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STATEMENT OF OBJECTIVES

The public debt, represented by the interest-bearing securities 

of Municipal Governments, is rapidly approaching the $100 billion 

mark. The marketing of new issues and secondary offerings is in

creasingly important. There is a consequent need for a wider dis

semination of knowledge in the area of municipal bonds.

Too often one meets well-educated persons who are not aware 

of the existence of securities that earn interest that is not subject 

to Federal Income Taxes. The Local Governments of which we are 

citizens benefit by this exemption. We benefit as citizens. We 

can also benefit as investors.

I seek to make a small contribution to the written material on 

the subject of municipal bonds by writing the attached case study, 

THE SALE OF THE SCHOOL BUILDING BONDS OF THE SCHOOL DIS

TRICT OF THE CITY OF ST. PAUL IN HOWARD COUNTY, NEBRASKA.

I sincerely hope that it may, in spite of its shortcomings, benefit 

some newcomer to the finance industry.
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FRIDAY, JUNE 4, 1965

"Hello, Jim. Have you been back to the office?" A1 Quinn* 

greeted Jim Davis as Jim slid into the booth to join him for lunch at 

the Golden Spur.

"No, I haven't. I just had a two-hour talk with the Howells and 

their accountant. It was a question-and-answer session on the advan

tages of tax-exempts. They really ought to get a sizeable number of 

municipal bonds into their portfolio. "

Jim ordered clam chowder, coffee, and black-bottom pie.

"And this afternoon", A1 said, "we have been elected to cook up 

a bid on the St. Paul School Bonds."

A1 Quinn had joined Storz-Wachob-Bender Co. , one of Omaha's 

leading investment banking houses, on May 15, 1965. He had been 

on "bank runs" for the security cashier's department which everybody 

called the "cage". A1 had also made up coupon collections, counted

*The names of individuals are ficticious
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and inspected bonds, figured bond prices, checked in stock certifi

cates, written up orders, and helped in many of the varied tasks of 

what is known as the "back office".

Sometime in July or August A1 would take the examinations given 

by the National Association of Security Dealers and by the Midwest 

Stock Exchange. At every possible opportunity he listened to the 

discussions between salesmen, bond buyers, and stock traders. He 

was also working on a University of Wisconsin correspondence course 

in "Finance".

Jim Davis was an "old-timer".

He had been with Storz-Wachob-Bender since 1934, before the 

stock market eclipsed the bond market, when investing money usually 

meant putting it to work to earn interest. An ever increasing amount 

of business was done in equity investments, such as over-the-counter 

stocks, mutual funds, and stocks listed on the exchanges. In 1963 

the company had joined the Midwest Stock Exchange. However, even 

in 1965 , more than one half of the company's business was that of 

underwriting the bonds of municipalities, corporations, and religious 

institutions as well as dealing in such bonds on the secondary market.
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Jim had grown up in the business. He was knowledgeable in 

every phase of it, and A1 was lucky to have Jim adopt him as a sort 

of understudy.

Whether A1 Quinn would finally go full time into selling, or bond 

buying, or trading was undetermined. He would have to pass the 

exams before he could represent the company in any capacity.

"This morning, Jim, " A1 continued, "I really got into the middle 

of a misunderstanding. Larry bought some 4.10 Revenue Bonds due 

in 2 0 years at 3.75. The bonds are callable at 103 in five years,at 

102 in eight years, and at 101 in eleven years. The price to the 

eleven-year call was the lowest dollar price, but the dealer we 

bought the bonds from had priced them to maturity. Larry sold them 

at 3.75.

"According to an Investment Bankers Association letter, the low

est dollar price has to be given to our customer to assure him a 3.75 

yield whether the bonds are called or not. "

Jim said, "That's right, but - the eleven-year basis price of those 

bonds in this market is closer to 3.45. Larry will just have to call his
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customer and tell him that the yield of 3.75 is to maturity. "

"This business has more angles," said A1.

"And somebody is always thinking up a new tw ist, " said Jim. 

"That's what keeps it interesting."

"That black-bottom pie is great, " said A1. "Do you think the 

Howells will buy tax-exempts ? "

"They should, " answered Jim. "Their money is almost all in 

equities as it i s . A large portfolio of stock, some of it has done real 

well and some of it has done very poorly. Bonds go up and down to

gether with the interest rates, but stocks go their individual ways, 

sometimes depending on the current 'fad '.

"Their own business is another equity investment, and their home 

and other real estate.

"Considering their income bracket they ought to accumulate muni

cipals, some long-term, deep-discount for their heirs as well as a list 

of staggered maturities. I also suggested some short-term tax-exempts
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for the idle cash in their business'. They would realize a higher 

yield than the discount or interest on Treasury Bills or Treasury Bonds 

or commercial paper would give them after income taxes. And, you 

know, I think the accountant began to see it my way. "

They finished their second cup of coffee. A1 laughed, "Here we 

spent our lunch hour talking about municipal bonds instead of some

thing exciting like baseball or girls . "

"There’s nothing I ’d rather talk about," said Jim, "than money 

and investments. Yon learn all you can about the financing industry 

and the world is your little green apple. Given a fair price and 

reasonable security, there’s always somebody ready to put his money

into a feasible idea.



