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ASSEMBLY COMMITTEE ON HOUSING AND COMMUNITY DEVELOPMENT
Christopher M. Ward, Chair
ABPCA Bill Id:AB 1932 (
Author:Ward) – As Amended Ver:April 3, 2024
SUBJECT:  Personal income tax:  mortgage interest deduction
SUMMARY: Disallows the mortgage interest deduction (MID) for second homes and deposits revenue saved into the Housing, Homeownership, and Homelessness Prevention Response Fund (Fund), to be allocated to specified housing programs. Specifically, this bill:  
1) Disallows the MID on acquisition indebtedness with respect to a qualified residence other than a principal residence.
2) Requires the Franchise Tax Board (FTB), no later than June 1, 2025 and in consultation with the Department of Finance (DOF), to estimate the amount of revenue that would have resulted if the modifications made with respect to the calculation of taxable income by this bill had applied to taxable years beginning on or after January 1, 2024, and before January 1, 2025, and notify the Controller of that amount. 
3) Requires FTB, no later than June 1, 2026 and annually thereafter, and in consultation with DOF, to estimate the amount of additional revenue resulting from the modifications made with respect to the calculation of taxable income by this bill for the taxable years beginning on or after January 1 of the calendar year immediately preceding the year in which the estimate is made and before January 1 of the calendar year in which the estimate is made and notify the Controller of that amount.
4) Establishes the Fund in the State Treasury.
5) Requires the Controller, upon receiving the notifications from the FTB under 2) and 3), to transfer an amount, equal to the amount estimated by the FTB in those notifications, from the General Fund to the Fund.
6) Provides that, notwithstanding specified law, moneys in the Fund are continuously appropriated, without regard to fiscal year, as follows:
a) Fifty percent of the moneys must be used in accordance with the Multifamily Housing Program, as specified;
b) Twenty-five percent of the moneys must be used for supporting homeownership opportunities for first-time homebuyers; and
c) Twenty-five percent of the moneys must be used for distribution to local public housing authorities to provide housing navigation services and landlord incentives for housing voucher recipients. 
EXISTING LAW: 
1) Federal Internal Revenue Service (IRS) law allows a taxpayer to deduct the mortgage interest paid on up to $750,000 in mortgage debt on a “qualified residence” for taxable years 2018 through 2025, for mortgages entered into after December 15, 2017. On January 1, 2026, the limit rises to up to $1 million in mortgage debt without regard to when the mortgage was incurred. State law allows a deduction for up to $1 million in mortgage debt on a qualified residence. (Federal Internal Revenue Code (IRC) Section 163(h)(3)(F) and 163(h)(3)(B))
2) Federal IRS law defines a “qualified residence” as:
a) A principal residence; or 
b) A second residence that is either not rented out for any portion of the year or a second home that you use for a portion of the year. If a second residence is rented out for a portion of the year a taxpayer must use this home more than 14 days or more than 10% of the number of days during the year that the residence is rented at a fair rental, whichever is longer. (IRC 163(h)(4)(A)(i)(II))
FISCAL EFFECT: Unknown. 2/3 vote.
COMMENTS: 
Author’s Statement: According to the author, “California is undergoing an unprecedented housing affordability crisis with nearly 70% of low- and very low-income households spending more than half of their income on housing. The crisis has contributed to a growing population of people experiencing homelessness, increased pressure on local public safety nets, and the outward migration of thousands of long-time California residents. Despite this, the state's largest housing program is the mortgage interest deduction. We invest $3.5 billion a year in individuals who have already purchased homes while over half of our state is made up of renters. In addition, we invest approximately $200 million to subsidize owners with the means to purchase not one, but two homes. In the face of our severe housing crisis, and a budget shortfall which has led the Governor to propose eliminating $1.2 billion in housing programs, it is necessary to reevaluate this wasteful tax expenditure and redirect the revenues currently subsidizing those with second homes to address this crisis. An additional $200 million per year for housing programs to build affordable housing, promote first-time homebuyer opportunities, and boost housing voucher utilization will allow us to make crucial investments for the long term. We should ensure those without a home in our state receive one before the state helps subsidize those well enough to purchase a second.” 
California’s Housing Crisis: California is in the midst of a severe housing crisis. Over two-thirds of low-income renters are paying more than 30% of their income toward housing, a “rent burden” that means they have to sacrifice other essentials such as food, transportation, and health care.[footnoteRef:1] In 2023, over 181,000 Californians experienced homelessness on a given night, with a sharp increase in the number of people who became homeless for the first time.[footnoteRef:2] The crisis is driven in large part by the lack of affordable rental housing for lower income people. According to the California Housing Partnership’s (CHP) Housing Need Dashboard, in the current market, nearly 2 million extremely low-income and very low-income renter households are competing for roughly 687,000 available and affordable rental units in the state. Over three-quarters of the state’s extremely low-income households and over half of the state’s very low-income households are severely rent burdened, paying more than 50% of their income toward rent each month. CHP estimates that the state needs an additional 1.3 million housing units affordable to very low-income Californians to eliminate the shortfall.[footnoteRef:3] By contrast, production in the past decade has been under 100,000 housing units per year – including less than 10,000 units of affordable housing per year.[footnoteRef:4] [1:  https://chpc.net/housingneeds/ ]  [2:  https://www.huduser.gov/portal/datasets/ahar/2023-ahar-part-1-pit-estimates-of-homelessness-in-the-us.html ]  [3:  https://chpc.net/housingneeds/ ]  [4:  https://www.hcd.ca.gov/policy-research/housing-challenges.shtml ] 

