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what is municipal bond?
M U N I C I PA L B O N D S

• Debt security: An obligation to pay a stated 
amount of money at a fixed future date 
made for the purpose of incurring debt. 

• Primary way that municipal governments 
(cities and counties) borrow money for 
capital projects

• Advantages of municipal bonds compared 
to other types of municipal borrowing 
(bank loans, placements, etc.)

• Tax-exemption
• Competitive market
• Structuring flexibility
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types of municipal bonds: serial vs. term
M U N I C I PA L B O N D S

• Serial bonds
• Bonds of an issue that mature in consecutive years or other intervals and are 

not subject to mandatory sinking fund provisions.
• Term bonds

• Bonds that come due in a single maturity whereby the issuer may agree to 
make periodic payments into a sinking fund for mandatory redemption of 
term bonds before maturity or for payment at maturity.
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types of municipal bonds: federal tax status
M U N I C I PA L B O N D S

Tax-exempt bonds – Interest paid to bondholder is not subject to taxation 
as income

• Generally, lower interest rate, factoring in tax savings to bondholder
• Generally redeemable at par plus accrued interest, but can include redemption 

premium

Taxable bonds – Interest paid to bondholders is subject to taxation as 
income

• Generally, higher interest rate because interest income is taxable
• Often include “make-whole” redemption provisions

Tax status of bond issues
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types of municipal bonds: security
M U N I C I PA L B O N D S

General obligation bonds
• Pledge of full faith and credit of the issuer

• Supported by the issuer’s ability to levy and collect ad valorem taxes

Revenue bonds
• Backed by the revenues of a facility/system/enterprise that is being financed

• Sewer, water, sales tax, income tax, TIF revenue bonds

• Generally, not a tax/general obligation pledge (unless it’s a “double-barrel” pledge)
• Typically involves a trust indenture, which may contain various covenants
• Debt service coverage ratio
• Liquidity ratios
• Reporting requirements
• Additional debt limitations
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municipal bond overview: 
optional calls

M U N I C I PA L B O N D S

• Most municipal bond issuers sell a portion of 
tax-exempt bond issues (usually maturities 
after 10 years or greater) as callable bonds

• Callable bonds permit the borrower to call back 
the bonds from the bondholder at a specified 
price

• Rules as to when and at what price the 
borrower can call the bonds are stated in the 
Official Statement

• The ability to call bonds is important to the 
borrower because if interest rates decrease, a 
borrower can refund the bonds for savings
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refunding bonds
M U N I C I PA L B O N D S

• Current refundings: Old debt is paid off within 90 days of the issuance of the 
new bonds

• Advance refundings: The proceeds of the new bonds are deposited into 
escrow to pay the old debt off in more than 90 days of the issuance of the new 
bonds. As a result of tax law changes in 2017, these are generally taxable 
transactions.

• Forward refunding: Type of current refunding. Refunding bonds aren’t legally 
issued until within 90 days of the call date, but the key parameters (interest rate, 
issue date, bond size, etc.) of the issue are determine before then.
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Fed funds rate (lower bound)
B O N D  M A R K E T  O V E RV I E W
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B O N D  M A R K E T  O V E RV I E W
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US Treasury rates
M U N I C I PA L B O N D  O V E RV I E W
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MMD yield curve vs historical
B O N D  M A R K E T  O V E RV I E W
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R E F U N D I N G  A N D  O T H E R  O P T I O N S

recent 
historic low 
interest rates 
– refunding 
transactions

Stay calm
• Investors and financial media may be sensitive 

to and sensationalize market movement.

• A 50 bps (0.5%) increase on $1 million in 
principal equates to $5,000 in additional 
annual interest cost.

• Important to remember many bonds are 
secured by property taxes or retail sales. 
Inflation can result in increased governmental 
revenue via higher taxable sales and property 
values.
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be patient
R E F U D N I N G  A N D  O T H E R  O P T I O N S

• Recent spike in refunding transactions result of ‘advance refunding’ issues; with 
time a ‘current refunding’ can occur with debt service savings

• Generally economic cycles occur; what goes up must come down also generally 
applies to interest rates.