BACK AT THE OFFICE

The office was just a short walk up Farnam Street. Jim told 

A1 how to proceed on the St. Paul bid.

"The first thing you have to decide on is the retail scale, that 

is , the basis price or yield at which you are going to sell the bonds 

to our customers. A scale that you think is fair in this market for 

the customer and for the School District of St. Paul. You acquire an 

instinct for the correct bid after you have lived with yields and earn

ings day in and day out for a few years. A dealer may "slop" in a 

sealed bid and pay too much for an issue, but not very often. In a 

sealed bid it is possible. At auction bidding you can always ask for 

time out to call the office for instructions to bid higher or to drop out.

"This afternoon and over the week-end I would like you to study 

the Notice of Sale, study recent bids we have made on similar bonds, 

and read all the financial and economic news you can find around the 

office or at home.

"Monday morning we'll arrive at a bid to submit to the St. Paul 

School Board. "

7



HOMEWORK OVER THE WEEK-END

1. INSTRUCTIONS TO BIDDERS

A1 began by reading the notice of the sale, paying special 

attention to the limitations placed on coupon rates. The pro

vision that "no bids for less than par value" would be considered, 

and the redemption feature that bonds would be callable at par 

five years from the date of issue were prescribed by the Statutes 

of the State of Nebraska.

The text of the notice was as follows:

NOTICE IS HEREBY GIVEN that the Board of 
Education of the School District of the City of St. Paul, 
Howard County, Nebraska, will receive sealed bids 
only for the purchase of bonds of the District described 
below, at the office of the Superintendent of Schools in 
the District, in St. Paul, Nebraska, until 2 P .M .,
Central Standard Time on

Tuesday, June 8, 1965
at which time they will be publicly opened and considered 
by the Board of Education.

ISSUE: This is an authorized issue of $250,000 School
Bonds of the District consisting of 25 0 bonds 

of the denomination of $1,000.00 each, numbered from

8
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1 to 25 0, inclusive, dated July 1, 1965, and maturing 
annually July 1, as follows:

Year
Principal
Amount Year

Principal
Amount

1967 $10,000 1977 $14,000
1968 10,000 1978 14,000
1969 11,000 1979 15,000
1970 11,000 1980 15,000
1971 11,000 1981 15,000
1972 11,000 1982 15,000
1973 12,000 1983 16,000
1974 12,000 1984 16,000
1975 13,000 1985 16,000
1976 13,000

Both principal and interest will be payable at the 
office of the County Treasurer of Howard County, St. Paul, 
Nebraska. Interest shall be payable semi-annually on 
January 1 and July 1, except the first coupon which shall 
be due July 1 , 19 66.

PRIOR REDEMPTION: All bonds maturing on or after
July 1, 1971 are subject to redemp

tion in whole or in part, in inverse order of their serial 
numbers, at any time on or after July 1 , 19 70 at par and 
accrued interest thereon to the redemption date.

BIDDING
INSTRUCTIONS: Bidders for the bonds shall submit

their proposals on bidding forms pre
pared by the District and attached to this Notice of Sale.
All bids must be unconditional but without interlineation, 
erasure or any change in said form. Bids must be enclosed 
in a sealed envelope addressed to the Secretary of the 
Board of Education of The School District of The City of 
St. Paul, Howard County, Nebraska, at St. Paul, Nebraska 
and plainly marked "BOND BID".

Each bid must be accompanied by a Certified or 
Bank Cashier's check payable unconditionally to the order
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of the Treasurer of The School District of The City of St. 
Paul, Howard County, Nebraska, in the amount of 
$5,000.00, drawn on a bank or trust company which is a 
member of the Federal Reserve System. No interest will 
be allowed on the "Good Faith" checks, and the checks of 
the unsuccessful bidders will be returned or mailed within 
twenty-four hours of the opening of the sealed bids. The 
check of the successful bidder will be retained, uncashed, 
to be applied in part payment for the bonds, or to secure 
the performance of his bid. If and as the successful bidder 
fails to comply with the terms of his bid, the proceeds shall 
be retained by the School District as and for full liquidated 
damages.

All bonds maturing on the same date are to bear a 
single basic rate of interest from date of issue to maturity .
No more than four such rates are to be specified for the 
issue, and the maturities of the bonds may be split no more 
than four ways for the purpose of designating such rates. 
Bidders may provide that some or all of the bonds shall bear 
an additional rate of interest represented by supplemental 
and detachable coupons, for any portion of their terms com
mencing on or after July 1, 19 65 , subject to limitations set 
out in the following paragraph.

Any basic interest rate or combination of basic and 
supplemental interest rates must be expressed in integral 
multiples of 1/8 or 1/20 of 1% per annum. No basic interest 
rate, or combination of basic or supplemental rates, can ex
ceed 4 1/2%. The spread between the highest coupon rate 
(including supplemental coupons, if used) and the lowest 
coupon rate (disregarding supplemental coupons) shall not 
exceed 1 1/2%. Supplemental coupons must be due on regu
lar interest dates but they need not necessarily commence on 
such interest payment dates. The supplemental coupons, if 
used, must be for a period not to exceed two (2) years from 
date of issue. No bids for less than par value and accrued 
interest or for less than all of the bonds shall be considered.

