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NOTICE  
 

State Income Limit Hold Harmless Policy: 
Public Comments and HCD Responses and Decision  

  
  
Purpose 
 
This notice is to inform interested parties of the decision made by the California Department  
of Housing and Community Development (HCD) to implement its State Income Limit  
Hold Harmless Policy.  The policy is described herein and is the same as Alternative 1 
described with three other alternatives in the Department’s December 20, 2012 Public 
Notice for Comment (http://www.hcd.ca.gov/hpd/harmless.html) requesting comments be 
received by January 31, 2013.  Included in this notice are summaries of several key issues 
raised by commenters, the comments received from 19 individuals and/or entities, and the 
Department’s responses. 
 
HCD Decision 
 
HCD’s new State Hold Harmless (HH) Policy will restore and maintain household income 
category levels and median income levels at the highest income level achieved within  
each county before any decrease HUD made starting in 2010 or may make in the future  
in publishing its Section 8 income limit levels. This policy will take effect in 2013 and each 
year thereafter when annually publishing updates to State Income Limits.  The Department 
decided this policy will best assist in its objectives to preserve and increase the supply  
of affordable rental housing to benefit a broad public and households of all income  
levels eligible to be served by affordable housing providers required to comply with  
Health & Safety Code (H&SC) income limits and affordable rent criteria (H&SC 50093(c)). 
 
HCD’s State HH Policy replaces the policy discontinued in 2010 by the federal Department 
of Housing and Urban Development (HUD) applicable to its Section 8 housing assistance 
program.  HUD’s former long-standing HH Policy held income limits “harmless” from 
periodic decreases in household income category levels and area median incomes (AMI).  
For particular State and local affordable housing programs statutorily linked to HUD’s 
income limits, rent levels calculated based on AMI and project rental income were also held 
harmless due to AMI being held harmless from any decrease. HUD’s former HH policy 
provided stability regarding tenant eligibility and monthly rents, and project rental income.  
Due to HUD having published some decreases in 2010, 2011, and 2012 to income limit 
levels for several California counties, the State has deemed it necessary to stabilize rental 
income for affordable housing project developments subject to the Department’s annually 
published State Income Limits.  
 
 
 

http://www.hcd.ca.gov
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Summary of Public Comments and Department Responses 
 
1. Comment:  Policy (Alternative 1) is necessary to not lower income limit levels as doing 

so will have the effect of reducing applicable project for-sale prices, unit rents, and 
project rental income that will increase demand for additional subsidies when fewer 
subsidy sources are available. 
 
HCD Response: The Department agrees that Alternative 1 will best remedy the 
potential adverse outcomes described and that fewer subsidy sources are available 
with dissolution of local redevelopment agencies. 
 

2. Comment: Policy (Alternative 1) is necessary to preclude decreases in rent and  
project rental income that could lead to (1) changes and difficulties regarding more 
conservative project underwriting that already is very fiscally constrained, and   
(2) reductions in investment and lending capital and future production of affordable  
units.   
 
HCD Response: The Department agrees.  The small Policy Working Group, consisting 
of representatives from local government; private and non-profit organizations; 
affordable housing sponsors, financiers, and operators; were told by a lender projects 
are conservatively underwritten and that underwriters would be concerned with 
unanticipated decreases in rents and project rental income which could constrain 
lending capital for future projects. 

 
3. Comment: Policy (Alternative 1) is necessary for (1) existing projects to stabilize rents 

relied on during underwriting to support debt and cover operating expenses to support 
tenants and (2) future projects to provide lenders and investors predictability when 
underwriting new developments to not jeopardize the financial viability of projects to 
perform.  Decreases in rents, even for just a segment of the extremely-low population 
(Alternative 4) increases the financial volatility of projects resulting in lenders being less 
willing to finance new projects to increase affordable housing opportunities, particularly 
more units for extremely-low income households. 
 
HCD Response: The Department agrees that its HH Policy will best enable existing 
projects to stay financially viable and potentially encourage lenders and investors to 
support additional affordable housing projects. 

 
4. Comment: Policy (Alternative 1) is necessary to enable agencies with a loan portfolio  

to maximize receipt of loan repayments that can be a critical resource for project 
development and other housing programs. 
 
HCD Response:  The Department agrees that local agencies with a loan portfolio     
can benefit from regular and timely repayments to use for other housing projects       
and programs. 
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5. Comment: Policy (Alternative 1) is necessary to preclude different requirements and 
exceptions among household income categories as providing an exception for 
extremely-low income households could (1) lead to a significant enough decrease in 
rental income to jeopardize project feasibility and (2) result in administrative burden, 
confusion and complexity. 
 
HCD Response:  In general, the Department agrees that the adverse outcomes 
described could occur.  The Department was unable to obtain project specific data      
to analyze.  The Policy Working Group was informed that some projects contained  
a proportion of extremely-low units well above 10 percent of all units and that  
most projects contained proportions under 10 percent.  The Department decided 
Alternative 1 would provide the most benefit to the broadest public, inclusive of eligible 
renters of all income levels, and will best assist the Department in achieving its 
objectives to preserve and increase California’s supply of affordable rental housing.  
 

6. Comment: Policy (Alternative 1) is necessary to prevent widening the differences 
between Health & Safety Code (H&SC) rents, the Department’s Multifamily Housing 
Program rents (MHP), and California’s Tax Credit Allocation Committee (TCAC) rents.  
As H&SC rents are the lowest of all other program rents, the Department should 
standardize and increase H&SC rents to MHP or TCAC levels.  
 
HCD Response:  The Department agrees that H&SC rents are lower than MHP and 
TCAC rents.  H&SC rents can only be changed by legislative amendment.     
 

