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legislative counsel’s digest

AB 2562, as amended, Mullin. Department of Housing and
Community Development loans.

Existing law, the Multifamily Housing Program, is administered by
the Department of Housing and Community Development to address
renter housing needs through an omnibus multifamily housing program.
Under the program, assistance provided to a project is required to be
provided in the form of a deferred payment loan to pay for the eligible
costs of development. Existing law, subject to specified terms, authorizes
the department to approve an extension of an existing loan, the
subordination of an existing loan to new debt, or an investment of tax
credit equity if the rental housing development is being operated in a
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manner consistent with the regulatory agreement and the development
requires an extension in order to continue to operate in that manner.
Existing law also authorizes the department to reduce the interest rate
on any loan issued by the department to a rental housing development
to as low as 0.42% per annum, or a rate determined by the department
that is sufficient to cover the costs of project monitoring, whichever is
greater, if the development meets specified requirements regarding,
among other things, debt and household income.

Existing law also authorizes the Department of Housing and
Community Development to approve an extension of a department loan,
the subordination of a department loan to new debt, or an investment
of tax credit equity under specified rental housing finance programs
other than the Multifamily Housing Program, subject to specified
conditions.

This bill would authorize each include loans made under the
Multifamily Housing Program and any and all other multifamily housing
loans funded or monitored by the department within these latter
provisions authorizing the extension of an existing loan, subordination
of an existing loan to new debt, or an investment of tax credit equity
equity. The bill would also authorize, with respect to loans made under
the Multifamily Housing Program, the extension of an existing loan,
subordination of an existing loan to new debt, or an investment of tax
credit equity to be made in connection with the combining of multiple
sites or collateral as if the existing loan is a new loan, as specified, and
specified. The bill would require the department to reduce the interest
rate on any loan issued by the department to a rental housing
development if the development will utilize low-income housing tax
credits, the department makes a specified determination regarding the
loan or the ability of the development to syndicate, and the rate change
will materially increase the feasibility of the proposed project and ensure
long-term affordability for the residents.

Existing law also authorizes the department to change the current
interest rate for any loan for which it receives a loan extension request,
associated with an award of federal or state low income housing tax
credits made on or after January 1, 2014, to the applicable federal rate
most recently published by the Internal Revenue Service.

This bill instead would provide that the department is authorized to
change the current interest rate for any loan issued by the department
for which it receives a loan extension request, associated with an award
of federal or state low-income housing tax credits made on or after
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January 1, 2014, to the applicable federal rate published by the Internal
Revenue Service and in effect at the time of the project closing.

Existing law requires the department to charge a fee in an amount
sufficient to cover administrative costs associated with a loan
modification requested by a borrower pursuant to these provisions.

This bill would instead authorize the department to charge the fee.
Vote:   majority.   Appropriation:   no.  Fiscal committee:   yes.

State-mandated local program:   no.

The people of the State of California do enact as follows:

 line 1 SECTION 1. Section 50406.7 of the Health and Safety Code
 line 2 is amended to read:
 line 3 50406.7. (a)  Notwithstanding any other law, the department
 line 4 shall reduce the interest rate on any loan issued by the department
 line 5 to a rental housing development to as low as forty-two hundredths
 line 6 of 1 percent per annum, or a rate determined by the department
 line 7 that is sufficient to cover the costs of project monitoring described
 line 8 in subdivision (c) of Section 50675.6, whichever is greater, if the
 line 9 following conditions are met:

 line 10 (1)  The development will utilize low-income housing tax credits.
 line 11 (2)  The department determines either one of the following:
 line 12 (A)  The loan issued by the department is not eligible to be
 line 13 treated as debt for federal or state low-income housing tax credit
 line 14 purposes without a reduction in the interest rate of the loan.
 line 15 (B)  The department determines that the rental housing
 line 16 development is not able to syndicate due to projected negative
 line 17 capital account balances.
 line 18 (3)  The change in the interest rate will materially increase the
 line 19 feasibility of the proposed project and will ensure long-term
 line 20 affordability for the residents.
 line 21 (b)  The department is authorized to change the current interest
 line 22 rate for any loan issued by the department for which it receives a
 line 23 loan extension request associated with an award of federal or state
 line 24 low-income housing tax credits made on or after January 1, 2014,
 line 25 to the applicable federal rate published by the United States Internal
 line 26 Revenue Service and in effect at the time of the project closing.
 line 27 The additional tax credit equity generated by the change in interest
 line 28 rate shall be used for rehabilitation of the development. If the total
 line 29 amount of debt and accrued interest at the end of the loan term

