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Subject:	Review of Budget-based Rent Increase Requests from Project Owners








	This Notice provides additional guidance on processing and implementing budget-based rent increase requests from owners who receive subsidy payments under budget-based Section 8 programs, including loan management set-aside, property disposition and Section 8/202.





	In general, subject to any required Section 8 market rent comparability, budget-based rent increases are to be granted "to reflect increases in the actual and necessary expenses of owning and maintaining the contract units which have resulted from substantial general increases in real property taxes, utility rates, or similar costs." See 24 CFR Sections �SYMBOL 56 \f "Symbol" �_�86.112 and 886.312. Guidance in interpreting these regulations is set out in HUD Handbook 4350.1, REV-1, Chapter 7.  See also Handbook 4350.5, Chapter 5.





	All budget-based rent increase requests are to be processed in accordance with the procedures contained in the handbooks.  The single exception to this rule involves projects whose owners have been formally declared in default of their obligations under the Regulatory Agreement.  When you receive a rent increase request from such owners, you should process the rent increase but inform them that the request has been denied and that HUD will not process
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any further rent increase requests until the owner has agreed, with assurances acceptable to HUD, to correct the default or until the default has actually been corrected.  Your notice to the owner should, at a minimum, refer to the section of the Regulatory Agreement that has been violated and provide a brief description of the violations which have caused the owner to be declared in default.  You should also identify the section of the Housing Assistance Payments contract (if there is one) which states that a violation of the Regulatory Agreement is also a violation of the HAP contract.





	In reviewing a rent increase request from owners who have not been formally declared in default of their Regulatory Agreement obligations, the physical condition of the project may also be considered.  When an owner is in violation of uniform physical condition standards, the budget based rent increase may be denied where denial is needed and appropriate to gain compliance or an improvement in owner/management performance.  If a rent increase is denied for that reason, you should formally communicate the decision and inform the owner of the nature of its physical violations.  Similarly, if the owner has violated related obligations under the Housing Assistance Payments (HAP) contract, the rent increase may be denied so long as you describe the relevant violations that form the basis for the denial and the steps that must be taken to correct those violations.





	When an owner has not violated the Regulatory Agreement or uniform physical condition standards (or its violations are not serious enough to justify denying the rent increase) but has requested a rent increase to pay for needed repairs, Section-7-30, Subsection J, of Handbook 4350.1 provides guidance in determining if a particular repair cost may be allowed.  In addition to that guidance, you should also consider the owner's direct responsibility for any substandard conditions at the project, including the effectiveness of management in preventing or remedying these conditions.  As a general rule, HUD should not grant an increase to cover the cost of repairs that have been necessitated by the owner's clear failure to properly manage the project.  For example, if the project's balcony railings will have to be replaced primarily because the owner did not do regular preventive painting maintenance, the cost of replacement should not be included in an approved rent increase.
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	On the other hand, if external criminal elements and other trespassers have damaged exterior doors and fences despite conscientious efforts to improve security, then those repair costs could be included in an approved rent increase.  Likewise, the cost of replacing systems which wear out earlier than expected through no fault of the owner can be included in an approved rent increase.





	Nothing in this notice states policy or practice concerning termination, abatement, suspension or other remedies against an owner which has violated its HAP contract obligations.
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