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SUBJECT: Honeownership Tax Credit Act of 2000

SUMVARY

Under the Bank and Corporation Tax Law (B&CTL), this bill would allow an
unspeci fied “honeownership tax credit” to certain financial corporations for
maki ng qualified second nortgage | oans. The |oans nust be nade to certain hone
buyers or to individuals inmproving their homes under a nei ghborhood
revitalization project. The California Tax Credit Allocation Conmittee (CTAC)
woul d al l ocate the credit.

SUWARY OF AMENDMENT

Prior to the April 6, 2000, anendnments, under the Health and Safety Code the bil
contai ned intent |anguage regardi ng a honeownership tax credit. The April 6,
2000, anendnents added the credit |anguage.

EFFECTI VE DATE

This provision wiuld be effective i medi ately upon enactnent and would apply to
taxabl e or inconme years beginning on or after January 1, 2001.

SPECI FI C FI NDI NG

Exi sting state law allows a credit for interest income on | oans used to finance
qualified expenditures for farmwrker housing. Existing state |law also all ows

t axpayers that make | oans to businesses within an Enterprise Zone to deduct net
i nterest.

Exi sting federal |aw taxes interest on federal obligations (e.g., bonds issued by
the federal government and certain federal agencies) and allows such interest to
be included in the incone base of a nondiscrimnatory state franchise tax. (For
this purpose, the tax is nondiscrimnatory so long as the tax inposed on the
federal interest is not different than tax assessed on any other interest,
including interest on state obligations.) Under existing state |law interest on
state obligations (e.g., bonds issued by this state and political subdivisions of
this state) and interest on federal obligation are exenpt from personal incone
tax, but are included within the neasure of the corporate franchise tax.

This bill would provide that the CTAC all ocate a honmeownership tax credit in an
unspeci fied anobunt to qualified | enders that make qualified homeownership tax
credit |oans.
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The CTAC would allocate the credit, over a credit period of 10 years (conputed on
a nmonthly basis), based on bids for the value of the credit submtted by the

|l enders. Priority would be given to |lenders with | oans that are prepaid during a
cal endar year for credit allocations in the succeeding cal endar year. The CTAC
al so woul d prescri be an applicable percentage that would be applied to the
allocated credit anpbunt to arrive at the credit for the year. The applicable
percentage would yield over the credit period a present value of 100% The

met hod used to di scount the applicabl e percentage woul d be determ ned under IRC
Section 42(b)(2)(C), relating to the | owincone housing credit applicable
percentage. The homeownership tax credit |oan could be disposed of during the
credit period and the party acquiring the | oan would be allowed the remai nder of
the credit over the remaining credit period. |If a qualified |oan were repaid
prior to the expiration of the credit period, the anount of the unexpired credit
woul d no | onger be available as a credit.

The bill also would appear to require the CTAC to adopt a witten “approved
al l ocation plan” certified by an unspecified "Secretary" and incl ude:

The selection criteria that would be used to award the credit would be based on
bi ds submitted by lenders, and the priority given to specified | enders.

An assurance that the CTAC would not allocate nore than 10% of the credit
anount for a cal endar year for qualified homeownership tax credit | oans that
are nei ghborhood revitalization project |oans.

A procedure the CTAC would follow to nonitor for nonconpliance with the terns
of the law establishing the credit and in notifying the Franchi se Tax Board
(FTB) of nonconpli ance.

The CTAC would be required to submt to the FTB, in a manner agreed to by both
parties, an annual report. The report would specify:

The amount of the credit allocated to each qualified | ender.

The principal anbunt of the aggregate new qualified | oans made during the year
and the outstandi ng anmbunt of the loans in the year for each qualified I ender.

The nunmber of qualified |oans made by a qualified | ender during the year.

The CTAC would be required to prescribe regulations as may be necessary or
appropriate to admnister this credit.

This bill would allow the FTB, upon finding of non-conpliance, to revoke any
qgualified homeownership tax credit allocated by the CTAC

A “qualified lender” would neet all of the follow ng requirenents:

Is an insured depository institution, insured credit union, comunity

devel opnent financial institution or a nonprofit comunity devel opnent

cor poration.

Makes avai |l abl e pre-purchase honmeownershi p counseling for nortgagors.
Originates a mninmumof 100 qualified homeownership tax credit |oans during the
one-year period beginning with the date the credit was allocated. The
aggregate anount of | oans made nmust not be |less than the bid nmade by the | ender
to the CTAC
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“Qualified honeownership tax credit |oans” would nmean all of the foll ow ng:

