Policy Proposal: The Modernizing Agricultural and Manufacturing Bonds Act

OVERVIEW

Industrial Development Bonds (IDBs) and First-Time Farmer Bonds (Aggie Bonds) are vital financing tools for small
manufacturers and first-time farmers. These types of bonds are key economic development tools used by state and
local agencies to finance the small- to mid-sized manufacturing and agricultural sectors. IDBs and aggie bonds could
be used in times of crisis to quickly ramp up agricultural and manufacturing production, notably in the delivery of
medical manufacturing and food systems delivery.

Unfortunately, IDBs and Aggie Bonds have not been modernized in over 30 years, causing stagnation and decline in
these respective industries. Over the past decade, IDB and Aggie Bond issuances have substantially declined due in
major part to the outdated rules and regulations that govern the use of these bonds. These bond tools need quick

reforms to allow for greater flexibility and usage during and after the COVID-19 pandemic.

PROPOSED REFORMS

The Modernizing Agricultural and Manufacturing Bonds Act (MAMBA) is a common-sense, bipartisan, targeted
reform package that will modernize IDBs and Aggie bonds. The six reforms contained within MAMBA will update the
Internal Revenue Code (IRC)'s private activity bond rules for IDBs and Aggie Bonds. The six reforms are as follows:

Reform 1 — Expand the definition of “manufacturing facility”

Current federal law defines a “manufacturing facility” as one that produces tangible property. However,
manufacturing processes, production, and technology have changed significantly since this definition was
established. Today’s manufacturers encompass more modern, high-tech, and intangible manufacturing
practices such as bio-technology, energy generation, food processing, software, design and formula

development, and intellectual property.

CDFA proposes expanding the definition of manufacturing, which would enable small issue manufacturing
bonds to support manufacturers that produce software, patents, copyrights, formulas, processes, designs,
patterns, know-how, format, and similar intellectual property. The expanded definition would align the
growing high-tech manufacturing sector with the tools necessary to finance industry growth and
expansion, making an immediate impact nationally on job creation and manufacturing investment.

Reform 2 — Eliminate restrictions on “directly related and ancillary facilities”

The current usage of small issue manufacturing bonds is limited to the financing of facilities that house the
production of tangible property, and that are directly related and ancillary to a manufacturing facility. A
directly related and ancillary facility is defined as being located on the same site as the manufacturing
facility, and not more than 25 percent of the net proceeds of a bond issuance can be used to provide such

facilities.
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Facilities such as offices, locker rooms, and cafeterias are deemed “directly related and ancillary facilities”
and thus are limited to a 25% use of net bond proceeds requirement. While a sound idea in theory, in
practice the restriction on financing directly related and ancillary facilities has hindered the use of the tool
for small-to-mid-sized manufacturers. Eliminating financing restrictions on directly related and ancillary
facilities, and allowing manufacturing bonds to finance all facilities that are functionally related and
subordinate to a manufacturing facility, will significantly improve the usability of the tool.

Reform 3 — Increase the maximum IDB size limitation from $10 million to $30 million

The decision to increase the maximum bond size limitation from $S10 million to $30 million is based on
several issuer and industry surveys conducted by the Council of Development Finance Agencies. Issuers in
every U.S. state have informed CDFA that most projects demand a total issuance amount of between $15
and $30 million.

The $10 million limit on bond issuance is forcing many issuers to forgo the financing of worthwhile projects,
hurting local economies. Additionally, in today’s terms the $10M bond size limit that was established in
1979 has less than a third of the financing power that it had when the limit was set in 1979. Increasing the
maximum bond size limit to $30 million would remedy the problem of reduced financing power.

Reform 4 — Increase the limitation on small issue bond proceeds for first-time farmers

The IRC provides that no more than 25 percent of bond proceeds may be spent on land acquisitions, and
that no portion of bond proceeds may be used for the acquisition of land for farming purposes. However,
the IRC provides an exception to this rule for land acquisitions by first-time farmers. The IRC states that the
maximum issuance amount that can be used for farming purposes is $450,000. The $450,000 amount was
set in 2007 and indexed to inflation. The proposed increase to $552,500 would bring the total issuance
amount stated in the IRC in line with the current issuance limitation.

Reform 5 — Repeal the separate limitation on the use of small issue bond proceeds for depreciable

property
First-time farmers that gain access to small issue bond proceeds can currently only use $62,500 of those

proceeds for used depreciable property and $250,000 for existing buildings, farm improvements, and/or
new depreciable agricultural property. Given the numerous restrictions that already apply to the usage of
small issue bonds by first-time farmers, the separate dollar limitation is overly restrictive and has turned-off
many would be farmers to the agriculture industry. By eliminating the separate dollar limitation, first-time
farmers would have the freedom to use the entire $552,500 issuance for farming equipment, breeding
livestock, and other capital assets essential to farming operations.

