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Disclosure 

Stifel, Nicolaus & Company, Incorporated (“Stifel”) has prepared the attached materials.  Such material consists of factual or general 
information (as defined in the SEC’s Municipal Advisor Rule).  Stifel is not hereby providing a municipal entity or obligated person 
with any advice or making any recommendation as to action concerning the structure, timing or terms of any issuance of municipal 
securities or municipal financial products.  To the extent that Stifel provides any alternatives, options, calculations or examples in 
the attached information, such information is not intended to express any view that the municipal entity or obligated person could 
achieve particular results in any municipal securities transaction, and those alternatives, options, calculations or examples do not 
constitute a recommendation that any municipal issuer or obligated person should effect any municipal securities transaction.  Stifel 
is acting in its own interests, is not acting as your municipal advisor and does not owe a fiduciary duty pursuant to Section 15B of 
the Securities Exchange Act of 1934, as amended, to the municipal entity or obligated party with respect to the information and 
materials contained in this communication. 

 

Stifel is providing information and is declaring to the proposed municipal issuer and any obligated person that it has done so 
within the regulatory framework of MSRB Rule G-23 as an underwriter (by definition also including the role of  placement agent) 
and not as a financial advisor, as defined therein, with respect to the referenced proposed issuance of municipal securities.  The 
primary role of Stifel, as an underwriter, is to purchase securities for resale to investors in an arm’s- length commercial transaction.  
Serving in the role of underwriter, Stifel has financial and other interests that differ from those of the issuer. The issuer should 
consult with its’ own financial and/or municipal, legal, accounting, tax and other advisors, as applicable, to the extent it deems 
appropriate. 

 

These materials have been prepared by Stifel for the client or potential client to whom such materials are directly addressed and 
delivered for discussion purposes only.  All terms and conditions are subject to further discussion and negotiation.  Stifel does not 
express any view as to whether financing options presented in these materials are achievable or will be available at the time of any 
contemplated transaction.  These materials do not constitute an offer or solicitation to sell or purchase any securities and are not a 
commitment by Stifel to provide or arrange any financing for any transaction or to purchase any security in connection therewith 
and may not relied upon as an indication that such an offer will be provided in the future.  Where indicated, this presentation may 
contain information derived from sources other than Stifel. While we believe such information to be accurate and complete, Stifel 
does not guarantee the accuracy of this information. This material is based on information currently available to Stifel or its sources 
and is subject to change without notice. Stifel does not provide accounting, tax or legal advice; however, you should be aware that 
any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your 
advisors and /or counsel as you deem appropriate. 
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1MMD (Municipal Market Data) is an index of ‘AAA’ rated general obligation bonds. 

U.S. Treasury Rates 
Last 3 Years 

 Municipal rates still near multi-year lows despite recent market moves 

 30-year AAA MMD index reached lowest level since 2012 on January 30th  
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Relative Value: AAA Rated Municipals vs. Treasuries 

5-Yr ‘AAA’ Municipal as a % of 5-Yr UST 

Source: Thomson Financial and Federal Reserve. As of 4/9/15. 
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Relative Value: A Rated Municipals vs. Treasuries 

Source: Thomson Financial and Federal Reserve. As of 4/9/15. 
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< Typically Higher Grade Types of Bonds  Typically Lower Grade> 

General 
Obligation 

Enterprise 
Revenue 

Lease 
Revenue 

/COPs 

Pension 
Obligation 

Tax 
Increment 

Special Tax/ 
Assessment 

 
Revenue  
Pledge 

Secured by 
unlimited 
ad valorem 
property 
taxes 

Net revenue of 
a specified 
enterprise, 
such as water, 
sewer, solid 
waste, or 
parking 

Lease 
payments for 
use of 
government 
asset; paid 
from general 
fund 

Annual 
general fund 
payments to 
satisfy an 
obligation 
imposed by 
law 
 

 

Incremental 
property tax 
revenues 
above a base 
level within 
a defined 
project area 
 

 

Lien on 
property; 
bonds paid 
from annual 
special or 
assessment 

  

Vote 
Required? 

