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TO : THE CITY COUNCIL COUNCIL MEETING DATE: SEPTEMBER 7 ,  1988 

FROM: THE CITY MANAGER'S OFFICE 

SUBJECT: MORTGAGE CREDIT C E R T l  FICATf OW PROGRAM (DISCUSSIGN A N D  APPROPRIATE ACTION) 
- ---__- 

GENE RA L OVER V I E i4 

The Mortgage Credit C e r t i i i c s t e  Program, authcrized by Congress i n  the T(ix Reform 
Act of 1984, i s  an a l t e rna t ive  t o  mortgage revenue bond-backed financing a s  a 
means of providing f inancial  assis tance to average-income famil ies  f o r  the 
purchase of single-family housifig, In 1985, the  S t a t e  of California adopted 
teg is la t ion  authorizing c i t i e s  and counties t o  make tllortgage Credit  Cer t i f ica tes  
available i n  their communities. 

MORTGAGE CREDIT CERTIFICATE 

The MCC i s  a federal tax c r e d i t .  The f4CC tax c r e d i t  reduces the federal income 
taxes of qual i f ied borrowers purchasing mod?stly priced homes, t h u s  having the 
e f f ec t  of subsidizing t h e i r  monthly mortgage payments. For example, a borrower 
w i t h  a 10% fixed r a t e  30-year mortgage of $90,000 woLild make $790.00 i n  mortgage 
payments each month. By u s i n g  a 20% MCC, $158, (20% of $790) of the monthly 
payment can be taken a s  a tax  c r e d i t  toward t h a t  buyer's Federal income tax  
1 iabi 1 i ty.  

The JRS and s t a t e  agencies have establ ished program guidelines which set, the 
maximum sa les  pr ice f o r  new and existing u n i t s ,  a s  well as the maxirnl;m household 
income of the home purchasers. These l imi t s  a r e  d i f f e r e n t  f o r  each c i t y  and 
county and are periodically revised based upon what should be average f o r  the 
area; the l imi t s  for  Lodi a r e  $101,000 f o r  a newly constructed home and $85,000 
f o r  an exis t ing,  previously occupied home assuming a median household income c f  
$28,600 for the c i ty .  

TROGRAN ADMIN I STRATI ON 

The MCC Program can be implemented in-house o r  on contract;  l a rger  ci t ies ,  
par t icu lar ly  i n  Southern Cal ifornia  of ten implement i t  in-house. Smaller cities 
and counties have foJnd i t  t o  t h e i r  advantage t o  u t i l i z e  outside housing 
consultants,  such a s  CFN Financial Services. If  an outside consultant were used 
the City 's  ro le  i n  administering MCC's would only include promotion and 
coordination o f  the program. 

The application fee f o r  the MCC Program is  around $5300. For this reasoil, MCC's 
usually work out be t t e r  i n  c i t i e s  t h a t  have la rge  numbers o f  r?ew homes since 
deve'iopers can pay the appl icat ion fee. In  a s t r i c t l y  r e s a l e  market, e i t h e r  the 
c i t y  o r  an association o f  r e a l t o r s  would have t o  pay the  appl icat ion fee and they 
a r e  usually less w i l l i n g  t o  do so. 

BACKGROUND IN FORMAT I ON 

The City of Lodi does not have any new single-family homes selling for under the 
MCC Program's 'limit of $101,000. The lowest priced new units a r e  i n  Johnson Ranch 
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and  Tandy Ranch, s t a r t i n g  in the low $120,000'~ and $140 ,000 '~  respectively. 
Schaefer, Suess and Boyd Realtors estimates the median new home i s  sel l ing f o r  
$150,000 t o  $169,000 i n  Lodi. 

There are somz existing, preoccupied homes i n  Lodi sel l ing under $85,000 t h o u g h  
concrete numbers are n o t  availabie. The Lodi Board of Realtors does provide a 
median sel l ing price of $122,573 fo r  a resale home which suggests t h a t  the number 
o f  homes t h a t  quafify for  th is  program-is probas'ly not significant. 

