INTEROFFICE MEMO

DATE: 9/23/2004

TO: THE BOARD OF SELECTMEN
CC: SIEVE BARRETTY

FROM: JORN MURRAY 2 O‘Z’"/
RE: BOND INTEREST RATE

Attached is 2 copy of an A.G. Edwards Municipal Bond Yield spreadsheet. You will notice that
the attached spreadsheet is dated September 21, 2004 and Board members may be aware that the
Federal Reserve raised rates this week. While an argunment could be made that the market anticipated
the rate increase from the Fed, we will place our rate recommendation in the extra information
packet on Monday, after the revised spreadsheet is posted. In addition I have attached a current US
Treasury Yield Cutve from SmithBarney for your review ’

A subject matter Board members may wish to ponder is: Should we raise our interest rate to
accommodate indications that the Fed is planning to raise rates between one half of a point to a full
point in the next six months? T have attached2a Q & A from the Bond Market Association regarding
the affect of rising interest rates on bonds for your review.
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Government Bonds!
Two-Year T-Note
10-Year T-Note
30-Year T-Bond

275 %
4.04 %
4.84 %

1 vields and market value will fluctuate if sold before maturity. Yield quoted is a yield to maturity

Municipal Bonds?

AAA*  AAA Insured* JAA-Rated*§ A-Rated*
One-Year Municipal Bond 1.55 % 1.55% 1.60 % 1.65 %
Five-Year Municipal Bond 2.60 % 2.69 % 2.70 % 2.85 %
10-Year Municipal Bond 3.44 % 3.57 % 3.55% 3.73%
20-Year Municipal Bond 4.40 % 4.50 % 4.45 % 4,75 %
30-Year Municipal Bond 4.70 % 4,78 % 4.75 % 4.85 %

? Yields are for illustrative purposes only and based on indexes of general market levels, not spe
cannot invest directly in an index. Call A.G. Edwards for available securities and yields. Yields do
account fees, commissions or other transaction costs. Insurance does not remove the market ris
* As rated by (Moody's, S&P).
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as of 09/22/04 s Tacaswnsds

Bid-Asked Change Yield 7
1-Mo T-Bill 1.498-.492 dn .034 1.521%
3-Mcs T-Bill 1.675-.672 ¢dn .01¢ 1.703%
6-Mos T-Bill 1.887-.882 dn . 005 1.927%
2-Year Note 89.26+~.266 up .002 2.465%
5-Year Note 100.18+-.18¢6 up .04+ 3.248%
i0~Year Note 102.05 ~.05+ up .15+ 3.984%
30-Year Bond 108.30 -.30+ up 1.01 4.774%
Fed funds are currently quoted at 1 3/4% .Lid, 1 3/4% adked and
1 3/4%.

(END) Dow Jones Newswires

09-22-04 1702ET

Dow Jones News is delayed a minimum of 20 minutes

Used with permission. All rights reserved. You may not redistribute, retransmit or
reproduce this story in any format or in any medium without the express prior written
permission from Dow Jones & Company, Inc.

Key Interest Rates - Bid-asked quotes for 3 Month US Treasury Bill, 10 Year US
Treasury Bond and 30 Year US Treasury Bond are updated throughout the day. US
Treasury Bills are quoted on a yield basis. Notes and Bonds are quoted on a $100 par
value, Change is the difference between the bid/asked prices and the previous day's
bid/asked prices. Yield is the income return on the security to maturity. Fed Funds
Rate is the interest rates on bank to bank overnight loans. Decimals of bid-asked
values and change values are calculated in 32nds, except US Treasury Bills, which
are quoted in 100ths.
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A Boab Miaa ket Associatien Decwsent

Rising Interest Rates Will Affect Your investments — What You

Should Know

The bond markets are extremely active, with interest rates constantly changing in
response to a number of factors including changes in the supply and demand of credit,
Federal Reserve policy, fiscal policy, exchange rates, economic conditions, market
psychology and, above all, changes in expectations about inflation. Currently, rising
interest rates and expectations for economic recovery are impacting bond prices. As
interest rates change, so do the values of all bonds in the marketplace. If you are
thinking about buying bonds, or have recently bought some, you need to be aware of
the effect of rising rates on your holdings. Here are some questions you should
consider.

Now that interest rates have started to rise,
how will that affect bonds?

