
 
 

 
 

 
  

 

 
 

 
 

 

 

 

 
 

 

THE CALIFORNIA DEBT LIMIT ALLOCATION COMMITTEE  

July 22, 2009
 
DISTRIBUTION OF THE AMERICAN RECOVERY AND REINVESTMENT ACT 


(ARRA) RECOVERY ZONE BOND ALLOCATION AND CONSIDERATION OF AND 

APPROVAL TO DISSEMINATE RELATED PROPOSED REVISIONS TO CDLAC
 

PROCEDURES FOR A 30-DAY PUBLIC COMMENT PERIOD
 
(Agenda Item No. 6) 


ACTION ITEM:  Approve the allocation of ARRA Recovery Zone Bond Allocation and 
the distribution of proposed Recovery Zone Facility Bond Procedures and Recovery Zone 
Economic Bond Procedures for a 30-day public comment period.    

BACKGROUND: 

The American Recovery and Reinvestment Act of 2009 is a combination of spending and 
tax provisions to provide not only a short term impact on the economy but also provide 
long term investments in the hope of dampening the negative impacts of the economic 
downturn. The investment priorities for the recovery zone stimulus package include the 
development of public facilities; infrastructure modernization; helping Americans and 
businesses hurt by the economy by creating jobs; and supporting education and job 
training. 

On February 17, 2009 H.R. I, The American Recovery and Reinvestment Act of 2009 was 
enacted. Recovery Zone Bonds provide tax incentives and lower borrowing costs for local 
governments and private entities to promote job creation and economic recovery in areas 
particularly affected by employment declines. The Recovery Zone Bonds are allocated by 
the Department of Treasury to the states based on the proportion of each state’s 2008 
employment decline bears to the national 2008 employment decline. The allocation has 
been further suballocated by the Department of Treasury among counties and large 
municipalities (populations of more than 100,000) as published on the IRS website and 
attached as Exhibit A. The states allocation and federal program requirements are outlined 
below: 

1) Recovery Zone Facility Bonds (RZFB): The total California allocation is 
$1,209,338,000. The ARRA legislation authorizes $15.0 billion in Recovery Zone Facility 
Bonds (RZFB) nation wide. These are a new category of bonds they will be treated as tax 
exempt private activity bonds for issuance in 2009 and 2010.  
2) Recovery Zone Economic Development Bonds (RZEDB): The total California 
allocation is $806,225,000. The ARRA legislation authorizes $10 billion in tax credit 
bonds for Recovery Zone Economic Development Bonds (RZEDB) nation wide; these are 
taxable tax credit bonds for issuance in 2009 and 2010. 

1. Recovery Zone Facility Bonds (RZFB) 
a.	 A Recovery Zone is defined as: An area designated because of significant 

poverty, unemployment, rate of home foreclosures or general distress, or 
economically distressed because of a military base closure or realignment, 
or any area which a designation as an empowerment zone or renewal 
community is already in effect. 



 

   

 

 

 

  
  

 

 
 

 

b.	 The following cities did not meet the ARRA unemployment criteria: 
Bakersfield, Chula Vista, Daly City, Escondido, Fresno, Oceanside, Salinas, 
San Diego, San Francisco, San Jose, Santa Clara, Sunnyvale, and Visalia. 
The following counties did not meet the ARRA unemployment criteria: 
Alpine, Colusa, Del Norte, Fresno, Imperial, Inyo, Kern, Lassen, Madera, 
Marin, Mariposa, Merced, Modoc, Monterey, Napa, San Benito, San Diego, 
San Luis Obispo, San Mateo, Santa Barbara, Santa Clara, Santa Cruz, 
Sierra, Sutter, Tehama, Tulare, Tuolumne, and Yuba. 

c.	 The Local government must designate a Recovery Zone area prior to the 
issuance of tax-exempt bonds.  

d.	 An RZFB is treated as an exempt facility bond under federal code section 
142, the interest would be tax-exempt. At least 95% of the net proceeds 
must be used for recovery zone property. RZFBs are private activity bonds 
in that an allocation is made by the Department of Treasury to the local 
issuer for use by a private entity. 

