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Section 1 

Municipal Market Trends 



Global Markets Snapshot 
MUNICIPAL MARKET TRENDS 
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Equities Markets Remain Volatile 
Dow Jones Industrial Average 
% Daily Change  Value 

Source  Bloomberg, Morgan Stanley Quotient as of October 5, 2011 

Two Week Change = +2.2% 

Treasury Market Has Sold Off 
10 Year US Treasury Yields 
Daily Change (Basis Points)  Yield (%) 

Two Week Change = +19 bps 

•  Both domestic and 
global equity and debt 
markets have been 
extremely volatile over 
the past several weeks 

•  Macro market factors 
impacting volatility 
include swinging 
reactions to: fears of a 
global economic 
slowdown, the Federal 
Reserve Board’s 
execution of Operation 
Twist, and the evolving 
fiscal situation in Europe 

Credit Spreads Remain Elevated 
Investment Grade Corporates, Municipals and Sovereigns 
Basis Points 

Two Week Change = 0 bps 

Two Week Change = 2 bps 

Two Week Change = -15 bps 

145 
194 

344 

Market Volatility Remains Elevated 
VIX Volatility Index 
Points 



Weekly New Issue Supply Picking Up 
Weekly Municipal New Issue Supply 
$Billion 

Municipal Market Supply and Demand Dynamics 
MUNICIPAL MARKET TRENDS 
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Supply Dynamics 
•  New-issue supply continues 

to increase 
•  Tax-exempt municipal 

issuance net of redemptions 
in 2011 expected to remain 
negative 

Demand Dynamics 
•  Bond fund flows have turned 

positive 
•  While absolute rates remain 

historically low, the market is 
experiencing renewed 
interest from crossover and 
arb accounts as muni ratios 
(as a % of treasuries) edge 
higher 

•  Demand continues to vary 
across credits as well as 
across the curve 

Long-Term Municipal Yields Continue to Decline 
10Y and 30Y AAA MMD: 2011YTD 
% 

Source  Morgan Stanley Quotient 

Tax-Exempt Ratios Have Increased 
AAA MMD as a % of US Treasuries 
% 

-124 bps 

-124 bps 

Source  ICI 

Source  Morgan Stanley Quotient, Bloomberg 

Source  Thomson Reuters 

Bond Fund Flows Have Turned Positive 
Weekly Municipal Bond Fund Flows 
$Million 



Tax-Exempt Rates Are Extremely Volatile Again 
MUNICIPAL MARKET TRENDS 
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Last Year: October 2010 to Present 

Source  Morgan Stanley Quotient, Bloomberg 

Daily Change in Long-Term AAA MMD 
October 2011 to Present 
(basis points) 

•  MMD has recently 
shown volatility levels 
that have not been seen 
since the winter of 2010 
with daily changes of up 
to 15-20 basis points 

Daily Changes in 10Y MMD 
September 21 to October 5 
Axis Label 



Outflows From Municipal Bond Funds Have Moderated 
MUNICIPAL MARKET TRENDS 
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•  Long-term funds are 
now seeing inflows 

•  Short-term/intermediate 
funds continue to see 
inflows  

Source  ICI; MMD 

Municipal Bond Fund Flows vs 30Y MMD Rates 
Municipal Fund Flows ($ Billions)  30Y MMD (%) 



MUNICIPAL MARKET TRENDS 

Source Investment Company Institute 

Tax-Exempt VRDB Rates are Low 
SIFMA Index 
Yield (%) 

Source SIFMA 

•  Money market funds 
have fallen 
– Current balance: 

$290.3 Bn 
•  SIFMA reset at 0.14% 

– 2 basis points below 
the previous week’s 
rate 

– 58.17% of 1M LIBOR 
(0.24067%)  

– 36.50% of 3M LIBOR 
(0.38361%)  

•  Variable-rate issuance 
has declined since the 
global credit crisis 

•  The use of alternative 
variable-rate products 
that do not require bank 
facilities has increased  

Short-Term Market Update 
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Current: 0.14%  
2bps below last 
week’s rate 

Tax-Exempt Money Market Assets Have Fallen 
Assets Under Management 
$ Billions 



Notes 
1.  Morgan Stanley forecast as of October 7, 2011. All forecast values are for the end of the designated period 
2.  Bloomberg weighted average. Data as of October 7, 2011 

Source  Morgan Stanley Research, Bloomberg 

MUNICIPAL MARKET TRENDS 

Morgan Stanley Outlook vs. Consensus 
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MS Forecast vs. Forward Curve

