Tax Reform Talking Points

e Congress has begun work on extending expiring
provisions of the 2017 Tax Cuts and Jobs Act.

o While at this time it is unclear what changes they
may make to the tax code, this bill will be offset,
and the tax-exempt status of municipal bonds
remains a top tax expenditure.

e The time is now to remain vigilant and have
conversations with your federal lawmakers on the
importance of the tax-exemption!

Protect the Tax-Exemption

e Borrowing by state and local government in the capital
markets is the single biggest and most important source of
funding for infrastructure investment in America.

e Approximately 75 percent of state and local infrastructure
was financed in whole or part with municipal securities.
And more than 90 percent of that borrowing was using tax-
exempt bonds.

e Bonds finance a wide variety of projects including schools,
water and sewer systems, highways and roads, bridges and
tunnels, airports, public buildings, public and nonprofit
colleges, universities and hospitals, and many more.



State and local borrowers save money using tax-exempt
bonds because investors, knowing they will not owe tax on
their future interest income, accept a lower interest rate
when they buy the bonds than they otherwise would.

In addition to cost savings for bond issuers, tax-exempt
finance for infrastructure provides several other benefits.

It 1s an effective, three-way partnership between the state or
local issuer, the federal government providing the tax-
exemption, and investors providing capital.

The tax-exempt bond market attracts capital from a wide
variety of investors, including individuals, mutual funds,
commercial banks, property and casualty insurance
companies, and others.

Market data from the Government Finance Officers
Association data brief shows tax-exempt municipal
bonds reduced state and local borrowing costs by 210
basis points; e.g. from 6.1% to 4%

o Elimination of the tax-exemption would
correspondingly raise borrowing costs over $823
billion, a cost that would be passed on to American
residents and businesses and amounts to an over
$6,500 tax and rate increase for every American
household and business.



e Tax-exempt bonds “leverage” the federal contribution
towards the cost of infrastructure. Every dollar in federal
cost results in around four dollars of infrastructure
investment.

Protect PABs

e Sometimes it makes sense for a state or local government to
partner with private infrastructure investors or operators on
a project. These public-private partnerships can often
result in efficiencies and cost savings for complex projects.

o Public-private infrastructure partnerships can
often deliver projects faster, more efficiently, and
at a lower cost than purely public projects.

e Bonds issued by state and local governments may be

classified as either governmental bonds or Private Activity
Bonds (PABs).

o PABs are bonds where more than ten percent of the
proceeds of an issue are used by a private entity and
more than ten percent of the debt service on the bonds
is paid or secured by a private entity.

e The Internal Revenue Code generally prohibits PABs
unless they meet one of the explicit exceptions in the tax
code since the subsidy provided by the tax-exemption is
intended to be directed to projects which have a discernable
public benefit.



e There are two general restrictions on the issuance of PABs
which the code allows.

o The first imposes overall limits on the volume of
PABs that can be issued in each state. Although some
very big-ticket projects like airports are exempt from
the volume caps, states must treat their annual volume
allocation of PABs as a scarce resource and allocate it
to only the most worthy projects.

= The second restriction is on which types of
projects are eligible for PAB financing. In
general PABs are limited to infrastructure
projects such as water and sewer systems,
airports, transit system, solid waste disposal
facilities, low-income housing, and others.

= There is a separate, nationwide volume cap on
PABs issued for highway projects which is
administered by the Department of
Transportation.

e Other uses of PABs include single- and multi-family
housing for targeted populations and financing for small
manufacturing companies.

e For projects defined as publicly accessible infrastructure,
the Tax Code should be indifferent as to whether the
project is public, private, or some mix.



e If a state or local government determines that the best
approach to building a new airport terminal, sewage
treatment plant, or other infrastructure project is to work
with a private developer, they should not lose access to tax-
exempt financing as a result.

o The benefits to taxpayers are the same whether the
project is public or private.