e.	 Recovery Zone Property is defined as: It must be depreciable property if; 
(1) such property was constructed, reconstructed, renovated, or acquired by 
purchase by the taxpayer after the date on which the designation of the 
recovery zone took effect; (2) the original use of such property commences 
with the taxpayer; and (3) substantially all of the use of such property is in 
the recovery zone and is in the active conduct of a qualified business by the 
taxpayer in such zone. A qualified business means any trade or business 
except : rental of residential property and any private or commercial golf 
course, country club, massage parlor, hot tub facility, suntan facility, 
racetrack or other facility used for gambling, or any store the principal 
business of which is the sale of alcoholic beverages. [The requirements and 
limitations of Code Section 147 apply to RZFBs except the limitation on the 
acquisition of existing property]. 

2.	 Recovery Zone Economic Development Bonds (RZEDB) 
a.	 A Recovery Zone is defined as; an area designated because of significant 

poverty, unemployment, rate of home foreclosures or general distress, or 
economically distressed because of a military base closure or realignment, or 
any area which a designation as an empowerment zone or renewal community 
is already in effect. 

b.	 The Local government must designate a Recovery Zone area to issue RZEDBs.  
c.	 RZEDB is a taxable tax credit bond. The Issuer shall receive a credit from the 

federal government equal to 45% of the interest payable by the issuer on the 
interest payment date.  

d.	 100% of the available project proceeds (i.e. sale proceeds, less cost of issuance 
not to exceed 2%, plus investment earnings thereon) of a RZEDB, less the 
amount funding a reasonably required reserve fund, must be used for one or 
more qualified economic development purposes of promoting development or 
other economic activity in a recovery zone including capital expenditures paid 
or incurred with respect to property in the zone, expenditures for public 
infrastructure and construction of public facilities and expenditures for job 
training and educational programs. 



 

 
 

 

 
 

 

 

 

 

 
 

  

 
 

 

e.	 Authorized projects include; capital expenditures for property located in 
recovery zone; expenditures for public infrastructure and construction of public 
facilities, and expenditures for job training and educational programs. 

REALLOCATION OF RECOVERY ZONE BONDS: 

CDLAC will have no immediate role in the administering of the Recovery Zone Bond 
allocation to counties and large municipalities.  However, pursuant to the proposed 
CDLAC Procedures the following shall apply: 

1.	 CDLAC will require a Report of Action form be submitted to CDLAC upon the 
issuance of bonds not more than three days following the issuance of RZFBs and 
RZEDBs. This report should include the date and amount of the issuance and the 
designated recovery zone in which proceeds will be used. 

2.	 CDLAC will develop a process for distribution of an allocation that has been 
waived by localities. CDLAC will re-allocate this waived allocation in a manner 
that will maximize public benefits for the State of California. 

3.	 CDLAC will return to the Committee to present the Reallocation Procedures and 
application at a later date. 

4.	 Counties and large municipalities receiving RZFB and RZEDB allocation must 
provide CDLAC with a Plan of Issuance no later than January 31, 2010. The Plan 
should include a recovery zone bond resolution and a description of the projects to 
be funded. In addition counties and municipalities are encouraged to include a 
project issuance timeline as part of the Plan of Issuance.   

5.	 Allocations that after July 1, 2010, have not been issued or included in a notice of 
intent to issue are automatically deemed waived and returned to CDLAC for 
reallocation. 

RECOMMENDATION: Approve the allocation of ARRA Recovery Zone Bond Allocation 
and approve the distribution of proposed Recovery Zone Facility Bond Procedures and 
Recovery Zone Economic Bond Procedures for a 30-day public comment period.    

