CURRENT MARKET NEWS
Biden proposes big spending,
taxes with the American Families Plan

Thursday, May 6, 2021

President Biden recently rolled out the American Families Plan (AFP),

a $1.8 trillion proposal that is billed as “an investment in our kids, our
families and our economic future” (aka “human infrastructure”). The
announcement comes on the heels of new administration’s proposed
$2.25 trillion American Jobs Plan (AJP), which focuses on physical
infrastructure, jobs, domestic manufacturing and clean energy. Clearly,
President Biden aims to hasten the democratic agenda in advance of the
2022 midterm elections when democratic “control” of Congress looks at
risk. This current proposal will almost certainly need the support of all 50
Senate Democrats to pass since zero Republicans are expected to sign on
to the accompanying tax increases.

Where will the money be spent?

On the spending side, the AFP proposes to increase federal spending by $1
trillion over 10 years to cover the cost of various social programs focusing
on education, childcare, paid family and medical leave and nutrition; and

it would provide another $800 million in expanded Child Tax Credits (CTC)
and Earned Income Tax Credits (EITC) and ACA medical premium subsidies
(See table below).
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all of the investments would be fully paid for over the next 15 years.”

More specifically, the tax increases include the top income tax rate
increasing from 37% to 39.6%. Dividends and capital gains for households
earning above $1 million would be taxed at the top 39.6% rate, up

from 20% currently. The carried interest exception for hedge funds

and private equity managers is targeted for removal. Additionally, and
perhaps more contentious, the basis step-up for inherited assets would
be eliminated although income thresholds and exemptions for family
businesses would narrow the impact somewhat. The plan would also put
an end to deferring capital gains tax by way of “1031 exchanges” for real
estate investors. In Biden’s plan, real estate gains over $500k would be
subject to capital gains tax. And, finally, the largest line item of expected
tax revenue - and the one most reliant on assumptions - derives from
aggressive enforcement of tax laws enabled by beefed up IRS resources.

We believe some of these provisions are likely to be watered down in any

final legislation. For example, the top capital gains and dividend tax rates

are likely to come in somewhere between the current rates and those

proposed. It is well understood that Senate passage would not withstand
a single Democratic dissent, but even the House
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Source: US Government Fact Sheet, Congressional Budget Office, Commitee for a Responsible Federal Budget

How will the AFP be paid for?

To pay for the AFP, the Biden Administration would raise $1.5 trillion in
taxes on the highest income Americans, especially those earning over

$1 million per year but also families making more than $400k. The White
House’s Fact Sheet States, “In combination with the American Jobs Plan,
which produces long-term deficit reduction through corporate tax reform,
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of the pack for presidents since 1980 at similar points
in their first terms.? If Democrats push too hard on

a controversial agenda, they risk being punished in
the 2022 mid-term elections, especially since Biden was portrayed as

a moderate. In all, it’s likely that the final bill will be scaled down and
contain less aggressive tax increases than currently presented.

! https://www.whitehouse.gov/briefing-room/statements-releases/2021/04/28/
fact-sheet-the-american-families-plan/

’ https://projects.fivethirtyeight.com/biden-approval-rating/
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Disclosure

This report contains our opinion as of the date of the report. It is for general information
purposes only and is not intended to predict or guarantee the future performance of any
investment, investment manager, market sector, or the markets generally. We will not
update this report or advise you if there is any change in this report or our opinion. The
information, ratings, and opinions in this report are based on numerous sources believed to
be reliable, such as investment managers, custodians, mutual fund companies, and third-
party data and service providers. We do not represent or warrant that the report is accurate
or complete.

To the extent this report contains information about specific companies or securities,
including whether they are profitable or not, it is being provided

as a means of illustrating the investment manager’s investment thesis. The investment
manager may or may not have invested in these securities at the time this report was
prepared or is accessed by the reader. References to specific companies or securities are not
a complete list of securities selected and not all securities selected in the referenced
timeframe were profitable.

Other Bank of Montreal affiliates, and their agents and employees, may provide oral or
written market commentary or trading strategies to clients that reflect opinions that are
contrary to the opinions expressed in this report. These same persons and affiliates may
make investment decisions that are inconsistent with the recommendations or views
expressed in this report. We and our affiliates, directors, officers, employees and members
of their households, will from time to time have long or short positions in, act as principal in,
and buy or sell, the securities referred to in this report. We and our affiliates, directors,
officers, employees and members of their households, may have positions in the securities
mentioned that are inconsistent with the views expressed by this report.

This report is not intended to be a client-specific suitability analysis or recommendation, an
offer to participate in any investment, a recommendation to buy, hold or sell securities, or a
recommendation of any investment manager or investment strategy. Do not use this report
as the sole basis for your investment decisions. Do not select an asset class, investment
product, or investment manager based on performance alone. Consider all relevant
information, including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon.

