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SUBJECT: Allocating costs and identifying HOVE-assisted units in
mul ti-unit projects.

| . PURPCSE

This Notice provides guidance to participating jurisdictions
(PJs) who will use HOVE funds, in conbination with other funds,
to develop multi-unit rental and homeownershi p projects.
Specifically, it provides guidance to HOVE PJs on how to

determi ne the mini mum nunber of HOVE-assisted units in such
projects and how to allocate costs to the HOVE Program for these
types of developnent. This Notice also describes a PJ's option
to designate and track HOVE units through a system of "fixed"
HOMVE rental units or "floating" HOVE rental units.

1. BACKGROUND

The HOVE Program di stingui shes between those units in a project

t hat have been assisted with HOVE funds and those that have not.
This distinction differs fromthe Community Devel opnment Bl ock
Grant, the Rental Rehabilitation Program and ot her prograns of
the Departnment with which PJs may be familiar, in which entire
buil di ngs (and every unit therein) are considered "assisted" when
one dollar of Federal funds is invested in the building. HOVE
funds nmay only be expended for units that are or will be occupied
by famlies at or bel ow 80% of nmedian i nconme and that neet the
HOVE affordability requirenents. However, HOVE funds nay be
invested in a mxed-inconme project to assist only a portion of
the units in a project. Consequently, it is necessary to

di stingui sh bet ween HOVE- assi sted and other units.
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This Notice outlines the nmethod that PJs nust use to deternine

t he m ni mum nunber of units that must be desi gnated HOVE- assi st ed.
In general, this designation will be based on the

actual HOME investnment in a unit or project. A PJ nmay choose to
require a greater nunber of units to be designated as HOVE- assi sted,
to maxi m ze the nunber of affordable units in the

jurisdiction over tine.

[11. FIXED AND FLOATI NG HOVE DESI GNATI ONS FOR RENTAL UNI TS

PJs may, on a project by project basis, choose to use either a
"fixed" or "floating" HOMVE-assisted designation for rental units.

A fixed designation nmeans that the PJ determ nes fromthe outset
whi ch units are "HOMVE-assisted" units. For instance, in a 10-unit
rental project, if the PJ designates units A, B, C, D and E

as the HOVE- assisted units, these specific units (A through E)
remai n the HOVE- assisted units throughout the period of
affordability.

A "floating" designation provides PJs the flexibility to maintain
a certain nunber of HOME-assisted units throughout the
affordability period, although the specific unit(s) so designated
may vary with availability. 1In the previous exanple, the PJ
woul d designate five units as "HOVE-assisted” units, and at any
given point in tine throughout the period of affordability, five
units nmust have the HOMVE- assi sted designation, and be occupi ed by
HOME i ncome-eligible tenants. The substituted units nust be at

| east conparable in terns of size, features and nunber of
bedroons to the originally designated units. A system of
floating units is desirable when PJs want to ensure that assisted
units are indistinguishable fromand interchangeable with market-rate
units. In addition, the systemof floating units provides

consi stency with the systemrequired in projects devel oped with
Low I ncone Housing Tax Credits.

HOVE Rental Project Rules. Each HOVE rental project is subject
to rent and occupancy requirenents:

Low HOVE rent units. Twenty percent of the HOVE-assisted

units in each rental project containing five or nore HOMVE-assi sted
units nmust be occupied by very lowincone fanilies

(i.e., famlies with incomes that do not exceed 50% of the

area nmedi an incone). These units must bear rents no greater

than: (1) 30%of the tenant's nonthly adjusted incone; (2) 30%

of the gross inconme of a fanmily at 50% of area nedian incone,
adjusted for famly size; (3) in units receiving Federal or

State project-based rental assistance in which the very | owincone
famly pays not nore than 30% of the fam|ly's adjusted

i ncome, the maxi mumrent allowable under the Federal or State

proj ect-based rental assistance subsidy program
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H gh HOVE rent units. The remnmining HOVE-assisted units in

each project may be occupied by famlies with incomes up to

80% of the area nedian' and nust bear rents no greater than

the lesser of: (1) the Section 8 Fair Market Rents (FMRS) (or
area-w de exception rents for existing housing) mnus tenant-paid
utilities; or (2) rents that are 30% of adjusted incone

for famlies at 65% of median i ncome m nus tenant-paid

utilities.