Mortgage Interest Deduction: The largest permanent investment the state makes in housing is through the MID – a deduction that disproportionately benefits those with higher incomes and larger mortgages.[footnoteRef:5] State law allows a taxpayer to deduct interest on up to $1 million in acquisition indebtedness on a “qualified interest.” A qualified interest includes a primary residence and a second residence. To qualify, a second residence may be rented out for a portion of the year but a taxpayer must use the home more than 14 days or more than 10% of the number of days during the year that the residence is rented at a fair rental rate, whichever is longer. Non-qualifying rentals are not subject to the MID as landlords have access to other business tax deductions and rental depreciation mechanisms that impact their tax owed on those properties. [5:  https://chpc.net/wp-content/uploads/2024/03/California-Affordable-Housing-Needs-Report-2024-1.pdf ] 

This bill would disallow the state MID on second homes for taxable years beginning in 2025, and would utilize the savings from this disallowance to permanently fund three key housing and homeownership priorities:
· The state’s flagship affordable housing finance program, the Multifamily Housing Program, would receive 50% of the savings annually, to bolster the state’s severe lack of affordable housing available to low-income renters and people experiencing homelessness;
· Programming to support first-time homebuyer opportunities would receive 25% of the savings appropriated annually, so that the state’s resources are supporting first-time buyers rather than providing tax benefits to those able to purchase not just a first but a second home; and
· The final 25% would be allocated to public housing authorities to use for housing navigation services, landlord incentive payments, holding deposits, and other supports to ensure recipients of federal housing vouchers can successfully locate and lease a unit. According to HUD data from 2023, the average annual income of a California-based household receiving a housing choice voucher is $21,521.[footnoteRef:6] [6:  https://www.huduser.gov/portal/datasets/assthsg.html ] 

