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What Drives Interest Rates On Bonds?
 The interest cost is the largest cost component when issuing bonds.

 Several factors influence interest rates:

 Market trends, including economic data, equity market shifts, global and domestic events (including 
elections) can affect rates.

 Investor demand, however, is a very large driver of interest rates.

Investor 
Demand

Interest 
Rates



Items that Influence Investor Demand
 Bond Rating – Coley will discuss the process in detail.

 Supply in the market:

 Does supply exceed investor demand?
 Are there similar credits or higher-rated credits or larger issuances on the same day?

 Size of issuance:

 Is it large enough to justify public sale vs. placement?
 Investor interest typically increases with the size of the issue.

 Structure and Block size per maturity:

 Short amortization or longer? Frontloaded vs. Backloaded?
 Level or irregular principal amortization?



Items that Influence Investor Demand (cont.)
 Tax status (Taxable or Tax-Exempt):

 What is the purpose for your borrowing?
 Can you minimize the taxable portion of your borrowing in any way?
 Can you structure the taxable portion first, followed by the tax-exempt?

 Call provision or optional redemption:

 Investors want certain protections regarding your ability to call bonds.
 How much flexibility do you have regarding call provisions?

 Credit enhancements (i.e. bond insurance):

 Bond insurance might be beneficial if your bond rating is lower than “AA”/“Aa2”.













Strategies Utilized to Reduce Interest Cost
 One rating or two?

 Bond Insurance?

 “Year end straddle” for bank qualification

 Call Provision or Optional Redemption – standard vs. non-standard

 Structure – size and amortization pattern

 Which bond sale type to utilize?

 Advance Refunding vs. Current Refunding

 For Tax-Capped Issuers
 DSEB Assumptions: Flat vs. Ascending
 Restructuring vs. Capital Appreciation Bonds



Front Cover of Official Statement
 Official Statement is the offering document 

used to market bonds to investors.

 They can range from 30 pages to 70+ 
depending on the bond issuance.



One Rating or Two?
 Larger issuances can benefit from getting two major bond ratings.

 Many investors will only buy large issues with two ratings.

 This is especially true if the issue is over $50 million.

 Smaller issuances generally do not benefit from additional ratings.

 This would typically include most Working Cash or other Limited Bonds ranging in size from              
$0 - $50,000,000 in par amount.



Bond Insurance
 Depending on the bond rating, bond insurance can be 

utilized.

 Bond insurance can enhance the creditworthiness of an 
issuer.

 Bids are solicited to determine which provider might be 
awarded.

 Fee is quoted as a percentage of total debt service of the 
new bonds (principal + interest).

 Lowest bid is subjected to a cost-benefit analysis by 
underwriter or municipal advisor.

 Insurance is only utilized if it provides a reduction in interest 
cost vs. the upfront cost of the insurance premium.

 If analysis does not prove it is beneficial, bids can and 
should be rejected.

Both major insurers are 
rated “AA” by S&P



Straddle for Bank-Qualification
 The Internal Revenue Code of 1986 (“the Code”) allows certain tax-exempt bonds to be designated as 

Bank Qualified (“BQ”).
 BQ bonds increase the desire for banks to purchase vs. Tax-Exempt Non-BQ bonds.
 Specific criteria needs to be met:

 Issued by a “qualified issuer” under the Code .
 Issued for public purposes.
 Designated as Qualified Tax-Exempt Bonds (< $10 million in par amount in calendar year).

 If your needs are between $10,000,000 and $20,000,000, you might want to utilize the “straddle”.
 The benefit of BQ vs Non-BQ rates on a particular transaction will vary with market movement 

and can be analyzed by your underwriter or municipal advisor.

2020
First Stage of Borrowing 

is done at $10,000,000 or 
less in one year

Calendar 
Year End

2021
Second Stage of 

Borrowing is done at 
$10,000,000 or less in the 

following year

Calendar 
Year End

2022
Issuer would have to wait 

until year 3 to resume 
utilizing Bank Qualification 

on a new issuance

Example



Optional Redemption
 Optional redemption (or call) provision allows the issuer to redeem the bonds prior to maturity.

 This allows for future flexibility and provides efficiency when refinancing bonds.

 Bonds that are “callable” can be redeemed after a specified period, and future interest payments on 
refunded bonds are eliminated and replaced by the new, refunding bonds.

 A 10-year call provision has been accepted by investors as the standard.

 Presently, 8-year call provisions are accepted by most investors without an interest rate penalty.

 Pushing for shorter than 8 years on the call provision can adversely impact your interest rate, or, in 
certain situations create a higher “kick” to maturity, benefiting the investor and not the District.