Tenporary nonconpliance with the project incone targeting

requi renents is perm ssible when the non-conpliance is caused by
an increase in a tenant's incone. Wen the income of a tenant

i ncreases above 80% of area nedian i ncone and the project has
"fixed" HOMVE-assisted units, then the next avail abl e HOVE- assi st ed
unit nust be rented to a HOVE i ncone-eligible tenant.

When the project has "floating" HOVE-assi sted designations, the
next conparable unit that beconmes available in the project mnust
be rented to a HOVE i ncone-eligible tenant. (That unit then
becones t he HOMVE-assisted unit, and the rents nust be structured
accordingly.) Wien the incone of a tenant in a HOVE-assisted unit
ri ses above 80% of area nedian, that tenant is required to pay
30% of his or her incone for rent except that, in projects where
HOVE units float, the tenant's rent nmay not exceed the market
rent for conparable, unassisted units in the neighborhood.

If the incone of a tenant in a |ow HOVE rent unit increases (but

does not exceed 80% of area nedi an incone), then the PJ nust rent

t he next avail able conparable unit (for "floating" unit projects)

or HOVE-assisted unit (for "fixed" unit projects) to a very |owincome
tenant. The unit occupi ed by the tenant whose incone

i ncreased becones a high HOVE rent unit and the correspondi ng

rent nust be charged.

I'V. ALLOCATI NG COSTS TO HOME- ASSI STED UNI TS

HOVE nay only pay actual costs of HOMVE-assisted housing. |If the
units in a project are conmparable (in ternms of size, features and
nunber of bedrooms), then the actual costs can be deternined by
pro-rating total (HOVE-eligible) devel opnment costs. HOMVE funds
could pay the pro-rated share of the HOVE-assisted units. Wen
units are not conparable, the PJ nust allocate the HOVE costs on
a unit-by-unit basis, charging only actual costs to the HOVE
Program as described bel ow Because units in rental projects
wi th-the "floating” HOVE designation nust be conparable, a PJ
shoul d al ways pro-rate costs in these projects. Wen units are
general Iy conmparable but vary slightly in size or anenities, a
conbi nati on of the two approaches may be used.

T

Because 90% of the occupants of HOVE-assisted rental units
and househol ds assisted with HOVE tenant-based rental assistance
nmust have inconmes that are no greater than 60% of the area medi an
i ncome, nost of these units, as a practical matter, nust
initially be rented to families with incones at or bel ow 60% of
area nedi an i ncomne.



A. Basic Consi derations
Conparability

Unit Size. Conparability in size is defined by the bedroom
count and square footage of individual units. Not all units
with the same nunber of bedrooms are conparable in size. |If
there is a substantial difference in the square footage of two
units with the same nunber of bedroons, the units are not

consi dered conpar abl e.

Arenities. Conparability in anmenities neans simlar fixtures,
appl i ances and other features. |In nmany m xed-income projects,
to demand varying rents, the quality and types of amenities
may vary anong units. For instance, a project nanager can
demand a higher rent for a unit with wall-to-wall carpeting,
gar bage di sposal, di shwasher and finer fixtures than for a
unit without these anenities. This type of project does not
typically have conparability of units, unless there is an
equal distribution of assisted and non-assisted units that
have these anenities.

Maxi mum per unit subsidy

The average per-unit HOVE investnment (whether it is derived on a
unit-by-unit cost allocation basis, or as a pro-rated share of
the total costs) nmay not exceed the HOVE maxi mum per unit
subsidy.” Wwen a PJ is pro-rating costs, the total HOVE

i nvestment (including acquisition, devel opment hard costs to
construct or rehabilitate, project soft costs and all relocation
costs) divided by the number of HOME-assisted units yields the
per unit HOME investnent, which cannot exceed the HOVE maxi mum
per unit subsidy. Wen it is allocating actual costs on a unit-by-unit
basi s, the actual per unit cost may not exceed the HOVE

maxi mum per unit subsi dy.

