
Bond Overview
Municipal Bonds, Debt Service And Interest Rates



❖ Metropolitan Districts are tools that municipalities use to build public roads, water systems, 
wastewater systems, parks, and open space amenities for new development.

❖ They are a way for a new development to pay its own way rather than taxing municipal 
residents more broadly for improvements required for new development.

❖ Allowing for development to pay its way as the cost of new infrastructure is funded by the 
property owners who benefit rather than the public at large.

❖ Once a development is approved and a metropolitan district is formed, that entity facilitates 
the financing, construction and operation of the public improvements and services needed 
for that approved growth.

Overview of Metro Districts



General Obligation Bonds

In April 2020, Southshore issued general obligation bonds which were sold to the public.  

General obligation bonds are income tax exempt which results in lower interest rates.

Because the bonds are income tax exempt, the general obligation bonds fall under IRS guidelines.  



Summary of Current Bond Structure

Since Bonds Inception in April 2020

- Almost 10% of the bonds principal has been paid off.
- A debt reserve totaling $2.9 million has been established.
- Moody’s Investor Service rated the bonds as Baa1, investment grade bonds with an historical 

default rate of less than .2%.



How does Southshore compare?

Each community’s is unique in their amenities, city obligations, and construction timing.  These 
factors influence the total debt burden on a community.  Here is a comparison of our neighboring 
communities (new and established communities).

Only two communities have 
debt that matures before 
Southshore’s, and both of 
these communities have been 
fully developed, with all 
homes constructed, for over a 
decade.

 



How does Southshore compare?
At debt inception, Southshore carried over $62 million in outstanding debt, which was significantly 
higher than that of most neighboring communities. However, each community differs in terms of 
amenities and size.

The chart below shows the average debt per residential home at inception and as of 12/31/2024, 
along with the amount of debt repaid by that date. (Note: The chart assumes each community 
made their mandatory debt installment payments in 2024.)

Southshore’s debt per home 
falls in the mid-range 
compared to others, yet it is 
paying down the debt at an 
accelerated rate relative to 
neighboring communities.

 



Bond Redemptions

Southshore’s general obligation bonds include a mandatory sinking fund redemption, requiring 
semi-annual or annual payments toward bond principal. This mandatory sinking fund redemption 
is a scheduled reduction of bond principal and does not permit optional or additional principal 
redemptions.

The redemption amount required by the sinking fund increases each year through 2041, 
designed to align with historical property value growth. This gradual increase helps ensure a 
balanced financial impact on property owners over time.

Beginning after December 1, 2030, Southshore will have the option to make additional bond 
principal redemptions at its discretion.



Bond Redemptions

In 2025, Southshore will increase the 
mandatory sinking fund redemption by 
$220,000 which is an increase over 15%.

Furthermore, from 2024 to 2030, the mandatory 
sinking fund redemption will increase $850,000 
annually which is an increase of 59%.

By 2030, Southshore will be paying 
approximately $301,000 less in interest 
expense which is partially due to the increasing 
mandatory sinking fund redemptions.



Bond Amortization Schedule

The general obligation bond amortization 
schedule is a detailed table that outlines the 
periodic interest expenses and principal 
repayments over the life of the bonds.

A balloon payment is scheduled for 2041.  The 
funds required for this payment are already 
received and earning interest.

Additionally, the schedule illustrates that even 
with home values increasing by just 1% every 
two years, property value growth significantly 
outpaces the required mandatory sinking fund 
redemptions over time.



Arbitrage

Publication 5271 (Rev. 9-2019) https://www.irs.gov/pub/irs-pdf/p5271.pdf

Some residents have suggested building a cash fund over the coming years to make a substantial 
optional redemption of bond principal after December 1, 2030. While this is an interesting idea, 
federal rules and guidelines—commonly referred to as arbitrage rules—restrict or discourage 
Southshore from doing so. 

The IRS principle behind these rules is to prevent government entities from issuing general 
obligation bonds at a lower interest rate and then investing those funds at a higher rate to earn 
income from the interest rate difference. 

Government entities found to be in violation of 
IRS arbitrage regulations may face fines and 
penalties.

https://www.irs.gov/pub/irs-pdf/p5271.pdf


Arbitrage - What Happens If Triggered

A recent example occurred recently impacting 
a large metropolitan city. 

In September 2024, Cleveland, Ohio was 
required to pay the IRS a $404,000 penalty 
due to the city earning too much interest on 
unused tax-free bonds from 2019. 

The city was required to pay back the money to 
the IRS because it cannot profit from higher 
interest rates while maintaining its tax-exempt 
status. 



Arbitrage - Southshore

To date, Southshore has avoided arbitrage in large part to its decisive planning to ensure compliance.

The general obligation bonds required a 45 Debt Service Mill Levy until a $2.9 million reserve is 
established.  The reserve was fully funded in 2022 leaving an excessive ending cash balance as of 
12/31/2022.  

Since 2023, the Debt Service Mill 
Levy has been temporarily 
reduced to lower the outstanding 
cash balance to avoid arbitrage.  



Interest Rates
The Southshore General Obligation 
bonds were issued in April 2020.  
Interest rates were at historically low 
rates.



How does Southshore compare?

Interest rates are ultimately dictated by the 
market.  

Factors affecting the market would be:
● Debt levels
● Financial health
● Credit rating
● Economic conditions

All things considered, Southshore interest rates 
are some of the most attractive in the 
surrounding area.



Funding

General obligation bonds are primarily funded 
through property taxes.

System development fees were a one-time 
charge applied to each homebuilder, which are 
no longer collected now that construction has 
ended.

From 2020 to 2025, 85% of Southshore’s debt 
service was funded by property taxes.



Mill Levy

Each year, a Mill Levy is approved during the budgeting process to collect property taxes, factoring 
in various considerations and ensuring compliance with local, state, and federal laws.

The Mill Levy is divided into two components: the Debt Service Mill Levy, which supports the debt 
service fund, and the General Fund Mill Levy, 
which funds operations, maintenance, and other 
activities.

Over time, the Debt Service Mill Levy has 
decreased as Southshore has been developed.



How does Southshore compare?

Debt Service Mill Levies are ultimately dictated 
by the debt terms.  

Factors affecting the Debt Service Mill Levy 
would be:

● Mandatory sinking fund redemptions
● Interest rates
● Debt maturity or length of time

All things considered, Southshore interest rates 
are some of the most attractive in the 
surrounding area.



Questions
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