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THE COUNCIL

REPORT OF THE INFRASTRUCTURE DIVISION

MARCEL VAN OOYEN, DEPUTY CHIEF OF STAFF

COMMITTEE ON HOUSING AND BUILDINGS

Hon. Madeline Provenzano, Chair

June 2, 2003

INT. NO. 477
By: Council Members Yassky, Avella, Clarke, Davis, Jackson, Monserrate, Reed and Quinn

TITLE:
In relation to reporting requirements for housing tax benefit programs.

ADMINISTRATIVE CODE:
Amends subdivision cc of section 11-243 and adds a new subdivision g to section 11-245.

BACKGROUND AND ANALYSIS   

On June 2, 2003, the Committee on Housing and Buildings, chaired by Council Member Madeline Provenzano, will conduct a hearing on Int. No. 477. The bill would amend subdivision cc of section 11-243 and add a new subdivision g to section 11-245 of the Administrative Code of the City of New York by requiring the Commissioner of Finance and the Commissioner of Housing Preservation and Development to provide the Council and the Mayor with an annual report and a report for fiscal years 2001 and 2002 regarding all exemptions and abatements granted pursuant to the J-51 and 421-a real property tax benefit programs.

The J-51 and 421-a programs account for a combined total of almost $300 million per year in tax expenditures by the City. However, the information currently provided by the Administration to the Council regarding the J-51 tax program does not identify the address of each parcel of real property that receives an exemption and/or abatement and the corresponding tax expenditure by the City, as well as the average sales and/or rental prices of all dwelling units situated on each parcel. And currently, there is no provision within section11-245 that requires the Administration to provide any type of report regarding the 421-a tax program. The sponsors of Int. No. 477 believe that such additional reporting requirements are necessary to help Council Members and others analyze both tax programs more effectively and efficiently so that all possible policy and/or fiscal problems within each program can be identified and solved more easily.

Int. No. 477


Int. No. 477 would amend section 11-243 as follows:


Section 11-243(cc) would be amended to require the Commissioner of Finance and the Commissioner of Housing Preservation and Development to provide the Council and the Mayor with a report for fiscal years 2001 and 2002 regarding all exemptions and abatements granted pursuant to section 11-243 (J-51) and to include within these reports, as well as within the annual report, the amount of real property tax that would have been paid for each parcel of real property granted an exemption or abatement if the tax were actually paid, the street address and block and lot designation of each parcel receiving an exemption or abatement, and the average sales and/or rental price of all dwellings units situated on each parcel of real property for which an exemption or abatement was granted.


Int. No. 477 would amend section 11-245 as follows:


Section 11-245(g) would require the Commissioner of Finance and the Commissioner of Housing Preservation and Development to provide the Council and the Mayor with an annual report and a report for fiscal years 2001 and 2002 regarding all exemptions and abatements granted pursuant to section 11-245 (421-a program) including the amount of real property tax that would have been paid for each parcel of real property granted an exemption or abatement if the tax were actually paid, the street address and block and lot designation of each parcel receiving an exemption or abatement, and the average sales and/or rental price of all dwelling units situated on each parcel of real property for which an exemption or abatement was granted.

TAX BENEFIT PROGRAMS

421-a  

The “421-a Program” was enacted in 1971 as section 421-a of the Real Property Tax Law of New York State and is intended to promote the construction of new multiple dwellings (with the exclusion of hotels), as opposed to the rehabilitation of existing structures, by providing a declining tax exemption on the increase in assessed valuation
 created by the construction. 421-a tax benefits may also be obtained in some instances for the substantial rehabilitation of certain low- and moderate-income housing units when such construction is carried out pursuant to an agreement with the Department of Housing Preservation and Development as allowed under the law.  Pursuant to state authorization, the Council may amend and adopt certain local laws pertaining to 421-a eligibility, including geographic restrictions.

