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  PROPERTY TAXATION:  AFFORDABLE HOUSING:  WELFARE EXEMPTION 

 

Provides that a unit in a property owned by a community land trust continues to be treated as 

occupied by a lower income household when the income of those occupants increases, for the 

purposes of the welfare exemption from property tax for property used for rental housing. 

 

Background  

Property taxation.  The California Constitution provides that all property is taxable unless 

explicitly exempted by the Constitution or federal law, but also allows the Legislature to exempt 

property used exclusively for charitable purposes so long as it is owned by non-profit entities 

organized and operated for charitable purposes, such as universities, hospitals, and libraries.  The 

Legislature enacted this exemption, commonly known as the “welfare exemption.”  The welfare 

exemption has a similar policy genesis as tax-exempt status for charitable groups: revenues paid 

in tax to the government divert needed resources away from the organizations’ good works.   

 

The welfare exemption includes property used for rental housing, if it meets several 

requirements, including that there is an enforceable and verifiable agreement with a public 

agency, a recorded deed restriction, or other legal document that restricts the project’s usage, and 

provides that the units designated for use by lower income households are continuously available 

to or occupied by lower income households.  For projects with both low-income and market rate 

units, the owner can claim a partial exemption, equal to that percentage of the value of the 

property equal to the percentage that the number of units serving lower income households 

represents of the total number of residential units.  To claim an exemption, property owners must 

annually file a claim with the assessor to receive the exemption, stating the number of units 

serving low-income households, including vacant units, and a list of qualified households.  To 

qualify, the property owner must obtain a signed statement from each household certifying that 

the family household income did not exceed the income limits for that year. 

 

The welfare exemption relies on the definition for "lower income households" in the Health and 

Safety Code, which links to qualifying limits for lower income families under Section 8 of the 

United States Housing Act of 1937.  In the event the federal standards are discontinued, the 

Department of Housing and Community Development must establish income limits by 

regulation for lower income households for all geographic areas of the state at 80% of area 

median income (AMI), adjusted for family size and revised annually. 

 

Low Income Housing Tax Credits (LIHTCs).  Current state law allows taxpayers who provide 

project capital to low-income rental housing projects to claim LIHTCs against the Personal 

Income Tax, Corporation Tax, and Gross Premiums Tax.  State LIHTCs are calculated in partial 



AB 1206 (Bennett) 1/24/22   Page 2 of 5 

 
conformity with federal LIHTCs, although the credit rates and durations differ.  Federal law, 

which the state conforms to, sets the requirements determining whether a rental housing project 

is eligible for LIHTCs, including setting specified percentages of units that must be occupied by 

persons of certain percentages of AMI. 

 

Federal LIHTC law states that a low-income unit will continue to be treated as a low-income 

unit, and therefore qualify investors to claim an LIHTC, if the occupant's income initially met the 

income limitation and the unit continues to be rent-restricted.  Federal law further provides that if 

an occupant's income exceeds 140% of federal law’s income limitations, then the next available 

unit of a comparable or smaller size must be rented to a low-income tenant.  If not, the unit 

occupied by the household over the 140% threshold ceases to be treated as a low-income unit.   

 

Because the welfare exemption claim for a rental housing unit depends on its occupant’s annual 

income, the property owner can lose an exemption for a unit when its occupant’s income 

increases beyond what is specified in the contract, deed restriction, or legal document restricting 

rents  In response, the Legislature enacted AB 1193 (Gloria, 2018), which expanded eligibility of 

the welfare exemption from property tax for property owners of units occupied by individuals 

who meet income limits when they begin occupying a unit, but whose income subsequently 

increases.  Specifically, the bill placed into welfare exemption law requirements similar to 

federal LIHTC law that provide that a unit shall continue to be treated as occupied by a lower 

income household, which can then continue to qualify the owner for the exemption, if: 

 

 The occupants were lower income households on the lien date in the fiscal year in which 

their occupancy of the unit commenced; and  

 The unit continues to be rent restricted, notwithstanding an increase in the income of the 

occupants of the unit to 140 percent of area median income, adjusted for family size. 

