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Statement of Daniel Kaplan

My name is Daniel Kaplan.  I am a resident and taxpayer of the District and have lived in 
Wilmette, Illinois for the past 25 years.  I have worked in the municipal bond industry since 
1981.  

I read the August 14 Bloomberg story about the District’s bond sale and have looked 
through the 286 pages of materials in the presentations of Mesirow, Scott Balice and AC 
Advisory.  

And this is my conclusion:  this was a very lucrative deal for underwriters and investors, 
and a very poor deal for the taxpayers of the District.  

All 3 reports say that the 1.25% spread to Treasuries was the lowest interest rate spread 
paid by any issuer of Build America Bonds up to that time.  The reports read as if gold medals 
should have been handed out to transaction participants for having set a new record in the 
municipal bond market.      

Well, the record didn’t last long.  Because only one week later, one week, the Texas 
Transportation Commission, with a lower bond rating than the District sold $1.1 billion of bonds 
at only 1.20% over Treasuries and a rate of 5.517%.  (Look on Section F page 6, in the Scott 
Balice presentation.)]

That the 1.25% premium over Treasuries was the underwriters’ gift to investors at the 
expense of taxpayers.

My own tabulation is that on August 11, several investors earned $1.2 million of trading 
profits by selling $73.7 million of bonds they had bought only a few hours after they had 
purchased bonds from the underwriters.  

That is not “normal trading activity.”  Investors earned these profits at the expense of 
taxpayers because the underwriters priced the bonds at too high of an interest rate.  I am angry 
about that, and so we should all be.  

  
But it only gets worse.  Interest rates today are much lower than they were on August 10. 

On October 22, $14 million of the District’s bonds were purchased at a yield of 5.24% -- almost 
0.5% lower than rate on the 2009 Bonds – and at a premium of only 1% to Treasuries.  Over the 
29 year life of the 2009 Bonds that 0.25% decrease in the spread to Treasuries represents $4.7 
million in lower interest costs and lower taxes for every $100 million of bonds that were sold.     
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   So why did the District need to issue $600 million bonds in one sale?  Why couldn’t the 
District have tested the market with $200 million of bonds in August and come back with $200 
million later in 2009?  

Why couldn’t the underwriters have repriced the bonds to 1.15% over Treasuries? 
Orders may have been lost, maybe fewer bonds would have been issued, but there would still 
have been plenty of buyers.  After all, these same financial firms bought over a billion dollars of 
lower rated Texas bonds one week later at 1.20% over Treasuries.  

Please don’t let bond sales like this ever happen again.   

And please read Arthur Leavitt’s Bloomberg editorial of October 22 that recommends the 
competitive sale of bonds.  A competitive sale is how the AAA rated Washington Suburban 
Sanitary District sold its $90 million of Build America Bonds on September 22.  Seven different 
underwriting firms bid on that issue.  

Merrill Lynch thought the bonds were worth 5.09%;
JP Morgan thought the right rate was 4.92%, 
but the winner was Wachovia Bank, which won the issue at a rate of 4.85%

And the 2029 maturity was priced at 5.10%, 0.92% above Treasuries

Ladies and gentlemen, that is the way the District should be conducting its business. 
Thank you.  


