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Why use tax-exempt bonds?  

 Interest on bonds is exempt from federal income tax
for the owners of the bonds. Benefit is a lower cost of
borrowing for the borrower. This is because, given that
the investor is not paying federal tax on the interest
he/she receives, investor is willing to accept a lower
interest rate to achieve a similar return that investor
would realize on debt bearing taxable interest.



Why use tax-exempt bonds?  (cont’d)

 More flexible terms vs. conventional debt (i.e., bank
loan), such as:

 Can have longer terms (20 to 30 years)

 Can be fixed rate of interest

 Financial covenants (such as security, additional debt tests,
encumbering property) can be less onerous



Why use tax-exempt bonds?  (cont’d)

 Note: DBI’s tax-exempt program is not a grant program,
but rather an avenue to provide lower cost of funds for
eligible borrowers to fund capital project



Tax exempt bonds are not just available for 
governmental issuers; certain private for profit 
and nonprofit entities can borrower tax 
exempt.



Here are examples of privately owned and 
operated projects that can be financed tax-
exempt:

• Projects for 501(c)(3) corporations
• Projects for waste companies
• Projects for developers who convert solid 

waste to energy or fuel 



(cont’d)

• “Small issue” manufacturing facilities 
• Residential housing projects (more later)
• Local district heating or cooling facilities 
• Projects for the furnishing of water 
• Projects for the local furnishing of electricity 

or gas 



 What Projects May the Director of the 
Nevada Department of Business and 
Industry Help You Finance?

oThe types of taxable bonds that may be 
issued by the Director of the Nevada 
Department of Business and Industry is 
governed by State law. State law permits 
projects for the following uses:
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o Industrial Uses

o Research and Development
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o Commercial Enterprises

o Civic and Cultural Enterprises
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o Educational Institutions

o Health and Care Facilities
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o The Purposes of a Corporation for Public Benefit

o A Renewable Energy Generation Project
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o Other Projects:
• Any real or personal property appropriate for addition to a hotel, motel, 

apartment building, casino or office building to protect it or its occupants 
from fire

• The preservation or restoration of an historic structure its original or another 
use, if the plan has been approved by the Office of Historic Preservation of 
the State Department of Conservation and Natural Resources
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o Revenue Bonds for Financing Exportation of Goods

o Revenue Bonds for Venture Capital
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o Revenue Bonds for Charter School Financing
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o Findings of the Director
• Eligible project

• City or county approval in some circumstances

• Public benefit

• Borrower has sufficient resources to place the project in operation 
and pay the bonds

• All local approvals have been obtained

o Other Requirements
• Five year operating history, sell bonds to qualified institutional 

buyer or have the bonds rated in the top four rating categories

• If more than $5 million of bonds must have credit enhancement

• Bonds are special obligations of the State
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o In order to be eligible to borrow using tax-exempt bonds, a 

nonprofit corporation must be a so-called “501(c)(3) 

corporation” 

o A nonprofit corporation must receive a determination letter 

from the Internal Revenue Service that it qualifies as an 

organization of the type described in Section 501(c)(3) of 

the Code.  Purposes are fairly broadly defined in the Code

o Examples of 501(c)(3) corporations can include: 
1) Private Nonprofit  Educational Organizations (such as charter schools and colleges and 

universities), Cultural Organizations (such as museums, libraries and aquariums) 

2) Charitable Organizations (such as charities and foundations)

3) Health Care Organizations (such as hospitals and clinics)

4) Multifamily Rental Housing developers

5) Other corporations that can help to “lessen the burden of government”
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o Must be qualified residential rental projects (Income 
Restrictions)

o A “residential rental project” is a building or structure 
containing one or more similarly constructed units that are 
not used on a transient basis

o A unit must contain separate and complete facilities for 
living, sleeping, eating, cooking and sanitation, but may, 
however, be served by centrally located equipment such as 
air conditioning or heating

o Hotels, motels, dormitories, fraternity and sorority houses, 
rooming houses, hospitals, nursing homes, sanitariums, 
and rest homes are not residential rental projects
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Federal tax law requirements and limitations on two 

categories of these bonds:

 Small Issue Industrial Development Bonds (SIDBs)

 Solid Waste Disposal Facility Revenue Bonds (SWDBs)



In General

 Financing is only available for new investment of land,
buildings, or manufacturing equipment. No refinancing.

 Termed “small issue” due to IRS Code limitation of
principle amount of issue to either $1M or $10M.



