
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

WASHINGTON, D.C. 20410

OFFiCE OF THE ASSISTANT SECRETARY FOR

HOUSING — FEDERAL HOUSING COMMISSIONER
IN REPLY REFER TO:
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MEMORAND4 FOR: Regional Administrators

Regional Economists
Field Office Managers

Field Office Economists

SUBJECT: Approval of revised Income limits for lower Income and very

low-income families under the Housing Act of 193?

Transmitted herewith are revised income limits for lower income and

very low-Income families, developed in accordance with Section 3fb)(2) of

the United States Housing Act of 1937. The referenced limits, as set forth

by dollar amount and family size for each Metropolitan Statistical Area

CMSA), Primary Metropolitan Statistical Area (PMSA), and nomietropolitan

county in the attached State lists, are hereby approved effective this

date.

These revised income limits are based on the HUD estimates of median

family income for Fiscal Year 1986. As pfescribed by the housing legislation,

the limits for lower Income families are based on 80 percent of the median

income for the area, with adjustments for smaller and larger families, and

the limits for very low-income families ate based on 50 percent of the

median, with adjustments for family size. As authorized by the legislation,

adjusbnents also have been made for areas of unusually high or low income.

For Fiscal Year 1986, Income limits have been established with consid

eration of the relationship between local Income levels and the rental

costs for existing housing. The minimum income limit for a very low—income

four—person family has been set at the level at whIch 35 percent of income

would pay the rent for a unit tenting at 85 percent of the estimated typical

tent for existing housing of a two-bedroom unit, based on the Section 8

Fair Market Rent standard. Setting the minimum income limits based on a

rent to income ratio of 35 percent is believed to be appropriate because

many nonsubsidized low-income families pay this amount or more for housing,

and because households tend not to participate in assisted housing unless

they are eligible for a significant subsidy. The 85 percent figure is used

as a surrogate for the penetratlon range of standard quality units available

in local housing markets.
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Prior to passage of the 1981 Housing Amendments that now generally

limit participation in the Public Housing and Section 8 programs to very

low-income families, minimum income limits were established for lower income

families based on Census Region income relationships. Minimum income limits

are no longer considered necessary for the lower income limit schedules,

which by statute are based on 80 percent of local median family income,

because it has been determined that households at these income levels have

high enough incomes to assure that they have relatively minimal need for

assistance under current Section 8 program guidelines. Minimum income

limits previously approved for lower income and very low-income families

based on Regional income and renter household income standards will continue

to apply to a small nurrier of areas.

Consistent with the 1981 and 1983 Amendments, there will continue to

be a maximum income limit for a small nuter of areas with unusually high

incomes for which the median income value Is a poor Indicator of relative

housing needs. The maximum income limit for a very low-income four-person

family has been set at the level where 30 percent of income would pay

for a unit renting at the maximum exception rents permitted by the

Section 8 Existing Housing program. Eased on local income and rent levels,

maximum income limits for very low-income families have been established

for 30 market areas, all of which ate nonnetropolitan counties.

As In the past, a maximum income 7init for lower income four—person

families has been established at the national median family income level,

which is $27,500 for Fiscal Year 1986. The procedures for calculating

maximum income limit constraints for lower income families resulted In

constraining income limits for 25 metropolitan areas and 18 nonmetropolitan

areas for Fiscal Year 1986.

As required by statute, adjusents have been made in the income limits

for smaller and larger families by using the four—person family as a base

and applying percentage adjusbiients for various size families as follows:

Income Number of Persons In Family and Percentage Adjustments

Limits 1 2 3 4 5 6 7 8

Lower income 70 80 90 Base 106.25 112.5 118.75 125

Very low-income 70 80 90 Base 108 116 124 132





3

Income limits are now approved for families lar9er than eight persons,

although they re not Included in the printed State lists because of space
limitations. The limits for families larger than eight persons are

determined by using an adjustnent of 6.25 percentage points more for each

person beyond the eight-person for lower income families, and 8 percentage
points more for each person beyond the eight-person for very low-income

families. For example, the nine-person income limit for lower—income

families is determined by multiplying the 4—person Income limit by 1.3125

which is 1.25 + 6.25. The limits developed by the use of these factors

ate to be rounded to the nearest $50.

