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Leggat McCall Advisors, Inc.

CAMBRIDGE AFFORDABLE HOUSING PROGRAMS
BASIC EVALUATION CRITERIA
MAY, 1987
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Leggat McCall Advisors, Inc.

Transfer Tax

Equitable - of all of the mechanisms which we have tested,
transfer taxes spread the responsibility for.affordable
housing among the broadest possible base of constituencies.
‘In particular, the transfer tax mechanism most affectzvely
acknowledges the idea that new development is not solely
responsible for affordable housing shortages within the City.
A transfer tax mechanism is indeed the most equitable means
of sharing the responsibility for affordable housing

production within the City of Cambridge.

Implementable - As previously described, political
feasibility will be essential to the City's ability to
implement any one of the techniques described by this
.analysxs. In oufujudgement, given that transfer taxes would
equitably distribute the regponsibility for affordable
housing production we judge that this mechanism in turn
provides the greatest 1ikelihood for generating broad baged
political support. Indeed, the notion of political
feasibility could be further enhanced through the adoption of
a system to exempt‘small scale transactions from the
calculation, In this way, moderately priced‘residential
units might be removed from a transfer tax system without

adversely affecting the notion of maintaining equity while

yet maximizing the effectxveness of. the program 1n generatinq'~-w

:revenuea to achieve affordable housing objectives. S
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Legal - A transfer tax system could only be adopted through a
guccessful legislative approvals proceas; There are several
bills pending now before the State Legislature and there is a
reasonable likelihood that an acceptable bill can be crafted
aodrappfoved through‘a concerted and thoughtful negotiation
and lobbying effort. Perhaps the greatest drawback to the a
guccessful adoption of the transfer tax method is the time
needed to secure legislative approval. We would recommend,
however, that despite the timing issues the long term
, penefits of a transfer tax program far outweigh the near term
.concern that new development projects now in the planning
stages might escape the affordable housing procees., Indeed,
if a transfer tax mechanism can be instituted, the ability to
raise funds for affordable housing will not be solely
dependant upon new projects and thus the need to capture the
revenue generation potential represented by these new
projects becomes far less critical to the aonievemenE of

“
\

program objectives.

P .
Economic - An analysis of the econo7ic impacts of transfer
taxes on the development economics of a wide variety of

project scales and types reveals that a transfer tax paym@nt
of 1% of transaction value coulq be levied in the market \

\
place without unduely affecting.development feasibility ’

{
'

wzthin the City of Cambridge. indeed, at a 1ls rate no _{f

\ _ , T
\
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project regardless of gize or use, new or -existing,
residential or commercial, goodilocation or bad location
would be rendered infeasible. Our tests of market impactsa

included an examination of tranéfer taxes of 2% and 3%. At

”these hlgher ‘rates, development fe581bllity across ‘the boardw

an only be achxeved with a sysﬁem of substantial exemptions.

xn our judgement, it makes both\economic and public policy

ksense to minimize the reliance on exemptions systems and to

- construct the appropriate formulas on the basis of an

understanding of the lowest common denominators.

Asxde from the issues of economic feasibility, perhaps one of
the most attractive characteristics of aitransfer‘tax
mechanism from an economic prospective involves the notion

that because participatlon would be broadly distributed,

individual contributions would be very low. 1In this way, no

project or person or business would be dramatically impacted.

Flexible - We have described the need for flexibility.in
terms of providing market participants with‘the op;ion'to
either contribute cash, unit production, 1and donations,
resident-occupancy write-downs, etc. Under a transfer tax
method this kind of built-in flexibility becomes & moot

point. The dollars which the city can generate from the
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rransfer tax can be used to fund hoﬁsinq production, to buy
land, to write-down occupancy, or better gtill, to leverage
additional funds. S50, while the capital production
mechanisms itself is not flexible, the City would enjoy a
maximum of flexibility in determining the uses of funds

generated.

Predictnble - A transfer tax provides the most predictable
means for gaging the extent of participation in an affordable
housing program. The rates would be established. They would
be known in advance. and all market participants would have
an ability to adapt their individual plans to meet the

transfer tax requirements.

