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Land
Land Gain
Gain Taxes
Taxes
Strategy description
A land gain (or speculation) tax is a graduated tax on the profit between the sale and resale of
the same house or building. The tax rate depends on the period of time that the land is held,
with shorter holding periods and higher profits subject to higher tax rates. The strategy is
intended to prevent the rapid “flipping” of real estate for a quick profit and instead to encourage
long-term ownership. The tax also is intended to return to the community a significant portion
of the short-term gains made by the rapid turnover of real estate. By discouraging speculation,
these graduated taxes may reduce the land costs of affordable housing. 90
History of the strategy
In the 1970s, the state of Vermont adopted a graduated tax on the profits from land sold within
six years of purchase in response to concern raised about the effects of rapid increases in land
prices, particularly in rural areas. The tax applies to the value of land, not buildings.
Target population
Direct Impact:
x The tax creates a funding stream that can be used to fund low-income housing.
Indirect Impact:
x Discouraging speculation benefits buyers and renters generally by making increases in
property prices steadier and more likely to reflect current local economic conditions.
How the strategy is administered
State legislation is required to adopt a land gain tax, which is collected by the state tax
department.
How the strategy is funded
No need for funding other than ensuring proper enforcement of the tax.
Extent of use of the strategy
Limited use
Examples of locations where the strategy is being used
x

While considered in a number of states (Rhode Island, Hawaii, and Virginia), a land gain tax
is currently only used in Vermont.

x

A bill was proposed in the Hawaii state Legislature in the spring of 2007 that would add a
new tax to the existing capital gains tax on sales of real estate. Homeowners selling their
property within 6 months of its purchase would be taxed 60 percent on capital gains; 30
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percent on capital gains between 6 and 12 months of ownership; and 15 percent on capital
gains between one and two years of ownership. The bill would go into effect in January
2008 if passed.
Strategy results
As of 2005, the tax in Vermont was raising nearly $4 million annually, a significant increase from
the $500,000 it had been generating only a few years prior.
Pros and cons to using the strategy
Pros:
x Decreased fluctuation in rents may reduce displacement of renters.
x

The housing market will better reflect current incomes of the local population.

x

Provides a possible dedicated source of funding for affordable housing.

x

May slow inflation of housing prices.

Cons:
x Legislation must be written carefully to avoid unintended consequences for affordable
housing developers, owner-occupants, and others.
Sources of information about the strategy
x

Text of Vermont Statute Title 32, Chapter 236: Tax on Gains from the Sale or Exchange of
Land: http://michie.lexisnexis.com/vermont/lpext.dll?f=templates&fn=main-h.htm&cp=

x

Institute of Community Economics publication, Harmon, Tasha, “Integrating Social Equity and
Smart Growth: An Overview of Tools,” 2004. Available at:
http://content.knowledgeplex.org/kp2/cache/documents/98054.pdf

x

Star Bulletin news item about proposed bill in Hawaii state legislature:
http://starbulletin.com/2007/03/17/business/story01.html

x

Discussion of proposal to implement tax in Rhode Island and descriptions of Vermont’s law
in the Rhode Island Policy Reporter, http://whatcheer.net/ripr/ripr23.pdf and
http://whatcheer.net/index.cgi/2005/11/

Contact information
Vermont Department of Taxes
133 State Street
Montpelier, VT 05633
802-828-2550
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Demolition Taxes
Taxes
Demolition
Strategy description
A tax is levied upon demolition in order to promote the preservation or creation of affordable
housing. The demolition tax only applies to residential demolitions, and is only in effect with
the removal of more than 50 percent of an existing structure.
Target population
Demolition taxes are sometimes used to provide revenue to a housing trust fund that creates
housing targeted to low- and moderate-income renters and homebuyers. It may also help
preserve the diversity of a community’s housing stock, benefiting the community generally.
How the strategy is administered
Typically administered by the city’s Building Division; payment is required prior to issuance of a
demolition permit. Exceptions may be granted to property owners who are replacing their
house if they occupy it for a specified length of time (often three years).
How the strategy is funded
No funding is necessary.
Extent of use of the strategy
Limited use.
Examples of locations where the strategy is being used
x

The city of Highland Park, IL levies a $10,000 demolition tax on residential property;
exceptions include property owners who have resided in the property for five years or who
sign covenants agreeing to remain in the property for five years after the new house is built.
Revenues are largely dedicated to the city’s housing trust fund (see case study).

x

Lake Forest, IL enacted a $10,000 demolition tax on residential property in February 2006.
Half of the revenue is dedicated to an affordable housing trust fund; the other half is
allocated to the city’s general fund.

x

Evanston, IL also has a $10,000 demolition tax on residential property that has been in
effect since 1998. The tax generates about $60,000 per year for the city’s affordable housing
initiatives.

Strategy results
Highland Park’s demolition tax raised about $1 million for the city’s affordable housing trust
fund over the last four years.
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Pros and cons to using the strategy and/or types of markets where the strategy is more
or less effective
Demolition taxes are effective primarily in strong and gentrifying markets, where modest homes
are being torn down and replaced with larger homes. They are less effective in distressed areas,
because the tax is a disincentive to revitalization.
Pros:
x Provides a source of revenue for the city and/or a housing trust fund.
x

May help maintain a diverse housing stock in a gentrifying area.