Exempt small issue qualifications

 95% of the bond issue proceeds must be used to:
acquire
 improve
 construct, or reconstruct land or depreciable property 

(includes buildings, fixtures, machinery, & equipment) 

 5% of bond proceeds can provide working capital  

 Under NRS, working capital costs not financeable



 Only “manufacturing facilities” may be acquired. 
 Facilities must relate to some type of fabrication or processing of goods. 

 Ancillary facilities must be directly related to manufacturing 
operation function.
 Limited to a maximum of 25% of the costs used to build or acquire the  

“core manufacturing” facilities.  

 Corporate headquarters offices. 
 Subject to the 25% limit noted above.

 Will not qualify to the extent they exceed what is needed to supervise the 

particular manufacturing facility being financed.

 Tax counsel reviews architectural plans to ascertain the usage of all parts 

of a manufacturing building.



Section 144(a)(4) of the Code limits the size of an

exempt small issue to $1 million, or, upon the making

of an election by the Issuer, $10 million.



 Bonds issue cannot exceed $1 million. To calculate this
amount, it is necessary to combine (i) the face amount of
the bonds to be issued and (ii) the remaining outstanding
principal amount of any prior exempt small issue bonds
previously issued to finance facilities within the same
political jurisdiction for the borrower or any of its “related
persons.”

 This provision essentially makes available at least $1 million
in tax-exempt bonds to finance industrial facilities for any
borrower in each city or county where the borrower has
ongoing or new capital requirements subject to the $40
million limit (discussed below).



 If a proper election is made, issue amount of bonds can be $10
million. $10 million limit applies to the sum of (i) the face
amount of the bonds to be issued, and (ii) the remaining
principal amount of all prior small issue bonds previously issued
to finance facilities within the same political jurisdiction for the
borrower or any of its “related persons.”

 In addition, limit of $20 million on all capital expenditures (A)
made by the borrower or any “related person” for any facilities
located within the jurisdiction; (B) made by any other “principal
user” of the facility being financed (such as a landlord or tenant);
or (C) made by any person (whether or not a “principal user”) to
benefit the bond-financed facility.



 Capital expenditures measured over a six-year period (the "Test
Period") which begins three years before the bonds to be qualified
are issued and ends three years after the date of issuance.



 No more than 25% of the proceeds may be used for
automobile sales or service, retail food or beverage facilities
(which does not include grocery stores), or provision of
recreation or entertainment.

 No proceeds may be used for commercial golf course,
country club, massage parlor, tennis club, skating facility,
racquet sports facility, hot tub or suntan facility, racetrack,
airplane, sky box, health club, gambling facility or retail
liquor store.

 Not more than 25% of net bond proceeds can be used to pay
for land costs.



 Only new facilities can be financed with one exception -- a used
building (and its existing equipment) can be acquired if the
borrower spends an amount equal to at least 15% of the amount
of bond proceeds to be used to acquire the facility on
rehabilitation expenditures within two years.

 No company can use or benefit from either a $1 million or $10
million SIDB if upon issuance the company’s total outstanding
SIDBs of all kinds will exceed $40 million nationwide.

 SIDBs require allocations of volume cap



SWDBs may be applied to finance not only traditional

municipal solid waste-related capital expenditures

(such as landfill costs, rolling stock, MRFs and

equipment), but also potentially other categories of

facilities such as:

 Synthetic fuel production

 Waste-to-energy (burn) facilities

 Wood pellets production



95% of the proceeds of the bond issue must be

used to acquire, improve, construct, or

reconstruct land or depreciable property for

“solid waste disposal facilities.” This generally

includes buildings, fixtures, machinery, and

equipment.



 Since October 2011, the so-called “no value” test is no longer necessary.

 “Solid waste” is garbage, refuse and other solid material derived from any
agricultural, commercial, consumer, governmental or industrial operation, and
must be either “used material” or “residual material.”

 Used material is material that has already been used for the purpose for which
it was produced (e.g., the newsprint on which a newspaper has been printed).
Residual material is material that has not been used but is residual material
from a production process (e.g., the sawdust produced from a sawmill
operation).

 Residual material must have a FMV that is reasonably expected to be lower
than the value of all the products made in the production process or lower
than the value of the service that produces the residual material.



 “Solid waste” does not include “virgin material,” dissolved

solids in a liquid, certain precious metals, hazardous

material (which can be financed under a separate “exempt

facility” rule), and radioactive material.

 The determination of what specific materials qualify as solid

waste is made as of the date bonds are issued. Thus,

changes in markets or uses of materials after bonds are

issued will not change the tax qualification of the project.



