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JOINT STATEMENT BY THE HONORABLE DAN ROSTENKOWSKIO., ILL.),
CHAIRMAN, COMMITTEE ON WAYS AND MEANS,
THE HONORABLE BOB PACKWOOD (R., ORE.)
CHAIRMAN, COMMITTEE ON FINANCE, AND
THE HONORABLE JAMES A. BAKER, I,
SECRETARY OF THE TREASURY

The following is a joint statement made by Chamnan Rostenkowski (D., lll.),
House Committee on Ways and Means, Chairman BokwRad (R., Ore.), Senate
Committee on Finance, and Secretary of the Trealames A. Baker, I, with respect to
the effective date of a proposed requirement thdam arbitrage profits on tax-exempt
bonds be rebated to the Federal Government:

On March 14, 1986, we issued a joint statementataig our intention
that certain new restrictions on tax-exempt boraigained in tax reform
legislation (H.R. 3838), as passed by the Houdeepiresentatives and the Senate,
not be applied to bonds used to finance operatb&tate and local governments
that are issued before the earlier of the datemattnent of H.R. 3838, or
September 1, 1986.

As we stated in March, it is not our intent to riestthe ability of State and
local governments to finance their direct governtaleoperations or to force
States to change their existing practices goverfiiragncing of those operations
while tax reform legislation is pending. As weaigated, however, we did not
intend by our statement to create an atmosphereavtie-motivated issuance of
bonds would occur. To that end, we instructedsbaifs in that statement to
monitor the tax-exempt bond market as consideratfdax reform legislation
continued, and to advise us of any indicationsagfrhotivated bond issuance.

During the past week, Congressional and Treasaffsdtave informed us
of a substantial increase in volume of transacttbasare motivated primarily by
the ability to earn and retain arbitrage profit$iese arbitrage-motivated
transactions were never intended to be coveredibjomt statement in March.
The arbitrage-motivated transactions to which veeraferring involve the
funding of so-called “blind pools” with tax-exemipbnds. Issuance of tax-
exempt bonds for the pools in question generalyyra occurred before 1986, or
has occurred in much smaller amounts than in 1%8@&ddition, there are few or
no binding commitments as to the ultimate useth®fproceeds of the bonds in
guestion, and the bonds are being issued for |alegers than is customary for
such issues.
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After reviewing these transactions, we have deteechthat issuance of
bonds for these arbitrage-motivated pools is ntttiwithe spirit of our statement
of March 14, 1986. We are announcing, thereftra, the provisions of that
statement relating to rebate of certain arbitragédits are not applicable to bonds
issued after 3:00, p.m., E.D.T., Thursday, July1986, for --

(1) Pools the proceeds of which are to be usedakentoans to
governmental units other than subordinate govertahenits
within the jurisdiction of the issuer (or the judistion of the
governmental unit on behalf of which the issueshair

(2) Pools with respect to which --

(@) Lessthan 75 percent of the proceeds of the issto be
used to make loans to initial borrowers to finapogects
identified (with specificity) by the issuer on tate of
issue as projects to be financed with the proceédach
issue; or

(b) On or before the date of issue, commitment mt been
entered into by such initial borrowers to borroveaist 25
percent of the proceeds of such issue.

Paragraph (2) applies only if bonds were not isdaethe issuer
before 1986 to fund similar pools, or, if the isshad established
a pool before 1986, the issuance in 1986 exceddlp@Tent of
the average annual issuance for such pools duragériod

1983 through 1985; or

3) Pools where the term of the bonds exceeds &G ykthe
principal repayments on any loans are to be usetbte or
finance additional loans.

For purposes of this announcement, an issue ofsdsold to a securities
firm, broker, or other person acting in the capaoftan underwriter or
wholesaler is not treated as issued before suctisoave been re-offered to the
public (pursuant to final offering materials) artdesmast 25 percent of such bonds
actually have been sold to the public.

This statement is not intended to address the iswhether interest on
these bonds is tax-exempt under present law orhehstuch bonds qualify for
temporary periods when unlimited arbitrage prafisy be earned. That
determination must be made on a case-by-caselatie Treasury Department.

We believe that this limited action will permit dorued access to tax-
exempt financing for actual needs of States anal lgogvernments while
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preventing a further rush to market of tax-motidainsactions. We are,
however, instructing our staffs to continue to ntonthe tax-exempt bond market
as the conference committee meets and to repag é&my evidence of further tax-
motivated transactions.