Cons:
x Likely to face opposition by property owners.
Sources of information about the strategy
x

City of Highland Park Affordable Housing Demolition Tax, June 2006, available at:
www.cityhpil.com/pdf/commissions/housing_demoTax.pdf

x

“Affordable Housing Toolkit for Communities in the Chicago Region,” Business and
Professional People for the Public Interest, undated. Available at:
www.bpichicago.org/documents/RegionalToolKit.pdf

x

Lake Forest Demolition Tax, available at:
http://metroplanning.org/homegrown/fin_lf_demotax.pdf

x

Evanston Affordable Housing Demolition Tax, available at:
http://metroplanning.org/homegrown/fin_ev_demoTax.pdf

Contact information
Michael Blue, Director
Community Development Department
City of Highland Park, Ill.
1150 Half Day Road
Highland Park, IL 60035
847-432-0867
mblue@cityhpil.com
Business and Professional People for the Public Interest
25 East Washington Street, Suite 1515
Chicago, IL 60602
312-641-5570
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HIGHLAND PARK, ILLINOIS
ȱ
HighlandȱPark,ȱILȱisȱoneȱofȱtheȱmoreȱexpensiveȱ
9 Housing trust funds
andȱ highȬincomeȱ areasȱ inȱ theȱ country,ȱ andȱ
9 Community land trust
mightȱseemȱanȱunlikelyȱcandidateȱtoȱencourageȱ
9 Inclusionary zoning
andȱ implementȱ affordableȱ housingȱ strategies.ȱȱ 9 Demolition taxes
9 Profit-nonprofit partnerships
Theȱ medianȱ homeȱ priceȱ forȱ newȱ singleȱ familyȱ
9 Creative public-private
homesȱisȱaboutȱ$1.2ȱmillion.ȱȱȱ
collaborations
ȱ
Nevertheless,ȱ yearsȱ ofȱ commitmentȱ toȱ
maintainingȱaȱstockȱofȱaffordableȱhousingȱhaveȱenabledȱHighlandȱParkȱtoȱemergeȱasȱ
leaderȱ inȱ theȱ affordableȱ housingȱ arena.ȱ ȱ Theȱ city’sȱ accomplishmentsȱ haveȱ beenȱ
achievedȱ throughȱ anȱ arrayȱ ofȱ strategiesȱ includingȱ demolitionȱ taxes,ȱ employerȬ
assistedȱ housing,ȱ greenȱ building,ȱ aȱ flexibleȱ inclusionaryȱ zoningȱ ordinance,ȱ andȱ theȱ
establishmentȱofȱaȱhousingȱtrustȱfundȱandȱaȱcommunityȱlandȱtrust.ȱȱ
ȱ
Highland Park has a long history of promoting affordable housing
Highlandȱ Park’sȱ focusȱ onȱ creatingȱ aȱ diverseȱ communityȱ thatȱ includesȱ affordableȱ
housingȱ datesȱ toȱ theȱ 1870s,ȱ whenȱ theȱ Highlandȱ Parkȱ Buildingȱ Companyȱ beganȱ
constructingȱ homesȱ ofȱ variedȱ sizesȱ andȱ affordableȱ rentalȱ unitsȱ nearȱ theȱ centralȱ
businessȱ district.ȱ ȱ Theȱ establishmentȱ ofȱ theȱ city’sȱ Housingȱ Commissionȱ inȱ 1973,ȱ
whichȱremainsȱoneȱofȱtheȱcity’sȱstrongestȱaffordableȱhousingȱproponents,ȱsoughtȱtoȱ
furtherȱaddressȱtheȱneedȱforȱaffordableȱhousingȱinȱtheȱcommunity.ȱȱWithȱinputȱfromȱ
theȱ Housingȱ Commission,ȱ theȱ 1976ȱ andȱ 1997ȱ cityȱ masterȱ plansȱ bothȱ committedȱ toȱ
promotingȱandȱincreasingȱaffordableȱhousingȱopportunities,ȱinȱaȱlargeȱpartȱthroughȱ
earlyȱinclusionaryȱzoningȱordinances. 91ȱ
ȱ
Despiteȱtheȱcity’sȱinitialȱeffortsȱtoȱprioritizeȱaffordableȱhousing,ȱanȱassessmentȱinȱtheȱ
lateȱ 1990sȱ demonstratedȱ aȱ clearȱ lossȱ inȱ affordableȱ unitsȱ overȱ theȱ previousȱ twoȱ
decadesȱasȱaȱresultȱofȱteardowns,ȱtheȱincreasedȱcostȱofȱnewȱhousing,ȱandȱaȱdepletedȱ
supplyȱofȱdevelopableȱland. 92ȱȱInȱresponse,ȱtheȱcityȱinitiatedȱaȱjointȱtaskȱforceȱinȱ1998,ȱ
which,ȱ throughȱ significantȱ communityȱ outreachȱ andȱ inputȱ fromȱ developersȱ andȱ
otherȱstakeholders,ȱdevelopedȱaȱsolution.ȱȱTheȱfourȱcornerstonesȱofȱtheȱmostȱrecentȱ
AffordableȱHousingȱPlanȱinclude:ȱ
ȱ
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 Revisedȱinclusionaryȱzoningȱordinances;ȱȱ
 Establishingȱaȱhousingȱtrustȱfundȱtoȱbeȱfundedȱinȱpartȱbyȱaȱdemolitionȱtax;ȱȱ
 CreationȱofȱtheȱHighlandȱParkȱCommunityȱLandȱTrust;ȱandȱȱ
 Anȱemployerȱassistedȱhousingȱcomponent.ȱȱ

