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421a Tax Exemption: Don’t Say You Didn’t Know

By JULIE SATOW

TOD ABRAMS’S condo at the Orion on West 42nd Street has a custom Valcucine kitchen, floor-to-ceiling windows and views that stretch from the George Washington Bridge to the Chrysler Building. 

A mint-condition two-bedroom, described by the broker as having “a New York meets Los Angeles meets South Beach flavor,” it is also in a race against time. It has been on the market since March, and Mr. Abrams, who has relocated to Los Angeles to be closer to his son and for work, has already slashed the price three times, to $1.575 million. He is hoping to sell the apartment in part because his monthly real estate taxes are poised to surge by more than 400 percent over the next several years. 

That jump is mainly due to the city’s 421a tax exemption program, which encouraged development of underused or unused land by drastically reducing property taxes for a set amount of time. Buyers got what seemed to be an unbelievable deal on taxes — but with the caveat that it was only temporary and that someday, their rates would rise to what everyone else was paying. 

When Mr. Abrams bought the brand-new apartment in 2007, his taxes were just $35 a month; he now pays $374 a month. When the exemption runs its course, in 2018, the monthly tax bill will be an estimated $1,629. 

“It is utterly ridiculous,” said Mr. Abrams, a co-president of Alternative Marketing Solutions, which helps publicize films. “I have a home in Los Angeles and Palm Springs, and California is famous for high taxes, yet we don’t pay anything close to what I will be paying.” 

During the real estate boom, from 2004 until the bubble burst in 2008, thousands of condominiums were built in Manhattan under the program. There are now more than 43,000 421a condominiums, the most since the program was started in 1971. 

The 10-year exemptions, which decrease by 20 percent every two years, are now beginning to run their course. As a result, thousands of apartment owners across the city are seeing their tax bills surge. And while many condo owners are expecting this, because the information is contained in building offering plans, the increases are coming at a time when real estate prices are flat and the economy continues to flounder. A tax bill that is guaranteed to rise significantly is not a strong selling point. 

“It will be a rude awakening to many New Yorkers who haven’t been paying close attention,” said Robert M. Pollack, a partner at the law firm Marcus & Pollack, who represents the 60-story Orion, at 350 West 42nd Street. “And for many of them, it couldn’t come at a worse time.” 

On top of the expiring exemption, a second blow to Mr. Abrams and owners of high-end condos is rising tax assessments. Over the last three years, the city has raised the value of the Orion by 10.4 percent, 9.5 percent and 9 percent, respectively. 

Similarly, at 340 East 23rd Street, a 2008 condominium with interiors designed by Philippe Starck, the city has raised the building’s value over the past three years, first by 17 percent, then 10 percent, and most recently 21.5 percent. 

“It’s been a frustrating process,” said Josh Fox, the president of the board at 340 East 23rd, which Mr. Pollack also represents. “The city has bumped up the valuation of our building to an extreme level. We have a beautiful new building, don’t get me wrong, but they are assessing our apartments as if we are in one of the most luxurious buildings on Fifth Avenue or the heart of TriBeCa,” rather than off First Avenue. 

The high valuations are “having an enormous impact on sales prices,” said Brian Morgan, a senior vice president of CitiHabitats who also lives at 340 East 23rd, “because buyers realize there are only a few years left on these exemptions and so they say to the seller, ‘You had much lower monthly charges than we will have, so it only makes sense that we pay less than you did.’ ” 

Mr. Morgan, whose taxes will rise 373 percent by the time the tax exemption expires in 2019, is representing a client who recently considered buying a two-bedroom condo at 110 Third Avenue. The asking price is $1.499 million, but the taxes will surge more than 300 percent in 2019, “so I told them it isn’t worth it for that price,” he said. 

The 421a program applies to areas of Manhattan where developers build condominiums on underutilized or unused land. In most of them, the exemption lasts for 10 years, giving owners a 100 percent exemption from any increases in their real estate taxes for two years, then phasing out the exemption by 20 percent every two years over the remaining eight. In Upper Manhattan and the other boroughs, the exemption can last for 15 or 25 years. 

In 2008, 421a was overhauled to include, among other things, a requirement that developers set aside 20 percent of their units for affordable housing. As a result, fewer buildings are now entering the program. 

There are a number of reasons that new condos have higher property taxes than older ones or comparable co-ops, tax experts said. 

In New York City, the real estate tax rate for condominiums is 13.353 percent. This number is applied to the assessed value of the property, and the city assesses the properties anew every year. To assess the value of condominiums and co-ops, the city looks at how much income the building would produce if it were a rental. 

