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• What is “short-term”? 
• Short-term debt can have multiple meanings, but is most commonly viewed as 

debt that is money market fund eligible under SEC guidelines section 2(A)7.  

• For what purpose is short-term debt issued?  
- Cash flow financing  

• Provide working capital to pay operating expenses 
• Examples: tax and revenue anticipation notes (TRANs), working capital notes 

- Bridge financings  
• Provide interim short-term financing for capital projects 
• Examples: bond anticipation notes (BANs), commercial paper (CP)  

- Permanent financings  
• Provide long-term project funding at short-term interest rates 
• Examples: variable rate demand obligations (VRDOs), floating rate notes 

Introduction: Short-Term Financing Options 
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Short-Term Interest Rates Tend to Be Lower 

________________________ 
Source: Barclays Live, Thomson Reuters , and Bloomberg. 
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Illustrative Rates by Maturity 

MMD UST MMD:UST 

6-month 0.15% 0.05% 300.0% 

1 year 0.18% 0.10% 180.0% 

2 year 0.36% 0.35% 102.9% 

5 year 1.35% 1.48% 91.2% 

10 year 2.59% 2.72% 95.2% 

30 year 4.17% 3.73% 111.80% 

SIFMA vs. U.S. government weekly repo 100% 
SIFMA vs. 30-Day LIBOR 

 

35% 

 

(As of September 23, 2013) 

Illustrative Yield Curve 
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RBI: 
20-yr Average: 5.37% 

9/19/13: 5.24% 
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20-yr average: 2.22% 

9/19/13: 0.07%

Interest Rate %

1-mo LIBOR:
20-yr average: 3.30% 

9/19/13: 0.18%
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_____________________ 
Source: Bloomberg.  

Financial Market 
Crisis, Fall 2008 

Spread between short and long maturities is particularly wide in current market 

RBI: Long-Term Tax-Exempt Bonds Maturing in 30 Years with Average Rating of A1/A+.  SIFMA: All bonds in Index must be tax-exempt, non-AMT, have $10mm or more 
outstanding and the highest short-term rating by Moody’s or S&P, and pay interest monthly  calculated on a ACT/ACT basis, and interest rate resets occurring on Wednesdays.  

Short- vs. Long-Term Interest Rates Over Time 



• Issuing debt at the short end of the yield curve has historically 
produced the lowest interest cost over time 

• Avoid locking-in long-term rates in unfavorable market conditions 

• Align short-term or variable revenues with short-term or variable 
liabilities 

• Increased flexibility relating to call features, par amount outstanding, 
and retaining a par valued structure 

• Retain variable rate debt compatible with an outstanding swap 
 

Why Issue Short-Term Debt? 
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• Money Market Funds 
– Must purchase securities that retain a NAV at par or a dollar price of $1.00 

• Investors are typically willing to forego higher investment returns for the preservation of capital 
– Seek high quality credits to preserve Net Asset Value (NAV) 
– Regulations limit maturity or put feature to less than 397 days 

• Additional limits on credit quality and concentration of portfolio 

• Short-, Intermediate- and Long-Term Bond Funds 
– Have ability to purchase longer-dated maturities for particular funds 
– Not subject to SEC Rule 2(a)7 
– Preserve a fund’s dollar price during periods of rising interest rates 
– Increase liquidity 

• “Retail” Participation 
– Separately Managed Accounts (SMAs) act as retail aggregators  
– Many short-term debt issues have $100,000 denominations that limit direct 

participation 

Who Buys Short-Term Debt? 
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• Tax Revenue or Grant Anticipation Notes (RANs or TRANs or GANs) 
- Purpose:  Used for cash flow or capital projects 
- Benefit:  Smooth out inconsistent revenue streams like property tax receipts or grants  
- Risks:  Short-term and fixed repayment require careful forecasting of future cash flow 
- Interest rate:  Fixed at time of note sale 
- Requirements:  Government Code and federal tax requirements 

• Example: 
- City relies heavily on property tax receipts due in December and April while expenses 

are fairly evenly spread throughout year 
- With diminished reserves in current economic climate, cash flow shortfall peaks after 

early December payroll payment 
- TRAN proceeds bolster cash position in July to cover peak deficits in fall; balances 

are restored and funds are set aside to repay TRANs throughout winter and spring, 
before June TRAN maturity 

- Credit rating is based on predictability of revenues, accuracy of projections, expected 
liquidity (and alternatives) at maturity and ability to withstand less favorable results 