Prepared by Crystal Alvarez. 
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PROPOSED RECOVERY ZONE FACILITY BONDS (RZFB) PROCEDURES 

DEFINITIONS: 

“Recovery Zone Facility Bonds”- The American Recovery and Reinvestment Act (AARA) 
of 2009 created a new category of bonds that will be treated as exempt facility bonds for 
the purpose of code section 142, these bonds are limited to issuance in 2009 and 2010   

“Local Issuer” – Eligible counties and municipalities (populations greater then 100,000) 
with predetermined awards based on population 

“Recovery Zone” – An area designated by the local issuing entity per section 1400U-1(b) 
defined as meeting one of the following criteria:  

1) Significant poverty, unemployment, rate of home foreclosures or 
general distress 
 2) Economically distressed because of military base closure or 
realignment 
 3) An area which has been designation as an empowerment zone or a 
renewal community 

“Allocation Waiver” – An affirmative election by a county or municipality to return all, or a 
portion of its allocation to CDLAC for reallocation.  The waiver may be made at anytime, 
however, a county or municipality planning to waive its allocation is encouraged to do so 
at the earliest possible time to allow reallocation of the RZFBs.  In addition, CDLAC 
strongly urges counties and municipalities to include waivers in their Plans of Issuance 
for any allocation not covered by the plan. 

“Plan of Issuance” – A report due to CDLAC not later than January 31, 2010 from a 
county or municipality receiving allocation including a recovery zone resolution or 
proposed resolution and a description of the projects to be funded within the recovery 
zone. In addition, counties and municipalities are encouraged to include a project 
issuance timeline as part of the Plan of Issuance. 

“Notice of Intent to Issue” – A report due to CDLAC not later than July 1, 2010 from a 
county or municipality receiving allocation, including a recovery zone resolution or 
proposed resolution, a description of the project to be funded within the recovery zone 
and project issuance timeline.  Any allocation received by a county or municipality not 
included in the notice of intent to issue will be deemed waived. 

“Deemed Waiver” – Allocation that after July 1, 2010 has not been issued or included in 
a notice of intent to issue is automatically deemed returned to CDLAC for reallocation.  
Allocation included in a Notice of Intent to Issue may be deemed waived if not issued by 
September 30, 2010, or other date set forth in the timeline included in the Notice of 
Intent to Issue. In determining whether allocation included in a Notice of Intent to Issue 
is deemed waived, the Executive Director will look to the progress the county or 
municipality has made toward issuance, and the demand for waived allocation. 

“Report of Action Taken” – A report due to CDLAC from any county or municipality not 
more than three days following the issuance of RZFBs providing notice of the date and 
amount the issuance and the designated recovery zone in which the proceeds will be 
used. 



 

 
 

 

 

 

 
 

 

 
 

 
 

 
 

 

 
 

 
 

“Recovery Zone Property” – Depreciable property subject to code section 168 or section 
179: 

Recovery zone property must be depreciable property if:  
a) The property was constructed, reconstructed, renovated or acquired by 
purchase (as defined in section 179 (d)(2)) by the taxpayer after the date 
on which the “recovery zone” took effect.  
b) The original use of which in the recovery zone commences with the 
taxpayer; and  
c) Substantially all of the use of the property is in the recovery zone and is 
in the active conduct of a “qualified business” by the taxpayer 

“Net Proceeds” - A minimum of 95% of net proceeds (as defined in section 150(a) (3)) 
are to be used for “recovery zone property” per section 1400-U-3(b)(1)(A).  ARRA Bonds 
can not be used to purchase land. 

“Qualified Business”- any trade or business except as defined in section 168 (e)(2) and 
section 144(c)(6)(B): 

a) The rental to others of real property located in a recovery zone shall be 
treated as a qualified business only if the property is not a residential 
rental property (as defined in section 168 (e)(2)) 
b) such term shall not include any trade or business consisting of the 
operation of any facility described in section 144(c)(6)(B)   

“Sunset Date” –All bonds must be issued by January 1, 2011 

PROGRAM REQUIREMENTS: 

CDLAC will have no immediate role in the administering of the Recovery Zone 
Bond allocation to counties and large municipalities. Interested parties should 
contact localities directly for program assistance. 