What is a “Solid Waste Disposal Facility”?

 A facility that: (i) processes solid waste in a “qualified solid waste
disposal process,” (ii) performs a “preliminary function,” or (iii) is a
“functionally related and subordinate facility.”

What is a “Solid Waste Disposal Process”?

 A method that is: (i) a “final disposal process” (such as a landfill); (ii) an
“energy conversion process,” (such as a waste-to-energy plant); or (iii) a
“recycling process.”

 As with existing regulations, an energy conversion or recycling process
ends when a useful, saleable product is created; this means, for
example, energy turbines and pipelines in a waste-to-energy facility
cannot generally be financed on a tax-exempt basis



 Cost can be allocated between the portion of dual use or
mixed use facilities (such as a waste-to-energy plant which
burns solid waste and also produces electricity) or facilities
which process both solid waste and other material (such as a
paper making facility which uses both waste paper and virgin
fiber) which can be financed with tax-exempt SWDBs and
other sources of funds.

 For a recycling facility with mixed inputs, so long as at least
65% by weight or volume of the material going into the facility
qualifies as solid waste, the whole facility can be financed with
SWDBs.



 No proceeds may be used for a commercial golf course,

country club, massage parlor, tennis club, skating facility,

racquet sports facility, hot tub or suntan facility, racetrack,

airplane, sky box, health club, gambling facility or retail

liquor store.

 Not more than 25% of net bond proceeds can be used to

pay for land costs.

 Same rule as IDBs for used building and equipment.

 Like SIDB’s, volume cap allocation is required.



 Reimbursements allowed for all project costs paid or incurred after a date,
which is 60 days prior to the date of the inducement resolution (the
“inducement date”) but prior to bond issuance (together, of course, with all
costs to be paid after bond issuance).

 Certain “preliminary costs”, such as design, engineering, permitting, soil
sample, etc., can be financed or refinanced from bond proceeds regardless of
when they were first paid, provided such preliminary costs cannot exceed
20% of the bond issue (land acquisition, any site preparation or construction
cannot count as a “preliminary cost”).

 Reimbursements of “hard costs” made after the inducement date (i.e., other
than preliminary costs) must occur not later than the earlier of (i) 18 months
after the project has been placed in service or abandoned, or (ii) 3 years after
the expenditure has been made



 No direct or indirect “federal guarantee” of a bond issue.

 Weighted average life of the bond issue cannot exceed 120% of the

weighted average estimated useful life of the assets being financed.

 There must be a noticed public hearing, an elected official or elected

body responsible for the bond issue with jurisdiction over the

project site and must give its approval. This process is commonly

referred to as the “TEFRA hearing.” In Nevada, the Director's Office

holds the hearing (usually in Las Vegas or Carson City), and the

approval is given by the Governor, prior to issuance of the bonds.

 Costs of issuance of the bonds paid from bond proceeds cannot

exceed 2% of the face amount (i.e., sale proceeds) of the issue.



Facilities for the furnishing of water

 Section 142(e) provides that a facility for the furnishing of water
(e.g., water treatment and distribution facilities) for any purpose will
qualify as an exempt facility if:

 the water is or will be made available to members of the general public
(including electric utility, industrial, agricultural, or commercial users with
an additional requirement that at least 25% be residential users); and

 either the facilities are operated by a governmental unit or the rates for
the furnishing or sale of the water have been established or approved by
a State or political subdivision thereof, by an agency or instrumentality of
the United States, or by a public service or public utility commission or
other similar body of any State or political subdivision thereof.



Local district heating or cooling facilities

 A local district heating or cooling facility for two contiguous

counties or one city and a contiguous county qualifies as an

exempt facility under the Code. Such facilities must be part of

a system consisting of a pipeline or network providing hot or

chilled water or steam to 2 or more users for (a) residential,

commercial or industrial heating or cooling or (b) process

steam.



Facilities for the local furnishing of electric energy or gas

 The Code permits the tax-exempt financing for the local
furnishing of electrical energy or gas. “Local furnishing”
includes two contiguous counties as well as a city and a
contiguous county. Either the owner or operator of the facilities
must be obligated by law, ordinance or regulation to furnish gas
or electric energy to all persons within the service area who
request it and it must be reasonably expected that the facility
will serve or be available to serve a large segment of the general
public in the service area.



