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     Special Attention of:                   Notice   H-95-26

All Housing Directors

All Multifamily Division Directors           Issued:  March 30, 1995

All Housing Development Branch Chiefs        Expires: March 31, 1996

All Housing Management Branch Chiefs         ______________________________

All Preservation Coordinators                Cross References:

                                             Handbook 4350.6 

___________________________________________________________________________

        Subject: Processing Shallow Rental Subsidy for Low-Income Housing

                 Preservation and Resident Homeownership Act Properties

I.      BACKGROUND

        The Fiscal Year 1995 appropriations act enacted September 28, 1994,

contains modifications to the Low-Income Housing Preservation and Resident

Homeownership Act (LIHPRHA) which will be in effect until September 30,

1995, unless re-authorized by law.  All LIHPRHA Plans of Action approved

on or after September 28, 1994, and through September 30, 1995, will have

to meet the Shallow Rental Subsidy requirements set forth in this law.  All

use agreements executed during this time must also include the Shallow

Rental Subsidy Requirements.  This includes LIHPRHA properties which

received final approval prior to September 28, 1994, but for which use

agreements are not executed until after that date.

        (Please note that the modifications described in this Notice do not

change any provisions of the Emergency Low-Income Housing Preservation Act

(ELIHPA).)

        The provisions of Shallow Rental Subsidy modify two areas of

Preservation rent calculations.

        A. The method of determining contract and budget authority for

           Section 8 Housing Assistance Payments contracts when there are

           low-income tenants in the project.  This modification will reduce

           the short-term contract and budget authority needs for the

           property; and

        B. The method for calculating tenant-paid rents and utility

           allowances.  This modification applies to all tenants, both

           Section 8 assisted tenants and those not assisted by Section 8.

           It is intended to reduce the incidence of low and moderate income

           tenants leaving the property due to rent increases resulting from

           implementation of Preservation Plans of Action.
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II.  CONTRACT AND BUDGET AUTHORITY.

When the Asset Manager or Preservation Coordinator calculates contract

and budget authority for the Section 8 Housing Assistance Payment contract,

that calculation will now assume that all low-income tenants pay a minimum

total tenant payment (floor rent).  The low-income minimum rent will be 30

percent of 45 percent of median income for the area, or 90 percent of the

Project Specific Rent (PSR) if the PSR is lower.  Therefore, after

calculating contract authority, it will be reduced by the minimum amount

all low-income tenants are expected to pay.  This recalculation of contract

and budget authority is described in Attachment A of this notice.

III. OVERVIEW OF TENANT-PAID RENT.

        The maximum total tenant payment will be capped at 90 percent of the

rent for a comparable unassisted unit in the market area.  This is intended

to reduce moderate-income tenant flight from properties experiencing rent

increases as a result of implementation of a Preservation Plan of Action.

The maximum total tenant payment including utilities will be 90 percent of

the Comparable Rent (Ceiling Rent).

IV.  COMPARABLE RENTS.

        Comparable rents are defined as the Project Specific Rent.  As

described in HUD Notice 94-42 , the Project Specific Rent is the rent an

owner could reasonably expect to get for each type unit in the property.

V.TENANT PAID RENT.

        Monthly total tenant payments by all current and future tenants shall

not exceed the lesser of:

     A.   Thirty percent of the adjusted income of the tenant, or

     B.   90 percent of the actual rent paid for a comparable unit in

          comparable unassisted housing in the market area in which the

          eligible low-income housing is located.

        The amount of rent paid by moderate-income tenants who occupy the

housing may not be reduced below what is currently being paid as a result

of implementation of the Plan of Action.
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VI.  RECALCULATING SECTION 8 RENTS.

        A.Very Low-Income Tenants.  Current and Future Tenants classified

as occupying very low-income units under the tenant profile,

including tenants receiving Section 8 assistance, shall make a

total tenant payment that does not exceed the lesser of:

        1.   Thirty percent of the tenant's monthly Adjusted Income, or

2.   90 percent of the Project Specific Rent.

        B.Low-Income Tenants.  Current and Future Tenants classified as

occupying low-income units under the tenant profile, including

tenants receiving Section 8 assistance, shall make a total tenant

payment that does not exceed the lesser of:

        1.   Thirty percent of the tenant's monthly Adjusted Income, or

2.   90 percent of the Project Specific Rent.

        C.Moderate-Income Tenants.  Current and Future Tenants classified

as occupying moderate-income units under the tenant profile shall

make a total tenant payment that does not exceed the lesser of:

        1.   Thirty percent of the tenant's monthly Adjusted Income, or

2.   90 percent of the Project Specific Rent.

        However, if the total tenant payment currently being paid by a

Current Moderate-Income Tenant or by a current tenant with income

exceeding the limit for Moderate-Income Tenants is higher than

the total tenant payment based on the new calculation, the total

tenant payment shall not be changed.

        D.Exception.  If the Owner's Plan of Action was approved by the

Secretary on or before September 28, 1994, and closed subsequent

to that date, this policy shall not apply to current tenants

until the next annual rent adjustments are made following

September 28, 1994.

                           ________________________________

                           Assistant Secretary for Housing-

                           Federal Housing Commissioner

Attachment

     Attachment A.  Low-income Floor Rent Calculation

A.Number of low-income units by bedroom size.

        (A)     =  0BR___; 1BR___; 2BR___; 3BR___; 4 or more BR___

B.Determine the floor income for low-income tenants for the area.  This

will be 45 percent of median income for the area.

        (B)_______

C.Multiply the floor income by 30 percent to determine the floor monthly

low-income tenant payment.

                         (B)__________ * .30 = (C)__________

D.Determine 90 percent of the Project Specific Rent by bedroom size.

        (D)     =  0BR___; 1BR___; 2BR___; 3BR___; 4 or more BR___

E.Choose the lower of (C) or (D) and multiply the low-income tenant

payment by the number of low-income units (A) to determine the total

monthly low-income payment.

     Lower of:  (C) or (D) 0BR  ___ * (A) = ________ (E)

     Lower of:  (C) or (D) 1BR  ___ * (A) = ________ (E)

     Lower of:  (C) or (D) 2BR  ___ * (A) = ________ (E)

     Lower of:  (C) or (D) 3BR  ___ * (A) = ________ (E)

     Lower of:  (C) or (D) 4+BR ___ * (A) = ________ (E)

                                      TOTAL ________ (E)

F.Multiply the total monthly low-income payment (E) by 12 to determine

the total annual low-income payment

                         (E)___________ * 12 = (F)__________
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G.Determine the amount of additional annual contract authority needed by

subtracting the total annual low-income payment (F) from the annual

contract request determined in Section V. of the form HUD 50061.

     ________________________________ - (F) _________ = (G) __________

     (HUD-50061 annual contract authority request)

H.Determine the amount of additional budget authority needed by

multiplying the new annual contract authority by the number of years

in the term of the contract. (G)

                         (G) __________ * term in years = (H)_________
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