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INDUSTRIAL REVENUE BONDS: OVERVIEW

• Industrial revenue bonds (“Bonds”) are authorized by KRS §§ 103.200 to 
103.285.

• Statutes were enacted and Bonds first authorized in 1946 (1946 Ky. Acts 
ch. 58).

• May be issued by a city,  county, KEDFA, an air board or a riverport 
authority (“Issuer”).

• The type of Bonds relevant here are: 

– A type of local economic development incentive available to be used 
by Issuers.

– A method to finance capital assets of a Project that enables the 
Project to obtain a state and local property tax abatement on those 
assets.
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INDUSTRIAL REVENUE BONDS: OVERVIEW

• Purpose of the Bonds is “to promote the economic development of the
Commonwealth, to relieve conditions of unemployment, to encourage the
increase of industry in this state, and to aid in the retention of existing
industry through improved energy efficiency in manufacturing facilities, or
through conversion of energy facilities to more readily available fuels.” [KRS

§ 103.210(1).]

• Bonds can finance the cost of any “industrial building.” [Id.]

• “Industrial Building” is defined in KRS § 103.200(1)(a):

– Can include land, land improvements, buildings, machinery, 
equipment, software and any other real and personal properties.

– Must be suitable for at least one of the 15 activities, uses or facilities 
identified in the statute.
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Bond Examples
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Bond Examples
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MANUFACTURING PROJECTS QUALIFY FOR BOND-FINANCING

• KRS § 103.200(1)(a) – Manufacturing Projects:

"Building" or "industrial building" means any land and building or
buildings (including office space related and subordinate to any of the
facilities enumerated below), any facility or other improvement thereon,
and all real and personal properties, including operating equipment and
machinery deemed necessary in connection therewith, whether or not
now in existence, which shall be suitable for the following or any
combination thereof:

(a) Any activity, business, or industry for the manufacturing, processing
or assembling of any commercial product, including agricultural,
mining, or manufactured products and solar-generated electricity,
together with storage, warehousing, and distribution facilities in
respect thereof; …

[+14 other categories of activities and facilities].
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INDUSTRIAL REVENUE BONDS: OVERVIEW

• The Bonds are a method of conduit financing – the conduit borrower 
(industrial user or “Company”), rather than the conduit Issuer, is 
responsible for making payments to bondholders. [KRS §§ 103.230(2)]

• The debt of the Bonds is secured by the revenues from the Project that 
the debt finances and the cash flow from the Project is used to pay the 
Bondholders. [Id.] 

• The Bonds are not general obligations of Issuer. [Id.] 

• The Bonds are not backed by a pledge of Issuer’s credit or taxing power. 
[Id.] 

• The Bonds do not constitute an indebtedness of Issuer within the meaning 
of the KY Constitution and do not reduce or impact Issuer’s constitutional 
borrowing capacity. [Id.] 

• Maximum term of the Bonds is now 40 years (prior to July 15, 2020, 
maximum term was 30 years). [KRS §§ 103.2101(7) and 103.220(1).] 7



PROPERTY TAX ABATEMENT

• The Project (land, building, equipment, etc.) is exempt from state and local
real and personal property taxes as long as Issuer holds title to the Project
and leases it to Company, subject to a state-only tax on the leasehold.

• Fee Title to Project Exempted from Tax – Held by Issuer (governmental
entity) and is exempt from state and local property taxation:

All properties, both real and personal, which a city or county may acquire to be rented or
leased to an industrial concern according to KRS 103.200 to 103.280, shall be exempt from
taxation to the same extent as other public property used for public purposes, as long as the
property is owned by the city or county. [KRS § 103.285]
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PROPERTY TAX ABATEMENT

• Leasehold Interest in Project – Held by Company

– State Property Taxes: Since July 15, 2002, the state tax rate applicable to the
leasehold interest is a function of the asset leased (e.g., real property,
manufacturing equipment, other tangible personal property, etc.). KEDFA
must approve a reduction in the applicable state tax rate to $0.015 per $100
of fair cash value (“FCV”). [KRS §§ 132.020(1)(f)1. and 103.210(3)]

– Local Property Taxes: Leasehold interest is exempt from local property taxes:

All property subject to taxation for state purposes shall also be subject to taxation in the
county, city, school, or other taxing district in which it has a taxable situs, except … the
following classes of property, which shall be subject to taxation for state purposes only: …

(7) All privately owned leasehold interest in industrial buildings, as defined under KRS
103.200, owned and financed by a tax-exempt governmental unit, or tax-exempt
statutory authority under the provisions of KRS Chapter 103, except that the rate shall not
apply to the proportion of value of the leasehold interest created through any private
financing. [KRS § 132.200(7)]
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INDUSTRIAL REVENUE BONDS: PROCESS

• “Bond Inducement Resolution” adopted (“ordinance or resolution … adopted by the legislative
body of the city or the fiscal court of the county … specifying the proposed undertaking, the
maximum amount of bonds to be outstanding at any one (1) time, and the maximum rate of
interest the bonds are to bear” and “that the industrial building … is to be acquired pursuant to the
provisions of KRS 103.200 to 103.285.”) [KRS § 103.210(1) and (2)].

