Policy Statements – Private Property Transfer Tax

Issue: Private Property Transfer Tax

What Sacramento Association of REALTORS® Says:

SAR is opposed to private property transfer taxes.  When Proposition 13 passed in 1978, there appeared to be a general agreement that localities would not impose new taxes on the transfer of real property.  With cities now facing massive budget shortages, every source for generating revenue is being considered.  Due to the fact that transfer taxes do not impact a large constituency at any one time, they have been popular with some elected officials. 
Background: 

While transfer taxes have been raised in many localities as a way of balancing budgets for local governments, transfer taxes are a volatile unreliable source of revenue.  The real estate market is cyclical, therefore it is difficult to accurately predict how much revenue will be generated from transfer taxes.  For example, the City of Redondo Beach initially projected income of $690,000 from transfer taxes in their 1996-1997 budget; however, they had to lower this figure to $75,000.  A study on transfer taxes conducted by Price Waterhouse for the National Association of REALTORS® found that fluctuations in transfer taxes are much more extreme than fluctuations in sales and income taxes, and therefore not a good source for dependable revenue.  
An imposition of a transfer tax on homes adds one more cost to the growing list of expenses that must be considered in the purchase or sale of a home.  This means that fewer home transactions will occur, and the stimulating effect of home buying activity on the overall economy will lessen as a result of a decline in: new housing construction, real estate brokerage, escrow and title services, home inspections, warranty, and insurance. 

Many city ordinances go into effect thirty days after they are passed.  Therefore, if a change were made in transfer taxes, it could affect some homes currently in escrow.  This may cause these deals to fall through, as the individuals have financing in place and may not be able to change the terms in time. 

Transfer taxes decrease the affordability of homes.  If the seller pays the transfer tax, this decreases the equity in their home, and will hinder the ability of that individual to afford a different house, especially in a flat market.  If the buyer is paying the transfer tax in the form of a higher sales price, some individuals will need to find less expensive homes, and others will incur higher housing costs as a result of a larger mortgage loan and additional interest expenses.

Transfer taxes are regressive: as people’s income increases, they spend a smaller share of their income on housing.  First time homebuyers who pay transfer taxes are particularly hard hit, as they already have a tremendously difficult time saving for a down payment in the historically expensive California market. 

Many individuals benefit from transfer taxes, while few individuals pay them.  Generally, no more than six percent of a city’s homes transfer owners in any given year.  This places the burden of funding general city services like police, fire, and parks on the few individuals who bought or sold a home.  Alternative taxes like utility user taxes, sales taxes, or garbage and sewer fees would affect a larger constituency and spread the tax burden more fairly. 
Transfer taxes are levied whether or not the seller’s investment in the home increased in value.  Additionally, transfer taxes are not deductible from state or federal income taxes.