2/3rds vote 
threshold;  
Schools 
may be 55% 

No public vote 
required 

No public vote 
required 

Judicial 
validation for 
debt-limited 
entities 

Traditional 
RDA didn’t 
require a 
vote; IFDs 
require  a 
vote  

2/3rds vote 
for CFD; 
50%+ for 
Assessment 
Districts 

California Municipal Bonds 
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California Municipal Bonds 

General Obligation 
37% 

Enterprise Revenue 
30% 

Lease Revenue/ COPs 
7% 

Pension Obligation 
1% 

Tax Increment 
4% 

Special Tax/ 
Assessment 

4% 

Other Revenue 
17% 

California Long-Term Municipal Debt Issuance by Type 
January 1, 2014 to Date 
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The Bond Financing Process 

 Timing depends on complexity & certainty of financing plan 

 Simple, straightforward financings can be completed in 3 months 

 Most financings are completed within 4 to 6 months 

 Infrequent issuers may need more time for analysis & board approvals 

 Some financings can take years 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Post-closing obligations 

 Debt payment, continuing disclosure, tax compliance, additional covenants 

 

Financing Plan  
(Month 1) 

 

 Engage financing team 
 

 Clarify project list 
 

 Analyze financing options  

Preparing Bond Sale 
(Month 2) 

 

 Draft legal documents  
 

 Draft investor disclosure 
(Official Statement)  

 

 Review prior continuing 
disclosure compliance 
 

 Seek credit rating 
 

 Secure Council/Board 
financing approvals 

Pricing and Closing 
(Month 3) 

 

 Market bonds to investors 
 

 Set interest rates 
 

 Finalize all documentation 
 

 Deliver funds at closing 
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Who’s Who on the Financing Team 

Underwriter 

• Assists in organizing 
financing process 

• Structures financing 

• Markets and sells bonds 

• Makes secondary market 

Bond Insurer 

• Assumes bond payment 
risk in exchange for 
insurance premium 

• Lowers financing cost 

• May offer surety reserve 

Bond Counsel 

• Prepares legal documents 

• Assures financing 
conforms to statutes 

• Provides tax opinion 

Rating Agency 

• Assesses bond risks at 
issuance and through 
ongoing surveillance 

• Investors use ratings as a 
guide to value bonds 

Trustee or Fiscal Agent 

• Holds funds 

• Tracks payments 

• Involved with defaults 

Financial Consultants 

• i.e. Financial advisor, fiscal 
analysis, rate consultant 

• Roles and inclusion varies 
by issue 

Municipality 

Disclosure Counsel 

• May draft the Official 
Statement for investors 

Underwriter’s Counsel 

• Represents the 
underwriter 

• May draft the Official 
Statement if there is no 
Disclosure Counsel 
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The Municipal Advisor (MA) Rule  

 

 The MA Rule is a 777 page rule that went into effect in July of 2014  

 Part of the fallout of the financial crisis of 2008 was the enactment of the Dodd Frank Wall 
Street Reform & Consumer Protection Act (the “Act”) 

 Caused a review of practices in the municipal marketplace and required the SEC to 
define municipal advice 

 Among other things, the MA Rule requires that non-broker dealer FAs (included under the 
new term “municipal advisors”) be registered for the first time, and be subject to new 
regulations, qualifications and testing 

 With those regulations comes the requirement that the MA has a fiduciary duty to the 
issuer, which means it must put the issuer’s interests before its own 

 For underwriters, the Act reaffirmed fair dealing requirements, and required underwriters 
to make various disclosures 

 It also imposed limitations on the type of information that can be communicated by 
underwriters to municipalities prior to engagement 

 Underwriters cannot provide “advice” on a financing to municipal issuers unless: 

 Responding to a Request for Proposals 

 Issuer has an independent financial advisor on that financing 

 Underwriter has been hired for that particular issue 

 Objective information and refunding analyses not construed as “advice” by SEC 
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Questions to Ask Before Issuing Bonds 

 Can you afford the debt? 

 Adequate revenues?   