Common Cost s

Conmon costs are costs incurred for acquisition of inproved or
uni nproved real property that benefits all residents of units in
a project, rehabilitation or construction of shared systens
(heating, plunbing, roofing) or shared facilities (comunity
roons, laundry facilities located in residential buildings); and
on-site inprovenents. Costs associated with a project's on-site
managenent of fice or the apartment of an resident nmanager may be
counted as common costs. The nanner in which the costs for
common el ements of a project may be charged is dictated by the
net hod chosen for allocating costs.

> This limt is equal to the per-unit dollar limt
established by HUD for elevator-type projects involving nonprofit
nort gagors under section 221(d)(3) of the National Housing Act
that apply to the area w here the project is |ocated.
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B. Option 1: Pro-rating Cost Allocation Method

To use the pro-rating nethod of allocating costs, there nust be
conparability between the total inventory of HOME-assisted and
non-assi sted units in a project. For exanple, in a 12 unit
building in which half the units are one-bedroom and half are

t wo- bedroom and the units of each bedroom size are approxi mately
t he sane square footage, there should be an equal proportion of
one- and two bedroomunits in the assisted and nonassisted units.
Similarly, if one-third of the units are HOVE-assi sted,
designation of two 1-bedroomunits and two 2-bedroom units woul d
be required to achieve conparability in the distribution of
units.

When assi sted and non-assisted units are conparable, tota

el i gi bl e devel opnent costs (including acquisition, devel oprment
hard costs to construct or rehabilitate the unit, and project
soft costs excluding relocation costs) may be pro-rated in order
to determine the HOVE share of the total costs. Thus, al
eligible project costs may be distributed between the HOVE
Program and ot her fundi ng sources, provided that the HOVE share
does not exceed the maxi mum per unit subsidy linmt. However,
each eligible cost need not be paid as a proportionate share of
each fundi ng source. This means HOVE can pay any eligible cost
and the PJ can pro-rate the HOVE share, in relation to the tota
eligible costs to determ ne the m ni mum nunber of HOME-assi sted
units. For exanple, if a PJ acquires land with $100,000 i n HOVE
funds, and uses $900,000 in private funds to construct a multi-famly
rental property on the site, then a m ni mum of 1/10
($100, 000/ $1, 000, 000) of the units in the project nust be

desi gnat ed HOVE- assi sted. \When the assisted and nonassi st ed
units are conparable in size and distribution, a prorated share
of the cost of comon elenments attributable to the HOMVE-assi sted
units may be paid with HOVE funds. For exanple, a PJ replaces a
heati ng system installs new water and waste |lines and repl aces
the roof in a 24-unit building with 8 HOVE-assisted units that
are conparable to the non-assisted units in the building. The PJ
may pay one-third of the total comon costs because one-third of
the units are HOME- assi st ed.

The ratio of the HOVE investnment to the total eligible

devel opnent costs is equivalent to the ratio of the m ni mum
nunber of units that must be HOME-assisted to the total number of
units. Because all relocation paynments and other relocation
assistance that the PJ wishes to treat as project costs nay be
paid in full by the HOVE Program these costs are subtracted from
both the HOME investnent anount and the total eligible

devel opnent costs for the purposes of pro-ration and then added
back into the amount of the HOVE investnent.® This principle

can be expressed in this way:
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Rel ocation costs associated with tenants residing in non- HOVE
units are HOVE-eligible costs. These costs are divided anong the
HOME- assi sted units and added to the per-unit HOVE subsidy
amount. Thus, the anpbunt of rel ocation assistance that can be
provided with HOME funds is constrai ned by the naxi mum per-unit
subsidy limts.