Interest rates, which recently hovered at their lowest levels in 40 years, are
rising. Just as bond prices go up when yiclds go down, the prices of bonds
you own now will generally drop as yields — mterest rates - go up.

When rates go up,
do all bonds lose the same value?

No, changes in interest rates don't affect all bonds equally. Generally
speaking, the longer the bond's maturity, for example a bond that matures in
£ ten years versus another that matures in two years, the more it's affected by
changing inierest rates. A ten year bond will usually lose more of its value if rates go
up than the two year note. Also, the lower a bond's "coupon” rate, the more sensitive
the bond's price is to changes in interest rates. Other features can have an effect as
well. For example, a variable rate bond probably won't lose as much value as a fixed

rate security.

What should I do as interest rates rise? Should I hold onto my bonds or
sell them?

If you buy a bond and hold onto it until it matures, which many investors
do, rising rates won't have any effect on the income you receive. You

4 % gimply redeem your maturing bond and get back par, or the face value, of
the bond. In the meantime, you will continue to earn or accrue interest at the rate you
expected when you bought the bond. Here's an example provided by Bloomberg, LP:

Example #1. Buy and Hold.

You buy a 10 year U.S. Treasury Note with a face value of $1,000 and an
interest rate of 4.26%. If you keep the bond until it matures, you'll receive
$42.60 each year for ten years, plus the original $1,000.

What happens if rates go up
and I need to sell my bonds?

If interest rates go up and you need to sell your bonds before they mature,

http://www.investinginbonds.com/interestrates.htm 9/23/2004
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vou need to be aware their value may have gone down and you may have to sell at a
loss. Remember bond prices move in the opposition direction as yield. Here's an
example again provided by Bloomberg, LP:

Example #2. Sell before Maturity & Interest Rates have gone up.

An investor buys a 10 year U.S Treasury Note with a face value of $1,000
and an interest rate of 4.26%. If the investor sells the bond before it matures
and interest rates have risen 2%, he or she would only receive $863.34 (plus
any interest paid before the sale).

At some point, though, rates will go down.
What will happen if I sell then?

If interest rates have gone down since you bought your bonds, the value of
your bonds will have actually gone up, giving you what's known as a
"capital gain." That's because your bond is worth more. Here's another
example using the Bloomberg data:

Example #3. You Sell Your Bond Before It Matures & interest
Rates have gone down.

You buy a 10 year U.S. Treasury Note with a face value of $1,000 and an
interest rate of 4.26%. If you sell your bond before it matures and interest
rates have dropped 2%, you will receive $1,118.54 (plus any interest paid
before the sale).

What happens to my
bond fund if interest rates rise?

Since a bond fund doesn't have a specific maturity date, the chances are the
fund’s total return will go down. Total return encompasses both change in

é. <& prices and interest rate payments. If interest rates rise, the values of bonds
held by the fund would fall, negatively affecting total return. However, the fund will
continue to receive interest payments from the bonds it holds and will pass them along
to investors regularly, maintaining current yield. Bond fund investors also enjoy
professional management and asset diversification.

Besides rising interest rates,
are there any other risks I should consider?

Yes, virtually all investments carry some degree of risk that you might lose
some or all of your investment. When investing in bonds other than

4. &  government-guaranteed securities, it's important to remember that an
investment's return is linked to its credit as well as market changes. The higher the
return, the higher the risk. Conversely, relatively safe investments offer relatively
lower returns. Bond choices range from U.S. Treasury securities, which are backed by
the full faith and credit of the U.S. government and are free from credit risk, to bonds
that are below investment grade and considered speculative. In assessing your
tolerance for risk, ask yourself, "What will I do if my investment is not there when I
need it?"

http://www.investinginbonds.com/interestrates.htm
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Should I
buy bonds now?

Most personal financial advisors recommend that investors maintain a
diversified investment portfolio consisting of bonds, stocks and cash in

= varying percentages, depending upon individual circumstances and
objectives. You need to be aware of the risks, particularly now, of rising interest rates.
But if you are planning to buy bonds and hold them to maturity, they will provide a
predictable stream of payments and repayment of principal. Many people invest in
bonds to preserve and increase their capital or to receive dependable interest income.
Whatever your investment goals-saving for your children's college education or a new
home, increasing retirement income or any of a number of other worthy financial
goals-investing in bonds can help you achieve your objectives.
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