HUD Field Offices are responsible for maintaining complete and up to

date records of all current income limit ceilings established for areas

within their jurisdiction. Notice of all Income limit revisions should be

promptly distributed to program participants and Field Offices should be

prepared to make income limits available to the pi.thlic upon request.

If you have any questions concerning these new Income limit approvals

or the procedures for requesting special revisions, please contact

Vince St. Clair of the Headquarters Economic and Market Analysis Division,

telephone 755-5590.

QE
Janet. ale, General Deputy Assistant WarrjFT. Lindquist, Assistant

Secretary for Housing-Federal Secretary for Public and Indian

Housing Commissioner Housing

Attachment
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MEMORANDUM FOR: Regional Administrators

Regional Economists
Field Office Managers

Field Office Economists

FROM: June Q. Koch,

SUBJECT: Estimated median family incomes for Fiscal Year 1986

Transmitted herewith are median family income U’FI) estimates and

income distributions for Fiscal Year 1986 (FY 86) covering all Metropolitan

Statistical Areas fMSAs), Primary Metropolitan Statistical Areas C PMSAs),

and nonmetropolitan counties in each Field Office jurisdiction. A separate

list is attached which presents the medium Income estimates for States and

for the metropolitan and nonmetropolitan parts of each State in the United

States.

The FY 86 MFI estimates have been developed by updating the 1979 median

family Incomes obtained from the 1980 Census. The latest available wage

data from County Business Patterns and median family Income data from the

Current Population Reports, P—60 Series, published by the Bureau of the

Census have been used to develop these estimates as follows:

— The 1979 to 1983 change was estimated by using MSA and non-MSA county

group wage data from County Business Patterns combined with Census

Division median family income data from the P—60 Series. The P-6O

Series data, which are highly reliable but only down to the Census

Division level, are used to determine the increase in median family

incomes for the nine Census Divisions. An index relating the County

Business Patterns and P-6O Series data is developed to assure that

the P-60 Series data ate controlling. The changes In median family

incomes for the individual metropolitan areas and nonmetropolitan

counties are then calculated by applying the index to the County

Business Patterns changes.

— An estimated average annual projected increase of 5 percent in MFI is

used for 1984 and 1985, and an average increase of 3 percent is used

for the first nine months of 1986 to cover the fiscal year. Use of

the projected Increase for the 1984 through September 1986 period is

necessary because of the lag In County Business Patterns and P.60

Series data, which are not available beyond 1983.

The step by step description of the methodology used to develop the

median family income estimates is attached.
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The estimated median family income for the United States forFY 1986 is

$27,500.

Please note that the use of the median family income for various HUD

program applications, Including income limits for subsidized housing, is

subject to individual program guidelines coveting definition of income and

family, family size, effective dates and othet factors. if there are any

questions concerning the Income estimates, please contact Vince St. Clair of

the Headquarters Economic and Market Analysis Division. His telephone

rnnber Is 755-5590.

Attachment
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HUD METHODOLOGY FOR ESTIMATING FY 1986 MEOIAIS FAMILY ItIDOMES

(ECONOMIC AND MARKET ANALYSIS DIVISION, OFFICE OF ECONOMIC AFFAIRS, PD&R)

The methodology used for estimating the FY 1986 median family Incomes

fMFIs) for all Metropolitan Statistical Areas fMSAs), Primary Metropolitan

Statistical Areas fPMSAs), and noimetropolitan counties is based on develop

ment of income adjustment factors for each metropolitan area and nonmetropol—

itan Census County Group which are used to update 1979 MF1s obtained from

the 1980 Census.

The income adjustnent factors are developed in several steps based on

the use of individual wage earner data from County Business Patterns (CBP)

which are available for 1979 through 1982, Census Division MFI from the

Current Population Reports P—60 Series which is available for 1979 through

1983, and HUD income increase estimates for calendar years 1984 and 1985,

and the first nine months of 1986. The step by step procedure is as follows:

(1) The increase factors for wage increases are calculated for Census

Divisions for the 1979-1982 period.

Census Division CBP Wages (1982)

Census Division CBP Employees (1982)
= 3—year increase factor for

Census Division CBP Wages

Census Division CBP Wages (1979)

Census Division CBP Employees (1979)

(2) The increase factors for the P—50 Series median family incomes are

calculated for Census Divisions for the 1979-1983 period.