AWARD OF BONDS: The bonds will be awarded to the highest
responsible bidder offering such rate or 

rates of interest as will produce the lowest interest cost to the 
District to maturity after deducting any premium, and to be in
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full compliance with the requirements of the bid provisions 
hereof. The Board of Education will take prompt action in 
awarding the bonds, but reserves the right to reject any or 
all bids. The Board also reserves the right to waive any 
informality or irregularity in any bid.

The Notice went on to say that delivery was expected on or about 

July 8, 1965 and that the unqualified approving opinion of Lane, Baird, 

Pedersen & Haggart, recognized bond attorneys of Omaha, would be 

furnished at no cost to the purchaser of the bonds.

The official bid forms were attached to the Notice. Significant

parts of the form are shown in the following:

1. For bonds described . . . namely $25 0,000 School Building 
Bonds dated July 1 , 1965, bearing interest as follows:

Bonds maturing
July 1, 19 67 through July 1, 19_  %
July 1, 19_ through July 1, 19_  %
July 1, 19_ through July 1, 19_  %
July 1, 19_ through July 1, 19_  %

In addition:

We will pay you the par value thereof plus accrued interest 
from July 1 , 19 65 to date of delivery to us, plus a cash 
premium of $___________ .

FOR INFORMATIONAL PURPOSES ONLY:

Gross interest cost at coupon rates to maturity $______
Less: Premium to be paid by u s --------------------$_________
NET INTEREST COST TO DISTRICT*------------------$________
Effective average interest rate -  -  —  —  —  _______%

*Net interest cost subject to verification prior to award
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2. PURPOSE, SECURITY, AND FINANCIAL STATEMENT

The Official Statement relating to the issue gave the names 

of the officers and members of the Board of Education.

Describing the $250,000 issue again, it stated that the 

"funds from this issue voted at a special election on March 9, 

1965 , will be used to construct an addition to the present school 

house and for furnishing the necessary furniture and apparatus 

for the same . "

The paragraph entitled "SECURITY" read as follows:

These bonds, in the opinion of counsel, will 
constitute a direct and general obligation of The School 
District . . . and will be payable, both principal and 
interest, from an ad valorum tax levied against all tax
able property, except intangible property located there
in UNLIMITED IN RATE AND AMOUNT.

The FINANCIAL STATEMENT gave the following information:

Actual Valuation - -  -  - —  - - - - ----------- --  $12,697,157
Assessed Valuation, 1964 (35% of actual) -  -  -  4,444,005
Gross Bonded Debt including

this issue - - -  ----------- --  $378,000
Less: Sinking Funds - -----------  - 18.000
NET BONDED D E B T --------------------------------------  360,000
Ratio of Net Bonded Debt

to Assessed Valuation - - - - - - -  —  - - 8.10%
to Actual Valuation ------- ----- —  ---------  - 2.84%

Population of District (1965 e stim a te )--- --  - -  2,750
Acres of land in D is tr ic t ----------------- ---  - —  39,040
Tax collections (average in past five years)---  99.5%
OVERLAPPING AND UNDERLYING D E B T ------ ---  None
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The Official Statement continued with a description of the City 

of St. Paul and the School District which includes the City. Accord

ing to the 1960 Census, St. Paul had a population of 1,714. The 

City owns its electric distribution system and has over 850 electric 

meters in service. The City also owns the water system, 600 water 

meters, the sewer system, and a swimming pool.

The School District lies approximately 22 miles north of Grand 

Island, Nebraska. It is a Class III District, kindergarten through 

twelfth grade. The main crops supporting the District are oats, sor

ghum and corn.

Cattle on farms in Howard County have been valued at $8,244,480. 

Recent sales of irrigated farm land indicate a price per acre in ex

cess of $400. Over 2 0,000 acres in Howard County are irrigated.

ihe two St. Paul Banks had almost $6,000,000 in deposits as of 

December 31, 19 64.

A1 decided that this was an issue of highest quality bonds.

Safety of principal is a primary consideration to the investor, with

out it he might as well be shooting dice. Quality has always been 

important. It has become more important with the increasing 

volume of indebtedness, national, private, and municipal.
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The estimated volume of municipal bonds outstanding in 1913 was 

4.6 billions of dollars. In 1940 it had risen to $2 0.0 billion. During 

the war years it decreased to $15.7 billion in 1946. During the 

195 0s and the 19 60s, the number of public bonds outstanding in

creased at a rising tempo. In the year 19 64, in approximate figures, 

$10.5 billion new bonds were issued and $5.0 billion matured or 

were called tor payment. As of June 30, 1964, the outstanding 

debt of States and Local Governmental Units of the States of the 

United States was $91.3 billion.

A1 found this data in the blue pages of Moody's "Municipal 

and Government Manual - 19 65".

The accelerated tempo at which municipal debt was increasing 

after the war years was due to the increasing standard of living, 

the higher costs of public building, and the growing population - in 

one word, prosperity. Out of this prosperity came also the supply 

or money available for bonds that offered interest income that was 

not subject to the high rate of income taxation.

What about population growth in a rural area like St. Paul, 

Howard County, Nebraska ?

