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WHERE WE ARE 

 

The midterm is due Sunday, March 7 in GAVIEW. 

 

NEW MATERIAL TODAY 

 

I want to take this opportunity to say some things about MUNICIPAL BONDS. They are a way 

that municipalities (cities) can borrow large sums of money from investors, usually for many 

years. They can also be used by county governments and state governments.   

 

The major plus is that investors do not have to pay federal income tax on the earnings. 

 

The major "minus" is that they are a hassle to issue.  

 

Investors may see municipal bonds as relatively safe because they are backed either by a specific 

stream of future revenues; or by the "full faith and credit" of relevant government. Governments 

can raise taxes if necessary, but only within prescribed ranges.  

 

DEBT MANAGEMENT 

http://www.gfoa.org/debt-management-policy 

 

Long-term debt should never be incurred for current operating costs.  

 

If capital projects can be paid for up-front with accumulated savings, that is good. (Like paying 

cash for a new car.) 

 

It is appropriate to use debt to finance capital projects that will benefit people in the future 

who will be the ones who will have to pay off the debts in the future, so long as the resources 

will be there to pay the debts later. 

 

There are various ways to judge the CAPACITY of a government to pay its debts. The ratio of 

debt to the value of taxable properties makes sense.  

 

Debt per capita may or may not make sense, depending upon demographics and the state of the 

economy going forward. 

 

MUNICIPAL BONDS can make sense because they are subsidized by the national government 

in that investors do not have to pay taxes on earnings received. This means that they can be 

“floated” at relatively low rates of interest to INVESTORS who are looking for safe long-term 

investments. 

 

http://www.gfoa.org/debt-management-policy


Municipal bonds are either backed by the revenue flow the capital project is likely to produce 

(revenue bonds); or by the FULL FAITH AND CREDIT of the government entity (general 

obligation bonds), meaning that if necessary the government will raise tax rates in order to pay 

back the bonds. Cities may be limited in terms of how high they can raise tax rates (by their state 

charters or by the state constitution). 

 

Generally speaking, local governments do not declare bankruptcy and they pay whoever is 

holding a bond when the date on the bond arrives. In the meantime, people who bought the 

bonds can sell them in secondary markets, although “muni’s” are not as liquid as stocks that can 

be sold in seconds in the stock markets.  

 

https://en.wikipedia.org/wiki/Municipal_bond 

 

It is a major legal hassle for a government to issue bonds and they don’t often do so except for 

"BIG TICKET CAPITAL ITEMS."  

 

It is in the interest of the government to have a good credit rating (in order to sell bonds at 

relatively low interest rates) or to BUY INSURANCE that helps assure that the face value of the 

bonds will in fact be paid to investors when due. Of course, the insurance costs money up front.  

 

There are MULTIPLE SPECIALISTS who must be involved in "floating" a municipal bond, 

including for example, an underwriter and brokers. Please see and study the following. 

 

https://en.wikipedia.org/wiki/Municipal_bond 

 

Regarding Albany's need for a new sewer system, my guess is that the UTILITY FEES 

REVENUE STREAM may already be committed to the repayment of some other previous bond. 

 

Albany may also have one or more existing municipal bonds that are based on the FULL FAITH 

AND CREDIT of government's ability to tax. 

 

And given that investors (rich people who want to invest for years), usually for a specific goal. 

The risk is never zero.  

 

How much faith do you have in the political leaders (and administrative leaders) of Albany? 

How much faith do you have in the FUTURE political and administrative leaders of Albany? If 

you were young and had several hundred thousand dollars, why might you invest in the sewer 

system of Albany, Georgia. If you were a municipal bond BROKER needing to sell over $200 

million in new municipal bonds for the city of Albany, how you go about finding potential 

investors? 

 

 

 

 

https://en.wikipedia.org/wiki/Municipal_bond
https://en.wikipedia.org/wiki/Municipal_bond