Adaptable - 0of all of the mechanisms examined, the transfer
tax mechanism because it is based on changes in market value
is most effective in gself adjusting to the dynamic to the
market place. Coupled with the fact that individual
contributions would be low hecause anticipated market
participation would be high, the transfer tax method is
likely to be least suceptible to unexpected downturns in the
market. As such, it holds the greatest potential for

ensuring development feasibility and economic health over the

long term.
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Effective - hAgain, because of the anticipated broad
participation in a transfer tax system this method of fund
raiging produces the greatest potential for revenue
production. In addition, because it is tr#nsaction-b&sed
rather than founded in new development projects, the
certainty and security of annual revenue gtreams far exceeds
that produced by any other method examined, Indeed, assuming
that the transfer tax rate were set at only 1% of sale value
and asguming that the first $300,000 6£ every traﬁsaction
were exempted from the calculation, this method would yet:
produce secure revenues of $§2 million per year to gupport

affordable housing programs,

Manageable - A transfer tax mechanism could be implemented
N;ﬁrgugh exigting tax revenue collections procedures. Since
the participation in this kind of program would be strictly
formulaic, there would be no need for extensive review or
negotiation processes to establish the participation
requirements for any individual project. As with all

mechanisms which we have tested, the real management

{ntensity for this method would be a function of how best to .

allocate the funda'collected.

Adjustable - The transfer tax mechanism could be adjusted on

an annual basis as part of existing tax rate review

processes., Once adopted,'these review procedures ghqu}QHQQ _;i}ﬂ;;;;m

’ rreas‘onably "easy_ to implement‘ R

PENE———t e, o
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CONCLUSION :

RANKING :

CONCLUSION :
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CENERIC AFFORDABLE HOUSING PRODUCTION STRATEGIES

PROS o Spreads responsibility among "o Places responsibility on o Places responsibility on o Places responsibility on

broad base of constituencies  dovelopers and occupants of developers avd occupants developers and ocoupants
which ispact housing nes projects which impact of nes projects but provides nes projects
avsilability ad affordability  housing affordability ad zoming or permitting relief

aailability n exchange

CONS o Way miss interests transfered o Ignores existing develogment o Igmees existing development o Ignores existing developsent

by trusts or through leases projects as well as all others  projects as well as all others  projects as well as all others
' contribiting to the afforddle  contributing to the afforddble  contributing to the affordable

housing shortage housing shortage housing shortage

1 4 2 o 3

The transfer tax mechamisa most effectively acknraledges the idea that new development alene is not solely responsible for affordable housing shortag
Of cptions examined, a transfer tax mechamise is Uerefore the most egritable in spreading respansibility for affordable housing production.

o More palatable to development o Hore palatadle to developsent
constituencies given incentive  constituencies given voluntary
provide for cospliance and natuwre of contribition
aility to develop by right :

PROS o Wore palatable to broad based o More palatable to resident
constituencies given equitable  and existing business
distribution of responsibility  constituencies given limited
provided that some fors of distribution of responsibility
exemption is provided for '
woderate value residential
units

oS o Less palatable to resident o Less palatable to dvelipment o Less palatable to resident o Less pil‘aﬁﬂe to resident

and existing business constitencies given limited constituencies given potential  constituencies given voluntary
constituencies given broad _fistrilation of resgencibility  for modification of zomng nature of contribution
distribution of responsibility / requiresents

1 4 3

A transfer ax mechamice [eovides the broadest base of ugget fie inplemntation feovided that breccan:s excaplion: are instituted.

Incentive zeming provides awthee reasinable ggeaah to garmering brosd sugort qiven that develiges receive somthing in retrn for participation.
Wimntary mchamisas ae apt to experience [eobless given thear Tack of certainty. )

Linkag: exactions are lzast Tikely to be palatable with the dewligmnt cmmmity given that mithing is given in return for participation.

QU] ‘SI0SIAPY [[B)OI 16359]
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MSIC TESTS TRNGFER TAK LINGAGE EXACTION INCENTIVE 208D VOLUNTARY CONTRACTS

LEo s o Owe onscted wil) be Tess o Once enacted will be Vess o Can be enacted under existing o Can be enscted Urough policy
* susceptable to Tegal challenge  susceplable to legal challenge  zuming ordinance and can thus directive and can thus be

can be inplemented quickly inplemented quickly
(1) o Regsires state legislative o Reqrires state legislative o If enscted through existing o Legal challenges may yet arise
poroval before enactaent approval before enacteent 20mng, @11 be suscepable in response to claiss of
ad 6] thus Lo more tise ad 01l thus take wore time to Tegal challenge inconsistency or unfwirness in
ad energy to isplemsnt and energy to inplegent negotiation of contributions
DG : 1 3 1 2

