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Recovery Zone Facility Bonds (RZFB) are one of the new public fi nance tools created 
by the American Recovery and Reinvestment Act of 2009 (ARRA).  (Please refer to our 
separate summary for information on Recovery Zone Economic Development  Bonds.)  
On June 12, the Internal Revenue Service (IRS) issued written guidelines (Notice 2009-
50) on the allocations of issuing authority and the use of these bonds.  This summary 
offers our thoughts on the potential use of RZFB.

Q: What are RZFB?
A: Recovery Zone Facility Bonds are a tool for encouraging private investment 

in economic development and job growth.  RZFB are a new type of qualifi ed 
private activity bonds (think IDB).  RZFB create the ability to use tax-exempt bor-
rowing for a wide range of business development.
RZFB are subject to the general rules that apply to qualifi ed private activity 
bonds, except: (1) RZFB have a separate allocation (volume cap) of issuing au-
thority and (2) bond proceeds can be used to acquire existing property.

Q: What are the uses of RZFB?
A: The primary criteria is that 95% or more of bond proceeds must be spent on  

“recovery zone property”.  The IRS guidelines set three criteria for recovery zone 
property:
1. The property was constructed, reconstructed, renovated, or acquired by 

purchase by the taxpayer (the party borrowing and securing the bonds) af-
ter designation of the recovery zone.

2. The original use of the property commences with the taxpayer.
3. Substantially all use of the property occurs in the recovery zone and is the 

active conduct of a qualifi ed business.
The “qualifi ed business” provisions represent a key expansion of the use of pri-
vate activity bonds.  Essentially, the IRS guidelines allow any businesses that are 
not specifi cally excluded.  The list of businesses that are not qualifi ed businesses 
includes rental residential, golf courses, country clubs, massage parlors, suntan 
facilities, racetracks or other facilities used for gambling, or off-sale liquor stores.
Unlike conventional IDB, RZFB can be used to acquire existing property.
RZFB create the opportunity to use tax-exempt fi nancing for commercial uses, 
owned housing and other private development not allowed under the rules for 
private activity bonds.  RZFB could also be used for tax increment (or other mu-
nicipal bonds) that would be private activity bonds.
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general distress”.  (2) Economic distress caused 
by the closure or realignment of a military instal-
lation pursuant to the Defense Base Closure and 
Realignment Act of 1990 may be used as the cri-
teria for a recovery area.  (3) A recovery zone may 
be an empowerment zone or renewal community 
in effect as of February 17, 2009.

• The guidelines do not further defi ne these fac-
tors other than to require that designation be 
“based on certain specifi ed criteria”.

• The only guidance on the designation process 
comes from the provision that any state or local 
government receiving a volume cap allocation 
may designate recovery zones “in any reasonable 
manner as it shall determine in good faith in its 
discretion”.

This lack of specifi c guidelines means that the desig-
nation of recovery zones will be an evolving issue as 
issuers exercise this authority.

Q: What other factors apply to the use of RZFB?
A: Three factors in particular should be noted:

1. Activities fi nanced with the proceeds of RZFB are 
not subject to federal prevailing wage rates.

2. Use of RZFB avoids the various caps/limits tied to 
small issue IDBs.

3. The bonds must be issued before January 1, 2011.

Q: What else do you need to know?
A: Unfortunately, the nature of the IRS guidelines mean 

that certain aspects of using RZFB will evolve over 
time.  Here are some things to watch:
• How will the County decide to use or reallocate 

issuing authority?
• Will the State make waived issuing authority 

available to other local governments?
• How will the initial issues shape future use?

Q: Can I issue RZFB?
A: The answer to this question lies with both IRS guide-

lines and state law.  The basic requirement under the 
IRS guidelines is that an issuer must have an alloca-
tion of the state volume cap equal to the amount of 
the bonds.  It is important to recognize that RZFB is a 
federal designation.  An issuer must also have statu-
tory authority to issue the bonds.  In Minnesota, this 
authority likely comes from the ability to undertake 
“projects” and issue bonds pursuant to Minnesota 
Statutes, Sections 469.152 to 469.165.  These pow-
ers are given to cities and certain townships (M.S. 
368.01).  Counties are only authorized to undertake 
projects in areas outside of cities or these townships.  
These statutory requirements are particularly impor-
tant because of the volume cap allocations given to 
Minnesota counties.

Q: Who has allocation to use RZFB?
A: The June 12 IRS Notice contained a list of allocations 

to local governments in each state.  The Minnesota 
allocation went to two cities (Minneapolis and Saint 
Paul) and to 55 counties (see complete list on pages 
3 and 4).  Minneapolis, Saint Paul and these counties 
may directly issue and designate bonds as RZFB up to 
the amount of allocated volume cap.  Instead of issu-
ing bonds, these local governments may reallocate or 
waive all or part of its allocation.
Reallocation may be made to any entity that includes 
the city/county.  Such entities could include the coun-
ty’s HRA/EDA/CDA, a city within the county, or the 
HRA/EDA/Port Authority of a city within the county.  
The decision to reallocate can be made “in any rea-
sonable manner”.
If the cities/counties decide not to directly issue or 
reallocate, then the allocated volume cap is waived.  
All waived volume cap is reallocated by the State.  
Any criteria for State reallocation have not been de-
termined.

Q: What is a recovery zone?
A: The proceeds of RZFB must be spent to promote de-

velopment or other activity in a designated “recovery 
zone”.  The IRS guidelines do not contain a detailed 
defi nition of a recovery zone.  Instead, the criteria for 
a recovery zone must be pieced together from sev-
eral parts of the guidelines.
• The guidelines specifi cally list three means of 

designation.  (1) Issuers may designate a recov-
ery zone as any area having “signifi cant poverty, 
unemployment, rate of home foreclosures, or 
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The information in this summary is based on sources believed to be reliable, 
but does not purport to be complete and is not warranted by Northland Se-
curities, Inc. 
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