Census Division P—60 WI (1983) 4-year increase factor for Census

Census Division P—60 NFl (1979) Division P—60 MFI

(3) The indices relating the County Business Patterns data to the P—60

Series data are calculated for the Census Divisions by deriving the

ratios of the P.60 Series factors to the County Business Patterns

factors.

4—year increase factor for 4- to 3—year ratio of Census

Census Division P—60 MFI = Division P—60 MFI to Census

3—year increase factor for Division CBP Wages

Census Division CBP Wages
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(4) The increase factors for the individual metropolitan areas and

nometropolitan counties are calculated by applying the Index

factors developed for the Census Divisions to the County Business

Patterns data.

MSA CBP Wages (1982)
NSA CBP Employees (1982) 4- to 3-year ratio 4—year inccxne

___________________________________

x of Census Division = adjustment factor
P-60 MFI to Census for MSA or County

MSA CBP Wages (1979) Division CBP Wages Group

MSA CBP Employees (1979)

(5) An average annual projected increase of 5 percent in MEl is used

for calendar years 1984 and 1985, and an average increase of 3 percent

is used for the first nine months of 1986 to cover the fiscal year.

Use of the projected increase for the 1984 through September 1986

period is necessary because of the lag in County Business Patterns

and P—60 Series data.

4—year incane 6—year 9—month incaiie

adjustment factor for x 1.05 x 1.05 x 1.03 = adjustment factor for

MSA or County Group MSA or Non-MSA county

(6) Calculation of the median family incomes for FY 1986 Is completed by

multiplying the 1979 median family income obtained fran the 1980 census

by the Income adjustment factor derived In step (5).

NOTE: In step (4) use MSA or Census County Group data as appropropriate for

1979 and 1982.
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Hill ii WASHINGTON. D.C. 20410

OFFICE OF THE ASSISTANT SECRETARY FOR
HOUSING — FEDERAL HOUSING COMMISSIONER IN REPLY REFER TO:

NOV 6f985

MEMORANDUM FOR: Regional Administrators
Regional Economists
Field Office Managers
Field Office Economists

FROM: Janet Hale, General Deputy Assistant
for Housing—Federal Housing Commiss

SUBJECT: Approval of revised income limits foi Section 221fd)f 3) BMIR,
Section 235, and Section 236 programs

Transmitted herewith are revised income limits for determination of
family eligibility under Section 221(d)(3) BMIR, Section 235, and
Section 236 of the National Housing Act. The referenced limits, as set
forth by dollar amount and family size in the attached State lists, are
approved effective this date.

These revised income limits are based on the HUD estimates of median
family income for Fiscal Year 1986. As prescribed by the housing legislation,
the limits for the Section 236 program are based on 80 percent of the median
income for the area, with adjustments for smaller and larger families, and
the limits for the Section 235 and Section 221(d)f3) programs are based on
95 percent of the median, with adjustments for family size. The housing
legislation also authorizes adjusiients in the income limits for areas of
unusually high or low income.

Minimum income limits for areas of unusually low income generally are
not considered necessary for the Section 236 program, or the Section 221(d)
(3) programs at present because it has been determined that the 20 percent
and 95 percent of local median family income standards set by statute are
high enough to include virtually all ler income families that have more
than minimal need for housing assistance. Minimum income limits based on
previously approved guidelines will continue to apply to a small number of
areas. In accordance with established procedures, Field Offices may request
modified Section 235 income limits for specific market areas where warranted
by local construction costs.

For areas of unusually high income, a maximum income limit has been
established at $27,500 for the Section 236 program, and $32,700 for the
Section 221(d)(3) BMIR and Section 235 programs, applicable to the four—
person family. For areas where Section 235 income limits have been approved
on the basis of local cost data, the maximum limits may be higher.
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As required by statute, adjustments have been made in the Income limits
for smaller and larger families by using the four—person family as a base
and applying percentage adjustments for various size families as follows:

Incciiie Number of Persons in Family and Percentage Adjustments
Limits 1 2 3 4 5 6 7 8

Lower income 70 80 90 Base 106.25 112.5 118.75 125

Very low—income 70 80 90 Base 108 116 124 132

Income limits are now approved for families larger than eight persons,
although they are not included in the printed state lists because of space
limitations. The limits for families larger than eight persons are determined
by using an adjustment of 6.25 percentage points more for each person
beyond the eight-person for lower income families, and 8 percentage points
more for each person beyond the eight—person for very low—income families.
For example) the nine—person income limit for lower—income families is
determined by multiplying the 4—person income limit by 1.3125 which is
1.25 + 6.25. The limits developed by the use of these factors are to be
rounded to the nearest $50.