CONDLUSION : A transfor tax if enacted will be Teast susceplable to challenge.
Incentive zoming provides a means for expedient isplesentation.
Uoluntary contributions ehile easy Lo iaplesent from 2 Jegal parspective yet leave the City apen to challenge
Linkage enactions are both Tengthy to isplesent and likely to yet result in legal challenge

NONOALE RS o Could be aseged and enforced o Muber of cases o be reviemsd o Muber of cases o be reviemed o Muber of cases to be reviesed
through existing revenue ®i11 be low given liwited ®i1] be low given Tisited ®i1) be 0w given limited
collection procedses distribution of responsibility  distribution of responsibility  distribution of responsibility

OIS . o Mmber of cases o be reviemsd o Wil) creste significat added o W) create significant added o N1 create significant added
a1 be high given broad work for existing departsents oork for existing depwtaonts work for existing departments
distribution of responsibility  and boawrds or will require the  and boards or wil) reqrire the  and boards or will require the

creation of a now departsent creation of 3 new depertant crestion of a new departewnt

DS : 1 1 1 1 .

CBOLISION :  Each sethod 6il) require sigmificat argamizational strucusre to enare that contributions are both collected and applied Lo heusing prodction gosls

E0omIC mos o Individu) comtributions o fpproach to estdlishing a o fbility to develop by rigt o Voluntary neture of @ethod
w11 be very Tem given broad Virkage fee gives priority provides for ssswance of provides for mawrances of
distribution of responsibility Lo economic issues econamic feasibility ecanmic femsibility

[ ] o Wt be carefully dovetailed o Wst be carefully dovetsiled o Mst be carefully dovetsiled o In a highly mﬁn .
with existing tax policy so with existing tax, zoming, and  with existing Lax, 2oming, 3 clisate dovelopers way be

& mot to stifle economic dovelopment ggrovals policies  dovelopsent gpprovals policies  lempled Lo ayree to mate than
activity 0 a8 not to stifle econosic 0 & not to stifle econowic can reasonably be provided
activity ativity economically
e ; 1 ' 2 3

CMOLUSION : A transler tax eochamiss provides the best assurance of econowic feasibility in given that the dbsolute payments are Tom and thit they are self adjusting to the sarket.
Incentive 2aming also provides reasonsble assurance of econumic feasibility in that developers yot have the aption to develop by rigt or receive sosething in return.
Voluntary sechamises assure feasibility but at the expenss of other cbhjectives
Lirkage exactions are least effective in asusing economic feasibility given that they do mt adapt readily to changing sarkets

*oU] ‘SI0SIAPY ue:)ow 1085307
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: CORRIC AFFORMELE HOUSING PRODUCTION STRATECIES
WSIC WSTS TRAEFER TR LINAGE DWCTION INCLUSIONRY 208 VBLUNTARY CONTRACTS
ADMRE  MeS o Wle not Mexible, & tan o Can be structured to be highly o Can be structured to be highly o Uolunary metre of eethod .
provides a high Tewe) of predictable yet offer options predictable yot offer options provides for assurances of
predictability in both the for umt production, Yand for writ production, Yand Nexibility
mout and sethod of paysent donation or cash contributions  donation or cash contribautions
oS o A tax offers mo flexibility o W1 require strong schanise o W11 require strong schanisa o Tl require strong echami
beyend the potential to vary for converting cash and land for converting cash and Tand for converting cash and Yand
the payment ters donations into housing donations into housing donstions into housing
KD : 1 1 1 1
COMDLUSI®N : Each method provides sigmificant opportumity for flexibility
[ gL 13 oS o Self adjusts to changing o Approach to establishing a o Mility to develop by rigt o Voluntary nature of methad
swrket conditions Tirkage fee gives priority provides for some asurance of  provides for adaptation in
to economic issues _ swrket adaprability changing swkets
oS o Mst be carefully dovetailed o Mot self-adjusting for o Mot fully self-adjsting for o Contribwtions are not
with existing U policy so changing sarket conditions changing sarket conditions predicible or guarenteed
& mot Lo stifle econosic should eerkets sodken
wtivity
L 1 4 2 3
ONDLUSHIN : A trawsfer tax sechamise provides the best assurance of economic feasibility in given that the eolute payments are Tou and that they are self adjusting to the sarket.
Incentive 2oming also provides reasonible assurance of econusiic feasibility in that develapers yet have the aption to develop by right or receive something in return.
Wlutary sechamises ssssre adaptability bt at the expense of other chjectives
Linkage evactions are Teast effective in assuring econosic foasibility given that they do not adept readily to chnging sarhets
EFFECTIVE RS o Dristing revenue collection o Mmber of cases to be seaused o Wusber of cases 1o be seaswed o Raber of cases to be reviened
procedures allon for exy 1] be low given limited 1) be Tow given limited «i11 be Tow given Viwited
seaswesent of collections distribution of responsibility  distribution of responsibility  distribution of responsibility
o o Method for measuring the o Method for sesusing the o Nethod for seasuring the oWlw.r-ﬁQﬁ
effectiveness of programs for effectiveness of housing effectiveness of housing effectivenss of hassing
converting collections imto production proyams et te praduction programs and 2oming  production prograss and zoming
housing for must be develaped developed inpacts must be developed iapacts must be developed
ROKING : 1 1 1 1
UMAUSION :  Each eethod wil) roquire significant orgamizational struiture to ensure that Getribeions e both collected and pplied to housing proda tivn gosls