94

AB 2562— 3 —

 



 line 1 would be greater after making this change than it would have been
 line 2 under the original interest rate, the department may forgive an
 line 3 amount of accrued interest equal to the lesser of either the amount
 line 4 necessary to make the expected principal and accrued interest the
 line 5 same as it would have been using the original interest rate, or the
 line 6 total amount of interest accrued at the time of the sponsor’s request.
 line 7 (c)  The department may charge a fee in an amount sufficient to
 line 8 cover administrative costs associated with a loan modification
 line 9 requested by a borrower pursuant to this section.

 line 10 (d)  For purposes of a determination made under paragraph (2)
 line 11 of subdivision (a), the department may require a third-party tax
 line 12 professional to verify the determination, the cost of which shall
 line 13 be borne by the sponsor.
 line 14 (e)  The amendments made to this section by Assembly Bill
 line 15 2562 of the 2017–18 Regular Session shall not be construed to
 line 16 affect any interest rate reduction authorized by the department
 line 17 pursuant to this section as it read prior to the effective date of these
 line 18 amendments.
 line 19 SEC. 2. Section 50560 of the Health and Safety Code is
 line 20 amended to read:
 line 21 50560. (a)  Subject to the requirements of this chapter, the
 line 22 department may approve an extension of a department loan, the
 line 23 reinstatement of a qualifying unpaid matured loan, the
 line 24 subordination of a department loan to new debt, or an investment
 line 25 of tax credit equity under one or more of the following rental
 line 26 housing finance programs: the original Rental Housing
 line 27 Construction Program established by Chapter 9 (commencing with
 line 28 Section 50735), the Special User Housing Rehabilitation Program
 line 29 established by Section 50670, the Deferred Payment Rehabilitation
 line 30 Loan Program established by Chapter 6.5 (commencing with
 line 31 Section 50660), the rental component of the California Natural
 line 32 Disaster Assistance Program established by Chapter 6.5
 line 33 (commencing with Section 50671), the State Earthquake
 line 34 Rehabilitation Assistance Program established by Chapter 6.5
 line 35 (commencing with Section 50671), the rental component of the
 line 36 California Housing Rehabilitation Program established by Section
 line 37 50668.5, the component of the Rental Housing Construction
 line 38 Program funded with bond proceeds governed by Section 50771.1,
 line 39 the Family Housing Demonstration Program established by Chapter
 line 40 15 (commencing with Section 50880), and the Families Moving
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 line 1 to Work Program established by Chapter 15 (commencing with
 line 2 Section 50880). 50880), the Multifamily Housing Program
 line 3 established by Chapter 6.7 (commencing with Section 50675), and
 line 4 any and all other multifamily housing loans funded or monitored
 line 5 by the department.
 line 6 (b)  Once the department has approved a loan extension,
 line 7 reinstatement of a qualifying unpaid matured loan, subordination,
 line 8 or tax credit investment pursuant to this chapter, the statutes
 line 9 enumerated in subdivision (a), and the regulations promulgated

 line 10 pursuant to these statutes, shall no longer apply to developments
 line 11 restructured pursuant to this chapter. These developments shall
 line 12 instead be governed by this chapter and guidelines adopted
 line 13 pursuant to subdivision (h).
 line 14 (c)  All projects restructured pursuant to this chapter shall comply
 line 15 with the affirmative marketing and language accessibility
 line 16 requirements set forth in Section 50736 of this code and Section
 line 17 65863 of the Government Code.
 line 18 (d)  The department may approve an extension of a loan, the
 line 19 reinstatement of a qualifying unpaid matured loan, the
 line 20 subordination of a department loan to new debt, or an investment
 line 21 of tax credit equity if it determines that the project has, or will
 line 22 have after rehabilitation or repairs, a potential remaining useful
 line 23 life equal to or greater than the term of the restructured loan.
 line 24 (e)  The department may subordinate its loan to refinance existing
 line 25 senior debt only as necessary for project feasibility and to
 line 26 reimburse borrower advances for predevelopment costs, recent
 line 27 capital improvements, and recent operating deficits.
 line 28 (f)  If the extension of a department loan, the reinstatement of a
 line 29 qualifying unpaid matured loan, the subordination of a department
 line 30 loan to new debt, or an investment of tax credit equity will result
 line 31 in a rent increase for tenants of a development, the department
 line 32 may only subordinate a loan to senior debt if necessary to increase
 line 33 the feasibility of a project and to fund reasonable rehabilitation or
 line 34 improvements including soft costs. The application to refinance
 line 35 shall include a third-party analysis that supports the need for
 line 36 refinancing.
 line 37 (g)  The department may approve additional senior debt only as
 line 38 necessary to finance rehabilitation or repairs, including soft costs,
 line 39 that are modest in size, scope, and cost, as determined by the
 line 40 department.
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 line 1 (h)  It is the intent of the Legislature in enacting this chapter to
 line 2 provide to the department the flexibility necessary to maintain the
 line 3 quality of the affordable rental housing units for which the state
 line 4 has already made a significant public investment. The department
 line 5 may implement this chapter through guidelines that shall not be
 line 6 subject to Chapter 2.5 (commencing with Section 11340) of Part
 line 7 1 of Title 2 of the Government Code. These guidelines shall be
 line 8 developed through the following process:
 line 9 (1)  The department shall provide a notice of proposed action as