In order to be eligible for 421-a tax benefits, new construction sites must satisfy at least one of four conditions three years prior to the start of construction. The site must be either 1) underutilized, 2) vacant, 3) predominantly vacant, or 4) improved with a non-conforming use.  During the period of construction, or for a period not more than three years immediately following commencement of construction, eligible 421-a projects receive full exemption from real property taxation.  Upon the completion of construction or three (3) years after the commencement of construction, whichever occurs sooner, the property may be eligible to receive a 10-, 15-, 20- or 25-year tax exemption.  These exemptions are only for the new value created by the construction.  The exemption starts at 100% and is phased down to zero.  According to the Department of Finance, in FY 2002, there were 20,301 dwelling units that received 421-a tax benefits for a total tax expenditure of $130 million.
  The duration of the tax benefit depends on factors such as location and other qualifying conditions, such as the receipt of substantial government assistance, the reservation of at least 20 percent of the units for low and moderate income occupants, and the participation in low- and moderate-income housing production under agreement with the Department of Housing Preservation and Development. Finally, under the 421-a program, rental units are subject to rent regulation during the entire benefit period.

J-51 


The J-51 tax benefit program is authorized pursuant to Section 489 of the Real Property Tax Law.  The purpose of the J-51 program is to encourage the rehabilitation and upgrading of New York City’s existing housing stock.  Moreover, the owner of a non-residential building who converts such building to residential use may also receive J-51 benefits.  J-51 benefits can result in tax exemptions, abatement benefits, or both.  The tax exemption benefit temporarily exempts property from the increase in the assessed value that would otherwise occur as a result of significant renovation work.  Whereas, the tax abatement reduces or eliminates existing real estate taxes, generally on both buildings and land,
 based on a percentage of the Certified Reasonable Cost (CRC) of the work that was performed.

The amount of the J-51 tax benefit received depends on the degree of government involvement in the rehabilitation, the location of the property, as well as the extent and nature of the improvement.  Examples of improvements to multiple dwellings that are eligible under J-51 include the installation and/or replacement of heating, plumbing or roofing systems, wiring, windows, elevators and other renovations that qualify as Major Capital Improvements (a/k/a MCI’s).  According to the Department of Finance, in FY 2002, the J-51 program provided 7,112 exemptions and 63,503 abatements to 682,275 apartments, for a total tax expenditure of $162.4 million.

In brief, the J-51 program can result in the following tax benefits:

-
Alterations certified by the Department of Housing Preservation and Development (HPD) receive a 14- to 34-year exemption from taxes on the increased valuation resulting from the improvement.

-
The rehabilitation of private and/or former City-owned buildings with substantial government assistance may receive a 34-year exemption and an abatement of up to 150 percent of CRC, as determined by HPD.

· Properties with Major Capital Improvements (MCIs) may receive an exemption for 14 years and an abatement for up to 90 percent of CRC, applied at a maximum of up to 8 1/3 percent of the total CRC per year, although, in certain areas of Manhattan south of 96th street, the abatement is on the building assessment only, up to a value of $2,500 per unit, and not on the land.

· Moderate rehabilitation projects where at least one major building-wide system is significantly improved may receive a 34-year tax exemption and an abatement of up to 100 percent of the reasonable cost, as long as the property is substantially occupied during the rehabilitation.

· In all cases, a J-51 abatement may only be applied to property taxes for a maximum of 20 years.

Under the J-51 program, rental units are subject to rent regulation during the benefit period.  Furthermore, cooperatives and condominiums where the average assessed valuation exceeds $40,000/dwelling unit are ineligible for tax abatements, except for work completed within 3 years of the establishment of the cooperative or condominium.  In addition, tax benefits for renovations in cooperatives or condominiums that are performed three or more years after the initial conversion, are capped at $2500 per unit under the J-51 program.

� Real property assessment – Pursuant to Chapter 58 of the New York City Charter, under the direction of the Commissioner of Finance assessors serve to make an assessment of real property located in the City.  The term “assessment” means a determination by the assessors of (a) the taxable status of real property as of the taxable status date; and (b) the valuation of real property, including the valuation of exempt real property, and where such property is partially exempt, the valuation of both the taxable and exempt portions.  New York City Charter §1506.


� New York City Department of Finance Annual Report on Tax Expenditures for FY 2002.


�  Buildings located in Manhattan in the Minimum Tax Zone may use the abatement benefit only to reduce real estate taxes on the value of the building, not the land.


�  See note 2 supra. 
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