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A Local Law to amend the administrative code of the city of New York, in relation to exemption from taxation of alterations and improvements to multiple dwellings.

BACKGROUND AND ANALYSIS:

On September 24, 2007, the Committee on Housing and Buildings, Chaired by Council Member Erik Martin Dilan, conducted a hearing on Int. No. 526, A Local Law to amend the administrative code of the city of New York, in relation to exemption from taxation of alterations and improvements to multiple dwellings. Today, November 15, 2007, is the Committee’s second hearing regarding this legislation.

The J-51 tax benefit program is authorized pursuant to Section 489 of the Real Property Tax Law.  The program has been one of the most significant mechanisms to encourage the rehabilitation and upgrading of the existing housing stock in New York City.  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 J-51 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 (MCI’s).  According to the Department of Finance, in Fiscal Year 2007, the J-51 program provided 14,479 exemptions and 143,438 abatements to 739,674 apartments.
  The exempt value for these properties was $908.5 million.
  The total tax expenditure for the J-51 program in Fiscal 2007 was $220.5 million, which broke down into $115.7 million in exemption-related expenses and $104.8 million in abatement-related expenses. 

In brief, the J-51 program can result in some of 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 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.

· 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, renovations in cooperatives or condominiums performed three or more years after the initial conversion, are capped at $2500 per unit under the J-51 program.


In 1998, (Laws of 1998, chapter 246), the State extended the authority of localities to amend or adopt local laws and provided that all conversions, alterations and improvements must be completed prior to December 31, 2003, to qualify for benefits under this program.  Accordingly, the City enacted Local Law 72 of 1999 to extend the provisions of the J-51 tax benefit program to provide that eligible conversions, alterations or improvements of existing multiple dwellings in New York City must be completed prior to December 31, 2003.

In 2002, (Laws of 2002, chapter 418), the State extended the authority of localities to amend or adopt local laws to extend the J-51 program until June 1, 2007 and provided that all conversions, alterations and improvements must be completed prior to December 31, 2007 to qualify for benefits under this program.  This law also authorized the City to extend the thirty-four year exemption benefit period and the maximum potential abatement for privately-owned substantially rehabilitated or converted buildings where affordable housing is created through governmental assistance.  Prior to this legislation, only moderate rehabilitations or substantial rehabilitations of formerly city-owned properties were eligible for these enriched benefits.  Hence, the provisions in Local Law 16 for the Year 2003 eliminated the requirement that substantially rehabilitated buildings receiving the enriched benefit be formerly city-owned, thus resulting in more units being eligible for these enriched benefits.  However, any increase in the number of units that would be eligible to receive the enriched benefits is constrained by the fact that to obtain such benefits the units must be rehabilitated through government assistance, which in turn allows for the imposition of measures to ensure that the resulting residential units are “affordable.”  It was anticipated that Local Law 16 would encourage the rehabilitation of mixed-use properties with housing units above commercial storefronts.

Other recent changes to the J-51 program include Local Law 45 for the Year 2004
 that authorized J-51 tax exemption benefits to alterations, improvements or conversions for an expansion of cubic content to an existing building or structure.  This benefit was crafted to encourage owners to develop additional housing or new housing on their properties.  This benefit, however, is available only if at least 50 percent of the “floor area” of the completed building consists of the original structure.
  

Int. No. 526 is in response to Chapter 244 of the Laws of 2006, which authorizes this local legislative body to adopt and amend local laws relating to the J-51 tax benefit program until June 1, 2011, provided that conversions, alterations or improvements are completed prior to December 31, 2011.  Bill section one of this legislation amends the Administrative Code to so provide.  Bill section two provides that this local law would take effect immediately.

�  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 only, not the land.


�  “City of New York Department of Finance Office of Tax Policy Annual Report on Tax Expenditures Fiscal Year 2007” at 17.  � HYPERLINK "http://www.nyc.gov/html/dof/html/pdf/07pdf/ter-2007.pdf" ��http://www.nyc.gov/html/dof/html/pdf/07pdf/ter-2007.pdf� 


� Id.


� Id.


5 Pursuant to Chapter 450 of the Laws of 2003.


� For purposes of this subdivision, "floor area" shall mean the horizontal areas of the several floors or any portion thereof of a dwelling or dwellings and accessory structures on a lot measured from the exterior faces of exterior walls or from the center line of party walls.
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