Reform 6 — Modify the definition of “substantial farmland”

The 2014 Farm Bill changed the ownership limitation of a qualified beginning farmer to someone whose
land ownership does not exceed 30 percent of the average acreage in a given county. Previously, the
ownership limitation was defined as land ownership not exceeding 30 percent of the median county
acreage. For reasons explained in the following paragraph, the change from median to average is beneficial
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to beginning farmers. However, the IRC still defines first-time farmers (equivalent to beginning farmers) as
individuals owning less than 30 percent of the median county acreage. Most loans to first-time farmers
combine the proceeds of a small issue bond issuance with a loan from the USDA Farm Services Agency
(FSA), yet the 2014 Farm Bill changed how the FSA defines beginning farmers. The differing definitions
impedes the ability of lenders to combine small issue bonds with FSA loans, limiting the availability of
affordable capital for first-time farmers. By bringing the IRC land ownership definition in line with the FSA
definition, small issue bonds can once again become a usable financing tool for first-time farmers.

Alongside the obvious need for technical alignment between the FSA and IRC definitions, the rapid growth
of hobby farms (small farms operated for pleasure rather than for primary income) over the last decade
strengthens the argument for changing the IRC definition of substantial farmland. The rapid growth of
hobby farms has skewed the median size of substantial farmland downward, making it harder for first-time
farmers to access small issue bonds. Changing the definition of substantial farmland to 30 percent of the
average size instead of median would correct this problem. The enormous size of certain industrial farms
(ranging from several hundred to several thousand acres) will generally skew the definition of substantial
farmland upward, so long as the average size is used instead of median size.

MAMBA & RURAL DEVELOPMENT

Over the past several decades the average age of principal farm operators in the U.S. has steadily increased, with
more than 31 percent of principal operators identifying as 65 or older in a 2012 study.! While an aging farm
workforce is partly attributable to the decline of the foreign-born farm laborer population, as well as the drop off in
family farm succession planning (where family members raised in farming do not build a career in farming), a
primary driver behind the aging workforce is the inability of new farmers to access land and capital.

The USDA reports that farmland values have been increasing since 2000, with farm real estate values in the Corn
Belt more than twice the national per-acre average in 2018.2 For many aspiring young farmers, the cost of
purchasing the land and equipment necessary is prohibitively high, forcing them to look elsewhere for jobs and
careers. Declining interest and participation in farming hurts the rural economy, and eliminates job opportunities for
rural citizens that depend on the availability of labor-intensive jobs for income. By improving the usability of small
issue bonds for first-time farmers, Congress can take a meaningful step forward in supporting the rural economy by
improving an established financing tool that offers low-cost, flexible capital.

Manufacturing is of nearly equal value to the rural economy as farming/agricultural production, with manufacturing
jobs offering higher earnings than both agriculture and mining. According to the USDA, manufacturing jobs totaled
2.5 million in 2015 whereas farm jobs totaled 1.4 million. By extension, manufacturing earnings make up 21 percent
of rural private nonfarm earnings.?

Unfortunately, despite the importance of the manufacturing sector to the rural economy, the industry has been in
near constant decline since 2000. Competition from overseas, the advance of manufacturing technology, and the

rural-to-urban population shift have each contributed to the decline of the rural manufacturing sector. In an effort
to counteract the decline, Congress should pass the Modernizing Agricultural and Manufacturing Bonds Act, which
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contains specific reforms to manufacturing bonds that would aid the rural economy. Research suggests that
financing manufacturing plant development in rural areas is an essential step in sustaining the manufacturing sector,
and the reforms outlined in MAMBA would dramatically improve the ability of bond issuers to support plant/facility
development.

CONGRESSIONAL ACTION

In the 116% Congress, MAMBA was introduced as H.R. 5422 in December 2019 with bipartisan support by
Representatives Stephanie Murphy (D-FL) and Darin LaHood (R-IL), and was cosponsored by Representative Danny
Davis (D-IL). MAMBA was later included in the Moving Forward Act (H.R. 2) which eventually passed the House of
Representatives. The bill was previously introduced in the 115" Congress by Senators Sherrod Brown (D-OH) and
David Perdue (R-GA), and by Representatives Hultgren (R-IL), Neal (D-MA), and Renacci (R-OH).

SUPPORT

MAMBA is currently endorsed by hundreds of development finance agencies, private sector participants, and key
industry stakeholders including the Bond Dealers of America, the National Council of State Agricultural Finance
Programs, and the National Association of Bond Lawyers. CDFA along with hundreds of development finance
agencies ask that MAMBA be passed into law, and we stand ready to respond to any questions that you might have.

CONTACT

Toby Rittner, President & CEO, Council of Development Finance Agencies
Katie Kramer, Vice President, Council of Development Finance Agencies
Malcolm Guy, Government & Legislative Affairs Coordinator, Council of Development Finance Agencies
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ADDITIONAL RESOURCES

MAMBA Overview
Council of Development Finance Agencies

Bond Finance Resource Center

Council of Development Finance Agencies

BDA to Join CDFA in Support of Industrial Development Bonds Legislation

Bond Dealers of America

Expanded Use of PABs Included in House Infrastructure Bill
The Bond Buyer

Small Manufacturing Bonds Bill would Raise IDB Limit to $30M
The Bond Buyer

CDFA COVID-19: Comprehensive Recovery Strategy
Council of Development Finance Agencies
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