(%) 

U.S. growth expectations 
have been downgraded 
owing to a number of 
factors: 
•  Concerns about the 

willingness of 
businesses to hire and 
invest 

•  Continued consumer 
deleveraging process 
will constrain retail 
spending 

•  Lower exports and 
slower growth in 
domestic consumption 

•  Continued weakness in 
the housing market will 
further constrain the 
consumer and economic 
growth 
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Section 2 

Water and Wastewater Market Update 



WATER AND WASTEWATER MARKET UPDATE 
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• 2010 was a record year for municipal water and wastewater debt issuance 

• Limited variable-rate debt issuance due to historically low fixed interest rates and limited availability of cost-effective 
credit facilities 

• Fixed-rate refunding transaction volume remained high, reflecting low interest rates and variable-rate debt restructuring 

• Taxable Build America Bonds issuance totaled approximately $5.931 billion in 2009 and $16.488 billion in 2010 

• Total water and wastewater issuance in 2011 is expected to be under $30 billion, reflecting the accelerated new money 
issuance in 2010 

Total Issuance By Year 
$MM (Totals may not sum due to rounding) 

Trends in Municipal Water and Wastewater Debt Issuance 



Municipal Water and Wastewater Fixed-Rate Debt  
Issuance by Rating Category 

WATER AND WASTEWATER MARKET UPDATE 
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Source  Thomson Financial 

•  Water and wastewater 
fixed-rate financings in 
2010 were generally highly 
rated, with 88% rated AA 
and higher, and an 
additional 9% rated A 

•  That trend continued in 
2011 with 71.7% of 
financings rated AA and 
higher 

•  Water and wastewater 
issuers benefited from the 
stable credit outlook and 
high regard that essential 
service utility credits have 
in the marketplace 
– Strong demand for water 

and wastewater issues 
by both tax-exempt and 
taxable investors 

– We expect that this will 
continue in 2012 

Issuance by Credit 
($Bn) 

2011 YTD 2010 



2011 Water and Wastewater Utility Transactions 
WATER AND WASTEWATER MARKET UPDATE 

Negotiated Long-Term Tax-Exempt Transactions Above $100MM 

Source: SDC 
13 

(1) Insured 
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Section 3 

Investor Marketing and Distribution 



Investors in Tax-Exempt Municipal Bonds 

INVESTOR MARKETING AND DISTRIBUTION 
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•  Prior to the financial 
crisis, retail investors 
were the predominant 
investors in tax-exempt 
municipal bonds 

•  Since the financial crisis 
began, a new class of 
professional retail, 
“Investment Advisors,” 
has evolved  

•  The deterioration of 
states’ financial 
conditions have led 
investors to prefer 
essential service 
revenue credits over 
general obligation bonds 

Prior To the Financial Crisis Today 



INVESTOR MARKETING AND DISTRIBUTION 
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•  Establish the trading 
value and name 
recognition of the credit 
in the marketplace  

•  Effective communication 
of the credit structure 
and plan of finance 
combined with a broad 
based marketing 
approach will lead to the 
widest investor 
distribution, lowest cost 
of financing and 
successful transactions 
for issuers 

•  Leverage lead investor 
orders to build 
momentum 

  Credit Education 
–  Credit Analysts will be the most important determinant of participation and price 
–  For example, Morgan Stanley has a  dedicated Credit Analyst who covers investor 

Analysts 
  Access to Senior Portfolio Managers 

–  Leverage an underwriter with a strong and experienced sales force  
  Development of the Most Efficient Structure 

–  Work with financial advisors, bankers, and investors to evaluate structuring 
enhancements 

  Orderly Process 
–  Develop and communicate a workable timeline for seamless execution 

Key Elements to Position Issuers for Broadest Distribution 

Investor Marketing Strategy Overview 

• Ability to withstand downturn in 
economy (essential services) 

• Use conservative assumptions in revenue 
projections 

• Emphasize revenues are isolated/ 
protected; management is independent  

Address Potential Concerns 

• Strong history of rate increases 

• Steady population (if applicable) in 
service area 

• Strong debt service coverage covenants 

• Maintenance of sufficient system 
liquidity 

Emphasize Credit Strengths 



Tax-Exempt Marketing Strategy 
INVESTOR MARKETING AND DISTRIBUTION 
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Strategies to Increase Retail Interest and Leverage Institutional Demand 