ȱ
Flexibility is key to the success of Highland Park’s inclusionary zoning
ordinance
Theȱ city’sȱ inclusionaryȱ zoningȱ ordinanceȱ isȱ bothȱ flexibleȱ andȱ catersȱ toȱ theȱ needsȱ ofȱ
developersȱ toȱ theȱ extentȱ possible.ȱ ȱ Michaelȱ Blue,ȱ directorȱ ofȱ communityȱ
developmentȱforȱtheȱCityȱofȱHighlandȱPark,ȱemphasizesȱthatȱflexibilityȱhasȱbeenȱtheȱ
ordinance’sȱ greatestȱ asset,ȱ asȱ noȱ twoȱ developersȱ
everȱ approachȱ aȱ projectȱ inȱ theȱ sameȱ way.ȱ ȱ “Ifȱ
“Ifȱ[inclusionaryȱzoning]ȱisȱ
[inclusionaryȱzoning]ȱisȱalwaysȱblackȱandȱwhite,ȱ
alwaysȱblackȱandȱwhite,ȱitȱ
itȱ makesȱ itȱ muchȱ moreȱ difficultȱ forȱ aȱ planȱ toȱ
makesȱitȱmuchȱmoreȱdifficultȱ
work,”ȱheȱsaid.ȱȱ
forȱaȱplanȱtoȱwork.”ȱ
ȱ
ȬMichaelȱBlueȱ
Regulatedȱdevelopmentsȱwithȱfiveȱorȱmoreȱunitsȱ
areȱ requiredȱ toȱ setȱ asideȱ 20ȱ percentȱ ofȱ unitsȱ asȱ
affordable,ȱ andȱ theȱ ordinanceȱ appliesȱ toȱ newȱ constructionȱ projects,ȱ renovationsȱ ofȱ
multiȬfamilyȱdevelopmentsȱthatȱincreaseȱtheȱnumberȱofȱdwellingȱunits,ȱandȱchangesȱ
inȱ theȱ useȱ ofȱ propertyȱ fromȱ nonȬresidentialȱ toȱ residentialȱ orȱ condoȱ conversion. 93ȱȱ
Developersȱareȱrewardedȱforȱsuchȱdevelopmentsȱwithȱaȱoneȱforȱoneȱdensityȱbonus.ȱȱ
Anȱadditionalȱdensityȱbonusȱisȱofferedȱforȱplannedȱunitȱdevelopmentȱ(PUD),ȱofȱupȱ
toȱ0.5ȱmarketȱrateȱunitsȱforȱeachȱaffordableȱunitȱtoȱaȱmaximumȱofȱ1.5ȱbonusȱunits.ȱȱȱ
ȱ
Theȱ flexibilityȱ ofȱ theȱ ordinanceȱ comesȱ inȱ theȱ constructionȱ ofȱ theȱ affordableȱ andȱ
marketȬrateȱ units.ȱ ȱ Theȱ marketȱ rateȱ andȱ affordableȱ unitsȱ needȱ notȱ beȱ identical,ȱ butȱ
theyȱ mustȱ beȱ visuallyȱ indistinguishable,ȱ containȱ theȱ sameȱ numberȱ ofȱ bedrooms,ȱ
possessȱgrossȱfloorȱareasȱwithinȱ75ȱpercentȱofȱeachȱother,ȱandȱmeetȱtheȱsameȱenergyȱ
efficiencyȱstandards. 94ȱȱȱ
ȱ
Developersȱ areȱ alsoȱ offeredȱ alternativesȱ toȱ onȬsiteȱ constructionȱ ofȱ affordableȱ units.ȱȱ
Developersȱ ofȱ singleȬfamilyȱ projectsȱ withȱ fewerȱ thanȱ 20ȱ unitsȱ canȱ makeȱ anȱ inȬlieuȱ
developmentȱ cashȱ paymentȱ ofȱ $100,000ȱ perȱ affordableȱ unitȱ byȱ right;ȱ developersȱ ofȱ
projectsȱwithȱmoreȱthanȱ20ȱunitsȱmayȱappealȱtoȱtheȱCityȱCouncilȱforȱapprovalȱofȱanȱ
inȬlieuȱ payment,ȱ mayȱ dedicateȱ landȱ toȱ theȱ Housingȱ Commission,ȱ orȱ mayȱ provideȱ
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offȬsiteȱ units.ȱ ȱ Theȱ inȬlieuȱ revenueȱ isȱ dedicatedȱ toȱ theȱ city’sȱ Housingȱ Trustȱ Fund,ȱ
althoughȱ onlyȱ oneȱ developerȱ soȱ farȱ hasȱ electedȱ theȱ inȬlieuȱ option,ȱ havingȱ optedȱ toȱ
buildȱtwoȱaffordableȱunitsȱandȱpayȱtheȱfeeȱforȱtheȱthirdȱrequiredȱunit.ȱȱȱ
ȱ
Incentivesȱofferedȱbyȱtheȱcityȱtoȱhelpȱoffsetȱtheȱcostȱofȱtheȱaffordableȱunitsȱincludeȱaȱ
$10,000ȱ impactȱ feeȱ waiverȱ forȱ theseȱ unitsȱ asȱ wellȱ asȱ demolitionȱ permitȱ feeȱ andȱ
demolitionȱtaxȱwaivers.ȱȱ
ȱ
Oneȱ ofȱ theȱ largestȱ developmentsȱ theȱ cityȱ hasȱ seenȱ inȱ aȱ longȱ timeȱ isȱ currentlyȱ