 

AB 1193 also required property owners claiming an exemption under the bill to accompany the 

exemption claim with a confidential affidavit containing a list of all units for which the 

exemption is claimed, that will continue to be treated as low-income units under the bill, as well 

as specified non-personally identifiable information, including unit name or number, actual 

household income of the unit’s occupants, maximum rent for the unit, and actual rent charged.  

 

However, AB 1193 only applies to property owners qualifying for the welfare exemption 

because their projects are eligible for and have received LIHTCs, meaning that other properties 

used for rental housing that qualify for the welfare exemption could lose the exemption or have it 

reduced when the incomes of individuals occupying exempt units increase. 

 

Community Land Trusts (CLTs).  Formed by local agencies, employers, nonprofits, or 

grassroots organizations, CLTs are typically non-profit organizations that seek to promote 

affordable housing by acquiring and retaining ownership of real property in a specific geographic 

area using capital or land from private donations or public sources.  While the first CLTs were 

formed in rural areas in the 1970s, nearly 200 exist nationwide today, with approximately 20 in 

California.  CLTs mostly operate in higher-income urban and suburban areas, and under federal 

law, must: 

 

 Not be sponsored by a for-profit organization; 

 Be established to acquire parcels of land, held in perpetuity, primarily for conveyance 

under long-term ground leases; transfer ownership of any structural improvements 
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located on such leased parcels to the lessees; and retain a preemptive option to purchase 

any such structural improvement at a price determined by formula that is designed to 

ensure that the improvement remains affordable to low- and moderate-income families in 

perpetuity; and 

 Have corporate membership that is open to any adult resident of a particular geographic 

area specified in the bylaws of the organization; and whose board of directors must be 

equally comprised of leaseholders, community representatives, and other individuals 

representing the public interest.   

 

CLTs provide both owner-occupied and rental housing.  In recent years, the Legislature has 

modified property tax laws twice in ways specific to CLTs, including: 

 

 Required assessors to consider the value impact of CLT-imposed enforceable restrictions, 

and added a definition of a CLT into property tax law (AB 2818, Chiu, 2016). 

 Provide that property owned by a CLT qualifies for the welfare exemption for a five-year 

period if the property is being or will be developed or rehabilitated as low income 

housing (SB 196, Beall, 2018).   

 

The Community Land Trust Network wants similar treatment under the welfare exemption from 

property tax for rental housing owned by CLTs as AB 1193 provided for LIHTC projects. 

 

Proposed Law 

Assembly 1206 provides that for the purposes of the welfare exemption from property tax for 

property used for rental housing, that a unit continue to be treated as occupied by a lower income 

household when the income of those occupants increases up to 140% of AMI if: 

 The owner is a CLT; 

 The property is leased to a low-income household pursuant to a contract that meets the 

requirements in existing law that direct assessors to consider the value impact of the 

CLT enforceable restriction; and 

 The unit continues to be rent-restricted.   

The bill provides that the unit ceases to be treated as a lower income unit if the occupants’ 

income increases above 140% of AMI, adjusted for family size.  The measure also extends to 

CLTs claiming an exemption under the bill the annual reporting requirements on property 

owners added by AB 1193 for LIHTC properties. 

The bill’s change commences in the 2022-23 fiscal year, and sunsets after the 2027-28 fiscal 

year.  The measure also makes legislative findings and declarations regarding Section 41 of the 

Revenue and Taxation Code, and that welfare exemption claim forms remaining confidential is 

consistent with the state’s public meetings and records laws.    