  Obtain optimal credit ratings and highlight credit strengths  

  Use of retail-friendly structures such as bifurcated coupons on shorter maturities 

  Separate one-day retail order period 
  Retail definition includes bank trust funds, investment advisors and “traditional retail” with 

maximum $1,000,000 order size per account in the current market, which has seen a recent uptick in 
participation from high net worth individuals and investment advisors 

  Early announcement of the offering date allows brokers to “reserve space” in customers’ portfolios 
  Hosting of “teach-in” with local brokers by banking team and JobsOhio representatives 
  Leverage syndicate’s retail network 

Expected Tax-Exempt Investor  
Distribution 

Institutional Marketing Strategy 

•  Optimize Tax-Exempt Structure. Targeted 
investors will depend on the final structure of 
the tax-exempt bonds within the plan of finance 

•  Target Current Bondholders. Leverage 
existing bondholders with an extensive 
marketing campaign to maximize competition 
for bonds 

•  Target Alternative Investors. Focus on levered 
bond funds (Blackrock, Nuveen, etc) looking to 
leverage AA rated bonds 

•  Internet Road Show and One-on-One Calls/
Meetings.  Record and deliver an internet road 
show that can be viewed by investors and offer 
one-on-one calls/meetings 

Objective: Target price-
makers, build positive 
momentum, and use 
price-takers to reduce cost 
•  Target current holders of 

bonds who are familiar 
with the credit 

•  Professional Retail 
(Separately Managed 
Accounts) have been the 
driving force in the 
market for most high 
grade transactions and 
will continue to play a 
crucial role in 
transactions as interest 
rates rise 



Use of the Internet 
INVESTOR MARKETING AND DISTRIBUTION 
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 Issuers are using 
websites dedicated for 
investor relations 

•  Provide information on 
bonds and organization 
financials 

•  Detail upcoming 
offerings  

•  Provide information on 
how to buy bonds 



•  On July 26, 2011, Morgan 
Stanley served as senior 
manager for the Greater 
Cincinnati Water Works’ $84.31 
million Series 2011A offering 

•  The Series 2011A Bonds were 
used to fund $64.8 million of new 
money projects as well as refund 
$24.7 million of outstanding 
bonds 

•  The City and Water Works 
crafted a successful rating 
agency strategy, resulting in 
maintenance of Aaa/AAA ratings 
from Moody’s and S&P 

•  The underwriting syndicate was 
able to attract significant investor 
interest, with over $200 million of 
orders, including $39 million of 
retail orders 

•  Despite volatile market 
conditions with uncertainty 
surrounding the Federal debt 
ceiling negotiations, the utility 
was able to lock in an attractive 
all-in true interest cost of 2.9% 
for the transaction and achieved 
NPV savings of $1.5 million 
(6.1% of refunded par) 

INVESTOR MARKETING AND DISTRIBUTION 

City of Cincinnati (Greater Cincinnati Water Works) 
$84.310 Million Water System Revenue and Refunding Revenue Bonds, Series 2011A 

$84,310,000 

City of Cincinnati                 
(Greater Cincinnati Water Works) 

Water System Revenue and 
Refunding Revenue Bonds 

Series 2011A 

Ratings: Aaa/AAA (Moody’s/S&P) 

Sale Date: 07/26/2011 

Lead Manager: Morgan Stanley 

19 
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Section 4 

Water Utility Industry Municipal Market Trends 



Current Water Utility Municipal Market Trends 
WATER UTILITY INDUSTRY MUNICIPAL MARKET TRENDS 
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There are a number of municipal market trends that are expected to 
significantly impact the water utility industry over the next few years 

•  Increasing focus on underlying credit by investors with the decline in the use 
of municipal bond insurance 

•  Greater importance of comprehensive primary market disclosure and more 
timely secondary market disclosure 

•  Increasing issuer internet applications (e.g. filings with EMMA, dedicated 
investor relations websites and advertising) 

•  Evolving use of variable-rate debt and other bond structures by issuers 

•  Federal legislative and budgetary challenges and initiatives  

–  Proposed limitations on tax-exempt interest deductibility 

–  Reduction in SRF funding and regulations 

–  Private activity bonds volume cap 

–  Proposed federal infrastructure bank 



Thank You 
WATER UTILITY INDUSTRY MUNICIPAL MARKET TRENDS 
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Richard Weiss 
Head of Water/Wastewater Group 

Morgan Stanley  
ph: (212) 762-8292 
fax: (212) 507-2436 

Richard.Weiss@morganstanley.com 
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DISCLAIMER 