 Using 8 to 10-year call should satisfy most investors.



Structuring
 Institutional Investors prefer larger bond issues, larger block sizes, especially when selling taxable 

bonds.

 The issuer’s needs or goals, coupled with any statutory limitations, dictate the structure.

 The block sizing and amortization is something that can be strategically utilized.

 i.e. Debt Certificates, Unlimited Bonds, Alternate Revenue Source Bonds.

 Limited Bonds are sometimes difficult to structure strategically, but not always.

 Principal repayment can be structured strategically.

 Adequate size maturing each year, if possible.

 “Term Bonds” can be utilized to increase size of maturities.



Bond Sale Types Explained
Public Sale

‒District sells the bonds to an underwriter, who resells the bonds to 
investors.
‒Bond offering document is Official Statement.
‒Bonds are generally rated and may be insured.
‒Costs of issuance include financial advisor, underwriter, ratings and 
counsel, but often a lower interest rate than private placement.
‒Typically, more than one investor will ultimately purchase bonds.

Private Placement
(Single Purchaser)

‒ Bonds are offered through a Term Sheet (no 
Official Statement).

‒ Purchaser is generally a bank, but maybe 
another governmental entity or specialized 
investor.

‒ Typically results in lower issuance  costs
‒ Interest Rate might not be as competitive as 

Public Sale.
‒ Investor interest ebbs and flows depending on 

cost of funding.
‒ Timeline is typically much shorter.

Competitive Sale
‒ Underwriters submit bids for 
the bonds at specific 
date/time.

‒ Bonds are likely awarded 
based on the lowest true 
interest cost.

Negotiated Sale
‒ The issuer selects an underwriter 
prior to the bond sale and 
negotiates terms with the selected 
underwriter.

‒ Provides additional premarketing 
compared to competitive sale.



Bond Sale Types – Pros & Cons
Public Sale

Negotiated Competitive Private Placement
Interest Rates Generally lower than private placements. More 

stability in pricing.
Generally lower than private placements. More 
sensitive to market dynamics on day of pricing. 
Ability to point to a “best bid”.

May be higher or lower than public offerings 
depending on market dynamics.

Upfront Costs of 
Issuance

Higher. Requires official statement and, usually, 
rating.

Higher. Requires official statement and rating. Lower. Term sheet and typically no rating.

Flexibility Greater flexibility with structure on pricing day, 
including size, terms and optional redemption. 
Ability to adjust to economic and market 
conditions, investor demand and overall supply.

Less flexibility to change structure and pricing date 
after posting notice of sale. Minor adjustments can 
be made to the timing, structure or size.

Pricing is typically with one investor so terms, size, 
optional redemption and dates can be negotiated 
and mutually agreed upon.

Timing Typically 10-12 weeks. Typically 10-12 weeks. Typically 5-6 weeks; no official statement or rating.
Rating Required by most investors. Required. Typically not required or needed. Credit evaluated 

by investor. 
Term No limitation other than statutory limitations. No limitation other than statutory limitations. Limited investor interest beyond 10-15 years. 

Counsel Fees Bond Counsel required. May also utilize disclosure 
or underwriter’s counsel with an added cost.

Bond Counsel required. May also utilize disclosure 
counsel with an added cost.

Bond Counsel required. Bank counsel may also be 
included at an additional cost. 

Investors Those who desire to hold bonds but do not have 
direct market access (funds, banks, retail).

Winning bidder (the underwriter) sells issuer’s 
bonds in secondary market.

Select investor, typically a bank, which can be 
retained through bidding process.

Disclosure Subject to continuing disclosure filings and Rule 
15c2-12.

Subject to continuing disclosure filings and Rule 
15c2-12.

Typically not subject to continuing disclosure 
filings and Rule 15c2-12. Considered a material 
event for outstanding bonds issued on or after 
February 2019. 



Example Pricing – Negotiated Sale



Example Pricing – Competitive Sale



Example Pricing – Private Placement

MMD 
1/30

Maturity Scale Spread to MMD Scale Spread to MMD Scale Spread to MMD Scale Spread to MMD Scale Spread to MMD Scale Spread to MMD
2018 1.90%
2019 1.49% 2.00% 0.51%
2020 1.58% 2.20% 0.62%
2021 1.66% 2.30% 0.64%
2022 1.74% 2.45% 0.71%
2023 1.85% 2.60% 0.75%
2024 1.97% 2.80% 0.83%
2025 2.09% 2.90% 0.81%
2026 2.20% 3.05% 0.85% 2.64% 0.44% 2.77% 0.57% 3.04% 0.84% 3.05% 0.85% 3.35% 1.15%

