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This analysis is limited in scope to this bill's property tax provisions. 

Summary:  Allows lower income rental housing to qualify for the welfare exemption if the property 
owners receive a tax credit under the “Workforce Housing Tax Credit Pilot,” which the bill creates.  Also 
establishes $100 million of tax credits to be allocated for housing projects located in twelve counties 
with the highest market rents.  

Purpose: To ensure the welfare exemption applies to rental housing constructed or renovated with 
these new insurance tax and income tax credits.  

Fiscal Impact Summary:  Unknown.  

Existing Law: Existing law allows property used for lower income rental housing that is owned and 
operated by a qualifying nonprofit organization to be exempt from property tax under the welfare 
exemption, provided various conditions and requirements are met.  Lower income rental housing 
owned by a limited partnership in which a nonprofit organization serves as the managing general 
partner may also qualify for exemption. The law limits the exemption to that portion of the property 
that serves lower income households.1  

Relevant to this bill, to qualify for the exemption, the law requires that the rental housing be financed 
with specified tax exempt bonds, government loans or grants, or that the property's owner receives low-
income housing tax credits pursuant to Section 42 of the Internal Revenue Code.2  

Lower Income Household Definition.  Property tax law defines lower income households by cross-
reference to the Health and Safety Code.3  This law generally provides that lower income households are 
those households with incomes at 80% of the Area Median Income (AMI) adjusted for family size and 
geographic areas of the state.  The law also requires California's Housing and Community Development 
(HCD) to annually publish these income limits based on federal Housing and Urban Development (HUD) 
data.  

Proposed Law:   
Workforce Housing Tax Credits. This bill allows rental housing to qualify for the welfare exemption if 
the property owner is allowed a workforce housing tax credit, as specified, and which this bill creates.  

Lower Income Households Definition.  This bill specifies that "lower income households" has the same 
meaning as "low-income household" under the new workforce housing tax credit provisions.  These 
provisions4 specify that "low-income household" means a household with an income that is greater than 
60% and not higher than 80% of the area median household income.  

  

                                                           
1 Revenue and Taxation Code (RTC) Section 214(g).  
2 RTC §214(g)(1)(A) and §214(g)(1)(B).  Rental housing without government assistance in the form of low-income 
housing tax credits or government financing can also qualify, but the exemption is capped to the first $20,000 of tax.  
3 Health and Safety Code Section 50079.5. Additionally, the BOE annually reports the household income limits to 
assessors. 
4 Proposed RTC Sections 12206.1(b)(1), 17058.1(b)(1), and 23610.7(b)(1).  

http://www.leginfo.ca.gov/pub/15-16/bill/asm/ab_2801-2850/ab_2842_bill_20160412_amended_asm_v97.pdf
http://www.hcd.ca.gov/housing-policy-development/housing-resource-center/reports/state/incnote.html
http://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=HSC&sectionNum=50079.5.
https://www.boe.ca.gov/proptaxes/pdf/lta15044.pdf
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In General:   
Government Financing or Tax Credits: Unlimited Exemption. When a nonprofit organization owns and 
operates a low-income rental housing property that receives government financing or low-income 
housing tax credits, all of the properties may be exempt from property tax. Generally, a low-income 
housing property, including a single family home, may qualify for the welfare exemption provided:  
• Government Assistance. The nonprofit organization owner receives low-income housing tax 

credits or government financing on the property.5 §214(g)(1)(A) and (B)  
• Use Restriction.  The property is subject to a recorded deed restriction, regulatory agreement, or 

other legal document6 restricting its use for low-income housing purposes at specified rents. 
§214(g)(2)(A)(i) and Property Tax Rule 140 

• Rents Charged. The rents charged to lower income household occupants do not exceed the rent 
prescribed by the deed restrictions or regulatory agreement. §214(g)(1)(A) and §214(g)(2)(A)(i) 

• Property Tax Savings.  The owner certifies that the funds otherwise spent to pay taxes are instead 
used to maintain affordability of, or reduce rents of units occupied by, the lower income 
households.  §214(g)(2)(B) 

• Occupancy.  While there is no minimum percentage of units that must be occupied by lower-
income households, the exemption only extends to the units serving lower-income households. 
§214(g)(1) 

• Limited Partnership: Special Requirements.  In the case of housing owned by a limited 
partnership in which the managing general partner is an eligible nonprofit organization or an 
eligible limited liability company, use and rent restrictions must be contained in an enforceable 
and verifiable agreement with a public agency or in a recorded deed restriction.  An “other legal 
document” is insufficient.  §214(g)(2)(A)(ii) 

Historical Qualifications.  Prior to January 1, 2000, nonprofit organizations could qualify for a property 
tax exemption for low-income rental housing by meeting one of the following requirements:  

1. Occupancy. At least 20% of the occupants were persons with low income. 
2. Government Financing. The project was financed with tax-exempt bonds, government loans, or 

grants. 
3. Tax Credits. The nonprofit organization was eligible and received low-income housing income 

tax credits.  