Doral Academy
Las Vegas, NV
Type:  Private Activity 501(c)(3)
Charter School Revenue Bonds
Par Amount:  $25,270,000
Year Funded:  2017

42



Chelten House Products 
Las Vegas, NV
Type:  Industrial Development 
Revenue Bond
Par Amount:  $10,000,000
Year Funded:  2012
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Fulcrum Sierra Biofuels
Storey County, NV
Type: Environmental 
Improvement Revenue Bonds
Par Amount:  $150,000,000+
Year Funded:  2017
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 NRS 349.400 through 349.670 provide the statutory framework for 
Industrial Revenue Bonds. Corresponding regulations NAC 349.010 
through 349.080.

 NRS 349.510 defines the term “project” and includes construction, 
rehabilitation, improvement or redevelopment of, among other things, 
commercial enterprises, renewable energy generation project and health 
care facilities.

 Before financing a project, the Director, and the Office of Economic 
Development must make findings concerning the project (NRS 349.580, 
349.585, 349.590, 349.595) which are submitted to the Board of 
Finance



 NRS 349.700 through 349.870 sets forth the 
statutory framework for Revenue Bonds for 
the Exportation of Goods.

 Bonds are special obligations of the State.

 Certain types of transactions qualify. (NRS 
349.760)



 NRS 349.900 through 349.929 set forth the 
statutory framework for Revenue Bonds for 
Venture Capital

 Statutes liberally construed

 Select management company, enter into 
agreement

 Director must submit findings to the Board of 
Finance



 NRS 388A.550 through 388A.695 set forth the 
statutory framework for charter school revenue 
bonds.  

 Director must make findings that are presented 
to the Board of Finance

 Specifically, one of the findings is that the charter 
school has received one of the three highest 
ratings of performance for the immediately 
preceding 2 years.

 The ratings can be in this State, or the 
Department of Education can determine that the 
rating system in another state is equivalent



 The Department has created an application that 
must be submitted.

 Application is submitted to the Departments 
Bond Counsel, Issuer Counsel and Financial 
Advisor

 Review of application for conformance with 
statutory frameworks and any regulatory 
provisions

 Application fee

 Review of application, approval

 $75,000 deposit for issuance fees, any remainder 
refunded, overage is paid by borrower



 Once application is approved, Director will issue 
confirmation letter indicating the amount of bonds 
that have been approved

 Amount of bond that are issued must coincide with 
the amount requested in the application, if not, must 
submit amended application with additional 
justification for additional bonds

 Borrower deposits $75,000 with the Department

 Borrower must obtain local government approvals, as 
necessary, depending on type of bond issuance

 TEFRA hearing must be held, 14 day publication and 
compliance with State’s Open Meeting Law (NRS 241)



 The Findings of the Director must be presented, 
in most instances, to the Board of Finance

 Must submit packet, with findings and all 
supporting documents one month ahead of 
meeting date

 Board of Finance meets every other month

 Board of Finance is comprised of the Governor, 
the Controller, Treasurer, and two additional 
members appointed by the Governor who are 
engaged in commercial banking in Nevada



 Once the Board of Finance has approved the 
findings of the Director, begin weekly calls 
with working group to ensure progress

 TEFRA hearing conducted, Governor approval 
and certification for TEFRA

 Tax credit certificate 

 Bond Regulatory Agreement

 Closing of deal, issuance of bonds
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FINANCIAL ADVISOR

The financial advisor has a unique fiduciary obligation 
to represent the interests of the issuer and therefore, 
should be one of the first financing team members 
retained by the issuer/borrower. (GFOA)

Financial advisors assist the issuer/borrower on 
matters of:

Developing a plan of finance

Structuring the financing

Managing the finance team

Bond sale timing / marketing

Accuracy of bond pricing

Deal enhancement 
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FINANCIAL ADVISOR – TYPICAL SCOPE OF SERVICES

Examining, evaluating and developing overall 
financing plan

Provide advice / recommendations to financing 
techniques and options (type of bonds, method of sale)

Assist with the evaluation / selection of finance team 
members

Advise on costs of issuance

Review financial credit picture

Advise on financial projections

Prepare / review conduit issuer applications

Manage all financing team meetings and calls
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FINANCIAL ADVISOR – TYPICAL SCOPE OF SERVICES (CONT.)