An entity utilizing Recovery Zone Facility Bond Program (RZFB)must meet the following 
requirements: 

1.	 A. The local issuing entity must be a county or municipality (population of more 
than 100,000) with a significant decline of employment from 2007 to 2008.  
Counties and municipalities that have been excluded by The American Recovery 
and Reinvestments Act of 2009 are: Alpine, Colusa, Del Norte, Fresno, Imperial 
Inyo, Kern, Lassen, Madera, Marin, Mariposa, Merced, Modoc, Monterey, Napa, 
San Benito, San Diego, San Luis Obispo, San Mateo, Santa Barbara, Santa 
Clara, Santa Cruz, Sierra, Sutter, Tehama, Tulare, Tuolumne, and Yuba. The 
following cities have been excluded: Bakersfield, Chula Vista, Daly City, 
Escondido, Fresno, Oceanside, Salinas, San Diego, San Francisco, San Jose, 
Santa Clara, Sunnyvale, and Visalia. 

B. The local issuing entity must designate the area that bonds will be utilized in, 
as a Recovery Zone to include the basis for the designation per ARRA section 
1400-1 (b). 



 

 
 

 
  

 

 
 

REPORTING REQUIREMENTS 

1.	 CDLAC will require a Report of Action form be submitted to CDLAC upon the 
issuance of bonds not more than three days following the issuance of RZFBs and 
RZEDBs. This report should include the date and amount of the issuance and the 
designated recovery zone in which proceeds will be used. 

2.	 Counties and large municipalities receiving RZFB allocation must provide 
CDLAC with a Plan of Issuance no later than January 31, 2010. The Plan should 
include a recovery zone bond resolution and a description of the projects to be 
funded. In addition counties and municipalities are encouraged to include a 
project issuance timeline as part of the Plan of Issuance.   

Allocations that after July 1, 2010, have not been issued or included in a notice of 
intent to issue are automatically deemed waived and returned to CDLAC for 
reallocation. 



 
 

 

 

 
 

 
 

    
 

 

 
 

 

PROPOSED RECOVERY ZONE ECONOMIC DEVELOPMENT BONDS (RZEDB) 

PROCEDURES
 

DEFINITIONS: 

“Recovery Zone Economic Development Bonds”- Is a Build America Bond issued before 
January 1, 2011 the Issuer shall receive a credit from the Treasury Department equal to 
45% of the interest payment. 

“Qualified Economic Development Purpose” – Expenditures for purposes of promoting 
development or other economic activity in a recovery zone: including public 
infrastructure and construction of public facilities, and expenditures for job training and 
educational programs. 

“Local Issuers” – Eligible counties and municipalities (populations greater then 100,000), 
with predetermined awards based on population. 

“Recovery Zone” – An area designated by the local issuing entity per section 1400U-1(b) 
defined as meeting one of the following criteria:  

1) Significant poverty, unemployment, rate of home foreclosures or 
general distress 
 2) Economically distressed because of military base closure or 
realignment 
 3) An area which has been designation as an empowerment zone or a 
renewal community 

“Allocation Waiver” – An affirmative election by a county or municipality to return all, or a 
portion of its allocation to CDLAC for reallocation.  The waiver may be made at anytime, 
however, a county or municipality planning to waive its allocation is encouraged to do so 
at the earliest possible time to allow reallocation of the RZEDBs.  In addition, CDLAC 
strongly urges counties and municipalities to include waivers in their Plans of Issuance 
for any allocation not covered by the plan. 

“Plan of Issuance” – A report due to CDLAC not later than January 31, 2010 from a 
county or municipality receiving allocation including a recovery zone resolution or 
proposed resolution and a description of the projects to be funded within the recovery 
zone. In addition, counties and municipalities are encouraged to include a project 
issuance timeline as part of the Plan of Issuance. 

