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Engler’s tax cut proposal cheers builders

By Gerald Frawley
slaff writor

Gov. John Engler didn't tel representatives of the
building Industry anything new last week when he spoke
at the International Home Flower and Furniture Show
— but bullders llked what they heard anyway.

Engler told members of the Builders Assoclation of

Southeastern Michlgan that two of his initlatives — hls
property taxes and (o reorganize the Michi.

gan Department of Natural Resources — will be a boon

to the bullding industry,

“I think we can reconclle economic growth with our

other agendas,” Engler sald,

Owning a hame is more than the largest single (nvest-
ment a famlly is likely to make, he said. “Owning a
home is part of the Amerlcan dream,” Engler said,
Purchasing a home says a lot, Engler continues. “It
reflects a family’s confidence in the future.”

When a family buys a home, they are saying they
expect that home to give them shelter for years to come
and to increase in value.

Buying a home also creates constructlon jobs, retail
Jjobs and a larger tax base for the community, Engler
sald. N

We want (o encour: 3¢ citizens to express thelr confi-
dence In the econonr .« future of this state (by eacourag-
ing them to buy homes),” Engler sald.

ENGLER NOTED that with sales at thefr Jowest
point in a decade, recent months have net bezn kind to
the housing industry. “But there's a lot of optimism that
things will improve. .

Interest rales are down, fool traffic through home
models is increasing and “the national enthusiasm over
the conclusion of the*war in the Mideast shauld all spur
a growth in home sales,” he said.

“There’s one thing we can do in Michigan (to help the
housing industry) and that's to cut property taxes and
cut them now,” Engler said, reiterating his promise to

Analysts question February rise in housin

reduce property taxes by 20 percent over three years.
Cutting property taxes accomplishes two goals: It
puts more money tn the hands of buyers by taxing them
less and increases the amount of money In the hands of
sellers, whose property becomes more valuable.
“Michigan property taxes are the fourth highest in the
country and the highest in the Midwest,” Engler sajd.

ER_In corganizing. th
improve the regulatory climate for the building indus
try. Engler satd he is well aware of the problems a
builder faces when he attempts to gain necessary per-
mits.

*'To improve the permilt process, I've come to the con-
clusion the Department of Natural Resources, as it is
constituted, is simply unworkable,” Engler said,

Engler gave no timetable for his plans; but said he
intends 1o split_the department in wo, separating the
environmenta! protection funetions from the wildlife
functions.

As things stand.now, the department tries to be too
many things to too many people — and in so doing, Is
nat enough for anyone, Engler sajd.

There are not enough staff people or resources to
serve the needs of everyone who depends on the depart-
ment, Engler said, and so things get lost in the burcauc-
Tacy.

“We've got to have clearer standards,” he said.
"You've got to be able to walk into a department and be
able 10 ask what-do I have to do to gel a permit — and
then get an answer.” .

ROY A. MALY, president of Roy Maly Building Co.
and the former builder liaison with Detroit Edison, said
nothing Engler said-surprised him; but it was nonethe-
less encouraging.

“He was basically reiterating what he's say he's do.”

Assuming Engler can overcome political opposition
1o his goals, cutting property taxes-and reorganizing the
DNR will help the building industry, Maly sajd.

“That (political opposition} often happens in politlcs
— you have to be able to roll with the punches,” Maly

This s an apportunity for him 1o come out a winner.
Hle's a capable, good man, and he seems determined — [
1hink he can do it

Northan' Finkelstein, vice president of the Irvine
Group in Farmington Hills, said he Is encouraged by

Engler's commitment to the building industry. “What [
liked was his realization of the importance of the build-
ing industry to the state.” .

Finkelstein said that while former Gov, James Blanc-
hard was never amti-building industry, he did little to
prevent the housing problem of the past year.

He also said that it's about time somcthing was done
about the DNR, which he said has been poorly managed,

andund

Gov. Engler
properly tax panacea

While it's true the DNR grew significantly during the

- past decade, it did aot grow more efficient or effective,

he said.