 

RANs, TRANs and GANs 
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• Commercial Paper (CP or TECP) 
- Purpose: may be used for capital projects or cash flow 
- Benefit:  offers flexibility to create template for borrowing program and then draw 

down project funds as needed with streamlined approvals  
- Risks: rollover failure, interest rate fluctuations 
- Maturity:  less than 270 days; a true maturity  
- Interest rate:  set at time of CP draws 
- Liquidity requirements: third-party (bank) liquidity or (rarely) self-liquidity 

• Example: 
- Transportation authority with large capital program 
- May use CP draws to fund interim, initial project funding 
- One large, long-term financing issued to fund balance of project and pay off CP 
- Credit rating based on credit quality of liquidity bank, not borrower 

 

Commercial Paper 
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• Bond Anticipation Notes (BANs) 
- Purpose: capital projects 
- Benefit:  can provide seed financing in advance of a planned long-term financing 
- Interest rate:  fixed at time of note sale 
- Requirements:  statutory and tax limits 
- Risks: subject to market conditions at time of sale, reissuance annually 

 
• Example: 

- Sales tax authorization approved by voters but revenue collections begin in 2 years 
- Transportation authority can issue BANs now to tap future debt capacity 
- BANs are repaid with long-term financing after collections begin 
- Credit ratings are based on expected terms of future take-out and assessment of 

future market access 
 
 

Bond Anticipation Notes 
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• Variable Rate Demand Obligations (VRDOs or VRDBs) 
- Purpose:  Used for capital projects 
- Benefit:  Access rates on the short end of the yield curve, retain flexibility to pay off 

or restructure debt at any time 
- Maturity:  Principal amortization may be scheduled over the life of the bonds, 

typically 30 years, or structured as lump sum term maturity 
- Interest rates:  Variable rate may be reset daily, weekly, monthly or other periodic 

basis 
• Most VRDB debt issued has an investor 7 day optional put feature 
• Assuming 7-day reset mode, interest payments are made on a monthly basis 
• Remarketing agent resets the interest rate to achieve the lowest possible interest rate that 

preserves the $1.00 price of the bonds 
- Liquidity requirements:   Third-party (bank) liquidity or self-liquidity which is only 

accessed in the event that the VRDBs cannot be remarketed at any rate up to the 
maximum rate permissible 

- Risks: Bank liquidity provider downgrade or non renewal, subject to weekly interest 
rate fluctuations 

Variable Rate Debt: VRDOs 
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• Interest Rate Swaps 
- Purpose:  often used in combination with 

variable rate debt to limit interest rate risk, 
create a “synthetic” fixed interest rate 

- Common structure:  issuer issues variable rate 
debt, pays fixed-rate swap rate to counterparty, 
receives variable rate from counterparty 

- Risks:  Counterparty failure to perform, 
mismatch in basis of offsetting variable rate 
legs, liquidity renewal, termination events, etc. 
 

Interest Rate Swaps 

Issuer receives 
variable rate  

Issuer pays 
fixed rate 

Issuer pays 
variable rate 

Counterparty 

Investors 

Issuer 

- Termination:  Typically requires payment to terminate swap 
• Termination payments can benefit either issuer or counterparty depending on 

value 
• Mark-to-market values and termination costs depend on swap terms and 

market conditions 
 

• Interest Rate Caps, Locks, Floors 
− Purpose:  varying tools to mitigate interest rate risk with variable rate debt 

10 



The yield benefit of synthetic fixed structure is significant for longer dated debt. 

Traditional and Synthetic Fixed Rate Curves 

Traditional Fixed Rate Versus Synthetic Fixed Rate Curves 
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___________________________ 
Synthetic fixed rate curve includes 70 bps for LOC cost, 5 bps for remarketing costs, and 25 bps for 10-year call option for comparison with traditional fixed rate debt. 
Savings of 126 bps, based on a calculated all-in TIC of 4.93% for traditional fixed rate and 3.66% for synthetic fixed rate issuance. 
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Synthetic fixed for a 30-year, $100-million level 
debt issuance will generate (debt service) 
savings of $26.9 million, when compared to a 
traditional fixed rate structure. 



The benefit of synthetic fixed vs. traditional fixed of approximately 170 bps is greater 
than it has been in recent history. 