A1 searched through the "Statistical Information of Nebraska
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Municipal Subdividions" published by Storz-Wachob-Bender Co. 

each year. He discovered that the population of Howard County 

had decreased from 7,226 in 1950 to 6,541 in 1960. The popula

tion of St. Paul, the County Seat, had increased from 1,676 to 

1,714.

In the files of the company A1 discovered historical financial 

data on the St. Paul School District which he summarized as fol

lows:

The assessed valuation in millions of dollars from 1932 to 

1943 had been fairly steady at a median figure of 1.17. During 

the next sixteen years it rose steadily from 1.20 to 2.38 in 1959. 

Then, the figure jumped to 3.83 millions of dollars in 1960 and 

rose to 4.07 in 1963.

Assessed valuations naturally fluctuate because values are 

difficult to determine and doubly difficult to arrive at when they 

are assessed.

The jump in 1960 was due to the consolidation of school 

districts. In the five-year period from 195 7 to 19 62 , the number 

of separate school districts in Nebraska decreased from 4,942 to 

3,264.

The School District had issued $65,000 bonds in 1935 which
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were paid off each year through 1950. In 1950 another issue of 

$275,000 was sold and in 1952 the bonded debt rose to $391,000. 

Thereafter the debt declined as the bonds matured.

A1 Quinn made an analysis of the average mill levy of the 

School District from the historical record, as follows:

THE YEARS TOTAL
FOR
OPERATIONS

FOR
IMPROVEMENTS

1932-1943 19 17 2

1944-1949 26 22 4

1950- 1963 36 27 9

Applying these figures to the assessed valuations of 1.2 mil

lions of dollars (1932-1943), rising to 1.7 (1944-1949), increas

ing to 2.4 in 1959, and jumping to 4.0 millions of dollars in 1960 

and thereafter, A1 computed the following approximate costs of 

educating the young people in the School District of St. Paul:

THE YEARS TOTAL OPERATIONS BOND SERVICE
1932-1943 $22,500 $ 20,000 $ 2,500
1944-1949 31,000 26,000 5,000
rising to 44,000 39,000 5,000
1950-1959 68,000 51,000 17,000
rising to 86,000 65,000 21,000
1960-1964 14 4,000 108,000 36,000

The total mill levy of the School District for 1964-1966 had

been 40.20. The bond service, which is the payment of principal



and interest, on this new issue of $25 0,000 bonds would be about 

$2 0,000. This would raise the mill levy on the current assessed 

valuation to nearly 45 to members of the School D istrict. The City 

of St. Paul had a mill levy of almost 13, and the County had a mill 

levy of almost 15, and the State of Nebraska charged a tax of about 

$10.00 per$1,000.00 assessed valuation.

The cost of living was going up.

A1 recalled an article in the "Commodities" section of the 

"Wall Street Journal" dated June 1 , 1965 having the headline: 

"FARMER BUYING POWER ROSE IN MAY 15 MONTH TO HIGH SINCE 

EARLY ‘64". The news article quoted "prices received by farmers 

for their principal crops" as follows:

Corn, per bushel 
Oats
Sorghum grain, per cwt 
Beef cattle , per cwt 
Hogs

May 15 
1965

$ 1.23 
.-67 6 

1.99 
20.60 
19.70

May 15 
1964

$ 1.16 
. 628 

1.76 
21.00  
14.30
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3. MUNICIPAL BOND INVENTORY AND YIELDS

On the June 3rd offering sheet typed by Mary Nichols, A1 

found a lis t of almost $35 0,000 Nebraska municipal bonds and 

$5 0,000 Soutn Dakota, and a few Iowa bonds: a fairly heavy 

inventory offered subject to prior sale and change in prices. 

Among the bonds were those of the School District of David City 

which had a population of 3,000 and an assessed valuation of 

$3,67 7,889. The ratio of total net direct bonded debt to 

assessed valuation was 4.2 7%. The bonds were dated May 15, 

1965. They had been issued and released as follows:

MATURITY
YIELD TO THE YIELD TO 

COUPON 5-YEAR OPTION MATURITY
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980

2.85%
2.85%
2.85%
2.85%
Y. 85%
3.00%
3.00%
3.00%
3.00%
3.00%
3.25%
3.25%
3.25%
3.25%
3.25%

2.90
2.95
2.95
3.00
3.00 
3.10 
3.15 
3.20
3.25
3.25

2.40
2.55
2.65
2.75
2.85
2.92
2.97
2.97
3.00
3.00 
3.18 
3.20 
3.23
3.25
3.25
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Ai compared this to the schedule of maturities and y i e l d s  a t  

which the Ashland School bonds had been released one month later.

rhis School District had a population of 3,025, an assessed 

valuation of $5,216,199, and a ratio of net bonded debt to

assess

MATURITY

1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981 
1932
1983
1984
1985

Prices had 

ties that were <

9.67%.