All-In True Interest Cost
Gross Debt Service Savings
Present Value Debt Service Savings
Present Value Debt Service Savings as %
Costs of Issuance
Optional Call Date
CUSIPs 
DTC Eligible
Award By
Closing By
Special Requirements

Special Fees
Counsel

None

$5,000 

$20,568 
1.69%

$30,300 
Noncallable

Not Required

Bank #2

3.63%
$44,448 

$24,973 

Bank #3                        
Noncallable Scenario

3.55%
$49,900 

Est. Public Sale

$40,976 
$21,222 

Noncallable

1.74%

3.68%

-
Noncallable

Not Required

$52,752 
2.05%

$25,300 

-
-

Not Required
2/7/2018
3/2/2018

Not Required
2/1/2018

Not Required
2/1/2018

Not Required
2/28/2018
Not Stated

Requires internal credit 
approval. Upon request, the 

District shall provide the 
audited financial statements 
within 270 days of fiscal year 

end.

-

-
-

-

None
Not Noted

2/12/2018
Reporting Requirements within 
270 days of fiscal year end: 

(i) audited financial 
statements, (ii) top ten 

taxpayers, and (iii) 
overlapping debt statement. 

$2,000 
ABC Counsel

2/12/2018
Reporting Requirements within 
270 days of fiscal year end: 

(i) audited financial 
statements, (ii) top ten 

taxpayers, and (iii) 
overlapping debt statement. 

$2,000 
ABC Counsel Not Noted

Bank #3                       
Callable Scenario

3.85%
$31,977 
$7,328 
0.60%

$25,300 
11/1/20 @ 100
Not Required

Not Noted

Not Required
2/7/2018
3/2/2018

Requires internal credit 
approval. Upon request, the 

District shall provide the 
audited financial statements 
within 270 days of fiscal year 

end.

None

Bank #1                                      
Noncallable Scenario

3.18%
$69,738 
$47,644 
3.91%

$27,300 
Noncallable

Not Required

Bank #1                                 
Callable Scenario

3.31%
$62,408 
$39,751 
3.26%

$27,300 
11/1/20 @ 100
Not Required



Common Bond Sale Type Situations
 There is no “best way” to sell your bonds. The choice  is situation specific and subjective. Consider:

 Commonly Sold Competitively:
 Well rated issue, common security type, attractive structure, good market.

 Commonly Sold Negotiated:
 Lower rated issue, less common security, first time issuer, odd structure with need for 

flexibility, shaky market.

 Commonly Sold Via Private Placement:
 Uncommon terms, short final maturity, no other debt outstanding.



Advance vs. Current Refunding of  Existing Bonds*

J F M A M J J A S O N D

2020 Calendar Year

1st Call 
12/1/2020

“Advance Refunding” occurs 
more than 3 months prior to 

the 1st Call Date

* This is a hypothetical bond series for discussion purposes only

“Current Refunding” can occur 
within 3 months of the 1st Call 

Date, or after



Advance Refunding vs. Current Refunding
 For advance refundings, under current tax law, the new bonds are taxable regardless of the tax status 

of the prior bonds.

 For current refundings, the taxability (or exemption) depends on the refunded bonds.

 Advance refundings typically create some level of negative arbitrage.

 Current refundings are more efficient, usually having little to no negative arbitrage.

 Your municipal advisor or underwriter can help weigh the options between current or advance 
refunding of your outstanding debt.



Mechanics of a Typical Advance Refunding

Existing Series 
2013 Bonds*

B&I Tax Levy
Collected

New Series 2020 
Bonds*

Refund Escrow 
Established

 2013 Bonds are paid 
from Levy

 2020 Refunding 
Bonds are issued

 B&I Levy now pays 
new 2020; not 2013

 New 2020 Bond 
creates escrow

 Escrow pays Debt 
Service on 2013 Bonds 
(old 2013 levies abated)

* These are hypothetical bond series for discussion purposes only



Flat DSEB vs Growth Assumption
 Issuers in tax-capped counties have additional limitations, primarily the DSEB constraint.

 In 2009, the Debt Reform Act was amended to allow the DSEB to grow by the lesser of CPI or 5%.

 When issuing bonds, assumptions can be made regarding DSEB:

 Flat DSEB – more conservative to assume no growth over time.
 Ascending DSEB – more aggressive to assume growth factor over time (i.e. 1.0% annual growth).

 If DSEB was voted by referendum, growth may not be allowed.

 Assuming growth in the base can allow for more bonds to potentially be issued up front.

 However, the additional interest might inhibit future borrowing.