A loan originated and funded by a qualified lender that is secured by a second
lien on a residence.
The proceeds of the |loan are used exclusively to acquire a residence or to
substantially inprove the residence in connection with a nei ghborhood
revitalization project.
The princi pal amount of the loan is at |east 18% of the purchase price of the
resi dence and not nore than 20% of the purchase price or $40, 000, whichever is
less. In the case of a neighborhood revitalization project |oan, the appraised
val ue may be used instead of the purchase price, and the $40,000 limt is
increased to $55,000. Beginning in 2001, these amounts woul d be adjusted for
inflation based on the housing price index as published by the Federal Housing
Fi nance Board.
The | oan cannot be anortized over nore than a 30-year period. The |ender or
the CTAC may set the anortization period. The |oan may be a ball oon paynent
loan if the follow ng conditions are net:
Is for a period of 25 years and no paynent is due until the earlier of the
end of the period or the date the residence is disposed of. Paynent also
could be required if the nortgagor (borrower) receives any portion of the
equity of the residence while refinancing any | oan secured by the residence.
Does not prohibit early repaynent of the | oan.
The rate of interest on the balloon paynent |loan is zero.
- There are no servicing fees in connection with the ball oon paynent | oan.
The proceeds of the |oan could not be used to pay settlenment or closing costs
in excess of 4% of the purchase price of the residence.
The rate of interest on the | oan does not exceed the greater of 3% or the
anount that the prinme interest rate, on the date the loan is originated,
exceeds 5.5%
The origination fee paid in connection with the | oan does not cause the
aggregate anmount of origination fees paid in connection with any | oans securing
the property to exceed 2% of the appraised value of the residence, or 1%in the
case of nei ghborhood revitalization project |oan.
The servicing fees in connection with the | oan, when added to the fees of any
ot her | oan secured by the residence, may not exceed 63 basis points; 38 basis
points in the case of nei ghborhood revitalization project |oan.
The nortgagor who is obtaining the | oan would have to neet all of the
fol | owi ng:
Whose fam ly income for the year in which the nortgagor applies for the |oan
does not exceed 100% of the nedian gross incone for the area where the
residence is |ocated, as determ ned by Section 143(f)(2) of the Interna
Revenue Code, relating to inconme requirenents for Mrtgage Revenue Bonds.
Whose debt-to-income or total debt-to-inconme ratio after incorporating the
homeownership tax credit |oan woul d not exceed guidelines set by the Federa
Housi ng Admi nistration or sonme |lesser ratio determ ned by the CTAC or the

| ender.
Who attends a pre-purchase honmeownershi p counseling provided by the | ender.
The residence that secures the loan is or will be owner-occupied and a

single famly residence and was purchased by a nortgagor with a down paynent
not | ess than the | esser of 2% of the purchase price or $2,500.
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A “nei ghborhood revitalization project |oan” would nean a | oan secured by a
second lien on a residence and used to substantially inprove the residence in
connection with a nei ghborhood revitalization project.

A “nei ghborhood revitalization project” would nean a project of sufficient size
to alleviate physical deterioration and sinulate investnent. A neighborhood
revitalization project area would have to be designated by a | ocal governnent in
an ordi nance or other docunent. Unless the |ocal government’s jurisdiction
covers a popul ation of not nmore than 25,000, the neighborhood revitalization
proj ect area could not be the entire local jurisdiction.

This bill would require, under certain circunstances, that if a borrower with
famly inconme of 115% or nore of the area medi an gross income di sposes of the
resi dence to which a honmeownership tax credit applies, the taxpayer’s tax due
under the B&CTL shall be increased by 50% of the gain on the disposition of the
residence. The qualified | ender would be required, at the tine of settlenent, to
provide the nortgagor with a witten statenent inform ng the nortgagor of the
potential recapture. This rule would not apply to a borrower who neets at | east
one of the foll ow ng:

The di sposition was made nore than 10 years after the qualified homeownership
tax credit |oan was nade.

The disposition is by reason of death.
The purchaser of the residence assunes the honeownership tax credit |oan.

This bill also would provide that no portion of the unused business credit for
any taxable year, which is attributable to the credit determ ned under Section
45D, may be carried back to a taxable year ending before the date of the
enactnment of this bill.

Pol i cy Consi derati ons

Federal |aw prohibits discrimnatory state taxation of interest on federa
obligations. This bill provides a credit to banks and fi nanci al
corporations for interest forgone on loans relating to honeownership | oans.
This could be interpreted to subject interest on federal obligations to a
discrimnatory state franchise tax in violation of federal |aw.

It is possible this bill would allow the credit for purchases of hones
| ocated outside of this state.

This bill would allow the taxpayer to carry back the credit to an incone
year prior to the year the credit was earned. No other credit or deduction
under California lawis allowed to be carried back.

The tax credit does not contain a sunset date. Recently enacted credits
contain sunset dates and generally are provided to allow periodic review by
the Legi sl ature.
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| npl enent ati on Consi derati ons

The major inplenentation considerations are as foll ows:

It is unclear if the CTAC woul d set the applicable percentage at the
begi nning of the credit period or would set a new applicabl e percentage
every year

It is unclear if the maximumcredit the CTAC can allocate every year is
for a single taxpayer, the aggregate anount for all taxpayers, or both.
The terns “taxpayer,” “Secretary,” “reasonable,” “residence,” and
“Section 45D are not clearly defined. The phrases “approved allocation
pl an” and “bal | oon paynent | oan” are defined but not used.

It is unclear if any |l oan would qualify as a neighborhood revitalization
proj ect | oan because the ternms “nei ghborhood |oan revitalization project

| oan” and/or “apprai sed value” do not appear in all instances that they
are needed.
The bill would inpose a tax under the B&CTL on a taxpayer if an

i ndi vidual (a “Personal Inconme Tax Law’ taxpayer) disposed of the

resi dence to which a homeownership tax credit applies within 10 years
after the loan was made . The tax inposed would be equal to 50% of the
gain on the disposal of the residence.

It appears a non-qualified | ender could purchase the | oan and be entitled
to claimthe credit for the remainder of the credit period.

Departnment staff is available to work with the author as the bill proceeds
through the Legislature to resolve the concerns.

Techni cal Consi derati ons

There are nunerous technical considerations, including cross referencing
errors, that would best be corrected after the inplenentation considerations
are addressed.

FI SCAL | MPACT

Departnental Costs

Once the inplenentation considerations are resolved, this bill should not
significantly inpact the departnent’s cost.

Tax Revenue Esti mate

The revenue estimate i s unknown and cannot be determ ned until the annua
anount of credit that can be allocated by the CTAC i s stated.

BOARD POSI TI ON

Pendi ng.