 line 10 described in Section 11346.5 of the Government Code to the public
 line 11 at least 21 days before the close of the public comment period.
 line 12 (2)  The department shall schedule at least one public hearing
 line 13 as described in Section 11346.8 of the Government Code before
 line 14 the close of the public comment period.
 line 15 (3)  The department shall maintain a rulemaking file as described
 line 16 in Section 11347.3 of the Government Code.
 line 17 (4)  The final version of the guidelines shall be accompanied by
 line 18 a final statement of reason as described in subdivision (a) of
 line 19 Section 11346.9 of the Government Code.
 line 20 (5)  The rules and guidelines shall be effective immediately upon
 line 21 adoption by the department.
 line 22 SEC. 2.
 line 23 SEC. 3. Section 50675.6 of the Health and Safety Code is
 line 24 amended to read:
 line 25 50675.6. (a)  A sponsor may apply for loans for one or more
 line 26 rental or transitional housing developments. A housing
 line 27 development may utilize any combination of federal, state, local,
 line 28 and private financial resources necessary to make the development
 line 29 affordable, for the term of the state’s regulatory agreement, to the
 line 30 eligible households.
 line 31 (b)  (1)   Loans made pursuant to subdivision (f) of Section
 line 32 50675.7 to sponsors by a local public entity as part of its code
 line 33 enforcement efforts for rental housing developments involving
 line 34 rehabilitation shall only be for terms of not less than 20 years. All
 line 35 other loans shall be for a term of not less than 55 years.
 line 36 (2)  For loans made pursuant to this chapter, the department may
 line 37 approve an extension of an existing loan, the subordination of an
 line 38 existing loan to new debt, or an investment of tax credit equity, as
 line 39 long as the rental housing development is being operated in a
 line 40 manner consistent with the regulatory agreement and the
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 line 1 development requires an extension in order to continue to operate
 line 2 in a manner consistent with this chapter.
 line 3 (A)  Each extension of an existing loan, subordination of an
 line 4 existing loan, or investment of tax credit equity may be made in
 line 5 connection with the combining of multiple sites or collateral as if
 line 6 the existing loan were a new loan, and shall otherwise be consistent
 line 7 with the department’s uniform multifamily regulations (Subchapter
 line 8 19 (commencing with Section 8300) of Chapter 7 of Division 1
 line 9 of Title 25 of the California Code of Regulations).

 line 10 (B)  Each extension shall be for a period of not less than 10 years
 line 11 and each extension shall not exceed 55 years or, if needed to match
 line 12 the term of tax credit restrictions, exceed 58 years. The interest
 line 13 rate for the extension shall be 3 percent simple interest, or such
 line 14 interest rate as authorized by the department pursuant to Section
 line 15 50406.7.
 line 16 (C)  All loan payments shall be deferred for the full term of the
 line 17 loan, except for residual receipts payments. These residual receipts
 line 18 payments shall be structured to avoid reducing the amount of
 line 19 payments on local public agency loans resulting solely from
 line 20 changes in the payment terms on the department’s loan, and not
 line 21 resulting from fees or other payments to the borrower, and shall
 line 22 otherwise be consistent with the department’s uniform multifamily
 line 23 regulations (Subchapter 19 (commencing with Section 8300) of
 line 24 Chapter 7 of Division 1 of Title 25 of the California Code of
 line 25 Regulations) or successor regulations. The department may charge
 line 26 a transaction fee to cover its costs for processing these restructuring
 line 27 transactions. The department may waive or defer some or all of
 line 28 this fee, if it determines that a particular development or class of
 line 29 developments does not have the ability to make these payments.
 line 30 (c)  Principal and accumulated interest is due and payable upon
 line 31 completion of the term of the loan. The loan shall bear simple
 line 32 interest at the rate of 3 percent per annum on the unpaid principal
 line 33 balance. The department may forgive that portion of that loan that
 line 34 is used to cover costs of developing child care facilities. The
 line 35 department shall require annual loan payments in the minimum
 line 36 amount necessary to cover the costs of project monitoring. For the
 line 37 first 30 years of the loan term, the amount of the required loan
 line 38 payments shall not exceed forty-two hundredths of 1 percent (.42%)
 line 39 per annum.
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 line 1 (d)  The department may establish maximum loan-to-value
 line 2 requirements for some or all of the types of projects that are eligible
 line 3 for funding under this chapter.
 line 4 (e)  The department shall establish per-unit and per-project loan
 line 5 limits for all project types.

O

94

— 8 —AB 2562

 