underway,ȱ consistingȱ ofȱ 42ȱ units,ȱ includingȱ 30ȱ townhomesȱ andȱ 12ȱ condos.ȱ ȱ Theȱ 20ȱ
percentȱ inclusionaryȱ requirementȱ willȱ generateȱ sevenȱ affordableȱ units,ȱ includingȱ
fiveȱ condosȱ andȱ twoȱ townhomes.ȱ ȱ Theȱ relativelyȱ highȱ shareȱ ofȱ condosȱ thatȱ areȱ
affordableȱrelativeȱtoȱtownhomesȱisȱoneȱwayȱtheȱcityȱprovidedȱtheȱdeveloperȱsomeȱ
flexibilityȱinȱsatisfyingȱtheȱrequirement.ȱ
ȱ
Housing trust fund provides key financing element
Theȱcity’sȱhousingȱtrustȱfundȱ(HTF),ȱestablishedȱinȱ2002,ȱhasȱalsoȱbeenȱaȱkeyȱelementȱ
inȱprovidingȱaffordableȱhousingȱopportunities.ȱȱTheȱFund’sȱprimaryȱfundingȱsourcesȱ
comeȱfromȱaȱ$10,000ȱperȱteardownȱdemolitionȱtax,ȱaȱ$550ȱdemolitionȱpermitȱfee,ȱandȱ
otherȱ cityȱ sourcesȱ suchȱ asȱ aȱ recentȱ $1ȱ millionȱ refinanceȱ ofȱ aȱ localȱ seniorȱ housingȱ
property.ȱȱAccordingȱtoȱBlue,ȱHighlandȱParkȱaveragesȱaboutȱ50ȱteardownsȱperȱyear,ȱ
whichȱhaveȱgeneratedȱoverȱ$1ȱmillionȱoverȱlastȱfourȱyearsȱinȱdemolitionȱtaxȱrevenueȱ
forȱtheȱHTF.ȱ
ȱ
Sinceȱ itsȱ inception,ȱ theȱ HTFȱ hasȱ spentȱ betweenȱ $1.8ȱ andȱ $2ȱ millionȱ forȱ affordableȱ
housingȱ purposes,ȱ theȱ majorityȱ ($1.3ȱ million)ȱ goingȱ toȱ theȱ communityȱ landȱ trustȱ
(describedȱ below)ȱ toȱ helpȱ itȱ purchaseȱ landȱ forȱ theȱ eventualȱ developmentȱ ofȱ
affordableȱ homes.ȱ ȱAnȱ additionalȱ $50,000ȱhasȱ beenȱ setȱ asideȱ asȱ matchingȱ fundsȱ forȱ
theȱcity’sȱstillȱdevelopingȱemployerȬassistedȱhousingȱprogram.ȱ
ȱ
CLT’s multi-functional role is crucial to Highland Park’s affordable housing
success
Highlandȱ Park’sȱ communityȱ landȱ trustȱ wasȱ alsoȱ establishedȱ inȱ 2001ȱ toȱ provideȱ aȱ
longȬtermȱsolutionȱtoȱtheȱcity’sȱaffordableȱhousingȱneeds.ȱȱTheȱCLT’sȱinitialȱroleȱwasȱ
toȱ assistȱ inȱ theȱ managementȱ ofȱ theȱ newlyȱ implementedȱ inclusionaryȱ zoningȱ
ordinance,ȱincludingȱfindingȱbuyersȱforȱaffordableȱinclusionaryȱunits.ȱȱȱ
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ȱ
Itsȱ primaryȱ functionsȱ nowȱ includeȱ providingȱ technicalȱ capacityȱ toȱ builders,ȱ
nonprofits,ȱ andȱ otherȱ keyȱ affordableȱ housingȱ stakeholders;ȱ developingȱ inventoriesȱ
ofȱ homesȱ toȱ remainȱ affordableȱ overȱ theȱ longȱ term;ȱ andȱ maximizingȱ publicȱ
investment.ȱ ȱ Theȱ CLTȱ purchasesȱ andȱ rehabilitatesȱ propertiesȱ toȱ sellȱ asȱ affordableȱ
units.ȱȱItȱalsoȱusesȱgrantsȱtoȱwriteȱdownȱtheȱpriceȱofȱpropertiesȱonȱwhichȱitȱmaintainsȱ
deedȱ restrictions.ȱ ȱ Theȱ maximumȱ householdȱ incomeȱ forȱ buyersȱ ofȱ CLTȬfinancedȱ
propertiesȱ isȱ 115ȱ percentȱ ofȱ theȱ areaȱ medianȱ incomeȱ (AMI),ȱ althoughȱ formerȱ CLTȱ
executiveȱ directorȱ Maryȱ Ellenȱ Tamasyȱ notesȱ thatȱ thisȱ canȱ varyȱ fromȱ projectȱ toȱ
project,ȱ andȱ thatȱ theȱ averageȱ isȱ closerȱ toȱ 100ȱ percentȱ AMI.ȱ ȱ Forȱ rentalȱ properties,ȱ
qualifiedȱrentersȱhaveȱincomesȱcloserȱtoȱ80ȱpercentȱofȱAMI.ȱȱWhileȱanyoneȱcanȱapplyȱ
whoȱmeetsȱincomeȱqualifications,ȱtheȱCLTȱgivesȱpriorityȱtoȱthoseȱwhoȱliveȱorȱworkȱ
inȱHighlandȱPark.ȱȱ
ȱ
ȱ

