
President Obama signed into law the
"American Recovery and Reinvestment
Tax Act of 2009" (the "Recovery Act")
on February 17, 2009.  The Recovery
Act creates a new category of bonds
called Recovery Zone Bonds which are
broken into two types—Recovery
Economic Development Bonds and
Recovery Zone Facility Bonds.  

Recovery Zone Bonds are intended to
stimulate economic recovery in
“recovery zones.”  The Recovery Act
provides that Recovery Zone Bonds  may
only be issued until December 31,
2010.

Under the Recovery Act,  the Federal
government will allocate each category
of Recovery Zone Bonds to the states
based on each state’s decrease in
employment compared to the national
decrease in employment.  Each state
shall then  allocate its allocation to
counties and large municipalities
(defined as having population in excess
of 100,000) based on their decrease in
employment compared to the state’s
decrease in employment.  

Recovery Zone - Definition
A “recovery zone” is any area that has
been designated by the county/large
municipality as having significant
poverty, unemployment, home
foreclosure or general distress, or any
area affected by military realignment, or
any area that has been designated as an
empowerment zone or a renewal
community.  States should be notified
within a few weeks of their allocations
for each category of Recovery Zone

Bonds.   

Types of Recovery Zone
Bonds
Recovery Zone Economic Development
Bonds 

The Recovery Act earmarks $10 billion
of Recovery Zone Economic
Development Bonds ("RZEDBs").
These are governmental bonds to be
used for governmental purposes that will
allow the county/large municipality to
borrow on a lower cost than traditional
tax-exempt financing.  RZEDBs may be
issued for purposes of promoting
development or other economic activity,
including public infrastructure and
construction of public facilities or job
training and educational facilities, in an
area that has been designated by the
county/large municipality as a “recovery
zone.”  RZEDBs are taxable bonds (the
interest earned by the holders of the
bonds is subject to taxation and the rate
of interest paid by the county/large
municipality would presumably be
higher than that on tax-exempt bonds).
However, the federal government would
reimburse the county/large municipality
for 45% of the interest paid; thus
making the true cost of the interest paid
lower than that paid on tax-exempt
bonds.  

Recovery Zone Facility Bonds 

The Recovery Act earmarks $15 billion
of Recovery Zone Facility Bonds
("RZFBs").  RZFBs permit counties/large
municipalities to provide tax-exempt
financing for projects which historically
would not qualify (e.g. large

manufacturing plants, distribution
centers, hotels, research parks, etc.).
RZFBs are private activity bonds and are
classified as "exempt facility bonds" for
tax purposes. RZFBs may be issued for
any depreciable property that (a) was
acquired after the date of designation of
a  "recovery zone," (b) the original use of
which occurs in the recovery zone and
(c) substantially all of the use of the
property is in the active conduct of a
"qualified business." "Qualified business"
is defined to include any trade or
business except for residential rental
facilities or other specifically listed "bad
projects" (e.g. golf courses, massage
parlors, gambling facilities, etc.). Volume
Cap is not required for RZFBs, and there
is no prohibition on acquiring existing
property.  

RECOVERY ZONE BONDS - LOW COST FINANCING OPTIONS

Public Finance Bulletin

February 2009

Additional Information
If you are interested in learning more about
Recovery Zone Bonds or if the Benesch
Public Finance Group can be of further
service, please contact any of the following:
Jason George at jgeorge@beneschlaw.com
or  (614) 223-9311
Stephen Grassbaugh at
sgrassbaugh@beneschlaw.com or
(614) 223-9327
Michael Melliere at
mmelliere@beneschlaw.com or
(614) 223-9331
Susan B. Price at sprice@beneschlaw.com
or  (614) 223-9377
Allison M. Binkley at
abinkley@beneschlaw.com or
(614) 223-9376

Biographical information is available at
www.beneschlaw.com.

As a reminder, this Advisory is being sent to draw your attention to issues and is not to replace legal counseling.

UNITED STATES TREASURY DEPARTMENT CIRCULAR 230 DISCLOSURE:  TO ENSURE COMPLIANCE WITH REQUIREMENTS IMPOSED BY THE IRS, WE INFORM YOU THAT, UNLESS EXPRESSLY
STATED OTHERWISE, ANY U.S. FEDERAL TAX ADVICE CONTAINED IN THIS COMMUNICATION (INCLUDING ANY ATTACHMENTS) IS NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED,
FOR THE PURPOSE OF (i) AVOIDING PENALTIES UNDER THE INTERNAL REVENUE CODE, OR (ii) PROMOTING, MARKETING OR RECOMMENDING TO ANOTHER PARTY ANY TRANSACTION OR
MATTER ADDRESSED HEREIN.


