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be noted that bond issuance costs are basically fixed no matter how much capital is raised. 
Consequently, pooling bond issuances across municipalities and other public organizations is 
advisable if practical and appropriate.

Types of Municipal Bonds
Municipal bonds are debt obligations issued by and for states, cities, counties, and other pub-

lic entities. The bond proceeds are used to fund public projects. The two major types of munici-
pal bonds are general obligation (GO) bonds and revenue bonds, although other special 
obligation bonds are available in some jurisdictions. Both GO bonds and revenue bonds are 
usually exempt from federal taxes and from taxes of the state in which the bonds are issued. GO 
bonds are issued to finance projects for the general public’s benefit, such as libraries and 
schools. Revenue bonds are issued for public enterprises that generate revenue by charging fees 
for services, such as airports and toll roads. GO bonds are secured by the full faith and credit of 
the issuing government, and they thus are lower-risk investments that pay lower interest to 
investors. Revenue bonds generally are higher-risk investments than GO bonds because they are 
secured with and repaid from limited revenue sources generated by the public enterprise; they 
therefore tend to pay higher interest than do GO bonds.

Municipal bonds have restrictions and limitations in regard to who can issue them and what 
projects can be funded by their proceeds. The tax exemption is intended to support programs 
that operate for the public interest rather than for private gain, and the projects are supposed to 
have assured repayments to protect the interest of the investors and the public in general. 
Therefore, municipal bond financing cannot be used to finance risky projects. Arbitrage or non-
related businesses are not qualified for municipal bond financing.

Bond Structure: Term and Serial Bonds
Bonds dif fer in terms of their structure of maturity. For example, term bonds mature on the 

same date. Corporations often issue term bonds wherein all the bonds of a given issue are 
scheduled to mature simultaneously. Serial bonds, on the other hand, mature at dif ferent 
points in time, meaning a serial bond pays back parts of its principal (plus interest) at dif fer-
ent times. For public financial purposes, consistency is preferable to avoid tax or fee rate 
fluctuation. Therefore, municipalities often issue combinations of serial and term bonds with 
periodic retirements of the serial portion. The rest of the bonds are paid out at maturity as 
term bonds. With a combination of term and serial bonds, the repayment of principal and 
interest can be structured to accommodate the financial prospects and management of the 
organizations concerned.

Debt Repayment Schedules
Bonds need to be repaid with interest over time. Different 

schedules of debt repayment can have significant impacts on 
the financing costs incurred by borrowing organizations and 
these organizations’ financial health. Two basic types of pay-
ment schedules are commonly used in bond repayment: the 
level-debt payment schedule and the level-principal payment 
schedule.

Table 20.1 and the first worksheet, named Cost 
Components, show a simplified presentation of up-front 
costs for a capital construction project. These costs are set 

Table 20.1

Project Cost Components and Other 
Key Assumptions

$
Acquisition or construction cost 100,000,000
Design cost 10,000,000

Subtotal 110,000,000
Costs of issuance @ 1% 1,100,000
Bond size 111,100,000
Interest rate 5.875%
Term of bonds in years 20