Comparison of Flat DSEB vs. Growth
Flat DSEB 1% DSEB Growth



Limited Bond Strategies (cont.)
Restructure vs. Capital Appreciation Bonds

 When selling limited bonds, existing limited bonds become a hurdle

 This can be handled one of 3 ways:

Do not Refinance 
any existing bonds

• Smallest amount of new money 
(sometimes nominal)

• Reduces overall borrowing size

Refinance necessary bonds to
maximize new money

• Maximizes new money
• Also increases overall issue size
• Might refinance non-callable 

maturities
• Fairly common practice

Use Capital Appreciation Bonds 
to eliminate need to refinance

• Maximizes new money
• Reduces or eliminates 

refinancing
• Considerable increase to interest 

cost would impact new money
• Not common in IL



Questions and Answers
We thank you for your time!
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Robert W. Baird & Co. - Disclosures

Robert W. Baird & Co. Incorporated is providing this information to you for discussion purposes only. The information does not contemplate or relate to a future issuance
of municipal securities. Baird is not recommending that you take any action, and this information is not intended to be regarded as “advice” within the meaning of Section
15B of the Securities Exchange Act of 1934 or the rules thereunder. In providing this information, Baird is not acting as an advisor to you and does not owe you a fiduciary
duty pursuant to Section 15B of the Securities Exchange Act of 1934. You should discuss the information contained herein with any and all internal or external advisors
and experts you deem appropriate before acting on the information.



Meristem Advisors LLC - Disclaimers
General Disclaimer

These materials are confidential and proprietary to, and may not be reproduced, disseminated or referred to, in whole or in part without the prior consent of Meristem Advisors. These materials have been
prepared exclusively for IASBO and may not be used for any purpose other than as authorized in writing by Meristem Advisors. Meristem Advisors assumes no responsibility for verification of the information in
these materials, and no representation or warranty is made as to the accuracy or completeness of such information. Meristem Advisors assumes no obligation to correct or update these materials. These
materials do not contain all information that may be required to evaluate, and do not constitute a recommendation with respect to, any transaction or matter. Any recipient of these materials should conduct its
own independent analysis of the matters referred to herein.

The information and any analyses in these materials reflect prevailing market conditions and the opinions of Meristem Advisors as of the date of the presentation, all of which are subject to change. To the
extent that projections and financial analyses are set forth herein, they may be based on estimated financial performance prepared by or in consultation with the recipient and are intended to suggest only
reasonable ranges of results. The printed presentation is incomplete without reference to the oral presentation or other printed materials that supplement it.

Meristem Advisors is providing the information contained in this document for discussion purposes only and not in connection with Meristem Advisors serving as financial advisor or fiduciary to a financial
transaction participant or any other person or entity. Meristem Advisors will not have any duties or liability to any person or entity in connection with the information being provided herein. The information is not
intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934. The financial transaction participants should consult with their own legal,
accounting tax, and other advisors, as applicable, to the extent they deem appropriate.

Meristem Advisors does not provide tax or legal advice or advice with respect to the issuance of municipal securities. Any discussion of such matters in these materials (i) is not intended to be used, and cannot
be used or relied upon, for the purposes of avoiding any tax penalties and (ii) may have been written in connection with the “promotion or marketing” of the transaction or matter described herein. Accordingly,
the recipient should seek advice based on its particular circumstances from an independent tax advisor.

Special Disclaimer

(a) Meristem Advisors  is not recommending an action to you as a municipal entity or obligated person; (b) Meristem Advisors is not acting as an advisor to you and does not owe a fiduciary duty pursuant to 
Section 15B of the Exchange Act to you with respect to the information and material contained in this communication;(c) Meristem Advisors is acting for his own interests; and (d] you should discuss any 
information and material contained in this communication with any and all internal or external advisors and experts that you deem appropriate before acting on this information or material;. The information 
provided is for discussion purposes only.

Interest rates used herein are hypothetical and do not take into full consideration conditions in today’s market and other factual information such as the issuer’s credit rating, geographic location and market 
sector. Interest rates applied herein are hypothetical, based on current market facts and should not be viewed as rates that the Library should expect to achieve. Information about interest rates and terms for 
SLGs is based on current publicly available information and treasury or agency rates for open-market escrows are based on current market interest rates for these types of credits and should not be seen as
costs or rates that the Library should expect to achieve.

If you have any questions or concerns about these disclosures, then you should make those questions or concerns known immediately to Meristem Advisors. In addition, you should consult with your own 
financial and/or municipal, legal, accounting, tax and other advisors, as applicable, to the extent you deem appropriate.
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