HUD Field Offices are responsible for maintaining complete and up to
date records of all current income limit ceilings established for areas
within their jurisdiction. Notice of all income limit revisions should be
promptly distributed to program participants and Field Offices should be
prepared to make income limits available to the public upon request.

If you have any questions concerning these new income limit approvals
or the procedures for requesting special revisions) please contact
Vince St. Clair of the Headquarters Economic and Market Analysis Division,
telephone 755—5590.

Attachment
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OFFICE OF THE ASSISTANT SECRETARY
FOfi POLICY DEVELOPMENT AND RESEARCH

FEB 61987
MEMORANDUM FOR: Regional Economists

Field Office Economists

FROM: David E. Shenk, Director Economi and Market Analysis
Division, TEEc) —L’

SUBJECT: Transmittal of FY 1987 Income Limits and Estimates of
Median Income

Revised income limits for the Section 8 and Section 235, Section 236,

and Section 221fd)f3)fBMIR) programs were approved on February 6, 1987.

Attached with this memo you should find:

- Revised lower and very low income limits
- Revised estimates of median family income for states and

areas
— Revised Section 235, Section 236, and Section 221(d)(3)fBMIR)

income limits
— Signed and dated copies of the associated transmittal

memoranda
— Income limit area definitions with listings of metropolitan

.area county components by State
— An income limits methodology and briefing paper

You are responsible for providing copies of the income limits, the

transmittal memoranda, and the area definitions for your jurisdiction to

your CPD and Housing staff. They, in turn, are responsible for
distributions to client organizations.

The Congress recently tied eligibility for tax-exempt mortgage revenue

bonds, tax-exempt multifamily rental housing bonds, and lower income tax

credits to KUD income limits, so there will be more requests than usual for

these numbers. It is our understanding that the Treasury Department’s

Intention is that all tax code related income numbers should be based on

HUD’s very low income limits rather than the estimate of area median family

income. Thus, for instance, 115 percent of area median income has been

defined as 2.3 times the fourperson very low income limit. You should

advise callers that, if their inquiry is tax code related, our

understanding is that they should use HUD’s very low income limits as the

basis for calculating the income percentages referred to in tax code

legislation. Callers with questions on this matter should be advised to

contact the Treasury Department.
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We have set up a new procedure for responding to inquiries on income
information from members of the public. As in the past, you should
continue to provide income limits and.median Incomes requested for areas
within your jurisdiction. If numbers for an area outside your jurisdiction
are requested, you should refer the caller to HUD USER. HUD USER will
answer telephone inquiries for income data for one area, and sell income
limits or estimates of median income for all counties in a State or the
Nation. Credit card sales will be accepted. HUD USER’s toll—free number
is 1—800-245-2691 fuse 301-251—5154 in the Washington metropolitan area).

Please call Joe Riley on 755—5590 or Sue Miller on 755—5577 if you
have any questions on these matters.

Attachments
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OFFICE OF THE ASSISTANT SECRETARY FOR
HOUSING-FEDERAL HOUSING COMMISSIONER

FEB 6 1987

MEMORANDUM FOR: Regional Administrators
Regional Economists
Field Office Managers
Field Office Economists

SUBJECT: Approval of revised Income limits for lower income and very
low-income families under the Housing Act of 1937

This memorandum-transmits revised income limits for lower income andvery low—income families, developed in accordance with Section 3fb)(2) ofthe United States Housing Act of 1937. These income limits, which arelisted by dollar amount and family size, are available for each
Metropolitan Statistical Area fMSA), Primary Metropolitan Statistical AreafPMSA), and nonmetropolitan county in the attached lists. The revisedlimits are effective as of the date of this memorandum.