This material was prepared by sales, trading, banking or other non-research personnel of one of the following: Morgan Stanley & Co. LLC, Morgan Stanley & Co. International plc, Morgan Stanley MUFG Securities 
Co., Ltd.,  Morgan Stanley Capital Group Inc. and/or Morgan Stanley Asia Limited (together with their affiliates, hereinafter “Morgan Stanley”).  Unless otherwise indicated, the views herein (if any) are the author’s 
and may differ from those of the Morgan Stanley Research Department or others in the Firm.  This information should be treated as confidential and is being delivered to sophisticated prospective investors in order to 
assist them in determining whether they have an interest in the type of instruments described herein and is solely for internal use. 

This material does not provide investment advice or offer tax, regulatory, accounting or legal advice.  By submitting this document to you, Morgan Stanley is not advising you to take any particular action based on the 
information, opinions or views contained in this document, and acceptance of such document will be deemed by you acceptance of these conclusions. You should consult with your own municipal, financial, accounting 
and legal advisors regarding the information, opinions or views contained in this document. Unless stated otherwise, the material contained herein has not been based on a consideration of any individual client 
circumstances and as such should not be considered to be a personal recommendation.    This material was not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties 
that may be imposed on the taxpayer under U.S. federal tax laws.  Each taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor. 

This material has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security, commodity, futures contract or instrument or related derivative (hereinafter “instrument”) or 
to participate in any trading strategy. Any such offer would be made only after a prospective participant had completed its own independent investigation of the instrument or trading strategy and received all information 
it required to make its own investment decision, including, where applicable, a review of any prospectus, prospectus supplement, offering circular or memorandum describing such instrument or trading strategy.  That 
information would supersede this material and contain information not contained herein and to which prospective participants are referred.  If this material is being distributed in connection with or in advance of the 
issuance of asset backed securities, information herein regarding any assets backing any such securities supersedes all prior information regarding such assets.  Unless otherwise specifically indicated, all information in 
these materials with respect to any third party entity not affiliated with Morgan Stanley has been provided by, and is the sole responsibility of, such third party and has not been independently verified by Morgan Stanley 
or its affiliates or any other independent third party.  We have no obligation to tell you when information herein is stale or may change.  We make no express or implied representation or warranty with respect to the 
accuracy or completeness of this material, nor are we obligated to provide updated information on the instruments mentioned herein. Further, we disclaim any and all liability relating to this material. 

To the extent any prices or price levels are noted, they are for informational purposes only and are not intended for use by third parties, and are indicative as of the date shown and are not a commitment by Morgan 
Stanley to trade at any price. 

This material may have been prepared by or in conjunction with Morgan Stanley trading desks that may deal as principal in or own or act as market maker or liquidity provider for the instruments or issuers mentioned 
herein and may also seek to advise issuers of such instruments.  Where you provide us with information relating to your order or proposed transaction ("Information"), we may use that Information to facilitate the 
execution of your orders or transactions, in managing our market making, other counterparty facilitation activities or otherwise in carrying out our legitimate business (which may include, but is not limited to, hedging a 
risk or otherwise limiting the risks to which we are exposed).  Counterparty facilitation activities may include, without limitation, us taking a principal position in relation to providing counterparties with quotes or as 
part of the ongoing management of inventories used to facilitate counterparties. Where we commit our capital in relation to either ongoing management of inventories used to facilitate clients, or in relation to providing 
you with quotes we may make use of that information to enter into transactions that subsequently enable us to facilitate clients on terms that are competitive in the prevailing market conditions.   Trading desk materials 
are not independent of the proprietary interests of Morgan Stanley, which may conflict with your interests.  Morgan Stanley may also perform or seek to perform investment banking services for the issuers of 
instruments mentioned herein. 

Any securities referred to in this material may not have been registered under the U.S. Securities Act of 1933, as amended, and, if not, may not be offered or sold absent an exemption therefrom. In relation to any 
member state of the European Economic Area, a prospectus may not have been published pursuant to measures implementing the Prospectus Directive (2003/71/EC) and any securities referred to herein may not be 
offered in circumstances that would require such publication. Recipients are required to comply with any legal or contractual restrictions on their purchase, holding, sale, exercise of rights or performance of obligations 
under any instrument or otherwise applicable to any transaction.  In addition, a secondary market may not exist for certain of the instruments referenced herein. 

