Case Question for State of Connecticut Municipal Swap
Questions: 

        1. Analyze the structure of the variable rate debt described in the case (UPDATES, VRDOs, etc.)

(a) What is the importance of the put feature? The call feature? The cap?

(b) What is the role of the remarketing agent?

(c) At what rate should this debt trade? In particular, how did Merrill Lynch arrive at 

J.J.Kenny minus 55 basis points? Is this analysis correct?

       2. Compare three forms of debt: fixed rate debt, floating rate debt (floating say with JJK), and       

       the VRDOs described in the case. For each: what risks does the issuer bear? What risks does

      the investor bear?

       3. Analyze the Merrill Lynch and Bankers’ Trust synthetic fixed rate alternatives. Which is better for the 

       State of Connecticut?

       4. Analyze Bud Cohn’s choices, including the possibility of entering into a fixed for LIBOR

       (one  month or three month) swap with AIG. Assume AIG will quote the rates given in 

       Exhibit 1 of the case.

       NOTE: Try to avoid tedious calculations. A ‘quick and dirty’ analysis should suffice.

            What should Cohn do?