“All-in Cost” Benefit of Synthetic Fixed Rate Debt 
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___________________________ 
Source: Thomson Reuters 
Synthetic fixed rate curve includes 70 bps for LOC cost, 5 bps for remarketing costs, and 25 bps for 10 year call option for comparison with traditional fixed rate debt. 

Synthetic fixed structure provides market access, which is just as critical as price 
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• Liquidity is necessary for traditional VRDBs  
- VRDOs generally have a “demand” or “put” feature that is shorter than the final 

maturity date 
- Investors have the option to exercise a “put” on all or a portion of the VRDBs they 

own on any business day for settlement (typically) in 7 calendar days.   
- In addition to setting rates, the remarketing agent is responsible for attempting to find 

new investors to purchase the VRDBs when optional puts occur 
- If no investors can be found the liquidity facility will be drawn on to purchase the 

VRDBs that we unable to be remarketed or “failed” 
- Unremarketed VRDBs become bank bonds are subject to principal acceleration and 

formulaic step up rates that can be significantly different from VRDB market rates 

• Standby purchase agreement (SBPA) 
- Provides liquidity to repay an investor who wants to liquidate his/her holdings 

(exercise the “put”) when another investor can’t immediately be found 
- Can be terminated in certain circumstances if issuer’s credit deteriorates 

• Direct-pay letter of credit (LOC) 
- Provides liquidity and credit enhancement to ensure repayment of debt service in 

certain circumstances 
- Irrevocable commitment through term of agreement 

VRDB Liquidity Requirements 
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Update on the Liquidity Landscape 
Short-term market for credit enhancement remains scarce 
• There are fewer banks offering credit/liquidity than prior to 2008 

- Major providers: Bank of America, Barclays, JP Morgan, US Bank, Wells Fargo,  
- Other providers: Bank of the West, City National, Northern Trust, RBC, Sumitomo, State Street, 

BNY Mellon, Bank of Tokyo/Union Bank, and Mizuho 
- Capacity and saturation pressures mounting 
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________________________ 
Source: Thomson Reuters (As of September 2013).  

Changing Credit Enhancement Landscape (by Sum of Outstanding Size) 

2013 

  Top 10 Credit Enhancers 
Total  

($ in mm) 
Market  
Share 

1 JP Morgan Chase    31,489.5  14.7% 
2 Self Liquidity    31,489.5  10.8% 
3 Fannie / Freddie / FHLB    23,147.6  9.9% 
4 US Bank    21,113.6  9.6% 
5 Wells Fargo    20,516.4  8.0% 
6 Bank of America    17,018.0  7.6% 
7 PNC Bank    16,174.8  3.1% 
8 TD Bank     6,626.2  3.0% 
9 Barclays     6,421.0  2.3% 
10 Bank of NY Mellon     4,917.2  2.0% 

2011 

  Top 10 Credit Enhancers 
Total  

($ in mm) 
Market  
Share 

1 JP Morgan Chase 39,819.9 12.9% 
2 Bank of America 38,719.6 12.5% 
3 Fannie / Freddie / FHLB 37,523.8 12.1% 
4 Wells Fargo 20,141.4 6.5% 
5 US Bank 13,856.5 4.5% 
6 Self Liquidity 11,640.7 3.7% 
7 Helaba 7,344.7 2.4% 
8 PNC Bank 7,327.3 2.4% 
9 RBC Bank 6,739.5 2.2% 
10 TD Bank 5,783.1 1.9% 



Changing Liquidity Regulation and Pricing 
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• New regulatory pressures 
− Money market reforms:  Prime funds potentially switching to a floating NAV 
− Basel III reforms:  Higher capital requirements for banks, higher cost 

• Municipal asset class is viewed favorably by most banks leading to sufficient supply of 
bank facilities at a competitive cost to issuers. 

 
 
 
 
 
 
 
 

___________________________ 
Source: SIFMA (As of June 30, 2013). 
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• Floating Rate Notes (FRNs) 
- Benefit: Can be used to create or retain variable rate debt without third-party bank 

liquidity 
- Rollovers:  Requires a reissuance on each maturity date that can be costly and time 

consuming for issuers 
- Interest rates:  Set at a fixed spread to variable weekly index (i.e. SIFMA or LIBOR) 
- Liquidity requirements:  No liquidity required, essentially “self-liquidity” until maturity or 

put date 
- Risks:  Exposure to future short-term yields, market access and interest rate risk at 

maturity 
- Structuring considerations:  Amortization, put timing, call features, target investors, 

matches well with swaps 
- Price:  May or may not trade at par in the secondary market which limits primary 

market demand when spreads contract 
- Considerations: Most FRN demand is 3-years or shorter which compares to the length 

of most bank facilities 
 

Alternative Variable Structures 
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Floating rate notes often become more attractive when bank facility pricing increases. 



