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Recommendation #1
Enact A Homeownership Tax Credit Similar To The LIHTC That Will Stimulate Production Of Units For Homeownership.

Problem Proposal Addresses:

In many economically distressed areas, the cost of constructing new homes, or substantially rehabilitating existing homes, exceeds the market value of the completed property.  In such market conditions, without a subsidy to bridge the gap between cost and value, housing suitable for homeownership is not being developed.  This is somewhat similar to the situation in rental housing—that is the total development costs exceed the market value.  In rental housing development, market values are determined by the capitalization of rents, which are lower in affordable properties.  In homeownership, values are determined by comparable sales in the market, which are often depressed in distressed areas. In either case, subsidizing development costs with tax credits, or the equity from selling tax credits to investors, makes developing desirable units in targeted areas economically feasible.

Description  of Proposal:  

· Tax credit is an economic development tool designed to increase home construction in lower income census tracts by subsiding the differential between the cost of constructing or rehabilitating a unit and its fair market value.  

· Modeled after the Low-Income Housing Tax Credit (LIHTC), developers would compete to receive tax credits from state housing finance agencies; which receive annual per capita allocations.

· Newly constructed or substantially rehabilitated homes in eligible census tracts could receive tax credits up to 50 percent of the cost of the home to cover the gap between the cost of building the housing and the fair market value of the property (in most cases considerably less than 50 percent will fill the gap between cost and market value). 

· Although targeted toward low-income households as future homebuyers, the tax credit is not a subsidy for affordability--homebuyers would be purchasing homes at fair market value.  

· The program could be modified to introduce an affordability element by permitting state allocation agencies to allocate additional credit for homes that would be sold below fair market value.

Recommendation:

The Commission should recommend that Congress enact a tax credit designed to stimulate the production of affordable for-sale housing in areas where the cost of constructing new or substantially rehabilitated housing exceeds the fair market value of the property to revitalize areas and provide ownership opportunities. 

Issues:

· Since larger scale, concentrated projects will be more efficiently developed, scattered site purchase-rehabilitation projects, with the great potential to revitalize neighborhoods, may not become the focus of this program.

· Unlike rental properties, market values of these ownership units cannot be determined by the capitalization of rents. Developers may try to enhance profit levels by inflating total development costs with higher-cost projects than otherwise warranted.  

· Market values would need careful appraisals if no comparable sales exist.  It is possible formulaic automated appraisal systems could be used to artificially determine potential values, but such models are least accurate in thinly traded, heterogeneous markets.
· While the impact is unclear, a new credit might compete with the existing rental LIHTC, causing some investors to substitute investments in rental credits with investments in the homeownership development credit, depressing prices for the LIHTC and diminishing the effectiveness of a successful rental program.
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