Any forward-looking statements in this report involve known and unknown risks,
uncertainties and other factors that may cause the actual performance of future markets to
differ materially from the projections depicted in the report. Past performance is not
indicative of future results and current performance may be higher or lower than that shown
in the report. There can be no certainty as to the extent or depth of any market downturn,
nor any assurance regarding the nature, extent or timing of markets rebounding. When
evaluating the report, you are cautioned not to place undue reliance on these forward-
looking statements, which reflect judgments only as of the date of the report. Investment
returns fluctuate, and investments when redeemed, may be worth more or less than the
original investment.

Standardized performance returns include reinvestment of dividends, other income and
capital gains, which depict performance without adjusting for

the effects of taxation or the timing of purchases and sales. Performance

data is presented without deducting the investment advisory fees and other charges that
may be applicable. The deduction of such fees and other charges

(and the compounding effect thereof over time) will reduce portfolio return. Unless
otherwise indicated, traditional investment performance data generally represents a
composite or representative portfolio return and is shown gross of the investment
manager’s advisory fees. Unless otherwise indicated, alternative investment performance
data is shown as net of fund expenses, management fees, and incentive fees. Index
performance data is shown as total return. You cannot invest directly in an index. Due to a
system conversion, the ability to manipulate or restate client specific performance data prior
to December 31, 2007, may be limited.

Any discussions of specific securities, investment managers, or strategies are for
informational purposes only and should not be considered investment advice. The report
does not constitute an offer to sell or a solicitation to buy any security or investment
product. Any offer to sell or solicitation to buy an interest in any private security, investment
product or fund may only be made by receiving a confidential private offering
memorandum, prospectus, investment advisory agreement or similar documents from the
investment manager, which describes the material terms and various considerations and
risks relating to such security, investment product or fund.

Alternative investments, such as private equity and hedge funds, contain risks that are
amplified when compared with other asset classes, such as illiquidity, stock or sector
concentration, financial leverage, difficulties in valuation, and short selling. Alternative
investment vehicles have minimal requlatory oversight and alternative managers have the
latitude to employ numerous investment strategies with varying degrees of risk.
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We are not licensed or registered with any financial services requlatory authority outside of
the United States. Non-U.S. residents who maintain U.S.-based financial services accounts
with us may not be afforded certain protections conferred by legislation and requlations in
their country of residence with respect to any investments, investment solicitations,
investment transactions or communications made with us.

You may not copy this report or distribute or disclose the information contained in the
report to any third party, except with our express written consent or as required by law or
any regulatory authority.

“BMO Wealth Management” is a brand name that refers to BMO Harris Bank N.A. and
certain affiliates that provide certain investment, investment advisory, trust, banking and
securities products and services.

Not Insured by FDIC or Any Other Government Agency | Not BMO Harris Bank Guaranteed | Not BMO Harris
Bank Deposits or Obligations | May Lose Value

BMO Private Bank is a brand name used in the United States by BMO Harris Bank N.A.
Member FDIC. Not all products and services are available in every state and/or location.

BMO Family Office is a brand delivering family office services and investment advisory
services through BMO Family Office, LLC, an investment adviser registered with the U.S.
Securities and Exchange Commission; investment management services, trust, deposit and
loan products and services through BMO Harris Bank N.A., a national bank with trust
powers; and trust services through BMO Delaware Trust Company, a Delaware limited
purpose trust company. BMO Delaware Trust Company does not offer depository, financing
or other banking products, and is not FDIC insured. Not all products and services are
available in every location. Family Office Services are not fiduciary services and are not
subject to the Investment Advisors Act of 1940 or the rules promulgated thereunder.
Investment products and services: ARE NOT A DEPOSIT - NOT INSURED BY THE FDIC OR ANY
FEDERAL GOVERNMENT AGENCY - NOT GUARANTEED BY ANY BANK - MAY LOSE VALUE.
Capital Advisory Services are offered by a division of BMO Harris Bank N.A.
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“BMO Investment Services” is a brand name used by certain employees of BMO Harris Bank
N.A. who provide advisory, brokerage, and insurance services offered through LPL Financial
(LPL). Financial Advisors are investment advisor representatives of and offer securities and
advisory services through LPL Financial (LPL), a registered investment advisor and broker-
dealer (member FINRA/SIPC). Insurance products are offered through LPL or its licensed
affiliates. BMO Harris Bank N.A. and BMO Investment Services are not registered as a
broker-dealer or investment advisor. Registered representatives of LPL offer products and
services using BMO Investment Services, and are also employees of BMO Harris Bank N.A.
These products and services are being offered through LPL or its affiliates, which are
separate entities from, and not affiliates of, BMO Harris Bank N.A or BMO Investment
Services. BMO Investment Services is not an affiliate of LPL. Securities and insurance offered
through LPL or its affiliates are:

Not Insured by FDIC or Any Other Government Agency | Not BMO Harris Bank Guaranteed | Not BMO Harris
Bank Deposits or Obligations | May Lose Value
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