*oU] *SI0SIAPY [[B)O 1ed3o]
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PAGE 4

& . GENERIC AFFORDABLE HOUSING PRODUCTION STRATEGIES

NSTBLE  PRIS o Canboreviemed awwally as o Can be reviewed periodically o Can be reviewed periodically o Self-adjusts to changing
part of existing revenue as part of an established as part of an established sarket conditions
revien and adjusteent process reviem and adjusteent process revies and adjustsent process

CONS o Modifications except those o Modifications except those Modifications will likely have o Does not self-adjust to

e which deal with reduction or which deal with reduction or to include changes to both changing housing needs
9 repeal of requiresents will repoal of requiresents will  contributions sethods and
al be difficult to isplesent be difficult to isplesent base Tine 2oming regulations
o RAKING : 1 1 1 1
L"‘-ﬁy
%5;{5; CONCLUSION :  Each method will require significant orgamizational structure to ensure that a systes for periodic revies and modification is instituted.
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CITY OF CAMBRIDGE

COMMUNITY DEVELOPMENT DEPARTMENT
City Hall Annex - Inman & Broadway - Cambridge, Mass. 02139

617:349.4600
. Fax617:349+4669

May 16, 1991

To the Honorable, the City Council:

RE: Council Order #22, dated 12/10/90, Re: Real Estate Transfer
Impact Fee

In 1987, the Community Development Department (CDD)
commissioned a study, prepared by Leggat McCall, entitled
"Cambridge Affordable Housing, Legislative and Regulatory Capital
Formation Mechanisms." Leggat McCall was asked to analyze
different methods for raising capital to support affordable housing
production programs. The study reviewed and made recommendations
related to four different regqulatory and legislative methods of
capital formation - transfer tax, linkage exaction, incentive
zoning and voluntary contracts. Based, in part, on this report's
recommendation the Cambridge City Council in July 1988 enacted the
current Incentive 2Zoning requirement. Incentive Zoning was a
mechanism that could be approved on a local basis and did not
require the City to gain State approval. Since the initial
adoption of Incentive Zoning, the Council has requested State Home
Rule authority to extend the linkage requirement to as-of-right
commercial development.

The report identified the transfer tax mechanism as "the
method [which] constitutes the best means for raising funds to
support affordable housing in the City of Cambridge." The criteria
used to judge the methods included economic feasibility in
different market conditions, quantity and security of income,
simplicity of administration and equity in terms of distributing
responsibility for affordable housing over the broadest base. The
portions of the report which evaluate the transfer tax according
to these and other criteria are attached. The strongest drawback
to adoption of the transfer tax was the necessity of State Home
Rule enabling legislation prior to Council enactment. Similar
types of enabling legislation as well as State-wide authorization
have been defeated in the Legislature.
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Leggat McCall, after reviewing different feasibility models,
recommended that the transfer tax be set at one percent of sales
« and that the first $300,000 of any sale be exempted from the tax.
“The one percent fee did not render any project infeasible while a
higher rate of tax might negatively impact development feasibility
particularly of smaller projects.

o memensss T the one percent transfer tax had been applied to sales in

the past year (Dec.'89 - Dec.'90) with the first $300,000 of any
sale exempted, approximately $474,000 would have been raised. If
the exemption was more limited, that is sales up to $300,000 were
exempted, but the full amount of sales over $300,000 were taxed,
then approximately $939,800 would have been raised. The sales
figures are based on both residential and commercial sales.

An additional exemption which the Council may wish to consider
is the exemption of first-time homebuyers although exempting sales
under $300,000 would likely cover most of these purchasers.

City Manager B
RWHTSS:nb
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In City Council,
May 20, 1991
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