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Overview 

President Trump signed into law the Tax Cut and Jobs Act on December 22, 2017.  Arlington 

County staff have been tracking the legislation as it progressed through the Congress and 

identified five provisions of major concern to Arlington County: (1) elimination of private 

activity bonds (PABs); (2) a lower cap on the mortgage interest deduction; (3) elimination or 

limitation on the deduction for state and local taxes (SALT); (4) elimination of advance 

refunding of debt; and (5) elimination of the business deduction for providing employee transit 

benefits.   

 

Opportunities and Challenges for Arlington County 

 
State and local governments on the whole fared better under the final conference agreement than 

under the worst scenario of either the House or Senate-passed bills.   

 

Private Activity Bonds 

On the positive side, the ability of local governments to use private activity bonds to engage in 

partnerships with the private sector to finance infrastructure, housing and economic development 

projects was preserved.  The legislation made no changes to current law.  Arlington has 

successfully used these bonds to partner with the private sector to help finance the creation and 

preservation of an important portion of Arlington County’s affordable housing inventory.  By 

lowering corporate and individual rates, however, the legislation may affect the attractiveness of 

PABs and other tax-free debt instruments, depressing demand and forcing interest rates and the 

cost of financing these bonds upward to attract buyers.  The Department of Management and 

Finance will be working closely with Arlington County’s financial advisor to monitor the 

situation. 

 

Mortgage Interest Deduction 

The final conference agreement caps the mortgage interest deduction at $750,000, down from 

current $1 million per household but higher than the $500,000 limitation proposed in the House-

passed bill.  The lower cap would be applied prospectively on new mortgages; existing 

mortgages would be exempt from the lower cap.  Reducing the value of the mortgage interest 

deduction in expensive housing markets could depress home values.  With half of all Arlington 

homes valued at more than $650,000, Arlington County is vulnerable to future lower real estate 

assessments.  In fiscal year 2017, Arlington collected close to $700 million in revenue from real 

estate taxes.  Arlington County will continue to monitor home values and consult with financial 

and real estate specialists to monitor the housing market for potential fluctuations in property 



value and adjust its revenue projections accordingly.   In the interim, the fiscal year 2018 budget 

includes and the proposed fiscal year 2019 budget will include contingency funds to cover 

potential revenue shortfalls. 

 

Tax Exemption for Advance Refunding 

Unfortunately, the conference report did eliminate the tax exemption for advance refunding 

bonds and provides no transition rule.  Both the House and Senate bills had proposed the 

elimination of advanced refunding of debt issues.  Removing state and local governments’ ability 

to refinance municipal debt before the 10-year mark when such bonds usually become eligible 

for refinancing, has enabled local government to do what any homeowner with a mortgage does 

when interest rates drop – refinance to save money.  Since 2009, Arlington has taken advantage 

of record-low interest rates to refinance its debt six times. Refinancing this debt has saved 

Arlington taxpayers more than $41 million in interest payments that didn’t have to be made. The 

money saved helped make it possible to finance new schools and other critical infrastructure.  

 

Advance Refunding of Debt 

The conference agreement caps the state and local deduction for income, property and sales taxes 

at a combined total of $10,000 but preserves the full deduction for businesses.  The House bill 

had capped the deduction for property taxes at $10,000 and the Senate bill repealed the deduction 

for all state and local taxes.  Prior current law imposed no cap on the deduction.  In Arlington, 

the deduction was used by more than 40 percent of all household tax filers who collectively 

deducted more than $850 million in state and local taxes on their federal returns.  Restricting 

SALT could make it harder for localities in high cost of living areas like Arlington to maintain 

core services and meet the expectations of their community.  

 

Business Deduction for Providing Employees Parking and Transit Benefits 

Finally, the new law eliminates the business deduction for providing employees parking and 

transit benefits.  Today these benefits are worth up to $255 per month.  The amount of the 

deduction was set to increase to $260 per month on January 1, 2018.  Individuals are still 

permitted to exclude the benefit from their income taxes, but repeal of the business deduction 

removes an incentive Arlington County has used in partnership with local businesses to 

encourage workers to carpool or take transit.  Losing the deduction will increase the cost for 

businesses to subsidize transit for workers and harm Arlington’s successful transit-oriented 

development approach that has resulted in less than one-half of Arlington’s workers driving 

alone to work.   

 

In Summary 
It is important to acknowledge a broader concern this legislation creates through its failure to 

provide offsets to these tax cuts.  The bill’s projected revenue loss of $1.4 trillion over the next 

ten years and the accompanying larger budget deficits that result are certain to generate 

additional pressure to reduce federal discretionary spending and entitlement savings and limit the 

ability of the federal government to provide stimulatory fiscal policies in a future economic 

downturn.  These developments may place a strain on Arlington County in the form of reduced 

federal grants-in-aid and income generated from federal procurement activities and the federal 

workforce payroll. 