The securities, commodities, futures or other instruments (or related derivatives) discussed in this material may not be suitable or appropriate for all investors.  This material has been prepared and issued by Morgan 
Stanley for distribution to market professionals and institutional investor clients only.  This material does not provide individually tailored investment advice or offer tax, regulatory, accounting or legal advice.  Prior to 
entering into any proposed transaction, recipients should determine, in consultation with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax, 
regulatory and accounting characteristics and consequences, of the transaction.  You should consider this material among other factors in making an investment decision. 

Options and futures are not for everyone.  Before purchasing or writing options, investors should understand the nature and extent of their rights and obligations and be aware of the risks involved, including the risks 
pertaining to the business and financial condition of the issuer and the underlying instrument.  For Morgan Stanley customers who are purchasing or writing exchange-traded options, please review the publication 
‘Characteristics and Risks of Standardized Options,’ which is available from your account representative. 
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Disclaimer 
DISCLAIMER 

The value of and income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities, prices of instruments or securities, market indexes, operational 
or financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in instruments (or related derivatives) transactions.  Past performance is not necessarily a 
guide to future performance.  Estimates of future performance are based on assumptions that may not be realized.  Actual events may differ from those assumed and changes to any assumptions may have a material 
impact on any projections or estimates.  Other events not taken into account may occur and may significantly affect the projections or estimates.  Certain assumptions may have been made for modeling purposes only to 
simplify the presentation and/or calculation of any projections or estimates, and Morgan Stanley does not represent that any such assumptions will reflect actual future events or that all assumptions have been considered 
or stated.  Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein.  Some of the 
information contained in this document may be aggregated data of transactions executed by Morgan Stanley that has been compiled so as not to identify the underlying transactions of any particular customer. 

Notwithstanding anything herein to the contrary, Morgan Stanley and each recipient hereof agree that they (and their employees, representatives, and other agents) may disclose to any and all persons, without limitation 
of any kind from the commencement of discussions, the U.S. federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including opinions or other tax analyses) that are 
provided to it relating to the tax treatment and tax structure.  For this purpose, "tax structure" is limited to facts relevant to the U.S. federal and state income tax treatment of the transaction and does not include 
information relating to the identity of the parties, their affiliates, agents or advisors 

This information is not intended to be provided to and may not be used by any person or entity in any jurisdiction where the provision or use thereof would be contrary to applicable laws, rules or regulations. 

This communication is directed in the UK to those persons who are eligible counterparties or professional clients and must not be acted on or relied upon by retail clients (each as defined in the UK Financial Services 
Authority’s rules).  

This information is being disseminated in Hong Kong by Morgan Stanley Asia Limited and is intended for professional investors (as defined in the Securities and Futures Ordinance) and is not directed at the public of 
Hong Kong. 

This information is being disseminated in Singapore by Morgan Stanley Asia (Singapore) Pte. This information has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this 
information and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of this security may not be circulated or distributed, nor may this security be offered or sold, 
or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section 274 of the Securities and Futures Act, 
Chapter 289 of Singapore (the “SFA”), (ii) to a relevant person pursuant to Section 275(1) of the SFA, or any person pursuant to Section 275(1A) of the SFA, and in accordance with the conditions, specified in Section 
275 of the SFA or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. Any offering of this security in Singapore would be through Morgan Stanley Asia 
(Singapore) Pte, an entity regulated by the Monetary Authority of Singapore.  

This information is being disseminated in Japan by Morgan Stanley MUFG Securities Co., Ltd., Any securities referred to herein may not have been and/or will not be registered under the Financial Instruments Exchange 
Law of Japan (Law No. 25 of 1948, as amended, hereinafter referred to as the “Financial Instruments Exchange Law of Japan”). Such securities may not be offered, sold or transferred, directly or indirectly, to or for the 
benefit of any resident of Japan unless pursuant to an exemption from the registration requirements of, and otherwise in compliance with the Financial Instruments Exchange Law and other relevant laws and regulations 
of Japan. As used in this paragraph, “resident of Japan” means any person resident in Japan, including any corporation or other entity organized or engaged in business under the laws of Japan. If you reside in Japan, 
please contact Morgan Stanley MUFG Securities for further details at +613-5424-5000. 

This information is distributed in Australia by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents, and 
arranges for it to be provided to potential clients. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.  

For additional information, research reports and important disclosures see https://secure.ms.com/servlet/cls.  The trademarks and service marks contained herein are the property of their respective owners.  Third-party 
data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data. 

This material may not be redistributed without the prior written consent of Morgan Stanley. 
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