AB 874 - Impact Fee Deferral Repayment Program

BILL SUMMARY

SOLUTION

AB 874 would reduce the cost of building affordable
housing by requiring non-school local agencies to allow
qualified affordable rental and ownership housing
projects to repay development impact fees over up to 55
years with a low rate of interest on the remaining
balance. This would significantly reduce the cost to build
affordable housing while allowing local jurisdictions that
rely on impact fees to be repaid over time.

BACKGROUND

California has a shortfall of 1.3 million units affordable to
low-income households. The affordable housing crisis is
felt deeply at the local level, leading to homelessness,
shortages of workers, and displacement of long-time
residents and businesses.

Because building affordable housing requires public
subsidy, the high cost of construction is a limiting factor
to the number of new affordable homes California can
produce and can make it financially infeasible to build in
some cities altogether.

Many factors contribute to high construction costs, but
development impact fees are often the highest cost
contributors. Impact fees are one-time charges applied
to new developments, typically on a per-unit basis, and
are used to raise revenue for public infrastructure, parks,
schools, roads, and recreation centers. The average
affordable housing project funded between 2019 and
2023 paid $1.15 million per project, and up to $150,000
per unit, in impact fees. And California’s impact fees are
nearly three times the national average.

While many construction costs are determined by the
market (e.g., land, materials, interest rates), impact fees
are in local jurisdictions’ control, making them a key
policy lever to address the affordable housing crisis.
Reducing the burden of impact fees will also help local
jurisdictions meet their state-mandated affordable
housing production goals.

Given that many cities rely on impact fees to fund
infrastructure and services, a balanced solution is
important. AB 874 allows impact fees for 100%
affordable rental housing to be repaid over up to 55
years, the length of the affordability term, and affordable
ownership projects to be deferred over 30 years. The
deferral would be provided in the form of a deferred
impact fee (DIF) note and be repaid through a project’s
cash flow with an annual interest rate of 3%.
Alternatively, a local government could choose to
eliminate or waive fees altogether.

The bill does not apply to school fees, connection and
capacity fees, fees collected to cover the cost of code
enforcement or inspection services, or fees collected to
pay for the cost of enforcement of local ordinances or
state law.

Various jurisdictions already successfully allow DIF notes
for affordable housing, including the cities of Ventura,
San Louis Obispo, and Atascadero and Stanislaus County.

From a financing perspective, DIF notes reduce project
costs for affordable housing by the full amount of
applicable impact fees (because they would no longer be
a capitalized cost). This is a significant improvement over
current law that defers impact fees until Certificate of
Occupancy, which still requires impact fees to be paid
early out of permanent financing.

SUPPORT

Housing California (Co-Sponsor)

California Housing Partnership (Co-Sponsor)

Western Manufactured Housing  Communities
Association (Co-Sponsor)
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