ȱ
Laurel Court is a new 15-unit development that includes two affordable units.

ȱ
ȱ
Theȱ CLT’sȱ operationalȱ fundingȱ comesȱ primarilyȱ fromȱ theȱ HTF;ȱ however,ȱ itȱ alsoȱ
receivesȱdirectȱdonationsȱandȱfoundationȱgrants.ȱȱFundingȱforȱspecificȱprojectsȱcomesȱ
fromȱ aȱ muchȱ greaterȱ varietyȱ ofȱ sources,ȱ includingȱ theȱ HTF,ȱ bankȱ loans,ȱ theȱ Lakeȱ
Abt Associates Inc.
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Countyȱ affordableȱ housingȱ fund,ȱ theȱ Illinoisȱ Developmentȱ Authority,ȱ theȱ stateȱ
donationȱtaxȱcredit,ȱandȱtheȱFederalȱHomeȱLoanȱBank.ȱȱȱ
ȱ
Toȱ date,ȱ theȱ CLTȱ hasȱ createdȱ 13ȱ affordableȱ units,ȱ includingȱ sixȱ townhomes,ȱ fiveȱ
singleȬȱfamilyȱdetachedȱhomes,ȱandȱtwoȱcondos.ȱȱȱ
ȱ
Partnerships are essential to the CLT’s success
SomeȱofȱtheȱunitsȱcreatedȱbyȱtheȱCLTȱwereȱtheȱresultȱofȱaȱpartnershipȱbetweenȱtheȱ
CLTȱ andȱ aȱ forȬprofitȱ builderȱ whoȱ initiallyȱ acquiredȱ aȱ foreclosedȱ site.ȱ ȱ Theȱ CLTȱ
piecedȱ togetherȱ theȱ financingȱ forȱ theȱ Templeȱ Unitȱ Townhomesȱ project,ȱ whichȱ
includedȱ grantsȱ fromȱ theȱ cityȱ andȱ theȱ county,ȱ moneyȱ fromȱ theȱ communityȱ
developmentȱblockȱgrant,ȱandȱaȱnumberȱofȱotherȱsources.ȱȱAppraisedȱatȱ$292,000ȱperȱ
unit,ȱ theȱ CLTȱ wasȱ ableȱ toȱ subsidizeȱ $132,000ȱ ofȱ theȱ priceȱ andȱ sellȱ eachȱ unitȱ forȱ
$160,000.ȱȱ
ȱ
Theȱ CLT’sȱ currentȱ focusȱ isȱ aȱ 14Ȭunitȱ townhome/apartmentȱ developmentȱ atȱ 500ȱ
HyacinthȱPlace,ȱwhichȱincludesȱbothȱrentalȱandȱforȱsaleȱproperties,ȱallȱofȱwhichȱwillȱ
beȱaffordable.ȱȱ
ȱ
Theȱ Hyacinthȱ projectȱ alsoȱ highlightsȱ theȱ keyȱ roleȱ thatȱ partnershipsȱ playȱ inȱ theȱ
community’sȱ abilityȱ toȱ generateȱ affordableȱ housing.ȱ ȱ Theȱ propertyȱ wasȱ originallyȱ
acquiredȱbyȱtheȱHTFȱandȱdonatedȱtoȱtheȱCLT.ȱȱSinceȱthen,ȱtheȱCLTȱhasȱbeenȱworkingȱ
onȱ theȱ projectȱ withȱ Brinshoreȱ Development,ȱ aȱ localȱ forȬprofitȱ developmentȱ
company,ȱ andȱ aȱ nonprofit,ȱ theȱ Housingȱ Opportunityȱ Developmentȱ Corporation.ȱȱ
BrinshoreȱDevelopmentȱisȱguaranteeingȱloansȱandȱprovidingȱtechnicalȱexpertise;ȱtheȱ
Housingȱ Opportunityȱ Developmentȱ Corporationȱ isȱ applyingȱ forȱ publicȱ fundingȱ
sourcesȱandȱmanagingȱtheȱpropertyȱ
ȱ
Highland Park’s agenda for the road ahead
Highlandȱ Park’sȱ employerȬassistedȱ housingȱ (EAH)ȱ componentȱ isȱ stillȱ veryȱ muchȱ aȱ
workȱinȱprogress,ȱbutȱtheȱcityȱisȱhopefulȱthatȱitȱwillȱbothȱfurtherȱexpandȱaffordableȱ
housingȱopportunitiesȱandȱbuildȱaȱstrongerȱ localȱworkforceȱthatȱisȱmoreȱconnectedȱ
toȱ theȱ community.ȱ ȱ Theȱ planȱ wasȱ devisedȱ fromȱ researchȱ doneȱ byȱ theȱ Housingȱ
Commissionȱ subcommitteeȱ onȱ existingȱ localȱ andȱ nationalȱ EAHȱ models.ȱ ȱ Whenȱ theȱ
programȱisȱlaunched,ȱeligibleȱEAHȱactivitiesȱwillȱincludeȱdownpaymentȱandȱclosingȱ
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costȱ assistance,ȱ reducedȱ interestȱ mortgages,ȱ rentalȱ subsidies,ȱ andȱ securityȱ depositȱ
assistance.ȱȱȱ
ȱ
AlthoughȱgreenȱbuildingȱisȱnotȱdirectlyȱtiedȱtoȱaffordableȱhousingȱinȱHighlandȱPark,ȱ
itȱisȱneverthelessȱaȱsignificantȱpieceȱofȱtheirȱoverallȱapproachȱandȱhasȱtheȱpotentialȱtoȱ
playȱ anȱ increasinglyȱ importantȱ roleȱ inȱ improvingȱ longȱ termȱ affordabilityȱ forȱ
HighlandȱParkȱresidents.ȱȱTheȱHyacinthȱprojectȱcurrentlyȱunderwayȱwillȱbeȱpoweredȱ
inȱpartȱbyȱaȱwindȱturbineȱandȱgeothermalȱheating,ȱamongȱotherȱgreenȱfeatures.ȱ
ȱ
Lessons learned: “There is no silver bullet”
Accordingȱ toȱ Blue,ȱ oneȱ ofȱ theȱ mostȱ importantȱ lessonsȱ heȱ andȱ theȱ restȱ ofȱ theȱ
communityȱhaveȱlearnedȱthroughȱthisȱprocessȱisȱtheȱimportanceȱofȱcustomizingȱanyȱ
affordableȱ housingȱ approachȱ toȱ meetȱ theȱ needsȱ
ofȱ theȱ community.ȱ ȱ “Thereȱ isȱ noȱ silverȱ bullet,”ȱ
“Thereȱisȱnoȱsilverȱbullet.”ȱ
saysȱBlue.ȱȱȱ
ȬMichaelȱBlueȱ
ȱ
Oneȱ crucialȱ componentȱ inȱ devisingȱ aȱ housingȱ
planȱ isȱ obtainingȱ inputȱ fromȱ theȱ peopleȱ affectedȱ byȱ it.ȱ ȱ Beforeȱ approvingȱ theȱ
Affordableȱ Housingȱ Plan,ȱ theȱ Highlandȱ Parkȱ Commissionȱ conductedȱ outreachȱ toȱ
developersȱandȱotherȱkeyȱcommunityȱmembers.ȱȱTheirȱinputȱwasȱincorporatedȱintoȱ
allȱofȱtheȱplan’sȱstrategicȱcomponents.ȱȱBlueȱsaysȱmaintainingȱflexibilityȱinȱtheȱplanȱisȱ
alsoȱimportant,ȱandȱitȱmustȱbeȱadaptedȱtoȱtheȱinevitableȱchangesȱtheȱcommunityȱwillȱ
faceȱoverȱtime.ȱȱ
ȱ
Theȱ successȱ ofȱ Highlandȱ Park’sȱ Affordableȱ Housingȱ Planȱ hasȱ receivedȱ substantialȱ
recognition,ȱ havingȱ wonȱ variousȱ Nationalȱ APAȱ andȱ stateȱ awards.ȱ ȱ Locally,ȱ itsȱ
adoptionȱisȱbeingȱconsideredȱinȱaȱnumberȱofȱneighboringȱcommunities,ȱpavingȱtheȱ
wayȱ forȱ potentialȱ subregionalȱ implementation.ȱ ȱ “Weȱ areȱ evangelizingȱ thisȱ planȱ allȱ
overȱtheȱcountry,”ȱBlueȱsaid.ȱ
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ȱ
ȱ
ContactȱInformation:ȱ
MichaelȱBlueȱ
DirectorȱofȱCommunityȱDevelopmentȱ
CityȱofȱHighlandȱParkȱ
1150ȱHalfȱDayȱRoadȱ
HighlandȱPark,ȱILȱ60035ȱ
847Ȭ432Ȭ0867ȱ
mblue@cityhpil.comȱ