HOVE- Assi sted Units : Total Nunmber of Units
equal s
HOME | nvest nent (excluding rel ocation): Total Devel opnent Costs
(excl udi ng rel ocation)

For exanpl e:

A PJ devel ops a project with 20 conparabl e 2-bedroomunits, and
wants to designate half of the units HOVE-assisted. The tota

el i gi bl e devel opment cost (including relocation project costs) is
$500, 000. Several tenants residing in the

building will require relocation assistance

at a total cost of $40,000. No other

rel ocation costs will be incurred.

VWhat is the maxi num anount the PJ nmay charge
to the HOVE Progran? The total eligible
devel opnent cost mnus relocation is

$460, 000. Since half the units are HOVE-assi sted,
hal f of this amount ($230,000) nmay

be charged to HOVE. All the relocation costs
($40,000) may then be added to this. In
total, HOMVE may pay as nmuch as $270, 000,

provi ded the per unit subsidy does not exceed
t he HOVE maxi mum per unit subsidy for this
PJ.

In this instance, how much is the per unit
subsi dy?

The total HOVE investnent (including

rel ocation costs) divided by the nunber of
HOMVE- assi sted units yields the per unit HOVE
investment. (In this instance, $27,000 per
unit.)



A PJ wants to acquire and rehabilitate a 60-unit
vacant building. The units will be

conparable in terns of bedroom size, square
footage, unit distribution and anenities.

The total acquisition and devel opment costs

are $1,000,000. The PJ will use $200, 000 of
HOVE funds toward rehabilitation

What is the m ni mum nunber of units that the
PJ must desi gnate as HOVE- assi st ed?

Because the proportion of total acquisition
and devel oprment costs to HOVE funds is 5:1
($1, 000, 000 : $200,000), the proportion of
total units to HOMVE-assisted units must al so
be at least 5:1. This means there is at |east
one HOME- assisted unit for every 5 units in
the building, or one-fifth. For a 60-unit
buil di ng, there are 12 HOVE-assisted units
(one fifth of 60 is 12).

If the PJ is devel oping an occupi ed project in which
some of the units are occupied by over-incone tenants,
it may not invest HOVE funds in those units.® |f the
units are conparable, the PJ can ascertain the nmaxi mum
amount of its HOVE investnent in this project by
determining the ratio of units that are occupi ed by
i ncone-eligible tenants. That same ratio of the costs
may be charged to HOVE. For exanple:

* In such instances, the PJ may choose to displace
t he over-income tenants. The di spl acenent woul d
trigger the relocation requirenents of &167;92. 353.
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A PJ wishes to acquire a building with 20
conparabl e units, 10 of which are currently
occupi ed. The PJ certified the inconmes of
each of these occupied units and found the
fol |l owi ng:

- 5 units have tenants whose incones are
above 80% of the area medi an i ncome,

- 1 unit is occupied by a tenant whose
incone is at 74% of the area nedi an
i ncome,

- 4 units have tenants whose income is
bel ow 60% of the area nedi an i ncone.

The total devel opnent cost of this project is
$700, 000. The HOVE maxi mum per unit subsidy

is $50,000. The PJ does not want to displace any
current residents, and wants to invest as

much HOMVE funds in this project as possible.

What is the nmaxi mum anbunt of HOME funds the
PJ may invest?

The PJ may not invest any HOMVE funds in the 5
units that are occupied by tenants who are
not | owincone (whose incones are above 80%
of the area nedian incone). It may invest
HOVE funds in all of the remaining 15 units.
Since 15 HOVE-assisted units is 75% of the
total units, 75% of the total HOVE-eligible
devel opnent costs ($525,000) may be paid with
HOVE funds. The PJ nust rent the 10 vacant
units to incone eligible tenants and at | east
3 of the 15 units must be occupi ed by
fam | ies bel ow 50% of nedi an i ncomne.

C. Option 2: Unit-By-Unit Cost Allocation Method

When t he HOMVE- assi sted and non-assisted units in a
project are not conparable in terns of distribution or
size, the PJ nmust determ ne and charge the HOVE Program
for the actual costs incurred for the acquisition and
devel opnent of the HOVE units, plus any comobn costs
that can be attributed to the HOVE portion of the

proj ect.

