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Market Update
Rate Forecast

Economists’ 10—Year Treasury Forecast

____________________
(1) Source: BAS/Merrill Lynch Research as of October 8, 2010.
(2) Source: Bloomberg Economic Survey as of October 8, 2010;; Weighted average of 62 participants.
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BAML Interest Rate Forecast

Economists’ 10-Year Treasury Forecast (2)
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Bank

2009 

Q4

2010 

Q4

2011 

Q1

2011 

Q2

2011 

Q3

BoA Merrill Lynch 3.45% 2.00% 2.25% 2.40% 2.75%

Barclays Capital 2.40% 2.50% 2.60% 2.90%

Goldman 3.70% 2.50% 2.50% 2.75% 3.00%
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Municipal Market Update
Key Yields

____________________
(1) Source: BAS/Merrill Lynch Research as of October 15, 2010
(2) Source: Bloomberg as of October 15, 2010
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Municipal Market Update

____________________
(1) Source: BAS/Merrill Lynch Research as of October 8, 2010
(2) Source: Bloomberg as of October 8, 2010
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BABs issuance has driven pricing, but its future is uncertain
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Municipal Market Update
Issuance Trend

•Will BABs be extended?

•At what subsidy level?

•4th Quarter BABs wave?
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Build America Bond yields

Build America Bond issuance in 2010
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Municipal Market Update
BABs Roll On

BAB yields have trended 
lower, led by Treasuries 
and widening investor 
demand

Large deals drive weekly 
volume
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Flows to Municipal Bond Funds

Assets Under Management ($ billions)(1)

Historical Net Inflows to Municipal Bond Funds ($ millions)(1)
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(1) Source: AMG Data
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Municipal Market Update
Bond Insurance Declines and Stabilizes

Assured Guaranty is the only viable bond insurer at this time
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____________________
(1) Source: Securities Data Corporation Thomson Reuters.
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A trend towards “permanent capital”

Variable-Rate Issuance Declines
Short-Term Market Update

____________________
(1) Source: Securities Data Corporation Thomson Reuters.
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Short-Term Market Update
Key Rates

MMD Fixed Rates

LIBOR Yield Curve Term Spread

SIFMA Weekly Variable Rate

SIFMA/LIBOR Ratios
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Short-Term Market Update
Investor demand for short-term municipal bonds has waned

Market Observations
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Year-End Tax-Exempt MMF Assets

Municipal Bond Fund Assets

 Declining Money Market Fund (“MMF”) demand 

has been balanced over the past two years by 

reduced new issuance

 Municipal Variable Rate Demand Bond (“VRDB”) 

issuance decreased to $13.5 billion in YTD2010 from 

$41.4 billion in 2009

 Tax-exempt MMF assets have declined 36% from 

their peak of $528 billion in September 2008

 Bond funds have steadily increased assets under 

management over the past two years

 The ratio of Note issuance to MMF assets has 

continued to increase in recent years:
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2007 2008 2009 2010

Annual Note Issuance ($Bils) 57$          61$          64$          41$          

MMF Assets (at June 1, $Bils)* 400          515          467          355          

Ratio of Note Issuance to 

MMF Assets
14.35% 11.75% 13.70% 11.55%

*Assets estimated as of June 1 of 2007, 2008, 2009, 2010 



Upcoming yearly expiries of municipal credit facilities
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Short-Term Market Update

Over $89 Billion is Expected to Expire Between 4Q2010 and 4Q2012

____________________
(1) Source: Bank of America Merrill Lynch Research. Securities Data Corporation Thomson Reuters. LOC & SBBPAs
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Short-Term Market Update
The bank market is consolidating among fewer banks

____________________
(1) Source: Thompson Municipal Data; 9/30/2010; Investors of new municipal LOC’s and Standby Purchase Agreements. Full credit to each manager.

A Handful of Banks are Providing the Majority of Credit Enhancement

Credit Enhancers of Municipal New Issues (LOCs & Standby Purchase Agreements)

2009         3Q 2010 

Credit Enhancer Full to Each 

Manager

Principal 

Amount
Rank

Mkt. 