ONE THING Finkelstein said he would have tiked to
have heard, but did not, was a commitment from Engler
10 do promote affordable housing in the state.” - .

“I'm not sure if it's possible to do it without federal
help or some new thinking, hut 1t is important,” he suid.
More than any other issue, the building industry be-
lieves something must be done 10 insure that housing
remains affordable to the majority of people, Finkel-
stein said.

A lot of what Engler has proposed — lower taxes
a mare efficient. department of natural resource
goes hand in hand with affordable housing, he said. but
moze still has to be done in this area.

and

Samuel Kreis, vice president of construction lending
for Comerica Mortgage Corp., said in every, recession or
depression it has been the building industry that pulled
the nation back inte economic health

“It's a definite plus when you have the guvernor in
your corner,” Kre:

Engler's plans have spurred a sense of optimism tn
the building industry, Kreis said, adding that he has
rarely been as busy. “Walk around at the (Home Flower
and Furnilure show) and you'll see it everywhere.

“People-feel good about what's happening.” he saud
“I'm confident that we'll have an rconomy that moves
ahead - soon.”

g starts
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(AP) — Housing starts rebounded

16.4° percent in February, the first
sign of life In that indusiry In threc
months and only the second advance
in a year, the government said to-
day. :
The Commerce Department re-
ported aew construction of single-
and multl-family. houses totaled a
seasonally adjusted annual rate of
989,000, . .

Starts had falen 12.5 percent to
an 850,000 annual rate In January,
the lowest level since construction
began on 843,000 units in January
1982 in the midst of the last reces.
sion. )

The February gain was the first
since a 10.1-percent advance in No-
vember, which itsell had been the
first -increase since a 21.8-percent
rlse in January 1990,

Still, the number of February
starts was dawn 32.2 percent from
the same month last year. And for
the first two months of 1991, they
were 397 percent below the same
period of 1990.

Some observers have noted anec-

-.dotal evidence that housing activity

continued to improve in March. .

- 1390,

FOR INSTANCE, the Federal Re-
serve reported a survey carller this
month showed that, while housing
and commercial construction re-
maincd slow, eight of its 12 districts
reported “‘an increase In buyer Inter-
est and, in some areas, purchascs.”

1t said some builders said they
were about a

But analysts cautioned about rea
ing too muck into one month's activi.
ty.

“While the fund, are im-

abnormally mild weather,” econo-
mists at° Mitsubishi Bank in New
York wrote in thelr weekly

proving modestly for the housing in-
dustry (lower interest rates, increas-
ing housing affordability), the Febru.
ary galn may have been triggered by

MITSUBISII'S Weekly Economic
Indicator Report sald February was
the third warmest February in the
National Weather Service's 97 years

recovery for the depressed housing
industry this year because of the de-

" cline in mortgage rates. Fixed-rate

mortgages averaged 9.50¢ percent
last weck, according to a survey by
the Federal Home Loan Morigage
Corp.

And the Labor Department said
earlier the construction industry
added 27,000 new jobs in February,
the first increase in months. The in-
dustry lost 150,000 jobs in January
and about 425,000 since last May.

A recent Commerce Department
report also offered a glimmer of
hope. 1t said applications for build-
ing permits, often a barometer of fu-
ture activity, rose 8.5 percent. to
865,000 ~ Lhe first increase in eight
months and the steepest gain since a
22 8-pereent advance in January

Did February's mild weather trigger a modest

housing?

jump in new

In Michigan, residential construction
starts were down 16.6 percent in
January. Wayne Counly suffered a loss
of 49 percent from December. Oakland
County saw residential starts climbed
42.8 percent for the month.

of lracking temperatures and the
eighth dries B

The Fubruary incredase was. con.
centrated in the single-family sector,
wlich rose 1B.3 percent to a 771,000
annual rate after falling 13.2 percent
i January to 652,000 unts, the low-
sl sinee construction began on
613,000 units 1n June 1982,

Multi-family starts were up 10.1
pereent o 218,000 unils, erasing
10-pereent luss in January.