COUPON

2.80% 
2.80% 
2.80% 
2.80% 
3.00% 
3.00% 
3.00% 
3.00% 
3.00% 
3.25% 
3.25% 
3.25% 
3.25% 
3.3 5% 
3.35% 
3.35% 
3.35% 
3.40% 
3.40%

weaker, 

s referre

following was

YIELD TO THE 
5-YEAR OPTION

2.85
2.90
2.95
3.00
3.00 
3.10 
3.20
3.25
3.25
3.30
3.30
3.35
3.35
3.40
3.40

to as "bank

the schedule:

YIELD TO 
MATURITY

2.60
2.70
2.80
2.80
2.88
2.93
2.97
3.00
3.00 
3.18 
3.23
3.25
3.25
3.33
3.33
3.35
3.35
3.40
3.40

horter maturi- 

s " . The

decision was made to sell the entire issue of Ashland School 

bonds at par. The bonds were sold out on the day of release.
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4. THE NATIONAL SCENE

A1 then turned to back issues of the "Wall Street Journal" and 

the "Bond Buyer".

A time series of the "Bond Buyer's" Index of Yields for twenty 

large-city bonds showed the following major highs and lows:

HIGH HELD . LOW PRICE LOW YIELD, HIGH PRICE

August 1957 3.57 January 1958 2.85
September 1958 3.59 March 1959 3.26
June 1959 3.81 November 1959 3.54
January 1960 3.78 August 1960 3.27
September 1961 3.55 October 1962 2.98
March 1964 3.32 January 1965 3.04

Since January, 1965 yields had been rising. At the beginning of 

June the index had reached 3.20.

A1 plotted the Index of Yields and the dollar prices correspon

ding to the yields on a 3 1/4% , 2 0-year bond. Interest rates and 

bond prices had apparently become more stable since 1960.

In this analysis A1 had neglected the many minor fluctuations 

that occur from week to week and that are due to the constant inter-





action of the supply of bonds and the supply of money available 

for municipal bonds.

According to the latest statistics the $91.3 billion outstanding 

municipal securities are owned by the following groups:

This does not add up to 100%. The reason is probably that the 

balance are on the secondary market in the hands of about 1,800 

dealers who make a market in municipal bonds. At the end of May, 

19 65 , the "Blue List of Current Municipal Offerings" was almost 

$900,000,000 in par values. A year before the offerings in the 

Blue List had been only 62 0 millions of dollars.

So that is the main source of "tax-exempt" investment money, 

A1 thought: individuals and commercial banks. Investment bankers 

had done and were still doing the job of educating investors as to 

the merits of municipal bonds.

Individuals
Commercial Banks
Insurance Companies
State and Local Governments
Corporations
Mutual Savings Banks
Miscellaneous Investors

33.5% 
31.5% 
15.2% 
5 . 6% 
2 . 7% 

. 5 % 
2.3%
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4. a) COMMENTS OF NEW YORK AND CHICAGO UNDERWRITERS

A1 Quinn enjoyed reading the comments of "men who underwrite 

and distribute new issues of tax-exempt state and city bonds " pub

lished in the "Wail Street Journal":

September 14, 1964
" . . .  many investors are on the sidelines either 
devoting too much of their attention to the rising 
stock market, or awaiting the increased and wider 
variety entering the market this week. "

March 29, 1965
"Britain, in our opinion, may devaluate her currency 
any day. The improvement in the U. S. balance of 
payments problem as the result of President Johnson"s 
program of voluntary curtailment of overseas spending 
has moved the pressure from the dollar to the pound.

"The heating up of the Vietnam crisis is causing pro
fessional bond men more concern.

"Tax exempts have reached a sort of impasse: dealers 
are reluctant to sell at lower prices and buyers are not 
interested at present levels. "

April 5, 1965
"There are so many imponderables . . . who would have 
thought that the British budget would exert an influence 
on the price of tax-exempt bonds issued, say, by Clark 
County, Nevada? But that's the way it works today, ap
parently. If the Labor Government in England submits an 
inflationary budget tomorrow and causes more pressure on 
the pound, then it 's  going to be felt in the municipal market.

"Investors are giving me all sorts of excuses for not buying 
now. They're afraid the war in Vietnam is escalating too 
fast. They say that unless the British budget to be proposed 
this week is austere, the pound may be devalued. They
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mention the Federal Reserve report showing a minus 
$109 million free reserves (lowest since about 1960) . . . "

April 12, 1965
" France's reduction of her bank rate to 3 1/2 from 4% last 
week seemed to touch off a nice wave of retail sales. 
Casualty companies placed big orders for the higher-yield
ing tax-exempts and commercial bank buying increased 
also.

"However,
the six weeks of deficient net free bank reserves is a 
powerfully sobering influence on bond markets. "

The "Bond Buyer's Index" had remained steady at 3.15 for 

the month of April.

British budgets, France's bank rates, the War in Vietnam, bank 

reserves! A1 was impressed by the world-wide views of bond men in 

New York City and Chicago. International events have an impact on 

the national market. The impact was felt more directly by the men 

who underwrite issues of one hundred or several hundred million 

dollars. These influences would eventually be felt also at the local, 

"provincial" level, like Omaha, Nebraska. The most frequent 

"excuse" or explanation that A1 had heard salesmen at the office 

give for not selling was that the banks were making cattle-loans.