To allocate these costs, the PJ nust designate the
HOME- assi sted units, develop a profornma for the
assisted units, and track the costs for each unit.
Conmon costs attributable to HOVE-assisted units are
determ ned by cal culating the total square feet in HOVE
units as a percentage of the total square feet in the
project. HOMVE funds can pay for that percentage of the
common cost s.



The actual cost for each unit is charged to the HOVE

Program provided the actual cost does not exceed the
maxi mum per unit subsidy. The actual cost is charged,
regardl ess of whether it is nore or less than the pro-
rated cost woul d be.

A PJ will construct a new 60-unit, m xed-incone
devel opnent. Twenty of the units will

be luxury units, with wall-to-wall carpeting,
brass fixtures and saunas. The total

devel opnent costs for these units will be

$2, 000, 000.

Twenty units will have somewhat fewer
amenities and will be narketed to mddle
income famlies with incomes between 80 and
120 percent of the area median inconme. The
total devel opment cost of these units will be
$1, 500, 000.

Twenty units will have even fewer anenities
and will be rented to low and very |owincone
famlies. The total devel opment cost

of these units will be $1, 000, 000.

VWhat is the naxi num anount of HOME funds the
PJ can invest?

Because the units in this project are not
conparabl e, the PJ may use HOVE funds only
the cost of the units that will nmeet the HOVE
requi renents. Therefore, it may invest up to
$1, 000,000 in HOVE funds to construct the 20
units for inconme-eligible fanilies, provided
that the PJ's per unit subsidy limt equals
at | east $50,000. Al 20 units will be

desi gnat ed as HOMVE- assi st ed.

A PJ will use $200, 000 of HOVE funds and

$100, 000 of local funds to rehabilitate a 15-unit
building it already owns. Ten of the 15

units are 2-bedroomunits and will not be

HOME- assi sted. The remaining 5 units are
efficiencies and will be HOVE-assisted. The
total rehabilitation cost is $300, 000.

VWhat portion of these costs can be paid with HOVE
funds?

HOVE can pay the actual rehabilitation costs,
up to the per unit subsidy limt, of the
units designated as "HOVE-assisted."
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D. Special Case: Projects Wth Omer-Qccupied Units

HOVE funds nmay be used to assist projects that contain a single
owner - occupi ed unit and one or nmore rental units. As wth other
projects, costs are allocated based upon one of the nethods
outlined above. However, the PJ and/or the owner al so nust

deci de which units will be HOMVE-assi sted and whet her the project
wi Il be a honmeownership project, a rental project or a

conbi nati on honeownership and rental project. |In making this
determi nation, the PJ nust consider the activity being

undert aken, the nunber of HOMVE-assisted units in the project and
whet her t he owner-occupant or honmebuyer qualifies as | owincone.

I f an owner-occupant or honebuyer is receiving HOVE assistance to
purchase or rehabilitate a building with 2 or nore units and in
which he or she will reside as a principal residence, the PJ nust
determ ne the nunmber of units that nust be designated as HOVE- assi st ed
based on one of the allocation nethods outlined above.

Sinple prorating may not be appropriate in such cases, because

t he owner-occupied unit nmay contain nore and/ or nore expensive
amenities than the rental units. Once it has determnined the
nunber of units that nmust be HOMVE-assisted, the PJ and/or the
owner may deci de which units are to be so designated. |If the
owner - occupant or honebuyer is not |owincone, then the HOVE
funds nmay only be used to assist the rental units in the
bui | di ng.

