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FINANCING WITH INDUSTRIAL DEVELOPMENT BONDS

SUMMARY

Membersshould find thisintroduction to tax-exempt financing useful when planning for future capital expenditures.
ThisBMA isintended to provideonly abrief summary of thebond financing process. Membersareencour aged to seek
a thorough under standing of the industrial revenue bond program befor e initiating a new project.

INDUSTRIAL DEVELOPMENT FINANCING

Sometimesreferred to asthe "financing vehicle of choice,”
tax-exempt Industrial Development Bonds (IDBs) offer the
business owner alow cost aternative when purchasing land,
buildings and equipment. Industrial development financing
isatechniquefor using tax-exempt bondsissued by astate or
local government entity to borrow capital funds at interest
costs found in the "municipal” tax-exempt financial market.
From the standpoint of the borrower, these "IDBS" are very
similar to a commercial bank loan without the high interest
costs and rapid repayment schedules. Interest rates are
generally in the low 3% range and have averaged 4.40% for
the past 15 years. Amortization payments are negotiable and
can bereset fromtime-to-time. Thematurity of thebondscan
extend out to 30 years and are also set at the option of the
borrower.

CAPITAL EXPENDITURES

Industrial Development Bonds, or IDBs, are available for
manufacturing companies that will use the proceeds for
capital expenditures. The Interna Revenue Code of 1986
(the"Code") defines capital expenditures asthose funds used
for the acquisition of land, the construction of anew building
or the purchase of an existing facility, and the purchase of new
equipment. In keeping with the intent of the enabling
legislation to have IDB's benefit small and midsize busi-
nesses, the capital expenditures of a particular project must
not exceed $10 million within the political jurisdiction where
the project islocated. Alsoincluded are the capital expendi-
turesin that jurisdiction within the past three years and those
that will be made in the succeeding three years. Beyond the
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nature and the amount of capital expenditures, therulesvary
widely and are outside the scope of this article. It is
significant to remember that if you are a manufacturer and
can meet the expenditure tests, your project will qualify for
IDB financing.

THE IDB PROCESS

The IDB "process" involves a number of participants and
anumber of steps. Itisimportant to keep in mind that unlike
most government related programs IDBs arerelatively logi-
cal and simpleto utilize. The principal participants are the
municipal issuer (city or county), the borrower (either the
manufacturing entity itself or theindividual owner or family
partnership when state planning is a consideration), a com-
mercial bank to act as guarantor viaaletter of credit, abond
counsel firm, a trustee, a rating agency and the financia
advisor/underwriter. These participants constitute the "fi-
nancing team," usually led by the financia advisor, who
takesyou through theissuance process. A typical timeframe
is60to90daysandisnot all that different fromacommercial
bank financing. Of al the participants the single most
important is the bank providing the guarantee or letter of
credit. Usually theborrower or company aready hasastrong
banking relationship with a commercial bank and the latter
would bethelogical choiceto providetheletter of credit. The
role of thefinancial advisor isto bring together thefinancing
team, keep the financing project on budget and represent the
interests of the borrower in dealing with the bank and the
various counsels.
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QUALIFIED COMPANIES

Once adetermination is made that a company qualifiesfor
IDB financing, the major stepsinclude an initial application
to amunicipal entity (the "inducement resolution"), a com-
mitment letter from the bank for the letter of credit, an
approval from a state agency, the drafting of documents, and
the sale of thebonds. Theentire processisuser friendly with
the goal being to help growing manufacturing companies
obtain financing at rates competitive with those available to
larger corporations. The date of the inducement resolution
is noteworthy in that it establishes a legal benchmark after
which any expenditures that the borrowing company incurs
can berecovered from bond proceeds. The costsof obtaining
industrial revenue bonds are generally a percentage of the
bond amount, are quoted on a fixed price basis and are
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contingent upon a successful bond closing. In most cases
these issuance costs range between 2% and 4% of the bond
amount. The Code allows up to 2% of issuance costs to be
financed from bond proceeds.

ThisBMA waswritten by Walter H. Vennemeyer
of Progressive Capital, One Bush Street, Suite
380, San Francisco, CA 94104; Phone: (415) 781-
2744; Fax (415) 388-2314. Progressive Capital
serves as a financial advisor to corporations on
tax-exempt and taxable bond issues. Thereisno
chargeto NTMA membersfor discussing a pro-
posed project. Literature is available upon re-
quest.




