invites participants to weigh in on the issues at hand. 
It scans the top news stories of the day, and highlights those deemed worthy of discussion. Since its launch, the blog has addressed Texas’ moratorium on private toll-road projects, post-employment benefits for municipal retirees, and layoffs in the municipal bond industry. 
While both the print and online edition of The Bond Buyer require a subscription, The Bond Blogger is available free of charge, accessible to anyone with an interest in the municipal bond market. Lifting the subscription requirement for the blog allows a broader range of participation from a wide-ranging audience.
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