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Submission of an Association
The National Association of Home Builders (NAHB) represents more than 220,000 member firms involved in single-family and multifamily home building, remodeling, property management, housing finance, building product manufacturing and other aspects of residential and light commercial construction.  NAHB is pleased to suggest tax reform proposals that will maintain incentives for housing to the President’s Advisory Panel on Federal Tax Reform (the Panel).  NAHB strongly supports the President’s directive to the Panel to maintain home ownership incentives.  Maintaining housing incentives in any new tax system is essential to the health of the national economy and well being of the American people. 
A.  Indexing Home Ownership Tax Provisions

1.  Indexing the Mortgage Interest Deduction  
Description of Current Law.  A taxpayer may take an itemized deduction for “qualified residence interest,” which includes interest paid on a mortgage secured by a principal residence and a second residence.  The underlying mortgage loans can represent acquisition indebtedness up to $1 million, plus home equity indebtedness up to $100,000.

Proposal.  The $1 million  home acquisition indebtedness amount should be indexed for inflation.
Impact of the Proposal Relative to Current System.  Indexing the amount of acquisition indebtedness that is eligible for the mortgage interest deduction will preserve the value of the deduction into the future.  The incentive for home ownership, relative to acquiring other assets, will be maintained.  
Transition, Tradeoffs, and Special Interests.  Indexing the mortgage interest deduction will prevent the deterioration of the value of home ownership, relative to other assets, that inevitably will occur over time.  The relative benefits of home ownership over other asset acquisitions will be maintained.
2.  Indexing the Exclusion of Capital Gains on Sales of Principal Residences
Description of Current Law. A taxpayer may exclude from Federal income tax up to $250,000 of capital gain ($500,000 in the case of married taxpayers filing joint returns) from the sale or exchange of their principal residence.
Proposal. Index for inflation the $250,000single/$500,000 married capital gain exclusion from the sale or exchange of a principal residence.
Impact of the Proposal Relative to Current System. The proposal would preserve the capital gain exclusion on the sale of homes that is deteriorating in value, especially in states with higher home appreciation.  Individuals would be better able maintain the value of their homes when they change residences.  Since many home sales and relocations are non-voluntary, such as changes in employment, the preservation of the exclusion will maintain the living standards and mobility of workers.   
Transition, Tradeoffs, and Special Interests. While the proposal would generate a revenue loss, the incentive for home ownership would be strengthened and preserved for current and future homeowners. 

B.  Expanding Home Ownership In Hard-to-Develop Areas
1.  Create a Home Ownership Tax Credit (HOTC)
Description of Current Law. The current tax law does not provide an incentive for developers to build new homes or rehabilitate existing homes in areas where the cost of construction exceeds the fair market value of the new or rehabilitated homes.  As a result, new construction and economic development are stymied in these areas.
Proposal. The proposal would create an income tax credit for up to 50 percent of the value of constructing a new home or rehabilitating an existing home in a hard to develop area that is sold to a moderate- or low-income home buyer.  The program would be modeled on the current Low Income Housing Tax Credit (LIHTC) which is used to develop affordable rental properties.
Impact of the Proposal Relative to Current System.  A HOTC proposal modeled on the LIHTC would have a strong, positive impact on the national economy.  A HOTC would produce 50,000 new and rehabilitated homes annually; $2 billion of private equity investment; $6 billion in total investment; 122,400 jobs; $4 billion in wages; and $2 billion in taxes and fees.  More than half of the jobs (66,150) would be in industries other than construction, including manufacturing, trade, transportation, mining and other industries.  The construction industry would realize 56,250 new jobs.  
Transition, Tradeoffs, and Special Interests. The administration estimates that a HOTC would result in a revenue loss of $2.6 billion over 5 years and $17.4 billion over 10 years.  States and local governments would be in a much better position to develop owner occupied housing in hard-to-develop areas to revitalize those areas.  All the attendant benefits of home ownership would be realized by the half million families that would move into the new homes over 10 years.  In addition, owners and residents in nearby properties would benefit from the revitalization of their neighborhoods. 
C. Housing Related AMT Proposals  
1.  Providing a Full Property Tax Deduction for Owner-Occupied Residences
Description of Current Law. Taxpayers may claim an itemized deduction for property taxes paid on owner-occupied residences.  However, the entire value of the deduction is not always realized because of the imposition of the Alternative Minimum Tax (AMT). 
Proposal. The impact of the AMT on the property tax deduction should be fully eliminated if the AMT is not completely repealed. 
Impact of the Proposal Relative to Current System.  The proposal would reverse the negative impact of the AMT on home owner property taxes.   It has been estimated that, under current law, by 2010, the AMT will affect one-third of all taxpayers, who account for 55 percent of Adjusted Gross Income (AGI), and significantly encroach on the middle class – affecting a majority of taxpayers with AGI between $50,000 and $100,000.  A significant factor that imposes the AMT on the middle class is the treatment of the state tax deduction which includes property taxes.  Since the payment of property taxes is mandatory and increases disproportionately among the states as property values appreciate, it is essential to fully deduct property taxes to keep home ownership affordable in states with fast rising home values. 
 Transition, Tradeoffs, and Special Interests.  Eliminating the impact of the AMT on the state and local property tax deduction, or fully repealing the AMT, would result in a revenue loss.  However, for that trade off, a Federal tax would not be imposed on a state tax.  The intended incentive for home ownership inherent in the non-AMT deduction would be preserved.  Future protection of home ownership is critically important due to the projected expansion of the AMT to more and more middle class taxpayers. 
2.  Restoring the Market for the Low Income Housing Tax Credit (LIHTC)
Description of Current Law.  The LIHTC is an efficient method of raising capital for building affordable rental properties that was enacted into law in 1986 as part of the last major tax reform effort.  Essentially, the program provides a direct grant of tax credits to states, based on their population, to build affordable properties.  Since 1986, the AMT, because it is not indexed for inflation while many income tax provisions are indexed, has had an increasingly larger impact on investors.  Since the LIHTC does not reduce AMT liability, many investors (particularly individuals because of how the individual AMT is calculated), find the LIHTC a less attractive investment.
Proposal.  In the event that the individual and corporate AMT are not fully repealed as part of comprehensive tax reform, NAHB suggests, at a minimum, that the impact of the individual AMT on the LIHTC be eliminated.  This could be accomplished by allowing the LIHTC to reduce AMT tax liability in the same fashion as current personal credits.
Impact of the Proposal Relative to Current System.  Eliminating the impact of the individual AMT on investments in the LIHTC would essentially restore the credit to the status it had in 1986 and enable more individuals to purchase the credit.  Because of the structural differences between the individual and corporate AMT, the corporate AMT has less impact on corporate purchases of the LIHTC.  Under this proposal, it is likely that more of the smaller and rural LIHTC projects that individuals traditionally invest in, relative to corporate investors, would be constructed.
Transition, Tradeoffs, and Special Interests. Restoring the individual market for LIHTC investments would have a mixed revenue impact.  To the extent that individuals increase LIHTC purchases, AMT collections would be reduced.  However, it is likely that the application of the passive loss rules to individuals, which do not apply to corporate investors, would offset the revenue loss.
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