MaryȱEllenȱTamasayȱ
Directorȱ
HousingȱOpportunityȱ
DevelopmentȱCorporationȱ
1000ȱSkokieȱBlvd.,ȱSuiteȱ500ȱ
Wilmette,ȱILȱ60091Ȭ1164ȱ
847Ȭ251Ȭ7052ȱ
metamasy@hodc.orgȱ

ȱ
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Tax Credits for Donations to Affordable Rental Housing
Tax Credits for Donations to Affordable
ProjectsProjects
Rental Housing
Strategy description
State charitable tax credits provide tax credits to charitable donors (individuals or corporations)
that donate money to affordable rental housing projects that are developed by non-profit
developers. The donor receives an approved, one-time credit and the donation provides equity
for the project. While there is some variation in the specific tax credit percentage allocated
between different state programs, a tax credit valued at 50 percent of the contribution is most
commonly used. In some states the program is limited to properties that also receive LIHTC
allocations.
Target population
The direct beneficiaries are the non-profit developers of affordable housing projects that receive
the donations. The ultimate beneficiaries are low-income renters who have access to the
additional affordable units developed through the program. In some cases the target population
is households with incomes below 80 percent of area median, and in others the target is
households with incomes below 60 percent of area median.
How the strategy is administered
The state tax credits typically are administered by the state housing finance agencies. Donors
apply for credits, which are capped at different levels in each state (ranging from abut $1 million
to $13 million per year per state).
How the strategy is funded
The strategy is a state tax credit, which means that the state forgoes revenue in order to promote
affordable housing.
Extent of use of the strategy
The strategy is being used by a number of states.
Examples of locations where the strategy is being used
x

Illinois’ Affordable Housing Tax Credit allows individuals or organizations to give donations
to non-profit housing developers. The tax credit is worth 50 cents per dollar donated.

x

Missouri’s Affordable Housing Assistance Program provides about $11 million in tax credits
annually. Of this, $10 million is allocated for Production credits for donations to
construction, rehabilitation, and rental assistance activities. The remaining $1 million is for
donations that help fund the operating costs of the non-profit organization.
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x

Maryland’s Community Investment Tax Credit Program allows businesses to support a wide
range of community projects including affordable housing. Businesses donating to qualified
nonprofits receive state tax credits equal to 50 percent of the value of their contributions.
The state authorizes $1 million in tax credits annually for the program.

Strategy results
Missouri’s Charitable Tax Credit funded about 1,250 affordable housing units in 2002.
Pros and cons to using the strategy
Pros:
x Brings in private contributions for affordable housing.
x

Can be combined with existing housing programs to reduce the debt and, therefore, the rent
levels needed to support the project (federal LIHTC, or state-financed programs).

x

Flexible in terms of the types of contributions that can be made (can be cash or in-kind
contributions such as land).

x

Donations also generally qualify for federal income tax deductions, providing an additional
incentive to donors.