CONCLUSION 

This ;wqram is  tiniquz becatlse s t  i s  n o t  restr icted t o  low and moderate income 
categories and includes average i ncome pei-sons. However, the unavai 1 ,hi  15 ty of 
any new homes priced w i t h i n  the MCC's limit and the moderate numbe: of e l ig ib le  
resale hclmes means the program wil l  likefy not have much of an  impact Sn Lodi. 
Staff f ee l s  the WCC Program would be ineffective here and recormnends t h a t  we do 
not adopt the program a t  th is  time. 

r 

unity Devel opment Director 







I C O J N C I L  C O M M U N I C A l i O N  

TO : 

FROM: 

THE C I T Y  COUNCIL COUNCIL MEETING DATE: AUGUST 17 ,  1988 

TIE C I T Y  MANAGER'S  OFFICE 

SUBJECT: BORTGAGE C R E D I T  CERTIFICATION PROGRAM (DISCUSSION A N D  APPROPRIATE A C T I O N )  

GENERAL OVERVIEW 

The Mortgage Credit Ce r t i f i ca t e  Program, authorized by Congress i n  the Tax Reform 
Ac t  of 1984, i s  an  a l t e rna t ive  t o  itiortgage revenue bond-backed financing as a 
Flieans o f  providing f inancial  assis tance f o r  the purchase of single-family 
housing. I n  1985, the S t a t e  o f  California adopted leg is la t ion  authorizing c i t i e s  
and  counties t o  nake Mortgage Credit  Cer t i f ica tes  avai lable  i n  t h e i r  communities. 

MORTGAGE CREDIT CERTIFICATE 

The MCC i s  a federal tax c red i t .  The MCC t a x  c r e d i t  reduces the federal income 
taxes of qual i f ied borrowers purchasing modestly priced homes, t h u s  h a v i n g  the 
e f f e c t  o f  subsidizing their morcth'ly mortgage payments. For example, a borrower 
w i t h  a 10% fixed r a t e  30-year mor-tgaae of $90,000 would make $790.00 in mortgage 
payments each month. By using a 20% MCC, $158, (20% of $790) o f  the monthly 
payment can be taken as a tax c r e d i t  toward t h a t  buyer's Federal income tax 
l i a b i l i t y .  

The IRS and s t a t e  agencies have established program guidelines which set the 
maximum sa l e s  pr ice f o r  new and ex is t ing  u n i t s ,  a s  well as  the maximum household 
income o f  the home purchasers. These l imi t s  a r e  d i f f e r en t  f o r  each c i t y  and 
county and a re  per iodical ly  revised; the limits f o r  Lodi a r e  $101,000 f o r  a newly 
constructed home and $85,000 f o r  an ex is t ing ,  previously occupied home assuming a 
median household income of $28,600 f o r  the c i ty .  

PROGRAM ADMINISTRATION 

The MCC Program can be implemented in-house oi- on contract ;  l a rger  c i t ies ,  
par t icu lar ly  i n  Southern California often implement i t  -in-house. Smal'!er c i t i e s  
and counties have fomd i t  t o  t h e i r  advantage t o  u t i l i z e  outside housing 
consultants,  such a s  CFN Financial Services. 

BACKGROUND INFORMATION 

The City o f  Lodi has no new single-family homes selling f o r  under t h e  MCC 
Program's limit of $101,000, The lowest priced new u n i t s  a r e  i n  Johnson Ranch and 
Tandy Ranch, selling i n  the low $120,000'~ and $140,000'~ respectively. Schaefer, 
Suess and Boyd Realtors estimates the Pedian new home i s  selling f o r  $150,000 t o  
$160,000 i n  Lodi . 
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CONCLUSION 

,".. - i ..\,.. '.,. . . . ~ . j , .  ,. . . I ., 

This program i s  unique because i t  is  n o t  restr icted t o  low and moderate income 
categories and i ncf udes average income persons. However. the unavai  1 abi 1 i ty of 
any new homes pr iced w i th in  the MCC's l i m i t  and the moderate number of e l ig ib le  
resale homes means the program will likely n o t  have much o f  a n  illipact fi? Lodi . 
S t a f f  feels  the MCC Program would be ineffect in Lodi and recornends i / ] a t  we do 
not adopt the program a t - t h i f t i m e .  

I 

h m u n i  t y  Deve'i opment Director 