7. Comment: Policy (Alternative 1) is necessary as other traditional affordable housing 
funding sources hold rents harmless from reductions  
 
HCD Response:  The Department is aware of other program funding sources holding 
rents harmless from reductions to protect project rental income and financial viability.  
Due to HUD discontinuing its HH Policy after 2009 and publishing more decreases in 
income limit and median income levels impacting an increasing number of California 
counties, the Department agrees with the necessity to implement a State Income Limit 
Hold Harmless Policy. 
 

8. Comment: Policy (Alternative 1) is necessary as rent decreases should not be allowed 
as expenses typically increase. 
 
HCD Response: The Department agrees that project expenses can exceed project 
rental income.  The State’s Hold Harmless Policy will prevent decreases in rents and 
assist in keeping projects financially viable.  
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9. Comment: Policy (Alternative 3 or 4) should be implemented to provide an exception 
for the extremely-low income (ELI) category to allow rent reductions for the poorest 
households.  It is not unique to establish different standards and without analysis of a 
typical project it cannot be determined that doing so would be overly administratively 
burdensome and would have a significant enough impact on project income to 
jeopardize project viability.  Department estimates for ELI households indicate 
decreases in monthly rents can range from $2 to $31 depending on decrease in  
county area median income.  A project’s proportion of ELI units can be so low that the 
impact of a decrease for ELI units, even more than 10 percent of all units (Alternative 
4) could result in a very small proportional decrease in project income.    
 
HCD Response:  The Department agrees that different programs can establish 
different standards.  For specific programs and projects subject to H&SC requirements, 
rent standards were established to be lower than MHP and TCAC program rent 
standards.  The Department was unable to obtain sufficient data from an adequate 
representative sample of projects to assess administrative burden or whether 
decreased rental income would jeopardize project viability.  In addressing issues and 
questions about H&SC income limits and rent levels over many years, the Department 
has been made aware that implementing lower H&SC rents in projects funded by 
different programs with higher rents can be administratively burdensome and 
confusing. 

 
 

Public Comments 
 
The following pages contain all 19 comments received. 
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January 24, 2013 
 
Ms. Lisa Bates 
Deputy Director, Housing Policy Development 
Department of Housing and Community Development 
P.O. Box 952053 
Sacramento, CA 94252 
 
RE: Comments on Proposed State Income Limits Hold Harmless Policy 
 
Dear Deputy Director Bates, 
 
Thank you for the opportunity to comment on the Proposed State Income Limits Hold Harmless 
Policy. We have reviewed the proposal issued on December 20, 2012 and the California Housing 
Consortium (CHC) urges HCD to adopt the proposed policy, specifically Alternative 1. 
 
Establishing a Hold Harmless policy in California is vital to the ongoing financial feasibility of 
both new and existing affordable housing developments that are subject to these income limits 
and would further California’s commitment to creating housing that is affordable for the state’s 
lower- and moderate-income residents. Alternative 1 would: 
 
Protect the financial feasibility of new and existing affordable housing developments 
 

Most affordable housing projects have been underwritten with limited debt coverage 
ratios and cash flow and, therefore, reductions in rents seriously jeopardize a project’s 
ability to make debt service payments and pay for necessary operating expenses and 
upkeep. Declining rents put the projects at serious risk of foreclosure at a time when the 
state cannot afford to lose any of its affordable housing units. 

 
Without a hold harmless policy for new projects, banks and investors will require much 
more conservative underwriting of these projects. This will result in reductions in the 
amount of private debt and equity that will be available and greatly reduce the number of 
units that will be produced. 

 
Maximize predictability for lenders 
 

Even without an actual reduction in income limits, the mere risk of decrease will require 
lenders to conservatively underwrite to those lower standards. The adoption of 
Alternative 1 would signal to lenders that they can incorporate higher rents in their 



calculations, which would in turn increase the amount of private capital for affordable 
housing. 

 
Minimize administrative burden 
 

Alternative 1 facilitates compliance with a clear, streamlined hold harmless policy that 
would be easier to follow and more efficient to implement than any other alternative. It 
would provide one standard for units across income categories, rather than creating 
separate criteria for different categories of projects. 

 
For these reasons, CHC strongly recommends that HCD adopt these policies for new and 
existing projects as outlined in Alternative 1. Thank you for your consideration. Should you have 
any question, don’t hesitate to contact me. 
 
Sincerely, 

 
Ray Pearl 
Executive Director 
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Campora, Glen@HCD

Subject: FW: Proposed HCD Income Limit Hold Harmless Policy

 
From: Brian Augusta [mailto:baugusta@housingadvocates.org]  
Sent: Monday, January 28, 2013 2:38 PM 
To: Campora, Glen@HCD 
Subject: Re:  
 
My general sense is that while some of the options were determined to be overly burdensome there was no 
real analysis of why.  It certainly would not be unique to this issue for providers (or an agency) to be subject 
to two differing standards and since in this instance it has the benefit of protecting rents for the poorest 
households, it would seem more analysis is necessary before concluding it is unworkable administratively. 
 
Moreover, the conclusion was made that exempting ELI households would have a significant impact on 
rental income, but none of the attachments actually provide any meaningful support for that analysis. We 
see that rents in some counties would be decreased as much as $31 for ELI households (but in others by 
only $2). But even in that worse case scenario,  one can not determine that it would result in "large" 
decreases in project income or impact project viability without examining a typical project.  In doing so, one 
might find that the proportion of ELI households is so low that the impact of a decrease even as high as 10% 
for ELI households would result in a very small proportional decrease in project income. 
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