• Increase in interest rates can actually help advance refunding transactions; 
escrow yield
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discuss options with municipal advisor
R E F U N D I N G  A N D  O T H E R  O P T I O N S

• Forward delivery transactions; price bonds now for issuance/delivery at a date 
more than 5 weeks after pricing and within current refunding window

• Tender/bond repurchase; offer to purchase bonds back from investors at a 
negotiated price

• Structure of new money bond issues; provide good redemption provisions that 
are advantageous to issuer

• Short-term borrowing/BANs/Commercial paper; best place to borrow in a rising 
rate environment is along the front-end of the yield curve

• An inflationary environment is no time to borrow money based on uncertain 
knowledge of project costs
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investment considerations
R E F U N D I N G  A N D  O T H E R  O P T I O N S

• Keep investment maturities short between 3-12 months
• As investments mature, stay in the 3- to 12- month range until Fed signals a 

pause in rate increases
• In the months preceding an expected Fed rate pause, begin extending 

investment maturities provided you are confident of liquidity needs
• Despite rate environment, still prudent to match investments to the draw 

schedule by building a monthly investment ladder; review draw schedule and 
update as needed
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refunding bonds

• Refundings are debt issues used to retire previously 
issued bonds (current refunding) or to provide for 
future debt service payments on previously issued 
bonds (advance refunding or defeasance)

• Refundings are completed for a variety of reasons:
• Provide debt service savings to the borrower
• Restructure debt service
• Remove restrictive bond covenants
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refunding bonds: using yield curve

At a 10-year call date, 
bonds originally issued with 
maturities greater than 10 
years can be refunding with 
yields for bonds with less 
than 10 years.
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Refunding savings are the 
savings obtained by 
comparing the debt service 
on the prior refunded bonds 
with the debt service on the 
new refunding bonds
• Savings are typically 

assessed on a present 
value basis and discounted 
back to the date of issue 

• PV Savings/Debt Service

• Negative arbitrage

• Breakeven

refunding bonds: 
savings and other 
metrics
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refunding 
example:
$326,370,000
State of Wisconsin
General Obligation 
Refunding Bonds of 2021, 
Series 4 (Taxable)



refunding 
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summary
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refunding example: analysis
( a s s u m e s  S e p t e m b e r  2 0 2 1  t r a n s a c t i o n  d a t e )

• Percentage Savings
• OCI Test

• Escrow Efficiency
• Breakeven – Taxable Advance to TE Current
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refunding example: 
results

• $58 million in present value 
savings

• Savings in every year with 
higher savings between 
2022 and 2026

• Issuer will have option on 
“how” the savings are 
realized
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contact us with any questions

Brad Elmer
MANAGING DIRECTOR

Baker Tilly Municipal Advisors
P: +1 (608) 240-6760
E: brad.elmer@bakertilly.com

David Erdman
MANAGING DIRECTOR

Baker Tilly Municipal Advisors
P: +1 (608) 240-2516
E: david.erdman@bakertilly.com

Baker Tilly US, LLP, trading as Baker Tilly, is a member of the global network of Baker Tilly International Ltd., the members of which are separate and independent legal entities. © 2022 Baker Tilly US, LLP

https://twitter.com/bakertillyus?lang=en
https://www.linkedin.com/company/bakertillyus/
https://www.bakertilly.com/page/baker-tilly-compass
https://www.bakertilly.com/contact


The information provided here is of a general nature and is not intended to address the specific circumstances of any individual or entity. In specific circumstances, the services of a 
professional should be sought. Tax information, if any, contained in this communication was not intended or written to be used by any person for the purpose of avoiding penalties, nor 
should such information be construed as an opinion upon which any person may rely. The intended recipients of this communication and any attachments are not subject to any 
limitation on the disclosure of the tax treatment or tax structure of any transaction or matter that is the subject of this communication and any attachments. Baker Tilly US, LLP, trading 
as Baker Tilly, is a member of the global network of Baker Tilly International Ltd., the members of which are separate and independent legal entities. © 2022 Baker Tilly US, LLP
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Firm stats

$1.3
billion in revenue

XXX
higher education 

clients

6,500
team members 8

23
states

countries
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Services timeline
L E A R N  M O R E