Assist in preparation and presentation of information 
for credit rating agencies, bond market, conduit issuer 
and others, as applicable

Provide independent guidance on bond marketing and 
pricing

Provide transaction summaries

Monitor for refunding opportunities

Assist with post-issuance compliance
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STRENGTH OF FINANCE TEAM

Having an experienced and 
attentive Finance Team is paramount

They need to have a firm 
understanding of potential structure 
/ issuer’s goals to create a sound 
finance plan

Having an awareness of, and 
responsiveness to, to evolving 
markets will benefit issuers

Best practices from the Government 
Finance Officers Association (GFOA)

Visit its website at: 
www.gfoa.org

MSRB: www.msrb.org

EMMA: emma.msrb.org

http://www.gfoa.org/
http://www.msrb.org/
https://emma.msrb.org/


6
3

FINANCE TEAM MEMBERS

Issuer (Conduit Issuer)

Issuer and borrower should have independent advisors

Borrower – those who need a conduit issuer to access tax-exempt 
bonds

Financial advisor 

Issuer’s / Borrower’s Counsel

Bond & Disclosure Counsel

Underwriter

Trustee

Rating Agency

Others
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FINANCE TEAM SELECTION ORDER

The GFOA and best practices suggests the recommended 
preference in the selection process in securing your finance team:

Financial advisor – in addition to RFP scope, the FA can assist 
with the issuance of RFP, establishing appropriate scope of 
services and understands fair fee structures for other 
professionals

Borrower’s Counsel 

Bond & Disclosure Counsel

Underwriter

Trustee
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WHAT ARE THEIR ROLES?

Members Role

Financial Advisor Issuer’s Fiduciary / Quantitative Analysis 

Borrower’s Counsel Issuer’s Legal Counsel

Bond Counsel Bond counsel’s duty is to represent the 
transactional legal interests of the 
issuer/borrower and bondholders

Drafts all bond documents pertinent to the 
transaction

Ascertains the tax status on the transaction

Disclosure Counsel Prepares offering documents

Underwriter Sells the bonds to the investing public

Trustee Handles all bond related funds / payments

Rating Agency Rates the ability of the issuer/borrower to 
repay a particular series of bonds, not the 
issuer itself



6
6

Questions??
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Mortgage Revenue Bonds

• Tax-exempt bonds to be used in the financing for creation 

and preservation of affordable housing developments

• Eligible developments are entitled to 4% tax credits

• Credits are designed to subsidize 30% of the cost of 

construction

• Award of credits are non-competitive



Mortgage Revenue Bonds

• Limited by the states amount of Private Activity Bond 

Volume Cap (Code Section 146)

• Included in IRS Publication 4078 and Code Section 143

• NRS and NAC 319



Mortgage Revenue Bonds

• Generally 30 years in maturity

• 98% or more of the Division’s issues have been direct 

placement in last 4 years

• Average size - $20 million

• Average Cost of Issuance - $172k (usually a bit over 1%)



Capital Stack Examples

Capital Stack Examples
360 Unit Complex 581 Unit Complex - 80/20

4% Tax Credits and Tax Exempt Bond 4% Tax Credits and Tax Exempt Bond

Project Sources & Uses Project Sources & Uses

Sources of Funds Sources of Funds

Bond Proceeds 32,571,000 Bond Proceeds 90,000,000 

Taxable Loan 9,000,000 

HOME Loan 750,000 HOME Loan 1,300,000 

LIHTC Equity Proceeds 23,975,965 35% LIHTC Equity Proceeds 9,172,349 29%

Solar ITC Equity 290,400 

Developer Equity 4,887,738 Developer Equity 18,733,460 

Nevada Housing 80/20 GAHP Loan 3,000,000 Nevada Housing 80/20 GAHP Loan 3,000,000 

Soft Loan 1,000,000 

Deferred Sewer Fee 834,734 

Lease up period income 3,227,883 Lease up period income 7,249,378 

Total Sources 68,412,586 Total Sources 140,580,321 

Uses of Funds Uses of Funds

Land & Site Work 2,865,000 Land & Site Work 14,594,374 

Construction Costs 44,279,075 Construction Costs 96,240,301 

Soft Costs 11,663,563 Construction Period Interest 4,510,625 

Repair & Replacement Reserve 823,585 Contingency (construction & finance) 7,984,788 

Developer Fee -Affordable 8,781,363 15% Permit & Fees 6,326,509 

Accounting & Legal 800,000 

Financing Costs 2,778,474 

Marketing Costs 700,000 

Repair & Replacement Reserve 145,250 

Developer Fee -Affordable 4,000,000 3%

Developer Fee -Market rate 2,500,000 2%

Total Uses 68,412,586 Total Uses 140,580,321 



Growing Affordable Housing Program (GAHP)

• Leverage use of the Housing Divisions tax-exempt bond & 4% tax 

credit program

• Developments can receive up to a $3 million loan

• Repaid from residual cash flow of development

• Helped complete financing for over 2,200 affordable units in the state
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