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Recommendation #4
Enact incentives for employers to invest in activities that promote housing production and affordability for their employees.

(Note: Also for consideration by Tax, Production, and Preservation Committees) 

Problem the Proposal Addresses:

Employers could be an effective vehicle for helping meet the housing needs of working families and for stabilizing neighborhoods, but federal tax laws and corporate accounting rules do not provide incentives for employers who might otherwise offer housing assistance to their employees or surrounding communities.  

Employer assisted housing (EAH) includes referrals, downpayment assistance and even investments in the development of housing.  Employers who help subsidize the housing costs of their workers use the program as a recruitment tool and to build a more stable work force.  Employers who invest in housing in targeted neighborhoods use these programs to improve the quality of life of their customers, employees and the surrounding community.  Employers are also a crucial link to potential homebuyers, families with steady incomes, and can easily provide homebuyer education and financial literacy on site or through their human resources departments. Geographically-defined EAH programs may also be pursued as a way to reduce commuting and increase “smart growth” planning.  Yet, most corporations are unaware of other employers who have programs, as well as the benefits perceived by employers engaged in EAH programs.  

Options:  

· Expand cafeteria benefits packages to include EAH as a non-taxable benefit.

Existing tax laws allow employees to select from a menu of health care and other benefits up to a maximum value annually, all of which is not taxed as income.  Allowing EAH to be added to the menu is a revenue neutral option—employees would have the flexibility to forego other benefits and opt for EAH benefits instead.  Tax revenues would be unaffected.  Simply offering this flexibility will not result in employers using EAH, however, only provide the option.  A variant of this proposal is to expand the cafeteria benefit cap for employer-assisted housing uses. With an increased amount of tax-exempt benefits more employers and employees may be willing to participate.  This variant would not be revenue neutral, however.

Also suggest reducing any regulatory complexities under Section 125 of the IRS Code that come with offering such cafeteria benefits.

· Simplify corporation’s expensing of the below-market rate return for qualified loans/investments.

In the few cases when employers have offered their employees below-market rate loans for the purchase of a home, or when employers have provided below-market debt financing for rental units occupied by employees, the accounting for expenses has been complicated.  One approach would be to allow the differential between the rate the corporation receives and a benchmark rate set by law, to be treated as an expense that can be used to offset taxable income.  Such a regulation will be challenging to craft, however, as the risk and interest rate appropriate to each loan or investment will vary.

· Provide funding for national intermediaries to provide information and programmatic models to corporations.

Many corporations lack information of the benefits of EAH, as well as on the programmatic details of how to establish a program.  Federal grants to outside intermediaries, or programs delivered through existing federal agencies, could provide information, referrals and publications that help employers understand why EAH is an important benefit and how a program might be structured.  National intermediaries could to provide pooled-EAH operational and administrative services, thus making EAH more efficient for each employer.  Helping form partnerships with local nonprofits, such as those providing home buyer education and counseling, might also be a key role. It is possible private sector trade associations could serve in this capacity, without federal support, however.

· Set-aside HOME program funds for uses that leverage matching EAH funds from employers.

The HOME partnership is a significant source of support for homeownership development, loan funds and downpayment grants.  While traditionally a targeted block grant, a portion of HOME funds could be set-aside as matching grants up to a maximum amount employers provide for downpayment assistance or below-market rate loans. Communities could be encouraged through existing "smart growth" programs to be a catalyst for employers providing an EAH benefit that is available for employees purchasing homes close to the place of employment or to public transportation.  In general, HOME set-asides run counter to the ideal of local flexibility, however, and are resisted by HOME’s proponents.  Administration and oversight of set-aside funds is also more complicated than a block grant.

· Create tax incentives for employers supporting EAH programs .

Federal tax laws and corporate accounting rules do not provide incentives for employers who might otherwise offer housing assistance to their employees or surrounding communities.
  In the few cases when employers have offered employers below-market rate loans for the purchase of a home, the accounting for expenses has been complicated.  One approach would be to allow the differential between the rate the corporation receives and a benchmark rate set by law, to be treated as an expense that can be used to offset taxable income.  Such a regulation will be challenging to craft, however, as the risk and interest rate appropriate to each loan or investment will vary.  Another option is to allow EAH to be a qualified option under “cafeteria” tax-free benefit plans.  Existing tax laws allow employees to select from a menu of health care and other benefits up to a maximum value annually, all of which is not taxed as income.  By allowing EAH to be added to the menu employees would have the flexibility to forego other benefits and opt for EAH benefits instead.  A variant of this approach is to expand the cafeteria benefit cap for employer-assisted housing uses.  With an increased amount of tax-exempt benefits more employers and employees may be willing to participate.  Determining how and when an employer might be allowed to use this option, however, would likely require highly-detailed regulations.  Another tax approach is to create a new allocated corporate tax credit to partially offset the cost to employers of providing EAH benefits to their employees under certain circumstances.  The eligibility rules and allocation system would again be quite complicated.  While all of these tax changes might prove powerful tools to leverage private sector support of targeted homeownership programs, altering tax rules to allow EAH as part of existing cafeteria benefit plans might be enough to inspire corporate interest, without much cost to the federal government.

Recommendation:

The task force recommends serious consideration be given by the Commission to tax relief for employees on housing-related employer benefits.  Accomplishing this outside the current cafeteria cap would not be revenue neutral, but would increase the likelihood employers would provide some form of housing benefit, as well as employees utilizing the benefit because it would not compete with health other benefits for employees' pretax dollars.  Short of these actions, the Commission could endorse the value of employer assisted housing programs and encouraging state and local governments support and encourage EAH programs.

� It should be noted government, universities and religious organizations often provide housing benefits to employees.  The tax treatment of these benefits varies based on the relationship and institution type (Parsonage allowances, for example, are tax-exempt for clergy).
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