Share

Number 

of Issues

J P Morgan Chase 2,062.5 1 25.5 29

Bank of America Merrill Lynch 1,581.7 2 19.6 23

Royal Bank of Canada 774.0 3 9.6 1

Barclays Bank PLC 545.7 4 6.7 4

Wells Fargo Bank 338.0 5 4.2 13

PNC Bank NA 289.4 6 3.6 9

TD Bank NA 223.6 7 2.8 4

Citibank 217.3 8 2.7 4

US Bank 207.1 9 2.6 6

RBS Citizens NA 193.1 10 2.4 2

SunTrust Bank 185.0 11 2.3 2

Svenska Handelsbanken 161.0 12 2.0 2

Deutsche Bank 129.6 13 1.6 3

Manufacturers & Traders Tr Co 115.4 14 1.4 2

Landesbank Baden-Wurttemberg 102.9 15 1.3 1

Bank of Nova Scotia 100.0 16 1.2 1

Union Bank NA 92.1 17 1.1 3

Lloyds TSB Group plc 75.0 18 .9 1

CoBank ACB 66.0 19 .8 4

Regions Bank 56.4 20 .7 2

Harris NA 48.8 21 .6 4

The Bank of New York Mellon 48.5 22 .6 2

HSBC Bank USA 47.6 23 .6 4

Bank of Tokyo-Mitsubishi UFJ 40.0 24 .5 1

Branch Banking & Trust Co 39.1 25 .5 3

Industry Total 8,090.6 - 100.0 153

Credit Enhancer Full to Each 

Manager

Principal 

Amount
Rank

Mkt. 

Share

Number 

of Issues

J P Morgan Chase 4,424.7 1 16.3 68

Bank of America Merrill Lynch 3,201.1 2 11.8 72

US Bank 3,139.0 3 11.6 73

Wells Fargo Bank 2,966.6 4 10.9 66

Royal Bank of Canada 1,706.9 5 6.3 5

SunTrust Bank 1,120.5 6 4.1 17

Branch Banking & Trust Co 1,107.3 7 4.1 38

TD Bank NA 690.8 8 2.5 22

PNC Bank NA 515.0 9 1.9 17

RBS Citizens NA 443.6 10 1.6 7

Landesbank Hessen-Thuringen 386.2 11 1.4 3

Citibank 365.5 12 1.4 4

Harris NA 359.6 13 1.3 12

The Bank of New York Mellon 348.1 14 1.3 9

Northern Trust Company 331.2 15 1.2 10

KBC Bank 329.8 16 1.2 5

Bank of Nova Scotia 305.4 17 1.1 7

Barclays Bank PLC 283.0 18 1.0 3

County Treasurer 246.8 19 .9 5

Sumitomo Mitsui Banking Corp 234.3 20 .9 4

Union Bank NA 211.0 21 .8 5

Fed Home Loan Bk of Des Moines 202.5 22 .8 5

Landesbank Baden-Wurttemberg 163.2 23 .6 1

Deutsche Bank 131.3 24 .5 10

Bank of Montreal Trust 126.1 25 .5 4

Industry Total 27,144.6 - 100.0 523



13

The Five S’s of Pricing Pricing Rollercoaster

1. Size of the Required Credit Capacity

- Supply and demand for credit is the single largest 
determinant of pricing. Even a little competition results 
in a lower price, while large credit needs requiring 
multiple banks reduces competition and drives up 
pricing.

2. State

- Some issuers/regions are already large consumers of 
bank credit capacity and will pay more for credit as long 
as capacity is limited. Others issue infrequently and 
have diversification value.

3. Sector

- Some sectors are less popular with banks than others.

4.     Security

- Quality and type of revenue pledge, lien position, 
collateral, etc., matter.

5. Cross – Sell

- Increasingly banks are looking to establish a multi-
product relationship so as to define public finance as 
one of its “core” businesses.

Short-Term Market Update
Pricing determinants – back on the rollercoaster

Hypothetical example of what a strong AA municipal issuer would 
pay for one year liquidity at various market entry points over the last 
four years

Credit / liquidity pricing exhibits rapid and 
sometimes violent price swings based on supply 
and demand, associated with other types of 
commodities
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New Liquidity Coverage Ratio expected to influence bank pricing

 In September, the Basel Committee on Banking Supervision published Basel III, a set of new capital and liquidity
standards for banks.