On April 19, 1965 a comment was printed in the "Journal" that
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foreshadowed events to follow late in May and early in June:

" . . .  last week's announcement that some key banks 
were increasing rates on broker's loans . . .  a con
tinuing deficit in bank's net free reserve position . . . 
an unusually strong stock market performance . . . and 
further U. S. Gold Stock decline were factors causing 
uncertainty in the bond markets.

"Heavy flood and tornado damage claims against casualty 
companies may have taken those institutions out of our 
(municipal bond) market temporarily. "

Both the "Bond Buyer's Index" and the ‘Dow-Jones Industrial 

Average" declined in the last half of May. The Dow-Jones had hit 

a high of over 940 in the middle of May. In the last week of May 

it dropped to 914.

5 . WHAT ARE THE MONEY MANAGERS GOING TO DO ?

At the Commencement Day Luncheon of the Alumni Federation of 

Columbia University on June 1, at New York City, William McChesney 

Martin, Jr. , Chairman of the Board of Governors of the Federal Reserve 

System, gave an address entitled, "Does Monetary History Repeat 

itself ? " A1 called it the "Then, as Now" speech, a remarkable piece 

of economic literature. The central theme of the speech, A1 thought, 

was a warning against devaluing the dollar by reducing the price of 

gold. Why did Mr. Martin find it necessary to express his anxieties
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in public? A tighter money policy was definitely indicated.

The Dow-Jones Industrial Averages dropped below 900 on 

Thursday, June 3.

There was much discussion at the office. Everyone was think

ing sober thoughts. The spectre of the tragic thirties still had 

power to terrify.

A trader said, "So, if we all got together in a corner and, if we 

all got pessimistic together, we could generate a depression."

A salesman said, "One person's debt is another person's liquid 

asset . . . "

"So, the instalment debt is high," was another comment, "You 

have to remember that in the thirties and the forties and through the 

War, most people were renting instead of buying their own homes. 

People went to movies instead of paying on a T.V. People bought 

ice every day instead of having a refrigerator and a freezer. They 

used a bus and paid cash bus fare instead of using a gas credit card. "



Another contribution to the revival of optimism was that many 

post-war products are increasing the productivity of people, air- 

conditioning, for example. Not only is the private debt high, the 

payments to liquidate that debt are good, and defaults are low. It 's  

up to the credit managers and it 's  up to bond underwriters like us 

to keep it that way.

6. WHAT TO BID

Against this background, Ai Quinn considered the high quality 

bonds of a School District that included the County Seat of Howard 

County, St. Paul, Nebraska.

After several attempts, he finally decided on a scale of basis 

prices or yields at which he thought the bonds should be re-offered 

to the investor, if Storz-Wachob-Bender Co. were successful in 

buying them. He set up a scale sheet showing his ideas as to 

coupon rates, retail scale, and corresponding dollar prices for



bonds having a five-year option at par:

BONDS
PAR
VALUE BOND COUPON RETAIL

DOLLAR
PRICE

MATURE (thous .) YEARS RATE SCALE AT SCALE
1967 $ 10 20 3 % 2.70 100.58
1968 10 30 2.75 100.72
1969 11 44 2.80 100.75
1970 11 55 2.85 100.69
1971 11 66 2.90 100.46
1972 11 77 2.95 100.23
1973 12 96 3.00 100.00
1974 12 108 3.00 100.00
1975 13 130 3 1/4% 3.05 100.92
1976 13 143 3.10 100.69
1977 14 168 3.15 100.46

'1978 14 182 3.15 100.46
1979 15 210 3.20 100.23
1980 15 225 3.25 100.00
1981 15 240 3.25 100.00
1982 15 255 3.40% 3.30 100.46
1983 16 288 3.35 100.23
1984 16 304 3.40 100.00
1985 16 320 3.40 100.00

Totals $ 2 50 2,961 $250 ,842.70

The BOND YEARS are the product of the number of bonds in a

maturity and the number of years the bonds have to run. The RETAIL 

SCALE is the schedule of basis prices or yields at which the bonds

will be re-offered. The DOLLAR PRICES AT SCALE are the approxi

mate prices corresponding to the retail scale. In this instance, 

bonds maturing after 1970 are priced to the 5 -year par call. Premium 

bonds have a decreasing dollar price with time; they approach the
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face or par value at maturity. This is of course the same as amor

tization which is often called “run-off" by bond men because a 

large part of the hoped-for premium may run off before the bond is 

finally delivered and paid for.

At the scale and coupon rates given above, the St. Paul School 

Bonds would produce a profit of $842.70 or $3.37 per bond. This 

would suffice, perhaps, if the bonds were all spoken for by a few 

customers so that there would be a minimum of handling and clearing 

co sts. However, this was not true in this case. There would be 

considerable sales effort involved, a large number of orders, and 

considerable risk of a loss to the purchaser in the prevailing un

certain times.

A1 believed that the expected profit should be close to $15.00 

per bond.

If the bonds had been non-callable, the profit potential for Al's 

scale and coupon arrangement would have been $1,45 6.20, about 

$5.82 per bond.
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Under Nebraska Statutes, all bonds issued by governmental 

sub-divisions or municipal corporations, if the bonds have a total 

par value of less than $500,000, must be callable at par in five years 

from date of issue. If bonds need to be issued at a time of relatively 

high interest rates, such an option is desirable. Refunding them in 

the future at a lesser interest cost may save the municipality con

siderable money. However, an option to call has a cost, in this case 

almost $2.50 per bond, and it also limits the marketability of the 

bonds in that many investors who wish to commit their money for more 

than five years cannot use them. Very important among such investors 

are insurance companies who will buy municipal bonds having maturi

ties that will correspond to a liability reserve schedule.

