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Background:
Quick Primer on Municipal Bonds
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Municipal Bonds vs. Corporate Finance

Comporate Bonds Municipal Bonds

e $7.5 trilion US. comporate bond market * $3.9 trllion U.S. municipalbond market

* Varying interest rate c osts forissuers * Taditionally low-cost/ low-intere st rate,
retums forinvestors depending on making municipalfinance cheaperfortax
d e fa ult risk base. Defaults are infre quent

* Comporationsmay pledge any and all * State law often prohibits pledge of hard
assets, including realproperty, personal assets. Municipalitiesoften pledge a
property, receivables, IP, etc. dedicated stream ofrevenues

* Basisforcreditorrightsin contracts, * Basis forcreditorrights is sta tutory and
security agreements, and controlof contractbase, generally without UCC filing s
collateral orcontrol

* 770 chapter1l fiingsin March 2018 ¢ Fewerthan 500 chapter9 (or Ttle IX) filings,
alone inc luding PROMESA cases, filed since 1934
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Municipal Bond Structures
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Appropration Bonds

* Bondsbacked by the “moralobligation” to repay creditors, subjectto the legislature apprpriating funds sufficientto pay debt
service

General Obligation Bonds (“GO”)

* Bondsbacked by “the fullfaith and credit” ofthe issuer. Many have state law priornity overotherstate ormunicipalobliga tionsto
obtainlow interestrate. Unclearto date whetherstate law priorty ispre-empted by Bankruptcy Code.

* Indefault,tensionisbetween paying “essentialservices” and generalobligation bonds.

Revenue Bonds
* Issuerpledgesoperating revenuessuch ascustomerpaymentsortuition paymentsto repay revenue bonds.
* Canbe grossornetrevenue pledge ofrevenues.

* Whethergrmssornetpledge,indefaulttension existsbetween paying “necessary operating expenses” and paying revenue
bonds.

Se c uritiza tion Bonds
* Bankruptcy remote entity isgranted ownership ofa revenue stream, like a salesand use tax orlitigation se ttle ment payments.

* Iike revenue bonds, creditorslook to the revenue stream forrepayment. Tpically not subjectto operating expenses(ie.,
pension) risk.
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