 New rules are expected to be adopted on November 11-12, 2010 and phased in through January 1, 2019

 Banks will need to hold more liquid, high-quality assets against committed but unfunded liabilities such as
letters of credit, liquidity facilities and revolving loan commitments

 A new liquidity coverage ratio (“LCR”) takes effect on January 1, 2015.

 LCR requires banks to collateralize all unfunded commitments with high-quality, liquid assets on one-to-one
ratio, eliminating all leverage from businesses affected by it.

 Basel III may affect the municipal market in the following ways:

 The cost of bank credit facilities will increase as banks pass along the costs of collateralizing their
commitments

 Bank facility supply will remain limited as the new rules present significant disincentives to both new
entrants and existing banks that only offer credit products

 Basel III and industry responses are still works in progress –

 4-year “observation period”

 Fed may opt to modify rules for US banks

 LCR is based on a 30-day stress test – will VRDNs be structured around it?

Short-Term Market Update
Basel III 
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Credit Trends
Rating Recalibration

Ratings Overstate Implied Default Risk of Municipal Credits

 Rating agency studies show that historical municipal default risk is far below that of other, 
similarly-rated fixed income assets

 Moody’s found that A-rated corporate bonds have a 10-year default rate 68 times higher 
than A-rated municipal credits

 When municipal defaults occur, investor recoveries tend to be much higher than for 
corporate bonds

 Each rating agency has begun to adjust its municipal rating scale to close the gap between 
ratings and default risk

 Since 2006, S&P has been revising rating criteria sector by sector, resulting in thousands of 
upgrades

 Moody’s and Fitch recently opted to “recalibrate” ratings for tax-backed and municipal 
utility credits – including public higher education credits

 Pressure to adjust ratings is likely to continue

 Dodd-Frank bill requires the SEC to consider requiring that ratings signify the same 
default risk across all fixed income asset classes
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Credit Trends
Fitch and Moody’s Recalibrate

Summary of Fitch ST GO ratings Summary of Moody’s ST GO ratings
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Bank of America Merrill Lynch
Summary

Year End Outlook

 Signs of acceleration in the economy

 Heavy volume; strong BAB issuance volume

 Heavier supply should shift and steepen the muni yield curve

 New Governors will be confronting sizeable gaps 

 Uncertain federal aid outlook that will depend on composition of Congress

 Anticipating actions prior to federal income tax hike

____________________
Source: Bank of America Merrill Lynch Municipal Research



“Bank of America Merrill Lynch” is the marketing name for the global banking and global markets businesses of Bank of America Corporation.  Lending, derivatives, and other commercial 
banking activities are performed globally by banking affiliates of Bank of America Corporation, including Bank of America, N.A., member FDIC.  Securities, strategic advisory, and other 
investment banking activities are performed globally by investment banking affiliates of Bank of America Corporation (“Investment Banking Affiliates”), including, in the United States, Banc of 
America Securities LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated, which are both registered broker-dealers and members of FINRA and SIPC, and, in other jurisdictions, locally 
registered entities. 

Investment products offered by Investment Banking Affiliates:  Are Not FDIC Insured * May Lose Value * Are Not Bank Guaranteed.