Cons:
x The state forgoes some tax revenues.
Sources of information about the strategy
x

Listoken, David, and Kristen Crossney, “Best Practices for Effecting the Rehabilitation of
Affordable Housing,” Volume 1 Part 3: Resource Guide and Literature Guide, September
2006, available at: www.huduser.org/publications/affhsg/bestpractices.html.

x

Illinois Housing Development Authority website, www.ihda.org/oldsite/iahtc.htm

x

“Community Investment Tax Credit Program: Directory of Projects,” Maryland
Department of Housing and Community Development, 2007. Available at:
http://www.neighborhoodrevitalization.org/Programs/CITC/Documents/CITC%20Mar2
007DirectoryFinal.pdf

x

“Missouri Affordable Housing Assistance Program,” Missouri Housing Development
Commission website, http://www.mhdc.com/rental_production/ahap/

Contact information
Illinois Housing Development Authority
401 North Michigan Avenue, Suite 700
Chicago, Illinois 60611
312-836-5200
www.ihda.org
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Missouri Housing Development Commission
3435 Broadway
Kansas City, MO 64111
816-759-6600
www.mhdc.com
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State Tax Credits for Investments in
State Tax Credits for Investments in
Affordable Rental
Rental Housing
Housing
Affordable
Strategy description
Tax-based incentives from local and state governments include tax credits for state tax liability to
developers of affordable rental housing. The developer sells the credits, usually through a
syndicator, to an investor who gains an ownership stake in the project. The sales value of the
credits provides equity for the project. State tax credits are sometimes used with federal Low
Income Housing Tax Credits.
History of the strategy
Most state tax credits for affordable housing are modeled after the federal Low Income Housing
Tax Credit, which was created by the Tax Reform Act of 1986.
Target population
Investment tax credits are generally targeted to rental housing for households with incomes
below 80 percent of the area median income. In some states, part or all of the credits are
reserved for housing affordable to households with incomes below 60 percent or 50 percent.
How the strategy is administered
Administration is often identical to administration for the federal Low Income Housing Tax
Credit program. In general, developers apply to a state agency for an allocation of the available
tax credits for that year. Successful applicants must obtain the additional financing needed, meet
milestones for placing the units into service, and comply with rules governing maximum rents
that may be charged for the units and the income levels of the families and individuals who
move into the units.
How the strategy is funded
Tax credits represent foregone revenue for the state and as such either constraint other spending
or must be made up with higher fees or taxes from other sources.
Extent of use of the strategy
Moderate use: at least eight states have a housing investment tax credit.
Examples of locations where the strategy is being used95
x

Under California’s Investment Tax Credit, projects approved for the federal Low Income
Housing Tax Credit are also allocated state tax credits. In 2005, California had $70 million in
state tax credits available, more than the $67 million in federal tax credits available that year.
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x

Massachusetts’ Low Income Housing Tax Credit program has provides about $20 million in
tax credits each year since 2001. State credits generally reduce the amount of federal Low
Income Housing Tax Credits awarded to a project.

x

Tennessee has a community investment tax credit for the promotion of affordable housing
opportunities and small business lending.

x

Other states include Hawaii, New Jersey, Oregon, Utah, and Missouri

Strategy results
x

Massachusetts’ credits have been used to create more than 1,800 housing units since 2000,
more than 1,100 of which are affordable.

x

Missouri’s State Low Income Housing Tax Credits funded 1,256 units in 2002, at a cost to
the state of about $78,000 per unit. 96

Pros and cons to using the strategy
Pros:
x An indirect method of funding affordable housing investment can be more politically
palatable than making direct expenditures.
Cons:
x State tax credits are not an entirely efficient mechanism for funding affordable housing
because of their impact on the recipients’ federal taxes. Because state taxes reduce federally
taxed income, reducing state tax liability increases federal tax liability, typically by 35 percent
for corporations. As a result, $1 in foregone state revenue results in less than $1 (and no
more than about $.65) in affordable housing investment.
x

The ability to transfer credits by selling equity to investors other than the housing developer
increases their flexibility and value. However, state tax credits that can be sold sell for
significantly less than federal tax credits, probably because the market is thinner and credits
must be sold to another taxpayer in the same state.

x

The process of obtaining tax credits typically is lengthy and bureaucratic. .

x

The fixed expenses of obtaining and selling the tax credits can be high, precluding small
projects from using them.

Sources of information about the strategy
x

Listoken, David, and Kristen Crossney, “Best Practices for Effecting the Rehabilitation of
Affordable Housing,” Volume 1 Part 3: Resource Guide and Literature Guide, September
2006, available at: www.huduser.org/publications/affhsg/bestpractices.html

x

Tennessee Housing Development Agency, Community Investment Tax Credit website:
www.thda.org/Programs/commpro/citc/citccvr.html

x

The Massachusetts Low Income Housing Tax Credit Program regulations,
www.mass.gov/dhcd/components/housdev/want/dvlper_r/StateCredit.pdf
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x

Oregon Affordable Housing Tax Credit Program: Program Factsheet, available at:
www.oregon.gov/OHCS/HD/HRS/pdfs/HRS_Factsheet_Oregon_Affordable_Housing_
Tax_Credit_Program.pdf

Contact information
Housing Alliance
c/o Neighborhood Partnership Fund
1020 SW Taylor Suite 680
Portland, OR 97205
503-226-3001 x103
jbyrd@tnpf.org
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State
State Historic
Historic Tax
Tax Credits
Credits
Strategy description
Historic tax credits are provided to developers who rehabilitate historic buildings, complying
with standards of historic preservation. Historic tax credits are not necessarily linked with
affordable housing, but some states reserve a portion of historic tax credits for projects
containing affordable housing. In addition, state historic tax credits are also sometimes used in
combination with the federal Low Income Housing Tax Credit program. Even in states where
tax credits are not explicitly linked to affordable housing, historic tax credits are often an
important source of subsidy for rehabilitating affordable housing.
History of the strategy
State historic tax credit programs generally are modeled after federal Historic Preservation Tax
Incentives, which were enacted in 1976. States began implementing similar programs in the
early 1990s.
Target population
State tax credits for historic preservation generally are targeted to historically significant
buildings and sometimes are limited to targeted areas.
How the strategy is administered
A state agency, such as the Massachusetts Historical Commission, administers selection criteria
for projects applying for tax credits, allocating the credits available annually among qualifying
projects that provide the most public benefit. Projects must be certified and overseen to ensure
that tax credits are used for qualified rehabilitation expenditures.
How the strategy is funded
Tax credits represent foregone revenue for the state and as such either constrain other spending
or must be made up with higher fees or taxes from other sources.
Extent of use of the strategy
State historic tax credits are widely used; those directly linked with affordable housing are in
limited use.
Examples of locations where the strategy is being used
x
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About 25 states have a state historic tax credit. In general, states that award tax credits to
income-producing properties (such as multifamily rental property) are more likely to
improve the affordability of housing than those that are intended primarily for owners of
private residences.

