Date
The Honorable NAME

United States House of Representatives

Washington, DC  20515

Dear Representative NAME:
I urge you to oppose H.R. 2834, legislation introduced by Representative Sander Levin (D-MI) that would classify carried interests in investment partnerships as ordinary income subject to a tax rate of 35 percent rather than a capital gain that is taxed at the rate of 15 percent. Such a change will have significant negative impacts on real estate development, especially multifamily housing.
Multifamily housing, be it rental apartments or condos, often represent the most affordable housing available in communities across the country. Many multifamily housing developments are also the primary catalyst for neighborhood revitalization and community development. One out of every four American families currently lives in multifamily housing. Yet multifamily housing projects are extremely expensive and time-consuming to build and develop.
As a multifamily developer, I can assure you that one of the most cost-effective ways to deliver such housing is to use investment partnership entities as a means of pooling business resources to finance housing construction projects.  A common element of these partnership agreements is for the developer, acting as the general partner, to receive a “carried interest” (or more often, “promoted interest”) as a means of payment for its efforts and entrepreneurship. This mechanism for developing real estate is an excellent financial arrangement for aligning the interests of the entrepreneur (the developer) with outside investors and sharing the economic risk of the transaction.  This increases the attractiveness of outside investment in real estate development partnerships, which in turn reduces the cost of developing multifamily housing.

As general partner, the developer receives a carried interest based on return to several types of economic investment.  In addition to a portion of the partnership’s initial pool of capital, the developer contributes what is commonly referred to as “sweat equity” or what economists call the factor of production of entrepreneurship.   The amount and timing of the carried interest payment depends on the success, if any, of the partnership venture and the particular multifamily housing development.  However, because it is a long-term, risk-based investment, a carried interest payment is not paid contemporaneously, nor is it guaranteed.  Carried interest, as a return on investment with considerable risk, is thus properly classified as a capital gain and should be taxed as such.  

Requiring that all, or even part, of the return from a carried interest be taxed at ordinary income rates, no matter the nature of the investment nor the investment period, will disrupt the investment relationship between developers and investors.  It will make borderline housing development proposals significantly less attractive, especially those in underdeveloped communities that typically carry a higher risk for success.  Further, it will affect the pricing of development proposals generally which, in turn, will have negative implications on capital flowing to real estate development.  Ultimately, this will result in higher prices for housing, less job creation and decreased community development.
Again, I urge you to oppose H.R. 2834 and preserve the entrepreneurial spirit that is inherent in real estate development. The 235,000 members of the National Association of Home Builders (NAHB) are extremely concerned about this issue and NAHB is working directly on it.  Please feel free to contact me or NAHB’s Greg Brown at 202-266-8421, with any questions or comments you have.  
Thank you.