These materials have been prepared by one or more subsidiaries of Bank of America Corporation for the client or potential client to whom such materials are directly addressed and delivered 
(the “Company”) in connection with an actual or potential mandate or engagement and may not be used or relied upon for any purpose other than as specifically contemplated by a written 
agreement with us.  These materials are based on information provided by or on behalf of the Company and/or other potential transaction participants, from public sources or otherwise 
reviewed by us.  We assume no responsibility for independent investigation or verification of such information (including, without limitation, data from third party suppliers) and have relied 
on such information being complete and accurate in all material respects.  To the extent such information includes estimates and forecasts of future financial performance prepared by or 
reviewed with the managements of the Company and/or other potential transaction participants or obtained from public sources, we have assumed that such estimates and forecasts have been 
reasonably prepared on bases reflecting the best currently available estimates and judgments of such managements (or, with respect to estimates and forecasts obtained from public sources, 
represent reasonable estimates).  No representation or warranty, express or implied, is made as to the accuracy or completeness of such information and nothing contained herein is, or shall be 
relied upon as, a representation, whether as to the past, the present or the future.  These materials were designed for use by specific persons familiar with the business and affairs of the 
Company and are being furnished and should be considered only in connection with other information, oral or written, being provided by us in connection herewith.  These materials are not 
intended to provide the sole basis for evaluating, and should not be considered a recommendation with respect to, any transaction or other matter.  These materials do not constitute an offer or 
solicitation to sell or purchase any securities and are not a commitment by Bank of America Corporation or any of its affiliates to provide or arrange any financing for any transaction or to 
purchase any security in connection therewith.  These materials are for discussion purposes only and are subject to our review and assessment from a legal, compliance, accounting policy and 
risk perspective, as appropriate, following our discussion with the Company.  We assume no obligation to update or otherwise revise these materials.  These materials have not been prepared 
with a view toward public disclosure under applicable securities laws or otherwise, are intended for the benefit and use of the Company, and may not be reproduced, disseminated, quoted or 
referred to, in whole or in part, without our prior written consent.  These materials may not reflect information known to other professionals in other business areas of Bank of America 
Corporation and its affiliates.

Bank of America Corporation and its affiliates (collectively, the “BAC Group”) comprise a full service securities firm and commercial bank engaged in securities, commodities and derivatives 
trading, foreign exchange and other brokerage activities, and principal investing as well as providing investment, corporate and private banking, asset and investment management, financing 
and strategic advisory services and other commercial services and products to a wide range of corporations, governments and individuals, domestically and offshore, from which conflicting 
interests or duties, or a perception thereof, may arise.  In the ordinary course of these activities, parts of the BAC Group at any time may invest on a principal basis or manage funds that invest, 
make or hold long or short positions, finance positions or trade or otherwise effect transactions, for their own accounts or the accounts of customers, in debt, equity or other securities or 
financial instruments (including derivatives, bank loans or other obligations) of the Company, potential counterparties or any other company that may be involved in a transaction.  Products 
and services that may be referenced in the accompanying materials may be provided through one or more affiliates of Bank of America Corporation.  We have adopted policies and guidelines 
designed to preserve the independence of our research analysts.  These policies prohibit employees from offering research coverage, a favorable research rating or a specific price target or 
offering to change a research rating or price target as consideration for or an inducement to obtain business or other compensation.  We are required to obtain, verify and record certain 
information that identifies the Company, which information includes the name and address of the Company and other information that will allow us to identify the Company in accordance, as 
applicable, with the USA Patriot Act (Title III of Pub. L. 107-56 (signed into law October 26, 2001)) and such other laws, rules and regulations as applicable within and outside the United States.

We do not provide legal, compliance, tax or accounting advice.  Accordingly, any statements contained herein as to tax matters were neither written nor intended by us to be used and 
cannot be used by any taxpayer for the purpose of avoiding tax penalties that may be imposed on such taxpayer. If any person uses or refers to any such tax statement in promoting, 
marketing or recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then the statement expressed herein is being delivered to support the 
promotion or marketing of the transaction or matter addressed and the recipient should seek advice based on its particular circumstances from an independent tax advisor.  
Notwithstanding anything that may appear herein or in other materials to the contrary, the Company shall be permitted to disclose the tax treatment and tax structure of a transaction 
(including any materials, opinions or analyses relating to such tax treatment or tax structure, but without disclosure of identifying information or, except to the extent relating to such tax 
structure or tax treatment, any nonpublic commercial or financial information) on and after the earliest to occur of the date of (i) public announcement of discussions relating to such 
transaction, (ii) public announcement of such transaction or (iii) execution of a definitive agreement (with or without conditions) to enter into such transaction; provided, however, that if 
such transaction is not consummated for any reason, the provisions of this sentence shall cease to apply. Copyright 2010 Bank of America Corporation.
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