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Background:
Quick Primer on Municipal Bonds



3

Municipal Bonds vs. Corporate Finance

Corpora te  Bonds

$7.5 trillio n U.S. c o rp o ra te  b o nd  ma rke t

Va rying  inte re st ra te  c o sts fo r issue rs 
re turns fo r inve sto rs d e p e nd ing  o n 
d e fa ult risk

Co rp o ra tio ns ma y p le d g e  a ny a nd  a ll 
a sse ts, inc lud ing  re a l p ro p e rty, p e rso na l 
p ro p e rty, re c e iva b le s, IP, e tc .  

Ba sis fo r c re d ito r rig hts in c o ntra c ts, 
se c urity a g re e me nts, a nd  c o ntro l o f 
c o lla te ra l

770 c ha p te r 11 filing s in Ma rc h 2018 
a lo ne

Munic ipa l Bonds

$3.9 trillio n U.S. munic ipa l b o nd  ma rke t

Tra d itio na lly lo w-c o st/  lo w-inte re st ra te , 
ma king  munic ip a l fina nc e  c he a p e r fo r ta x 
b a se . De fa ults a re  infre q ue nt

Sta te  la w o fte n p ro hib its p le d g e  o f ha rd  
a sse ts.  Munic ip a litie s o fte n p le d g e  a  
d e d ic a te d  stre a m o f re ve nue s

Ba sis fo r c re d ito r rig hts is sta tuto ry a nd  
c o ntra c t b a se , g e ne ra lly witho ut UCC filing s 
o r c o ntro l

Fe we r tha n 500 c ha p te r 9 (o r Title  IX) filing s, 
inc lud ing  PROMESA c a se s, file d  sinc e  1934 

4

Municipal Bond Structures
Appropriation Bonds

Bo nd s b a c ke d  b y the  “ mo ra l o b lig a tio n”  to  re p a y c re d ito rs, sub je c t to  the  le g isla ture  a p p ro p ria ting  fund s suffic ie nt to  p a y d e b t 
se rvic e

Ge ne ral Obligation Bonds (“GO”)

Bo nd s b a c ke d  b y “ the  full fa ith a nd  c re d it”  o f the  issue r.  Ma ny ha ve  sta te  la w p rio rity o ve r o the r sta te  o r munic ip a l o b lig a tio ns to  
o b ta in lo w inte re st ra te .  Unc le a r to  d a te  whe the r sta te  la w p rio rity is p re -e mp te d  b y Ba nkrup tc y Co d e .  

In d e fa ult, te nsio n is b e twe e n p a ying  “ e sse ntia l se rvic e s”  a nd  g e ne ra l o b lig a tio n b o nd s.

Re ve nue  Bonds

Issue r p le d g e s o p e ra ting  re ve nue s suc h a s c usto me r p a yme nts o r tuitio n p a yme nts to  re p a y re ve nue  b o nd s. 

Ca n b e  g ro ss o r ne t re ve nue  p le d g e  o f re ve nue s.  

Whe the r g ro ss o r ne t p le d g e , in d e fa ult te nsio n e xists b e twe e n p a ying  “ ne c e ssa ry o p e ra ting  e xp e nse s”  a nd  p a ying  re ve nue  
b o nd s.

Se c uritization Bonds

Ba nkrup tc y re mo te  e ntity is g ra nte d  o wne rship  o f a  re ve nue  stre a m, like  a  sa le s a nd  use  ta x o r litig a tio n se ttle me nt p a yme nts.  

Like  re ve nue  b o nd s, c re d ito rs lo o k to  the  re ve nue  stre a m fo r re p a yme nt.  Typ ic a lly no t sub je c t to  o p e ra ting  e xp e nse s (i.e ., 
p e nsio n) risk.
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