 Adequate reserves?  

 Adequate coverage cushion? 

 What could go wrong? 

 

 Who’s helping you? 

 Get good advice from respected 
professionals 

 

 Is disclosure adequate? 

 Official Statement (“OS”) is the 
issuer’s document 

 Have you told investors everything 
they need to know in the OS? 

 Have you kept up with continuing 
disclosure obligations? 

 

Securities Exchange Act of 1934 Rule 
10b-5: 

 

“It shall be unlawful for any person. . .  

(a) to employ any device, scheme or 
artifice to defraud,  

 

(b) to make any untrue statement of a 
material fact or to omit to state a 
material fact necessary in order to 
make the statements made, in light of 
the circumstances under which they 
were made, not misleading. . .” 
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Important Features for Pricing 

• TYPES of BONDS 

• GOs – bonds issued by states, cities/towns and school district payable 
general funds of issuer or appropriations made by state legislature. 

• REVENUE – payable from a specific source of revenue from a project. 
Government agencies can issue bonds for essential services or act as a 
conduit issuer for a private entity or 501c.  

• Transportation systems 

• Hospitals 

• Power systems 

• Sewer systems 

• Water systems 

• Other local authorities that generate revenue from providing services to the 
public 
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Important Features for Pricing 

• TAX STATUS  

• Tax-exempt – can be federal or state 

• Taxable – municipal securities also can be issued if the 

purpose of the issuer’s financing does not meet certain public 

purpose or public use tests under the federal tax rules. 

• Alternative Minimum Tax (AMT) Bonds – Some municipal 

securities pay interest that is exempt from gross income under 

the ordinary federal income tax calculation but are 

nonetheless subject to the federal alternative minimum tax, or 

AMT. 
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Important Features for Pricing 

Tax Status 
 

• Bank Qualified (BQ) 

– <$30mm in annual issuance and allows banks to deduct 80% of 
interest expense.  

– 20% tax penalty is the TEFRA disallowance.  

– Favorable tax treatment increases the taxable equivalent yield 
relative to other municipal bonds.  

– Bonds issued by states and their political subdivisions (towns, 
counties, school districts, sanitation, utility districts) are eligible. 
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Important Features for Pricing 

• Serial vs. Term bonds 

• Callable bonds - new issues generally with 10yr calls 

• Sinking fund - allows the issuer to retire principal 
amounts of debt in specific amounts prior to maturity. 

• Premium vs. Discount 

• Zero Coupon Bond – a type of original issue discount 
bond on which no periodic interest payments are made.  
Issued at a deep discount from par, accreting (at the rate 
represented by the offering yield at issuance) to its full 
value at maturity. 
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Important Features for Pricing 

• Variable Rate Securities  

– VRDOs 
– ARS  

• Pre-refunded bonds  

– Advance refunding  
– Escrow account /funded with Treasuries 

• Municipal notes  

– TANs 
– RANs 
– BANs  

• Housing bonds  

– Mortgages and mortgage loan repayments 
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Muni Investor Checklist 

• Determine tax status: tax-exempt or taxable  

• Maturity range 

• Coupon – High coupon provides price protection in a environment of 
increasing yields. 

• Price range (par, premium, discount) will depend on your interest rate or 
tax position. 

• Yield target 

• GO (state or local), revenue (if revenue limited to essential service i.e. 
sewer/water), sectors 

• Credit quality (A>) 

• Call feature, understanding YTC 

• Price fair? One measure of what constitutes a fair price is that it must 
“bear a reasonable relationship” to the prevailing market price of the 
security. Brokers conduct this analysis by, among other things, reviewing 
recent transaction prices for the municipal security and/or the transaction 
prices for other securities with similar credit quality and features. 
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• Evaluate credit 

– Rating reports (could be old) 
– Official statements (pull up from EMMA website or ask Dealer).  I will tell you how 

revenues are pledged to pay bondholders and how issuer will use proceeds. 
– Continuing disclosure may provide information such as financial statements 
– Assess default risk 
– Evaluate bond insurance 
– EMMA 