Filers could continue to claim a MID for a primary and second home on their federal taxes, for mortgages up to a cumulative total of $750,000, until Congress decides how to approach the upcoming expiration of the tax code changes made in the 2017 Tax Cuts and Jobs Act (TCJA). If no changes are made to this provision or the TCJA sunsets on January 1, 2026, the federal MID would revert back to allowing a deduction on up to $1 million in acquisition indebtedness for a primary and second home.
Who Benefits from MID? The MID is only available to taxpayers who itemize their deductions. Those who take the standard deduction receive no benefit, even if they pay interest on a mortgage. The majority of taxpayers who benefit from the MID make more than $100,000 per year. In 2020, 90% of the federal MID expenditure went to homeowners with incomes above $100,000, and 62.8% went to homeowners with incomes over $200,000 per year.[footnoteRef:7]  [7:  https://bipartisanpolicy.org/explainer/is-it-time-for-congress-to-reconsider-the-mortgage-interest-deduction/ ] 

The Congressional Research Service analyzed the federal MID in 2020 and noted the following:
The value of the [mortgage interest] deduction generally increases with a taxpayer’s income. There are two primary reasons for this. First, the value of the mortgage interest deduction, like all deductions, depends on an individual’s marginal tax rate. For example, an individual in the 25% marginal tax bracket, paying $10,000 in mortgage interest, would realize a reduction in taxes of $2,500 ($10,000 multiplied by 25%). In comparison, for someone in the 35% tax bracket the reduction in taxes for deducting the identical amount of interest would be $3,500 ($10,000 multiplied by 35%). Second, higher-income individuals tend to purchase more expensive homes, which results in larger mortgage interest payments, and hence, a larger deduction.[footnoteRef:8] [8:  https://crsreports.congress.gov/product/pdf/R/R43385 ] 

Thus, the MID itself is a benefit that is poorly targeted to assist lower income families purchase homes, instead benefiting wealthier individuals who purchase larger or more expensive homes. The allowance of a MID not just for a primary but also for a secondary or vacation home further exacerbates this inequity. According to the FTB, the estimated impact of the vacation home MID on the General Fund averages roughly $200 million every year, and tax filers that take a deduction on a second home receive approximately $1,100 in tax benefit per filer. According to FTB, under current law the estimated average second home deduction is approximately $11,500. Applying an average state tax rate of 9% reduces the tax owed by the taxpayer by approximately $1,100.  Should the second home MID be disallowed, the average second home owner would owe about $1,100 more in tax per year.
Renter’s Tax Credit: The state renter’s tax credit, in stark contrast to the MID, has been frozen at a sparse $60 for single filers and $120 for joint filers for over four decades – and has an income cap, which the MID notably does not have. It is also nonrefundable, meaning any excess after a taxpayer’s tax owed is reduced to $0 does not accrue to the taxpayer. The income limit for single filers or filers who are married filing separately to claim the renter’s credit is $50,746, and for married filers filing jointly, heads of households, or widowers, the income limit is $101,492.[footnoteRef:9] [9:  https://www.ftb.ca.gov/file/personal/credits/nonrefundable-renters-credit.html ] 

It would take over 18 years for a single filer and over nine years for a joint filer receiving a yearly renter tax credit to net even one year of the $1,100 housing tax benefit the average second home owner receives via the MID.
Budget Challenges: Although final revenues are not in, the Legislative Analyst’s Office (LAO) estimates that the state is facing a $58 billion budget deficit. The Governor’s January budget proposes to cut $1.2 billion in existing budget commitments to affordable housing programs, including eliminating $250 million from MHP, a core program necessary to fund deeply income-targeted affordable multi-family and supportive housing. Over 95% of units assisted by MHP in recent years have been targeted to families making 60% of their area’s median income or below.[footnoteRef:10] The January budget also proposes to eliminate $152.5 million for the CalHome program, which makes grants to local public agencies and nonprofits for first-time homebuyer and housing rehabilitation assistance, homebuyer counseling, and technical assistance activities to enable low- and very-low-income individuals to become or remain homeowners. The last voter-approved housing bond, Proposition 1 from 2018, provided $3 billion for various affordable housing programs, the vast majority of which will be exhausted by this year.  [10:  https://lao.ca.gov/handouts/socservices/2024/Housing-Augmentation-Updates-031124.pdf ] 

