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Traditional Tax-Exempt 
Bonds 

(TEBs) 

Build America Bonds (BABs) Recovery Zone Economic 

Development Bonds (RZEDBs) 

Recovery Zone Facility 

Bonds (RZFBs) 

Public issuers secure lower cost financing or 
refinancing through federal and state tax-
exempt project financing, which lowers cost 
of funds by 150-200 basis points (1.5-2%) 
compared to taxable borrowing.  
 

Utilizes features like fixed interest rates, 
longer debt service terms, flexible payoff 
and repayment terms, capitalized interest, 
deferral of principal, investment of bond 
proceeds, and joint financing with 
government sources. 
 

Additional cost saving tools include bank 
qualified issuance, credit enhancement, and 
if feasible, lower debt coverage ratios. 
 

Eligible projects include acquisition, 
construction and equipping of government 
buildings and infrastructure, water and 
wastewater systems, school projects, 
healthcare facilities, industrial development, 
and housing. 
 

Eligible borrowers include states, 
municipalities, public authorities and 
districts, and not-for-profit issuers. 
 

Federal Stimulus Bill (ARRA) temporarily 
changes rules of the game until 12-31-10 to 
raise bank qualified issuance limit to $30MM 
from $10MM, and a 2008 housing bill 
expands authority for FHLBank members to 
issue letters of credit for borrowers to credit 
enhance non-housing projects (most any tax-
exempt activity). 
 

Bank qualified issuance can lower cost of 
funds 40-75 basis points, letters of credit can 
lower rates 100-200 basis points (1-2%), and 
bond insurance is competitive, limited, and 
difficult to estimate at this time.   
 
Davis Bacon not applicable. 

Public issuers who otherwise qualify for TEBs 
can issue taxable BABs for themselves or for 
another public borrower and elect to either 
grant bondholders a 35% tax credit or  select 
the  borrower to receive the 35% direct-pay 
subsidy (new money only), which is 
reimbursed from Treasury based on 
bondholder’s or issuer’s  IRS filing of Form 
8038-CP. 
 

Recent BAB transactions indicate direct 
subsidy reimbursement is preferred, where 
issuer submits reimbursement form to IRS 
directing Treasury to reimburse borrower no 
earlier than 90 days and no later than 45 days 
before each interest payment date.  
 

BABs have no cap on volume or size, are used 
for public infrastructure, and must be issued 
by 12-31-10. 
 

IRS/Treasury begin subsidy payments July 1, 
2009. 
 

The direct-pay subsidy can lower the cost of 
funds by expanding the market of investors 
for municipal securities. 
 

BABs can be combined with other bond 
programs such as issuance of TEBs for short 
end savings and BABs on the long end where 
savings can be as much as 30-50 basis points 
over TEBs. 
 

Issuer can use BAB proceeds for capital 
expenditures, reserve funds, cost of issuance 
up to 2% of bond proceeds, investment 
earnings on bond proceeds, but not working 
capital.  Davis Bacon not applicable.    
 

In the current market, underwriter’s cost 
benefit analysis show BABs pricing as much as 
1% lower than TEB rates with present value 
savings in excess of 10% over TEB debt for 
longer term maturities.  
 
 

If a RZEDB allocation is received, public issuers 
who otherwise qualify for TEBs can issue taxable 
RZEDBs themselves or for another public 
borrower and elect to either grant bondholders a 
45% tax credit or select the borrower to receive 
the 45% direct-pay subsidy, which is reimbursed 
from Treasury based on bondholder’s or issuer’s  
IRS filing of Form 8038-CP. 
 

RZEDB cap is $10BB nationally, is allocated to the 
states, then sub-allocated to each county or 
large municipality (+100,000 population) in 
proportion to the local level’s respective 2008 
job losses (U.S. Department of Labor); however, 
all states receive minimum allocations of .9% of 
the national allocation. 
 

If a county or large municipality receives an 
allocation, it must first designate a recovery zone 
(simple resolution by governing body), then 
determine how to allocate its amount of RZEDB 
issuing authority, issue the bonds for 
themselves, or issue bonds and lend the 
proceeds to another public borrower.  
 

RZEDBs must be issued by 12-31-10 and pooling 
of local allocations is an option.  A 2% limit on 
issuance costs.   
 

Eligible projects include capital expenditures to 
acquire, construct and equip public facilities, 
public infrastructure, and job training or 
education programs within a designated 
recovery zone. 
 

Qualified Tax Increment Finance Bonds (land, 
infrastructure, and rehabilitation costs) may be 
issued as RZEDBs. 
 

Federal Davis-Bacon prevailing wage rules apply 
to projects financed with RZEDBs. 
 

County or large municipality works with 
underwriter and bond counsel to file Form 8038-
CP for interest reimbursement, satisfy state law 
requirements, and prepare documentation. 

If a RZFB allocation is received, tax-exempt 
RZFBs, which are private activity bonds, can be 
issued for privately used or privately owned 
facilities in a designated recovery zone.  
 

RZFBs have a national volume cap of $15BB, 
expire 12-31-10, and are allocated to states and 
sub-allocated to counties and large 
municipalities with the same allocation method 
as RZEDBs (see RZEDBs). 
 

County or large municipality issues tax-exempt 
private activity bonds up to the allocation 
awarded and lends the proceeds to the 
borrower. 
 

The facility must be constructed, renovated, or 
acquired by purchase AFTER the designation of 
the recovery zone by the county or large 
municipality.  A 2% limit on issuance costs. 
 

Most any business activity qualifies (no private 
use restrictions or rule against acquisition of 
existing property) except that residential 
property, golf courses, gambling facilities, and 
liquor stores are ineligible. 
 

Office buildings, research parks, shopping 
centers, warehouses, resorts and hotels, 
manufacturing plants, and other commercial 
facilities are eligible. 
 

Tax increment finance bonds may be issued as 
RZFBs if applicable requirements are met and 
an allocation is received.   
 

RZFBs expand the definition of eligible uses to 
include intangible property like patents, 
formulas, designs (essentially research and 
development facilities and software 
companies). 
 
Davis Bacon not applicable and pooling of local 
allocations is an option.   