• Price discovery tool- search trade history. Pull up trade prices on same issuer or similar bonds. 
• Search security information 
• Setup price/security alerts through MyEMMA 

– Use benchmarks (MMD AAA tax-exempt Curve and Spread to Treasuries for 
Taxables) 

– Evaluate trade costs (operational, reporting) 

Pre-Trade Discovery 

24 
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Refining your Search 
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Market Awareness and Discovery 
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Tax-Exempt AAA MMD Yield Curve 

Source: TM3. As of 4/8/2015. 
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Tax-Exempt  Credit Spreads 

Source: TM3. As of 4/8/2015. 
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5year Taxable Credit Spreads 

Source: TM3. As of 4/1/2015. 
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Taxable Credit Spreads 

Source: TM3. As of 4/8/2015. 
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Post-Trade Discovery 

• EMMA alerts for ratings, financial information or trades 

• Disclosure events 

• Monitor trade prices EMMA. 15 minutes to report.  

• 90 percent of trade history on a CUSIP is within the first 

90 days of issuance.   

• The relatively illiquid municipal market lacks centrally-

posted and continuous quotes. 

• Evaluation services (S&P, IDC) 

• Bloomberg – search functions 
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EMMA Trade Details 
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Sourcing Bonds/Liquidity 

• Ways to Source Bonds 

• Primary market 
• CDRN (negotiated Calendar/CDRC (Competitive) functions on Bloomberg 
• IPREO provides New issuance software 

• Secondary Market 
• Have your dealers send inventory 
• PICK 

• Liquidate Bonds 

• Work an order  
• Bid wanted - ideally provide at least an hour lead time so you can get the best bids 
• Liquid bonds vs. Illiquid bonds 

• Tools to Use 

• Bloomberg Functions to search Municipal offerings 
• PICK 
• IMGR 
• DES, YA, TDH 

• Trade platforms (i.e. eConnectDirect®, Municenter, Bonddesk) 
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Are Munis a Safe Investment?  
• Default rates (after 10 years) 

 

 

 

 

 

 

 

 

• Recovery rate of 67 cents vs 16 cents for corporates 

• Do your credit work, research is key and have strong risk oversight 

• Set appropriate investment policies 

• Issuer transparency will increase 

34 
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Long-Term Trends 

• Regulation 

• SEC and MSRB working to increase pre-trade and post-trade 

transparency. 

• Rule G-30: MSRB Rule G-30 requires that broker-dealers charge 

fair and reasonable aggregate prices to customers.  

• Credit risks matter – Risk mitigation through surveillance and setting 

appropriate Investment policies. Less  due diligence for higher-rated 

GOs vs. low-rated revenue bonds. 

• Oil/gas revenues put pressure on some states (Alaska, ND, WY 

have the largest % of revenues of total taxes). 
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Long-Term Trends 

• Bankruptcies/state issues (Detroit, Puerto Rico, NJ, Illinois) pension 
issues. 

• Continued upgrades vs downgrades due to economy, structural 
changes to local government criteria.  Health care and higher 
education have negative outlook. 

• Continued increase in bond insurance on new issuance 5.6% in 
2014. 

• Transparency 

• Bond flows determine market technicals. 

• Tax reform proposals to curtail the tax benefits of municipal bond 
investments may once again make some headlines, but we do not 
expect to see this come to fruition in 2015. 

• Increase in interest rates and returns on portfolios and credit 
spreads. 

• Supply $330BLN in 2014 
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Disclosure 

Multi-Bank Securities, Inc. (MBS) cannot be held responsible for 
errors regarding time and/or price on buy/sell requests. 
Information provided in this presentation has been prepared from 
sources known to be reliable, but is not guaranteed and is not a 
complete summary or statement of all data necessary for making 
an investment decision. This is for informational purposes only 
and does not constitute a recommendation; please confirm all 
information before investing. Securities discussed are subject to 
availability and change in price and yield. Changes to 
assumptions may have a material impact on returns. Past 
performance is not indicative of future returns. For institutional 
investors only. 
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