
General Session 4General Session 4

Paying for It: New Opportunities for Airport BondsPaying for It: New Opportunities for Airport Bonds

2007 ACI2007 ACI--NA Economics and Finance ConferenceNA Economics and Finance Conference

May 22, 2007May 22, 2007
Wendy Franklin
Bear, Stearns & Co. Inc.
212.272.6330
wfranklin@bear.com



Discussion Topics

Prevailing Market Conditions

Financial Products in Today’s Market

Buyers in Today’s Market



Prevailing Market Conditions
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“Risk Adjusted Optimal Cost of Capital”

Target Debt Composition

50%

25-30%

20-25%

Traditional Fixed
Unhedged Variable
Synthetic Fixed / Basis Swaps



Traditional Fixed Rate Debt

0

100

200

300

400

500

2007
2009

2011
2013

2015
2017

2019
2021

2023
2025

2027
2029

2031
2033

2035
2037

Existing Debt Serv ice New M oney Principal New M oney Interest

$700 Million: Level Debt Service
$ Millions

0

100

200

300

400

500

2007
2009

2011
2013

2015
2017

2019
2021

2023
2025

2027
2029

2031
2033

2035
2037

Existing Debt Serv ice New M oney Principal New M oney Interest

$700 Million: Back Loaded Debt Service
$ Millions

All-in TIC 4.686%

Average Life: 26.0 yrs

All-in TIC 4.565%

Average Life: 19.2 yrs

The AMT “penalty” is approximately 20 basis points throughout the yield curve



Variable Rate Debt

Competitive bank market for LOC and liquidity facilities

Widespread use of commercial paper programs

Reduced issuance of unhedged variable rate debt; 
“shortening” of auction rate periods

Issuance of variable rate debt underlying floating-to-
fixed interest rate swaps



Interest Rate Swaps

Hedging interest rate risk for new money requirements

Hedging interest rate risk for non-advance refundable 
securities

Under favorable market conditions, accepting tax risk 
for lower cost of capital

Swaps can provide significant flexibility over time



Current Interest Rate Swap Structures
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No Basis Risk
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Tax Credit Bonds
Airport PerspectiveAirport Perspective Example:

25 year $100m TCB with 6.0% credit rate
and 5.5% investment rate*

Sinking Fund Contributions by Airport = 
$1.85m/year for 25 yrs

Present Value of Sinking Fund Contributions
by Airport = $25m

Year 1 Year 26

Bond 
Proceeds
to Issuer = 
$100m

* Note:  Assumes sinking fund payments are made at the beginning of each year.

Sinking fund payment sources: 
• Airport revenues
• PFCs 
• Other local revenues and/or taxes

Sinking fund payment sources: 
• Airport revenues
• PFCs 
• Other local revenues and/or taxes

Year 1 Year 26

$1
00

 m

Airport makes annual 
contributions to a 
sinking fund that 

earns interest

Airport makes annual 
contributions to a 
sinking fund that 

earns interest

Present Value of Sinking Fund Contributions
by Airports = $25m (thus 25% cost-share)

Investment 
Earnings

Cumulative Sinking Fund 
Contributions from airport

$46.3m

$53.7m 

Note:  Assumes sinking fund payments are made at the beginning of each year.

Key Point: 
Local Share of 25%    

Key Point: 
Local Share of 25%    

Source: TSA – Baggage Screening Investment Study



Broadening Demand for Tax-Exempt Bonds

“Non-traditional” buyers have emerged as important 
participants in the tax-exempt market

Arbitrage accounts, TOB program participants, 
relative value accounts, derivative product creators, 
foreign investors

Focus on “relative value” in the municipal market vs. 
other markets

Active primarily in the 10-30 year maturity range; 
buy large blocks of bonds
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