“Notice of Intent to Issue” – A report due to CDLAC not later than July 1, 2010 from a 
county or municipality receiving allocation, including a recovery zone resolution or 
proposed resolution, a description of the project to be funded within the recovery zone 
and project issuance timeline.  Any allocation received by a county or municipality not 
included in the notice of intent to issue will be deemed waived. 

“Deemed Waiver” – Allocation that after July 1, 2010 has not been issued or included in 
a notice of intent to issue and is automatically deemed returned to CDLAC for 
reallocation.  Allocation included in a Notice of Intent to Issue may be deemed waived if 
not issued by September 30, 2010, or other date set forth in the timeline included in the 
Notice of Intent to Issue.  In determining whether allocation included in a Notice of Intent 



 

 

 

 
 

 
 

 
 

 

 
 

  
 

 
 

 

 
 

to Issue is deemed waived, the Executive Director will look to the progress the county or 
municipality has made toward issuance, and the demand for waived allocation. 

“Report of Action Taken” – A report due to CDLAC from any county or municipality not 
more than three days following the issuance of RZEDBs providing notice of the date and 
amount the issuance and the designated recovery zone in which the proceeds will be 
used. 

 “Sunset Date” – All bonds must be issued by January 1, 2011. 

PROGRAM REQUIREMENTS: 

CDLAC will have no immediate role in the administering of the Recovery Zone 
Bond allocation to counties and large municipalities. Interested parties should 
contact localities directly for program assistance. 

An entity utilizing Recovery Zone Economic Development Bond Program (RZEDB) must 
meet the following requirements: 

1.	 A. The local issuing entity must be a county or municipality (population of more 
than 100,000) with a significant decline of employment from 2007 to 2008.  
Counties and municipalities that have been excluded by The American Recovery 
and Reinvestments Act of 2009 are: Alpine, Colusa, Del Norte, Fresno, Imperial 
Inyo, Kern, Lassen, Madera, Marin, Mariposa, Merced, Modoc, Monterey, Napa, 
San Benito, San Diego, San Luis Obispo, San Mateo, Santa Barbara, Santa 
Clara, Santa Cruz, Sierra, Sutter, Tehama, Tulare, Tuolumne, and Yuba. The 
following cities have been excluded: Bakersfield, Chula Vista, Daly City, 
Escondido, Fresno, Oceanside, Salinas, San Diego, San Francisco, San Jose, 
Santa Clara, Sunnyvale, and Visalia. 

B. The local issuing entity must designate the area that bonds will be utilized in, 
as a Recovery Zone to include the bases for the designation per ARRA section 
1400-1 (b). 

2.	 The maximum face amount of bonds which may be designated by an issuer shall 
not exceed the amount of the recovery zone economic development bond 
limitation awarded to such issuer under section 1400U-1.   

3.	 The proposed use of bond proceeds must meet the following requirements per 
section 1400U-2 (b)(1): 
1) 100% percent of the available project proceeds (i.e. sale proceeds, less cost 
of issuance not to exceed 2%, plus investment earnings), less the amount 
funding a reasonable reserve fund, must be used for one of more following 
qualified economic development: 

a) Capital expenditures paid with respect to property located in such 
zone, 

b) Expenditures for public infrastructure and construction of public 
facilities, and 
c) Expenditures for job training and education programs 



 
 

 
 

 

 
 

REPORTING REQUIREMENTS 

1.	 CDLAC will require a Report of Action form be submitted to CDLAC upon the 
issuance of bonds not more than three days following the issuance of RZEDBs. 
This report should include the date and amount of the issuance and the 
designated recovery zone in which proceeds will be used. 

2.	 Counties and large municipalities receiving RZFB and RZEDB allocation must 
provide CDLAC with a Plan of Issuance no later than January 31, 2010. The 
Plan should include a recovery zone bond resolution and a description of the 
projects to be funded. In addition counties and municipalities are encouraged to 
include a project issuance timeline as part of the Plan of Issuance.   

Allocations that after July 1, 2010, have not been issued or included in a notice of 
intent to issue are automatically deemed waived and returned to CDLAC for 
reallocation. 
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