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SUBJECT:     The Role of the Private Sector Producer in the Nation’s 

                         Housing Delivery System

PREMISE:
Too few Housing Producers are involved in the production of “Affordable” or “Workforce” or “Attainable” FOR SALE housing.

ANALYSIS:
 Why is there limited involvement?

1. Risks are too great!

2. Predevelopment funding is nearly non-existent, i.e.,

- 
Costs of land assemblage

-
Environmental Mitigation

-
Unpredictability of Entitlements

-
Carry cost of land

RESULT:

1. The Largest Homebuilders are public companies that are IRR (Internal Rate of Return) driven and can not afford risks of uncertainty or unpredictability…. Wall Street punishes idle money!!!!!

2. Private Builders do not have deep pockets and try to avoid “predevelopment risks”.

3. Low priced housing has small returns:  Do you want to sell (3) homes at $150,000 or (1) home at $450,000?

4. Builders would prefer buying graded “Ready-to-Build” suburban lots rather that lower-priced “unentitled” urban land.
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RECOMMENDATIONS:

l. INCENTIVES-INCENTIVES-INCENTIVES-INCENTIVES

      2. 
Start with Land Assemblage:

            -
Cities need money for purchasing land and environmental     mitigation… Most cities say, “Bring us a project” instead of “initiating the project.

3. Most programs focus on Buyers Assistance, but do nothing to create  “opportunities” for buyers…. provide “predevelopment financing (this creates more opportunities to give “buyers assistance”…we have more buyer assistance than affordable housing buyer opportunities.  We need more projects!!!!

4. Existing Housing Programs and Future Housing Programs to provide “For-Sale” would better serve as a magnet to attract participating builders and/or public-private partnerships if they included the following provisions:

A. Create “Housing Incentive Zones” in urban and transit-connected areas and provide builders who build in these zones with:

1. Job Tax Credits for employees working in these zones.

2. A reduced federal income tax rate on all income generated in these zones.

3. 200% tax deductions for the cost of childcare, community centers, parks, and other community infrastructure improvements.

B. Cities that create or adopt these zones qualify for federal 

Grants and benefits for land acquisition, infrastructure improvements, and homebuyer assistance grants.

C. Incentives must be created for Cities and Builders to encourage:

-
Mixed Use

-
Mixed Income

-
Mixed Housing Types
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D. Banks and Financial Institutions be given similar Tax Credits and benefits to allow them to “Re-Price” to lower levels predevelopment loan costs.  Currently their only incentive is “CRA” credits…not nearly enough incentive.

E. FNMA is starting to get involved, Wells Fargo is thinking about it, and CAL PERS is making equity investments…which is all good news.

CONCLUSION:

Not enough incentives exist to attract private capital from Lending Institutions, Equity Investors, and Builders.