Among. the regions, Ihe Midwest
posted a huge 77.2.percent gain to
296,000 unsts, the highest level since
@ 354,000 rate in January 1990

In Michigan, residential construe-

(s were down 16.6 pereent in
. Ihe Tatest figures issued by
the Michigan Asssciation of Home
Builders Wayne County suffered a
tons of 49 percent from Decerntuer
Oakland  County  saw  residential
starts elunbed 428 pereent for the
month B

Starts alsa were up 79 pereent to
2 384.000 rate in the South

But both the Northeast and West
remmned an the doldrums. Starts
were down 96 percent to 217,000
units in the West. the lowest since o
145,000 rate in August J982 They
fell 06 percent to 164.000 umits 0
the Northeast

Slumping houSing markef may prevent refinancing

(AP} — While many homeown
rushed to refinance mortgages wi
lower interest rates this winter, oth.
crs were left out in the cold, casuat-
ties of the soft real estute market

Once again, the big Josers were
those who bought when home prices
peaked in the late '80s. Not only are
they unable to sell now without tak-
ing a substantial loss, but they've
been denicd a chance to become
more financially comfortable where
they are. .

Most banks won't lend out any
more than 80 percent 1o 90 percent
of the current appraised value of a
home, so when values decline, that
makes less money available for refi-
nancing.

“They're in a cateh-22 right now:
They can‘t sell because they won't
mike their money back and they
nay not be able 10 refinance because
they may not qualify,” said John
Hickey, senior mortgage un-
derwriter for First Trade Union Sav.
ings Bank of Boston, an area hard hit
by slumping housing prices.

Hickey and his colleagues have
seen growing evidence of this prob-
lem nationwide since the start of the
year, as more homeowners sought to
refinance their old loans to take ad-
vantage of a drop in fixed mortgage
rites into single-diit territory. The
national average for conventional
A0-year fixed-rate mortgages fell be-
low 9.5 percent Jast month, a 4-year

law, although rates have fisen slight-
1y since then.

BY REFINANCING, homvowners
can cut their monthly house pay-
ments or tid themselves of Nickle ad-
justable rate mortgages, which re-
flect  prevaling  markel  interest
rates In some cases, homeowners
with Jow mortgages can n refi-
nance beyond thewr balance
the exc for other expens
cedure known as “cashing ou

Mortgage  bankers
country say there’s been
dous inerease in mortgage act
in recent weeks, with refinancings
making up as muet, as 40 percent of

the
tremen.

ACross

thear business They usually aceount
foc around a quarter al mortgage ac:
tivity. they say

st week was prabably our busi-
est weeh in two vears” saud Jolin
$attagha, a vice president at Boston
Five Cent Savings Bank.

But Battagha suspeets the rate of
relmancings would be even h
hadat not be for the tenuous real es
tate market .

SWe're seemg i daot of peaple call
g an and savang, 1 have a $200,000
house that T hought lwo years ago
and 1 have & morigage on L fur
FIR0.000 T think the house ix only
watth around $180.000 nuw  What
shanld 1 gu”

“and Batla

IS tough

The homeowners described in that
seensno were told Lo stick with their
current uortgages becatse they'd
oaly e eligible to receve around
$162.000 11 o refinanced loan, or 90
percent of the current value of that
home under standard bank pusde
tnes To refinance they'd have to
canne up with an additional $18,000

the difference between what's ap-
provmately left on the original
wartgage and the new money that
would be provided s well as clos.
g eonts and other fees

Sometimes fancial  mstitutions
may bend the rules “Some lenders
will refinance their own loans with-
wet o onew appraisal”t usually for

their most credit-worthy customuers,
<t Hoas M Strickland, CChtin e
vice president at Northeast Savings
 Hartfard, Conn

But more than hiely the hanks
would tepeet such in apphication

Jeannette Patten, i vice prosident
Uil based mant
faRe leader Counteywide, sand less
than 5 pereent of all applications are
regected becaise of low housieg o)
ils hecatse 1
il of ttne what thetr Bogmes e
worth

Stiekland agreed U ok people

gh They have a prets
ttherr salues befure

aEe AVVY ¢
(3 good gl
they apply

Boards have options in dealing with delinquencies

With the economlc slowdown upon
us, the number of delinguencies In
our condomlnlum project bas Jn.
creased. What is the best way, in
your opinlan, 1o collect assessments
on a timely basis?

