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IRS Withholds Bond Subsidy from Austin
The city of Austin, Texas had to transfer funds into an account to make payments on Build
America Bonds that were sold last year as the IRS withheld a subsidy amounting to $617,284.
The reason for the retention of the subsidy by the IRS was the state capital’s failure to pay its
dues on payroll taxes according to a letter to the city treasurer, Art Alfaro dated February 15. The
subsidy was meant for a debt service payment due March 1. Hence, Alfaro utilized reserve funds
and transferred it into an account to make the payments on time.
However, the city still owes the IRS another $35,000 and this may be withheld from another
subsidy for a Sept. 1 payment. But Alfaro contends that the issue will be settled between city
officials and the IRS long before that date.
As part of measure to stimulate the economy last year, Congress authorized the sale of Build
America Bonds to the general public. These bonds bring along with them a direct 35% subsidy
from the federal government given to the state governments or municipalities who issue the
bonds rather than a tax exemption for the investors. To-date, a total of $105.7 billion worth of
taxable Build America Bonds were sold by state governments and municipal authorities since it
launched. Out of the entire $2.8 trillion municipal bond market, Build America Bonds are the
fastest growing segment.
Perhaps in a knee-jerk reaction over the IRS’ withholding of subsidy from Austin, Florida has
stopped issuing Build America Bonds since March amidst fears that the IRS would withhold its
subsidy should its municipality fail to pay the federal government for other programs like
Medicaid.
One major advantage the municipalities have in selling Build America Bonds is that in certain
cases, the subsidy from the federal government lowers their borrowing costs to lower that of
bonds with interest income that isn’t subject to federal tax. As such, Congress is considering
extending the scheme which was originally due to expire by end of this year but with a lower
subsidy under a pending jobs bill.
Thus far, the city of Austin has sold $78.5 million of Build America Bonds to finance public
works projects. The city also intends to sell debts worth $200 million to raise funds for its
electric system next month. Out of this amount, slightly more than half or $100.9 million is
expected to be from selling more Build America Bonds.
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