LAO Recommendation to Eliminate the Second Home MID: The LAO recently published an analysis of tax policy changes in the Governor’s January Budget proposal, given the budget challenge facing the state this year. The following is an excerpt related to the MID:
Better Target the Mortgage Interest Deduction. Homeowners can reduce their taxable income by deducting the costs of their mortgage interest payments. California law allows taxpayers to deduct interest costs related to up to $1.1 million in mortgage debt. The mortgage interest deduction generally is an inefficient and inequitable way of achieving the policy’s primary goal: promoting homeownership. The vast majority of the $3.5 billion in statewide tax savings from the deduction go to higher income households who, for the most part, do not require assistance to afford a home. This is because taxpayers must be able to itemize their deductions to claim the mortgage interest deduction, something which is much more common among higher income taxpayers. One option to better target the mortgage interest deduction is to convert it to a tax credit, which would be available to a broader range of taxpayers. Such a conversion could be structured to also reduce the overall revenue loss to the state. For example, converting the mortgage interest deduction to a credit equal to two percent of mortgage interest paid on up to $1 million of debt likely would increase income tax revenue by $1 billion or more per year.
Eliminate Mortgage Interest Deduction for Second Homes. The mortgage interest deduction is not limited to interest paid on a taxpayer’s primary residence. Taxpayers also can deduct interest paid for vacation homes and other second homes, as long as they are not used to generate rental income. This policy provides little benefit in the way of promoting homeownership or improving housing affordability and primarily benefits higher-income taxpayers. Eliminating the mortgage interest deduction for second homes could increase income tax revenue by $100 million to $150 million per year.[footnoteRef:11] [11:  https://lao.ca.gov/LAOEconTax/Article/Detail/797 ] 

Arguments in Support: According to the California Housing Partnership, “The largest investment the state makes in housing is the MID, yet it promotes no public policy purpose and accrues disproportionately to high-income earners who do not need housing assistance. The vacation home deduction alone costs the state more than $200 million per year. This revenue is better utilized to meet California’s unmet housing needs, especially the development of homes affordable to low-income families and persons experiencing homelessness. AB 1932 will align our funding with our priorities by eliminating the vacation home MID and permanently investing resources saved in programs that create housing stability and homeownership opportunities, including the Multifamily Housing Program, first-time homebuyer assistance, and boosting housing voucher utilization.”
Arguments in Opposition: According to the California Association of Realtors, the California Mortgage Bankers Association, and the California Taxpayers Association, “This tax increase unfairly impacts California homeowners who have scrimped and saved for years and are now eligible to use this provision in order to better the lives of their families. Many hardworking homeowners have relied on this provision in the law to make a major financial decision in the purchase of a qualifying home and enacting this proposal would only exacerbate the effects of federal tax laws enacted under the prior federal Administration, which has hurt California families. AB 1932 would negatively impact families who are already struggling with the high cost of essential services required in securing a mortgage, such as the rising cost of insurance.”
Related Legislation:
AB 1905 (Chiu) of 2020 would have disallowed the MID on second homes and increased the amount of ongoing funding the state would have provided to address homelessness. That bill died pending a vote in this committee.
AB 71 (Chiu) of 2017 would have disallowed the MID on second homes, increased the state Low-Income Housing Tax Credit (LIHTC) Program by $300 million, and made changes to the LIHTC. That bill died pending a vote on the Assembly Floor.
REGISTERED SUPPORT / OPPOSITION:
Support
All Home, a Project of Tides Center
Brilliant Corners
California Housing Partnership Corporation
Community Corporation of Santa Monica
Homes & Hope
Housing California
MidPen Housing Corporation
Nonprofit Housing Association of Northern California
Resources for Community Development
Sacramento Housing Alliance
Southern California Association of Non-profit Housing 
The United Way of Greater Los Angeles
Opposition
California Association of Realtors
California Mortgage Bankers Association
California Taxpayers Association
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