State Revenue Impact 

The State Board of Equalization indicates that the revenue loss resulting from AB 1206 is 

indeterminable. 
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Comments 

1. Purpose of the bill.  According to the author, “California is facing an affordable housing crisis, 

and we cannot build our way of it simply by building more market rate housing. Affordability 

was a concern for hard working Californians before our housing crisis, and it will continue to be 

one no matter how many market rate units we build. To solve this problem, we must think 

creatively. Community Land Trusts provide innovative models that keep housing affordable. In 

fact, in my district the Housing Trust Fund of Ventura County is beginning to acquire property to 

build affordable housing units for local residents. Like all land trusts, they will have a 99-year 

renewable ground lease on the land that requires all housing built to be affordable, and stay 

affordable. Future residents of that land trust should be able to receive the same benefits as 

residents of housing built using funds from the Low Income Housing Tax Credit. AB 1206 

ensures that housing remains affordable by making sensible exceptions in the tax code.” 

2.  Another step.  Constitutional requirements for property owners claiming a welfare exemption 

are fairly strict.  The property must be owned solely by nonprofit entities and used exclusively 

for charitable purposes.  Consistent with these requirements, state law only allows the exemption 

for property used for housing used exclusively for exempt purposes, or for housing for 

employees of qualified organizations, for lower-income households, and for low and moderate 

income elderly or handicapped families.  The statutory exemption for property used for rental 

housing for lower-income housing only applies when units are occupied by or available to lower-

income occupants, and sets forth a process for property owners to annually report the incomes of 

occupants of exempt units necessary to continue to claim the exemption.  AB 1206 responds to 

the circumstance when an occupant’s income qualifies the CLT for the exemption when 

occupancy commences, but subsequently increases, by providing the same treatment that AB 

1193 provided for LIHTC projects.  Additionally, the measure follows two other changes to 

property tax law that the Legislature enacted that adapt property tax law to account for the CLT 

model from affordable housing finance. 

3.  Section 41.  Section 41 of the Revenue and Taxation Code, requires any bill authorizing a 

new tax expenditure to contain, among other things, specific goals, purposes, and objectives that 

the tax expenditure will achieve, detailed performance indicators, along with data collection and 

reporting requirements (SB 1335, Leno, 2014).  To meet these requirements, SB 1293 sets as its 

goal, purpose, and objective: 

 Reducing the cost to produce housing units affordable to lower income residents. 

 Reducing the rents of existing housing units to make them affordable to lower income 

and moderate-income residents. 

 Relieving part of the significant financial burden that lower and moderate-income 

households face for rent costs they often cannot afford. 

The measure then identifies the following performance indicators: 

 The number of new and acquired properties claiming the exemption. 

 The number of housing units in properties claiming the exemption. 

 The assessed value of property claiming the exemption. 

The bill then directs the Legislative Analyst’s Office (LAO) in collaboration with BOE to 

annually analyze the effectiveness of the welfare exemption from property tax for property used 
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for rental housing.  The review must include an analysis of the demand for the exemption, its 

economic impact, and the performance indicators identified in the bill each year until 2043.  

LAO may request info from BOE to complete the analysis, which BOE must provide. BOE may 

request information from county assessors, which assessors must provide. 

AB 1206 does not create a new tax expenditure; instead, it only provides that a unit continues to 

be treated as qualifying its owner for the exemption when its occupants’ income increases.  As a 

result, the connection between the bill and any need to review the effectiveness of the overall 

exemption is unclear.  Additionally, it is also unclear whether the requirement for LAO to report 

annually justifies the requirements placed on LAO, BOE, and assessors. 

4.  Mandate.  The California Constitution requires the state to reimburse local governments for 

the costs of new or expanded state mandated local programs.  Because AB 1206 changes the 

manner in which assessors value real property, Legislative Counsel says that it imposes a new 

state mandate.  The measure states that should the Commission on State Mandates determine that 

the bill imposes a reimbursable mandate, reimbursement must be made pursuant to existing 

statutory provisions.  Additionally, the bill provides that the state shall not reimburse local 

agencies for any property tax revenue losses resulting from its expanded welfare exemption.   

Assembly Actions 

Assembly Revenue and Taxation Committee:    9-0 

Assembly Housing and Community Development Committee:  8-0 

Assembly Appropriations Committee:     12-0 

Assembly Floor:        75-0 

 

Support and Opposition (5/26/22) 

Support: California State Board of Equalization 

Opposition:  None submitted. 

-- END -- 