A1 Quinn proposed to augment the possible profit of $3.37 per 

bond by adding an $11.00 detachable and supplemental coupon due 

July 1 , 1966 to each bond. These coupons would have a face value 

of $2,750.

A1 figures the interest cost to the District as set out in the table

on the following page.
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BOND COUPON
YEARS RATE

496 3 %
1,298 3 1/4 %
1,167 3.40 %
2,961

Supplemental coupons

Total interest cost

Dividing by the total bond 
years, 2,961, the net 
interest rate is

TOTAL AMOUNT OF INTEREST 
IF BONDS RUN TO MATURITY

$ 14,880.00
42.185.00
39.678.00
96.743.00

2,750.00 

$ 99,493.00

3.3601145%

The possible profit would be the premium, if all the bonds 

were sold at the proposed yields to the customer, plus the dis

counted value of the detachable coupons. The detachable 

coupons were usually sold at a simple discount of six per cent.

Premium $ 842.70

Coupons $2,750.00
Less: 6% discount

for one year 215.56

Coupons at net value 

Total on 250 bonds 

Expected profit per bond

2 , 534 . 4 4  

$ 3,377.14 

$ 13,50856



MONDAY, JUNE 7, 1965

That had been a long week-end . . .  of work.

Ai presented his proposed bid for the St. Paul School District 

bonds to the underwriting committee at Storz-Wachob-Bender Co. 

for review. The discussion was lively. Differences of opinion 

concerned mainly the pricing of the bonds maturing in the first 

-five years and those maturing in the last five years. Most of 

the members of the committee agreed that the banks would con

tinue to buy the intermediate maturities to cover interest on sav

ings certificates.

Jim Davis said that, although the national market was some

what soft, the market for Nebraska municipals would improve 

because the visible supply was low. Very few refundings or new 

issues were on the calendar at a time when money was becoming 

available for re-investment. Customers had received "Call 

Notices on several issues of bonds as well as preferred 

stock.
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The final agreed-upon scale was as follows:

YEAR COUPON YIELD YEAR COUPON YIELD
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976

3 1/4 % 3.05
3.10

3 % 2.60
2.70
2.80
2.85
2.85
2.95
2.95 
3.00

1977
1978
1979
1980
1981
1982
1983
1984
1985

3.35% 3.30

3 1/4 % 3.20

3.30
3.35
3.35
3.35

3.2 0
3.25
3.25

ihe supplemental coupons uo be detacnable were to be such 

' that the interest rate to the School District would be 4.3 0% for 

tiie first year. Tne net interest rate for 2,961 bond years would 

be 3.349088%. The profit, after discounting the detached coupons 

at 6 A simple, would be $13.58 per bond, if all went well.

Upon tUii.her discussions in the “front office", the coupons on 

bonds maturing in the years 1981 through 1985 were changed from 

O.35 0 to 3.30/6. This decreased the expected premiums on sales 

to $725.2 0 and increased the face value of supplemental coupons to 

$2,806.00. This decision reduced the profit per bond to $13.45 

(j.3 cents per bond), but it reduced the net interest rate to the Dis

trict to 3.32 6646% and reduced the total interest cost to the District 

by $694.12.



THE SALE

Four competitors had also sent representatives to St. Paul, 

Nebraska on Tuesday. At two o'clock, Central Standard Time, the 

bids were opened and read to the interested citizens. The bids, 

in the order opened were as follows:

COUPON RATES BONDS DUE TULY 1

3 % 1967 to 19 74
3 1/4 1975 1979
3.35 1980 1983
3.40 1984 1985
1.10 Extra coupons 7/1/65 - 66

Interest cost $ 99,686.50
Net interest rate 3.366649%

3 % 1967 to 1972
3.15 1973 1976
3.30 1977 1981
3.40 1982 1985
1.20 Extra coupons 8/1/65 - 7/1/66

Gross interest cost $100,038.50
Premium to be paid

by purchaser 95.00
Net interest cost 99,943.50
Net interest rate 3.3753292%

3 1/4% 1967 to 1970
3 1/8 1971 1977
3 1/4 1978 1982
3.30 1983 1985
0.75 % Extra coupons 7/1/65 - 66

Interest cost $ 97,578.50
Net interest rate 3.295457%

34 -
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4. 3 1/4% 1967 to 1979
3.30 1980 1981
3.35 1932 1983
3.40 1984 1985
4.50 on all bonds from 7/1/65 - 66

Gross interest cost 
Premium to be paid

$ 100,975.00

by purchaser 81.25
Net interest cost $ 100,893.75
Net interest rate 3.4074%

and last, the Storz-Wachob Bender Co. bid was read:

5. 3 % 1967 to 1974
3 1/4 1975 1980
3.30 1981 1985

Interest cost $ 98,502.00
Net interest rate 3.326646%

We may note that one of the bidders specified supplemental 

coupons beginning at or running from August 1, instead of July 1. 