I f the owner-occupant or honmebuyer is |owinconme, the PJ may
choose which units to designate as HOVE-assi sted. For instance,
if only one unit must be designated as HOVE- assisted, then the
HOVE unit could be the owner-occupied unit or one of the renta
units (as long as the anpunt of HOVE assi stance does not exceed
the actual cost of rehabilitating the rental unit). |If nore than
one unit nust be designated as HOVE- assisted, the PJ and/or owner
may decide to designate either the owner-occupied unit and one
rental unit or two rental units as HOVE-assisted. |If any rental
units are designated as HOVE-assisted, then the HOVE i ncone
targeting and affordability requirenents apply throughout the
period of affordability.
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A PJ is assisting an | owincone owner-occupant to
rehabilitate her three-unit

property. The current tenants in both renta
units qualify as | owinconme. The tota
rehabilitation cost will be $45,000. The PJ
will provide a $30,000 | oan and the owner

will obtain a $15,000 private rehabilitation
loan. The owner's unit is conparable to the
rental units in terns of bedroom size, square
footage and anenities. Consequently, the
HOVE costs can be prorated.

Because HOVE funds represent two-thirds of

the total devel opnent cost, two of the units
nmust be HOVE- assisted. The PJ nay designate
ei ther the owner-occupied unit and one renta
unit or the two rental units as HOMVE-assi st ed.

A PJ wants to increase owner-occupancy in a

| owi ncone nei ghborhood with a | arge

i nventory of vacant, 2-to-4 unit properties.
Through this programit is assisting a famly
that does not qualify as | owincome to
purchase a vacant "triple-decker." The 3
units are conparable in ternms of size and anenities.
The total acquisition cost for the property
is $120,000. The PJ is providing a deferred
$25, 000 HOMVE | oan for downpaynent and cl osing
costs. Because the $25,000 in HOVE
assistance is |less than the average $40, 000
per unit acquisition cost, only one unit is
required to be designated as HOVE- assi st ed.
Because the famly is not inconme-eligible,
one of the two rental units mnust be

desi gnated as HOMVE-assisted. That unit would
be subject to the HOVE rent requirenents
during the period of affordability. Because
this is considered a rental project rather
than a HOVE h6énebuyer assi stance project, the
rental requirenments are not pernmitted to

| apse if the honebuyer sells the property
during the period of affordability.

Section 92.254(a)(5)(ii)(A)(6) of the HOVE final rule establishes
special rules for cases in which HOVE funds are provided to
assist a |l owinconme honebuyer to purchase single-fanmily
properties containing two to 4 units. The PJ nust allocate HOVE
costs to determ ne whether HOVE funds will assist the honebuyer
to acquire nore than one unit. |If HOVE funds are used to assi st
the acquisition of only one unit and that unit will be the

princi pal residence of the | owinconme honebuyer, the
affordability requirenments of _92.254 apply only to that unit.
However, if HOME funds are al so used to assist the | owincone
honebuyer to acquire one or nore of the rental units, the renta
affordability requirenments of _92.252 apply, except that the PJ
may i npose
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resale or recapture requirenments on all assisted units. |If the
resale restrictions are used, the affordability requirenents on
all assisted units continue for the affordability period. |If
recapture restrictions are used, the affordability requirenments
on the assisted rental units may be termnated, at the PJ's

di scretion, upon recapture of the HOMVE i nvestnment. Froma
practical standpoint, inposition of the resale restriction on

t hese types of honebuyer properties makes resale very difficult;
in these instances, the recapture provisions are usually the
better option. |If the honmebuyer is not |owincome or the PJ

ot herwi se decides to assist the acquisition of only the renta
units, then the requirenents of 92.252 would apply and the
owner - occupi ed unit woul d not be subject to the income targeting
or affordability provisions of _92.254.

A PJ assists a lowincone famly to purchase
a row house that contains a basenent
apartnment. The total acquisition cost
(including closing costs is $95,000). The PJ
is providing a deferred $15,000 HOME | oan for
downpaynent and cl osing costs. The basenent
apartment constitutes only one-third of the
total |iving space and contains fewer

ameni ties.

The unit-by-unit cost allocation deterni nes
that the costs attributable to the basement
unit equal $30,000 and that one of the 2
units must be HOMVE-assisted. Because the
HOVE subsidy is | ess than the actual cost of
the smaller unit, the PJ nay designate either
t he honebuyer unit or the rental unit as
HOME- assi st ed.

In this instance, the PJ designates the
honebuyer's unit as HOVE-assi sted. The HOVE
rental requirenments will not apply to the
basement unit.
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