• Issuer adopts a “Bond Ordinance” authorizing issuance of the Bonds.

• Closing – Bonds issued and bond structure established:

– Company transfers title to the Project to Issuer (bill of sale, deed, etc.).

– Issuer leases the Project back to Company during term of the Bonds.

– Deed and lease agreement are recorded.

– Issuer issues (sells) the Bonds; Purchaser purchases the Bonds.

– Bond proceeds reimburse Company for the costs of the Project (acquisition and construction).

– Lease payments are sole source of repayment of the Bonds.

– Periodic lease payments from Company fund the periodic Bond amortization payments to the
Purchaser of the Bonds.

– Upon repayment of the Bonds (after 40 years), the lease terminates and Issuer transfers title
to the Project to Company for a nominal payment.
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CLOSING – GRAPHICAL DEPICTION

• Issuer issues Bonds to finance acquisition and construction of the Project; 
the Bonds are purchased by a Purchaser (third party of Company affiliate)

• Proceeds from the sale of the Bonds paid to Company to reimburse the 
costs of acquiring/constructing/equipping the Project 
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PERIODIC LEASE/BOND PAYMENTS – GRAPHICAL DEPICTION

• Issuer owns the Project and leases it to Company for the up to 40-year 
Bond term for rent-equivalent Bond payments

• Company leases the Project from Issuer for the up to 40-year Bond term 
and pays rent equal to the debt service on the Bonds

• Issuer assigns the right to receive rent payments from Company to the 
Bond Purchaser and payments are made directly by the Company to the 
Purchaser (or to a bond trustee under a trust indenture)
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Maturation of Bonds – Graphical Depiction

• After (up to) 40 years, the Bonds mature and are retired and 
Issuer transfers title to the Project to Company for a nominal 
payment
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PROPERTY TAX REPORTING

• The County PVA receives a copy of the deed, codes the Project real 
property transferred to the Issuer and financed by the Bonds as “exempt”, 
and removes the Project real property from the real property tax roll.

• The PVA will create a new “leasehold” parcel on the real property tax roll 
which is valued each year and subject to state-only property tax.

• Listing:
– Recording of the deed and the lease agreement lists the leasehold interest in Project 

real property for taxation. [KRS § 132.220]

– Company annually lists its leasehold interest in Project tangible personal property on its 
tangible personal property tax return. 

• Annual Tax Bills:  The County Clerk prepares and the Sheriff bills and 
collects state real and tangible personal property taxes due on Company’s 
leasehold interests in the Project assets.
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OTHER CONSIDERATIONS - PILOTS

• Issuer may require “payments in lieu of taxes” (PILOTs) to the 
school district and other affected local taxing districts.

• PILOTs are negotiated amounts Company contractually agrees to 
pay during the term of the Bonds.

• Typically memorialized in a PILOT Agreement executed as part of 
the issuance of the Bonds.

15



OTHER CONSIDERATIONS – KEDFA APPROVAL

• For Bonds issued prior to July 15, 2002, the state tax rate levied on 
Company’s leasehold interest in the Project is $0.015 per $100 of 
FCV.

• State tax rate reduction now requires prior KEDFA approval.

• Issuer and Company jointly apply to KEDFA (usually before issuance 
of the bonds). 

• KEDFA approves the application at its monthly public meeting.

16



OTHER CONSIDERATIONS – KEDFA APPROVAL

• KEDFA’s current application evaluation criteria:
– Jobs to be retained and created by the Project;
– Salary and benefits to be paid to Project employees;
– Amount of Project capital investment;
– County unemployment rate;
– Other incentives awarded or sought for the Project;
– Whether the Project is a relocation or a new business;
– Estimated new tax revenues;
– Size and percentage of the abated tax;
– PILOT Agreements and local support for the Project.

• KEDFA’s current policy is to require PILOTs to the school district of 
all school property taxes that otherwise would be due.  

• KEDFA may require state PILOTs to match PILOTs paid to other local 
taxing districts.
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Questions

Timothy J. Eifler

STOLL KEENON OGDEN PLLC

500 W. Jefferson Street, Suite 2000

Louisville, KY  40202

Direct: (502) 560-4208

Direct FAX: (502) 627-8708

timothy.eifler@skofirm.com
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