Financial Strategies for Encouraging Affordable Housing

Abt Associates Inc.

x

In Massachusetts, at least 25 percent of tax credits must be awarded to projects that contain
affordable housing.

x

The Rhode Island Historic Preservation Investment Tax Credit Program provides a credit
for 30 percent of the “qualified rehabilitation expenses,” and can be combined with the
federal Historic Rehabilitation Tax Credit, which covers 20 percent of expenses.

Strategy results
Although the tax credit is not directly linked to affordable housing, a study of the economic
impacts of Rhode Island’s Historic Tax Credit found that, of 1,699 residential units created in
the 111 projects analyzed, 409 are designated as affordable to people of modest means. The
state cost of the tax credit is about $1.3 million per project. 97
Pros and cons to using the strategy
Pros:
x State historic tax credits can often be used with other tax credits, such as the federal Low
Income Housing Tax Credit and the federal Historic Tax Credit. The combination of
subsidies may allow units created to be affordable to low-income households at lower rents
than would have been possible with only one source of subsidy.
Cons:
x Most state historic tax credits are used for purposes other than affordable housing.
Sources of information about the strategy
x

Listoken, David, and Kristen Crossney, “Best Practices for Effecting the Rehabilitation of
Affordable Housing,” Volume 1 Part 3: Resource Guide and Literature Guide, September
2006, available at: www.huduser.org/publications/affhsg/bestpractices.html

x

“Study Quantifies Substantial Return on Historic Tax Credit,” Grow Smart Rhode Island
website: www.growsmartri.com/taxcredit-general.html

x

Massachusetts regulations for the State Historic Tax Credit, available at;
www.sec.state.ma.us/mhc/mhcpdf/830%20CMR%2063.pdf

Contact information
Massachusetts Historical Commission
220 Morrissey Boulevard
Boston, MA 02125-3314
617-727-8470
www.sec.state.ma.us/mhc/mhcidx.htm
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Tax-Linked
Tax-Linked Bonuses
Bonuses
Strategy description
Tax-linked bonuses are one-time grants from a state to a non-profit affordable housing
developer seeking gap funding for a specific project. As the project has no tax liability, the
bonus provides the project with a grant to be used for equity. Funding is direct from the state to
the project, but the bonus is implemented through the state income tax system.
History of the strategy
See below.
Target population
This strategy is ultimately targeted at those seeking affordable rental housing, particularly in the
lower income neighborhoods, as a higher bonus is given to developments in those communities.
The direct beneficiaries of the strategy are the developers whose projects receive the bonuses
from the state.
How the strategy is administered
This strategy is administered through the State Housing Agency in exactly the same way as the
LIHTC, and is calculated using the same financial process. The State Department of Revenue
gives a check to the project, which may be used as a grant or is transferred to the State Housing
Finance Agency to be administered as a loan.
How the strategy is funded
This strategy is funded through federal and state funds.
Extent of use of the strategy
Very limited use
Examples of locations where the strategy is being used
x

This strategy is currently only being used in North Carolina, where it is only applicable to
projects that are LIHTC-sponsored. The State provides eligible projects with a bonus check
that can be claimed directly by the project or transferred to the NC Housing Finance
Agency, which then lends it to the project. The value of the credit is 10, 20, or 30% of the
developer’s eligible base, which includes the sum of all depreciable construction costs. The
percentage given depends on whether the location of the project is in a High, Moderate, or
Low Income county.

x

Minnesota has done research on this strategy and has considered its implementation.
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Strategy results
In 2003, the first year of the strategy’s implementation in North Carolina, the state funded 2,441
units, totaling $35,451,241. The average expenditure per unit was $14,500 in 2003. Overall, this
strategy provides the majority of state affordable housing funding.
Pros and cons to using the strategy
Pros:
x Very easily administered and legally simple because it does not involve outside investors.
x

Highly efficient, in that every $1 of public money spent under the program is used for
affordable housing.

x

Projects are held to strict levels of financial feasibility, project design, developer capacity, and
monitoring.

Cons:
x Legal costs do exist, although they are minimal.
x

Use is currently restricted to LIHTC-eligible projects.

Sources of information about the strategy
x

A publication of the Minnesota State Housing Partnership and Housing Minnesota.
“Affordable Housing State Tax Credit: Models for Minnesota.” August, 2004. Available at:
www.huduser.org/Publications/pdf/BarriersVol1_part3.pdf

x

North Carolina Housing Finance Agency homepage: www.nchfa.com

x

A publication of Housing Minnesota. “Affordable Housing State Tax Credit: Models for
Minnesota – Executive Summary.” June, 2004. Available at:
www.mhponline.org/files/TaxCreditExecutiveSummary804.pdf

Contact information
Mark Shelburne
North Carolina Housing Finance Agency
3508 Bush St.
Raleigh, NC 27609
919-877-5634
mshelburne@nchfa.com
www.nchfa.com
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This document is a portion of NAHB’s report
Research on State and Local Means of Increasing Affordable Housing.
Click here to view the full report.