This is a relatively complex ques-
tion. Suffice it to say that the associ-
ation has a plethora of remedies
availahle to it in collecting assess-
ments. The most abvlous remedy is
the imposition of a lien agalnst the
unit owned by the co-owner that can
result in foreclosure proceedings by
the assoclation agalnst the co-awner
in question, The association also has
“the right to pursue a maney Judg-
ment against the co-owner for as-
scsaments due and awing. Addition-
ally, the assoctation may have re-
coarse {n the ever! that the unit ia

oceupied by a renter or is vacant, in
which case the association can have
A receiver appointed lo collect rent-
als or require that the tenant tn pos-
session pay the rentals directly 1o
the association based upon the con-
dominium documents. [n short, the
association has a number of legal
remedies, which it should uniformly,
consistently and vigorously enforce
thraugh a policy adopled by the
baard of directars.

Can you briefly review for me the
federal tax ramifications regarding
the Impact of rental income on Lhe
subseqaent xale of a residence. 1

condo
queries

Robert M.
 Melsner

certain tax breaks on the sale. They
may qualify to defer tax an any gan
for they buy a replacement resident
of sufficient cost within certan set
time limits. If they are age 55 or old
er and meet ownership and use e
quirements, they may elect to avord
tax on up to $125,000 in profnit

have been leaslng oor
and now want to sell It

Individuals who use their home as
A principal residence are entitled to

Itah ner moves out of his
principal residence and ohtawns a
icinporary rental, the Ninth Circust
Court of Appeals has alloswed both a

I omthe rental as swell as the de-
ferral of tax o gain i oa case n
swhich & homeowner resudent rented
his resudence for few months prior (o
the sale The temporary restal did
b eenvert the principal residence
to business use because the rental
achvity was subordinate to the ef-
forts tosell I general, no doss a8 al
lowed on the sale of a principal resi-
dence But sl the propesty 1s convert.
od e prohit-makiag purpose, such
as rentals, then loss on a sale wonld
Be allowed 1t should be noted that
sual ar temporary rental s pot

sufhicient i establish a conversion
for persenal use You are best
advised ta consult with a lax adviser

astoyour particular tax matters

¥ am an attornes on the condomi-

_iem board. In Interviewlng vartous
prnpective  maragement  compa.
nies, one of the management compa-
nies Indicated that it wished 10
choose the attarney far the associa.
tien from someone with whom it was
working. It also wanted to plck a
CPA and losurance consoltant. |
bave tried to explaln to the board
that I belleve that this is not the role
of the management company but
that of the board, I need some con-
ficmation from you.

As you correctly perevive, it is the
anvociation acting through its board
of dhrectors that has the responsihili-
ty L0 retdin persons or enlilies to act
i behadl of the association The at-

consultant work for the association,
net the =anaging agent They owe

the CPA and the insurance -

tierr duts of Toyadty and responsitsl
ity to the assoctation The managing
agentis merely an agent of the asse
crLibion that operates under the au
tharity gaven to (it by the board of
directors (n behalf of the assoviation
For the management campany to
SURREAL What 1t prek the assovialion's
attorney. CI'A and ipsuranee agent
may be symptamatie of an atttude
on the part of the Jnanagement com
pany that you may wish 10 avosd 0
selerting the best possible man.age
ment eatmpany for your assocration
Fur the management company to be
that presumptuces and fail o recog-
nuze that it s the board’s role to prek
personnel i not a good reflection on
the quahty and integrity of the man
1enl company