Variable Rate Demand Bond Issuance Volume 
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_____________________ 
Source: Securities Data Corporation (As of Sept. 23, 2013). 

 

Municipal Variable Rate Issuance 
2001-2013 (YTD) 

Diminished volume of issuance and outstanding variable rate debt. 
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California

National (not incl. CA)

California 2013 variable rate issuance 
down 77% from 2009 
 2013: 17 issues totaling $1.37 billion 
 2009: 82 issues totaling $6.08 billion 



Fixed Rate Note Issuance Volume 
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California Issuance Volume Down 
 25% decrease in 2013 YTD over 2009 
 2013 YTD:  72 issues totaling $12.7 billion  
 2009:  100 issues totaling $17.1 billion 

TRAN issuance  
 Increased in 2010 due to financial 

pressures 
 Season peaks in summer 

National Municipal Fixed Rate Note Issuance 
2004-2013 (YTD) 
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_____________________ 
Source: Bond Buyer (As of Sept. 10, 2013). 

 



• The views in this commentary are the short-term views of the Barclays Public Finance Department. The Views are not a personal recommendation or any type of advice to any 
investor and do not take into account whether any transaction or product is suitable for any particular investor.  You should obtain independent professional advice before 
investing or transacting. This communication has not been produced, reviewed or approved by Barclays Capital’s Research Department, is not research and is not subject to 
any prohibition on dealing ahead of the dissemination of research. 

•   
• The Views are not objective or independent of the interests of the Authors or other Barclays Capital personnel, who are active participants in the markets, investments or 

strategies referred to herein.  Barclays and its associated personnel may act in several capacities (including hedging activity, trading positions and performing or soliciting 
investment banking or other services) which may adversely affect the performance of any product described in the Views. The Views are given as of the date hereof and are 
subject to change without notice.  

•   
• By providing you with this document, Barclays is not acting as an advisor or fiduciary.  Accordingly, you must independently determine, with your own advisors, 

the appropriateness for you to use this information for investment purposes.  In any resulting transaction, we will act as principal.  Nothing herein shall be deemed 
to constitute investment, legal, tax, financial, accounting or other advice.  Barclays accepts no liability whatsoever for any consequential losses arising from the 
use of this document or reliance on the information contained herein. 

•   
• The Views and data contained in this communication are for informational purposes only, shall not constitute an underwriting commitment, an offer of financing, an offer to sell, 

or the solicitation of an offer to buy any securities described herein, and are not binding.  Any pricing included in this communication is indicative. Any transaction requires our 
subsequent formal agreement which will be subject to internal approvals and binding transaction documents.  Barclays is not responsible for information stated to be obtained or 
derived from third party sources or statistical services. 

•  
Barclays will not be responsible for any use you make of any information in this communication.  Barclays makes no guarantees as to future performance.  Past performance is 
not a reliable indicator of future performance.  You are warned that the price of any product may fall in value as rapidly as it may rise and you may sustain a total loss of your 
investment. We make no representation as to the accuracy, completeness or reasonableness of any performance data, modeling or scenario analysis. Back-testing has 
significant limitations.  Back-testing does not reflect actual historical performance and is backward-looking.  Be cautious when using historical data to assess hypothetical 
performance.  Barclays is not obligated to inform you of any change to such opinions or estimates. 

•   
• This communication is being directed at persons who have professional experience and is not intended for retail customer use. 
•   
• IRS Circular 230 Disclosure: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) any discussion of U.S. tax matters contained in this communication 

(including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the promotion or marketing of the 
matters addressed herein; and (iii) you should seek advice based on your particular circumstances from an independent tax advisor. 

•   
• Barclays Bank PLC (“Barclays”), conducts its U.S. underwriting and broker-dealer activities through its wholly-owned indirect subsidiary, a registered broker-dealer, Barclays 

Capital Inc. (“BCI”). BCI is a member SIPC. Registered Office: 745 Seventh Avenue, New York, NY 10019. 
•   
• Copyright Barclays Bank PLC, 2013 (all rights reserved). This document is confidential, and no part of it may be reproduced, distributed or transmitted without the prior written 

permission of Barclays Capital. 
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