More Stringent Qualifications.  Beginning January 1, 2000, Assembly Bill 1559 (Stats. 1999, Ch. 927, 
Wiggins) deleted mere “occupancy” by persons with low income as a qualifying condition for the welfare 
exemption. As a result, to receive a property tax exemption, the low-income housing property must 
either be financed with government funds or the owner must receive income tax credits on the 
property.  AB 1559 also imposed higher standards related to restrictive use documentation to 
substantiate that the property is dedicated to low-income housing.  Accordingly, any deed restriction 
must be recorded, and a public agency must be a party to an enforceable and verifiable agreement 
regarding property use.  Furthermore, "other legal documents" no longer sufficed to impose the 
necessary use restriction.  

The Los Angeles Housing Law Project (Project) sponsored AB 1559 to address welfare exemption abuse 
and misuse that permitted the owners of substandard housing properties to obtain a property tax 
exemption. In the course of investigating various substandard housing properties, this organization 

                                                           
5 The exemption continues to apply if the government financing has been refinanced or paid in full or if the allocation 
of the low-income housing tax credits has terminated or expired, during the period of restricted use and rent levels 
provided that the government agency that is a party to the regulatory agreement continues to monitor and enforce 
compliance with the regulatory agreement.  Property Tax Rule 140(c). 
6 An “other legal document” is not permissible if a limited partnership owns the property with a managing general 
partner that is a nonprofit organization. RTC §214(g)(2)(A)(ii).  

http://www.boe.ca.gov/lawguides/property/current/ptlg/rule/136.html
http://www.leginfo.ca.gov/cgi-bin/postquery?bill_number=ab_1559&sess=9900&house=B&author=wiggins
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discovered that some properties were receiving the exemption under the provision that permits the 
property to qualify solely on the basis that the rents were low and the residents were low-income 
households. It was alleged that substandard housing owners were partnering with nonprofit 
organizations in a limited partnership as a ruse to obtain the welfare exemption or were themselves 
creating non-profit organizations. Presumably, the rationale for limiting the exemption to properties 
financed with tax-exempt bonds, government loans, or grants was that these properties would be 
subject to some level of government oversight, ensuring quality housing for the tenants and preventing 
creative property owners from obtaining the exemption to avoid paying any property tax.  

Exemption Cap.  AB 1559’s changes also revoked the exemption from charitable organizations providing 
adequate housing because they did not have government financing or tax credits.  Consequently, the 
following year Assembly Bill 659 (Stats. 2000, Ch. 601, Wiggins) reinstated exemption eligibility based on 
“occupancy” by low-income households with three changes: 

1. Occupancy Threshold. The occupancy threshold was raised from 20% to 90%.  
2. Exemption Cap. An exemption cap was created limiting the exemption to $20,000 of "tax" 

statewide. 
3. Exclude Limited Partnerships. Limited partnerships in which the managing general partner is an 

eligible nonprofit corporation were specifically excluded.  

Since the exemption cap was created, few nonprofit organizations that own low-income rental housing 
have exceeded the cap.  Many projects use government financing or tax credits and thus are not 
impacted by the cap.  The purpose of making public financing a key condition of receiving a property tax 
exemption was to help ensure that only legitimate operators were benefiting from the exemption. The 
purpose of excluding limited partnerships was to prevent the owners of substandard housing from 
partnering with a nonprofit organization in a ruse to obtain the welfare exemption. The purpose of 
imposing a $20,000 statewide cap when public financing does not apply was to limit the available 
exemption to owners that might misuse the exemption by creating a non-profit organization. 

Commentary:  
1. The Workforce Housing Tax Credit Pilot: Top 12 High Rent Counties.  One hundred million dollars in 

tax credits would be available for allocation by the California Tax Credit Allocation Committee, at up 
to $50,000 per unit, for projects located in the 12 counties with the highest HUD-determined fair 
market rents. The project must be for a new development or for rehabilitating a building that is at 
least 20 years old where at least 40% of the project's units are allocated to low-income households.  
The units must be held at an affordable rate or substantially below market rate for 55 years.  

2. Is a separate "lower income household" definition for workforce housing tax credits necessary for 
property tax purposes?  The household income upper limits appear to be the same (i.e., 80% of 
AMI).  Additionally, the new definition is not specific to the workforce housing tax credit, since it 
cross references to RTC 214(g)(1)(B), which does not distinguish between IRC Section 42 tax credits 
and the new workforce housing tax credits.  This creates multiple definitions which may 
unnecessarily confuse welfare exemption administration.  Furthermore, since the new credit only 
applies to AMI’s between 60% and 80%, it raises a question about occupants that might have an 
income below 60%.  

3. Suggested Technical Amendments.  In RTC Section 214(g)(3)(A)(i), at page 22, line 24, " 'Lower" was 
inadvertently deleted. This language should be restored by adding " 'lower" after "Except as 
provided in paragraph (2),".  Additionally, should "paragraph (2)" instead read "clause (ii)"?  

Costs:  The BOE would incur absorbable costs to update claim forms (BOE-267-L), Property Tax Rule 
140, and the Assessors' Handbook.  

Revenue Impact:  It is unknown how many properties would qualify for the welfare exemption 
under this bill.   

http://www.leginfo.ca.gov/cgi-bin/postquery?bill_number=ab_659&sess=9900&house=B&author=wiggins
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