Jan Dec

2022 2023

Dec Feb Mar Apr May Jun Jul Aug Sep Oct Nov

Kick-off/planning

Framework/templates

Gap analysis

Remediation

Control repository establishment

Control repository population

Training

Phase 1

Phase 2
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Framework

Flexible, agile team structure

TAILORED PROJECT 
MANAGEMENT FRAMEWORK

Client engagement model

Project management organization and 
structure

Corporate alignment and capabilities

Project management support

Project management methodology

Critical success factors Critical success factors

Transparent service delivery

Rigorous, proven methodology

Multi-level quality assurance

Experienced, committed leadership

Open and direct lines of communication
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Solutions

Data 
Solutions

Cloud
Infrastructure

Enterprise
Solutions

Application 
Development

Transformation 
Services

Introducing innovative 
applications and services into 
uncharted territory opens you up 
to opportunity — and risk. We 
help you successfully blaze the 
trail. Baker Tilly’s experience 
enables us to envision and 
create custom solutions that 
enhance customer engagement 
and refine your operational 
efficiency.

Chances are, the business 
environment you face today 
looks quite a bit different than 
just a few years ago. 
Fortunately, cloud is 
revolutionizing business in ways 
that can help you keep up, 
giving life to new products and 
services. Baker Tilly can 
implement, scale and secure 
your cloud technology to help 
you leverage it for innovation 
and growth. 

Selecting, implementing or 
optimizing an enterprise 
technology solution is a complex 
endeavor. After we understand 
your business needs, we will 
use our experience and best 
practices to strengthen your 
company’s performance and to 
achieve your goals. 

Capturing the data that matters 
most and bringing it into focus is 
no trivial matter. Rely on our 
experience to drive your 
business forward. At Baker Tilly 
we help our clients derive value 
from data, whether it’s through 
advanced machine learning, 
data visualization or working to 
implement new data processes 
for a “single source of truth.”

When developed and 
implemented appropriately, 
digital transformation is the 
game-changer you’re looking 
for. From improved operational 
efficiency and workplace 
productivity, to better customer 
experiences—all geared toward 
accelerating sustainable growth 
for the long run. Let Baker Tilly 
guide the transformation that 
separates you from everyone 
else.
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At a glance

$3.9B
Combined 

Revenue (U.S.)

10th
Largest International 

Network

742
Offices

146
Territories/
Countries

122
Firms

36k+
People

9%
Growth
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State funnel
INCIDENTS

1

2

3

4

5

6

Identify risks and data elements
Ingest raw incidents from multiple sources into one ticketing/tracking 
system and standardize data elements. Prioritize incidents based on 
risk. The ingest process should be automated as much as possible.

Identify patterns and red flags
Analyze inbound incidents for patterns that can be 
addressed in bulk by root cause analysis. Tag known 
“red flags” to incidents as ingested.

Map against regulatory compliance matrix
Map each incident against the regulatory compliance matrix for 
compliance reporting or other legal obligations. Compliance matrix 
is validated monthly. Use RPA to update, whenever possible.

Remove non-reportable incidents
Remove low-risk, non-reportable and non-compliance related incidents 
from the active stream. Archive incidents for record keeping 
and future analysis. (Goal: 30 percent fewer active incidents)

Automated incident response
Use RPA to process applicable incidents for notification and other 
compliance requirements. Archive incidents for record keeping 
and future analysis. (Goal: 40 percent fewer active incidents)

Manual incident response
Manually evaluate and respond to the remaining incidents. 
(Goal: 15 to 20 percent of initial ingest)

Compliance
reporting

Embedded within are 
internal controls properly 

designed and 
operationalized and 

supported by policies and 
procedures and training.
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Stacked approach

Tenets of our approach

Transformation

Collaboration 

Inclusivity 

Pragmatism

Transparency

Grounding in
experience

Tenets of our approach

Transformation

Collaboration 

Inclusivity 

Pragmatism

Transparency

Grounding in
experience
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Tax 
provision

Tax
strategy
services

Global tax
compliance

Risk 
Mgmt. Process

Technology

Value 
Architect

Tax managed services (option 1)

Tax 
provision

Tax
strategy
services

Global tax
compliance

Risk 
Mgmt. Process

Technology

Value 
Architect

Tax managed services (option 2)
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