March 19, 2013

The Honorable Harry Reid The Honorable Mitch McConnell
Majority Leader Minority Leader

United States Senate United States Senate
Washington, D.C. 20510 Washington, D.C. 20510

Dear Majority Leader Reid and Minority Leader McConnell:

As the Senate prepares to consider the fiscal year 2014 Concurrent Budget Resolution, we are
writing to raise a serious concern regarding the future treatment of tax-exempt municipal bonds as
part of any upcoming tax reform efforts. The current Senate Budget Resolution suggests the
possibility of a cap being placed on tax expenditures — which could include the exemption for interest
earned on municipal bonds.

Tax-exempt municipal bonds were included in the United States tax code in 1913. They remain the
primary method used by states and local governments to finance public capital improvements and public
infrastructure projects that are essential to creating jobs, sustaining economic growth and improving the
quality of life for Americans in every corner of this country.

Tax-exempt municipal bonds are the main financing tool used to meet public infrastructure needs —
including highways, bridges, local streets, public transit, airports, water and sewer, general acute-care
hospitals, primary and secondary schools, and county jails.

Please consider the following:

e Muni bonds are currently funding over $3.7 trillion worth of essential infrastructure. Ninety
(90) percent of infrastructure muni-bonds financing went to schools, hospitals, water and sewer
facilities, public power utilities, roads and public transit over the last 10 years

e In 2012 alone, more than 6,600 tax-exempt municipal bonds financed more than $179 billion
worth of infrastructure projects

Eliminating the deduction or including it as part of any cap on deductions would increase the borrowing
costs that public entities will have to pay for infrastructure improvements. The effect will be increased
costs to the public for infrastructure and therefore less funding for teachers, fire and police officers,
hospital workers, librarians, and construction and maintenance workers. Any change to the tax-exempt
status of municipal bonds will ultimately result in less overall infrastructure spending, fewer jobs and
dampened economic activity.

The Federal government plays a critical role in the financing of public infrastructure projects through
municipal bonds — an appropriate role given the public benefits that result from these projects.

Therefore, as you consider the fiscal year 2014 Concurrent Budget Resolution, we urge you to make
clear that any comprehensive tax reform does not eliminate or cap the current tax-exempt
deduction of municipal bond interest.
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