“By law, we are required to value condominiums as if they were income-producing properties,” said Michael Hyman, a deputy commissioner for tax policy and planning at the city Department of Finance, “so we impute rental incomes even though the buildings are generally owner-occupied.” The law went into effect in 1983, he said. At that time, the city was experiencing many co-op conversions, and the hope was that the legislation would diminish the disparity in value between rentals and co-ops. 

Even though now it is condominiums that are making up an increasing proportion of the apartments in the city, the law does not reflect this shift, he said. 

Taxes for new condos are usually higher than the taxes levied on older condo buildings, because the rental buildings used as comparison points are also of a newer vintage, and rarely have any rent-regulated tenants. Older condos, on the other hand, are compared with rentals that often have such tenants in place, lowering their overall assessed values. Since many co-op buildings are of an older vintage, they also often have lower tax assessments than new condos, even if the sales prices at the co-ops are far higher. 

And the rental market has been very strong in recent quarters, helping to raise the overall assessment values of condominiums, even though sales prices may have fallen. “People think that if the market goes down, then their condominium assessments should also go down,” said William E. Banfield, a partner at the law firm Podell, Schwartz, Schecter & Banfield. “So it is very hard to communicate that the assessments are based on rental incomes, and the sales price has nothing at all to do with it.” 

Another factor for new-construction condominiums is the assessed value of land. As soon as a developer obtains a permit to start construction on a project, “the city immediately starts increasing the land assessments,” said Peter E. Blond, a partner at Brandt, Steinberg & Lewis, who represents buildings in assessment disputes. “While the building may be exempt under the 421a program, the land is not exempt, so the city can raise the land assessment to guarantee themselves a bare minimum of tax revenue.” 

Supporters of the 421a program point out that the offering plans that come with new condominiums outline what the taxes on a unit will be, with and without the 421a exemption. 

But Paul J. Korngold, a partner at the law firm of Tuchman, Korngold, Weiss, Lippman & Gelles, who also represents buildings in assessment disputes, says “those numbers are pure baloney.” He says taxes in an offering plan are often based in part on the assessed value of the property before construction is completed, so the tax rate is being applied to a lower assessment that will not stand once the development is built and residents have moved in. 

In addition, Mr. Korngold said, “none of us can know what the assessment will be 10 years from now, but if history is a guide, whatever the assessment is today, you can bet the value will go up.” 

Mr. Fox, the president of the condominium board at 340 East 23rd Street, said that was the case in his building. “A lot of people were given an offering plan,” he said, “and so they felt they had a good understanding of what they would be paying in taxes. But by the time they closed on their apartment, that tax figure was already higher.” 

He added, “it’s fundamentally unfair to have your taxes quoted at a certain level if that level does not reflect what you are actually purchasing, but rather reflects the construction status of a building at a much earlier point in time.” 

According to the state attorney general, even if offering plans sometimes cite preconstruction assessment figures, developers are required to include footnotes that disclose the postconstruction costs. 

Assessments can be challenged, of course, and many buildings regularly petition the New York City Tax Commission to lower their values. The commission received more than 47,000 petitions last year, the most in its history. Of those, 15 percent of the petitioners were offered lower assessments, and 12 percent agreed to them. 

Nicholas Kamillatos, a partner at the law firm Rosenberg & Estis, who specializes in representing buildings in assessment cases, says it is crucial that owners pay attention to the assessed value of their property while the 421a exemption is in place. “If they wait,” Mr. Kamillatos said, “and the city was overcharging them consecutively for three or four years, they will be fighting a higher overall price, and it will be much harder to argue their case.” 

Still, some market experts say that even after the exemption expires, real estate taxes at many apartments will remain low. At 497 Greenwich Street, for example, Robert Browne, a senior vice president of the Corcoran Group, is representing the sellers of a 3,052-square-foot three-bedroom that is on the market for $5.25 million. Taxes are currently $2,778 a month, which, at less than $1 per square foot, “is extremely low, as you would expect with the exemption,” Mr. Browne said. But after the benefit wears off in 2015, the taxes will be $3,675, which, while a 132 percent increase, is still only $1.20 a square foot. “And don’t forget, real estate taxes are tax-deductible from your income,” he added. “As long as your taxes aren’t unreasonably high at the end of it, the wearing off of an exemption shouldn’t have a dire effect.” 

In any case, brokers say, the onus is on buyers to know exactly what they will pay and to be realistic about how much of a tax increase they can afford. 

“When an apartment has a 421a exemption,” said Paul Purcell, a founding partner at Rutenberg Realty, “it is akin to winning the temporary lottery. But I always tell clients, ‘Can you weather the storm at the end of 10 years? Is this going to be an acceptable carrying cost when you see the real taxes you will be paying?’ That is the real question they need to answer.” 