In case his bid were successful, he would pay accrued interest , 

upon delivery, only on the basic coupons.

For example, if the supplemental and detachable coupon were 

$12.00, and if delivery were delayed 15 days beyond the date of 

the issue, then the accrued interest to be paid by the successful 

bidder over and above the basic coupon rate would be 5 0 cents per 

bond, or $125.00 on 25 0 bonds. This is a decrease in the gross 

margin, the “spread", the gross profit of 50 cents per bond.



A1 asked the successful bidder for a copy of his re-offering

circular. The retail scale was as follows:

YEAR COUPON YIELD YEAR COUPON YIELD

IS 67 3 1/4% 2.60 1977 3 1/8% 3.125
1968 2.70 1978 3 1/4% 3.15
1969 2.75 1979 3.20
1970 2.80 ISSO 3.20
1971 3 1/8% 2.85 1981 3.25
1972 2.90 1982 3.25
1973 2.95 1983 3.30% 3.30
1974 3.00 1984 3.30
1975 3.05 1985 3.30
1976 3.10

The circular showed also the yields to maturity, the approximate

dollar price, and the "48% Taxable Equivalent" yields.

After a corporation earns a net income of $25,000, every 

additional dollar earned is subject to 48 cents Federal Income Tax. 

If the additional dollar is earned from money invested in municipal 

bonds, it is tax-exempt; $2.60 "tax-exempt interest" is then the 

same as $5.00 interest subject to tax. Most of the dealers in 

municipal bonds have been showing this relationship by dividing
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the yield on the municipal bond by 52 and multiplying by 100.

In looking for possible “tax-exempt" investment money, the 

dealers no doubt are appealing to the managers of the funds of 

corporations, which includes commercial banks, insurance 

companies, and also building- and- loan associations .

According to the approximate dollar prices given on the 

offering circular, the dealer who made the successful bid would 

realize premiums of $1,333.80 less run-off, if the bonds were 

sold at scale. Adding to this the value of the detached coupons 

($1,875.00 discounted at 6% simple), $1,762.50, the gross 

profit would be $12.38 per bond.

In the two weeks following the date of the sale at St. Paul, 

Nebraska, the "Bond Buyer's" Index of the yield of twenty muni

cipal bonds rose from 3.2 0 to 3.23 and to 3.29.



CASE WRITER'S ANALYSIS

The lowest bid for the bonds quoted a net interest cost of 

$100,893.75 and a net interest rate of 3.4074; the highest bid 

was $97,578.50 and 3.29545 7%. This is a considerable differ

ence of $13.26 per bond and almost $1.12 per bond year. It 

represents an honest difference of opinion among experienced 

and able investment bankers. Each of them expected to buy the 

bonds at his bid. It is not possible to say that one of the bids 

was right and all the others were wrong, including the bid that 

A1 Quinn had computed over the week-end. It is only possible 

to say that one bid bought the bonds.

Why was the successful bidder's bid so high? In times of 

uncertainty, such as I have attempted to describe, there are 

bound to be widely varying opinions. The investment banker 

who bought the St. Paul School District Bonds had, more than 

his competitors, an attitude:

38 -
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1. That the quality of the bonds was high;

2. That yields at which the bonds could be re-offered to 

customers were properly based on the expectation that interest 

rates would remain steady and might, perhaps, be expected to 

decline;

3 . That his inventory was relatively low;

4. That he had been the unsuccessful bidder once too often;

5. That the break in the price of equities on the "big board" 

would bring money into the market for municipals . . . and so on.

He may also have had a customer who wanted a large per

centage of the bonds.

On July 16, 19 65 the purchasing investment banker had just 

$40,000 St. Paul School Bonds unsold. He had cut the price by 

raising the yield 5 basis points:

Bonds due 1973, 3 1/8% to yield

o
'

O0
0

1977 3.2 0;
1978 3 1/4% 3.25;

and Bonds due 1981 3 1/4% to yield

o0
0

C
O
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Although the discipline of meeting the payroll and paying the 

expense bills makes an astute profit-volume policy as decisive 

to the survival and financial health of a firm in the investment 

banking business as in any other business, a large part of the 

"spread" in an underwriting is necessary to cushion the risk, the 

possibility of adverse developments.

The St. Paul School Bonds had an average maturity of 11 years 

and 10 months. (Divide 2,961 bond years by 250). Using a 

3.30% interest rate and the average maturity, we find that a 

general increase in interest rates and the consequent rise in 

yields at which the bonds would have to be re-offered could cause 

a reduction in the anticipated gross profit per bond as follows:

INCREASE IN INTEREST
RATES

DECREASE IN THE GROSS 
PROFIT PER BOND

0.05%
0 . 1 0
0.15

$ 5.00 
10.00 
15.00

There are sales at which it may be prudent to be second or
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third in the bidding. An honest effort is made to buy the munici

pal bonds at a price and to re-sell them to customers at a yield 

that will stand the test of subsequent markets. Mistakes will 

occur. The gross margin will approach zero and develop into an 

actual lo ss .

Such is any businessman's problem: too many mistakes, or 

too severe a mistake may cause the community to lose another

worthwhile business.