These revised income limits are based on the HUD estimates of medianfamily income for Fiscal Year 1987. As required by statute, the definitionof “lower income family” Is based on 80 percent of the median income forthe area, with adjustments for smaller and larger families, and the “very
low-income family” income limits are based on 50 percent of the median,with adjustments for family size. As authorized by the legislation,
adjustments also have been made for areas of unusually high or low income -or housing costs in the same manner as last year. Minimum income limitstandards were used to increase Income limits in areas with unusually high
rental housing cost to income relationships. -. Maximum income limit
standards were used to constrain incomelimits tn-areas with unusuallyhigh incomes.

The minimum income limit for a very low—income four—person family hasbeen set at the level at which 35 percent of Income would pay the rent for
- a unit renting at 85 percent of the estimated typical rent for an existing

two-bedroom unit, as measured by the Section 8 Fair Market Rent standard.A 35 percent rent-to—income ratio was selected for use in setting minimum
income limits because many nonsubsidized low-income families pay this
amount or more for housing, and because households tend not to participatein assisted housing programs unless they are eligible for a significant
subsidy. The 85 percent figure represents the lowest rent range at which asupply of standard quality units is normally available.

Minimum income limits are not considered necessary for the lower
income limit schedules, which by statute are based on 80 percent of localmedian family income. Households at these income levels have high enough
incomes to ensure that they have relatively limited need for assistance
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under the current Section 8 program standards. Minimum income limits
previously approved for lower income and very low-income families based on
Regional income and renter household income standards will continue to
apply to a small number of areas until increases in area income levels
produce higher income limits using current procedures.

As in the past, a maximum income limit for lower income four-person
families has been established at the national median family income level,
which is $30,400 for Fiscal Year 1987. Use of this procedure resulted in
constraining income limits for lower income families in 18 metropolitan
areas and 16 nonmetropolitan areas.

There continues to be a small number of areas with unusually low
rental housing costs in relationship to area median family incomes. To
adjust for these situations, the maximum income limit for a very low-income
four—person family has been set at the level at which 30 percent of income
would pay for a unit tenting at the maximum exception rent permitted by the
Section 8 Existing Housing program. Use of this procedure resulted in
constraining income limits for very low-income families in 45 market areas,
all of which are nonmetropolitan counties.

As required by statute, adjustments have been made in the income
limits for smaller and larger families by using the four—person family as a
base and applying percentage adjustments for various size families as
follows:

Income Number of Persons in Family and Percentage Adjustments
Limits 1 2 3 4

____

6 7

____

Lower income 70 80 90 Base 106.25 112.5 118.75 125

Very low-income 70 80 90 Base 108 116 124 132

Higher income limits apply to families with more than eight persons,
although they are not included in the printed State lists because of space
limitations. The lower income limits for families larger than eight
persons are determined by adding 6.25 percent of the four—person income
limit base to the eight-person limit for each person in excess of eight.
For very low income limits, eight percent of the four-person base is added
to the eight-person limit for each person in excess of eight. (e.g., the
nine-person very low limit equals 1.4 (1.32 + .08) times the four-person
limit. The limits developed by the use of these factors are to be rounded
to the nearest $50.

HUD Field Offices are responsible for maintaining complete and up to
date records of all current income limit ceilings established for areas
within their jurisdiction. Notice of all income limit revisions should be
promptly distributed to program participants, and Field Offices should be
prepared to make income limits available to the public upon request.
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If you have any questions concerning these new income limit approvals
or the procedures for requesting special revisions, please contact
Joseph Riley of the Headquarters Office of Economic Affairs, telephone
755-5590

Thomas T. Demery, Assistant
Secretary for Housing-Federal
Housing Comissioner

Attachment

Dorsey, Assistant Seci
Public and Indian Housing

a ry
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OFFICE OF THE ASSISTANT SECRETARY FOR
HOUSING.FEOERAL HOUSING COMMISSIONER

FEB. 6 1987

MEMORANDUM FOR: Regional Administrators
Regional Economists
Field Office Managers
Fled Office Economists

FROM: Tho a • em , Ass’ tant Secretary for Housing-Federal Housing
Commissioner, H

SUBJECT: Approval of revised income limits for the Section 221(d)(3) BMIR,
Section 235, and Section 236 programs

This memorandum transmits revised income limits for determination
of family eligibility under Section 221fd)(3) BMIR, Section 235, and
Section 236 of the National Housing Act. These income limits, which
are listed by dollar amount and family size, are available for each
Metropolitan Statistical Area (MSA), Primary Metropolitan Statistical
Area fPMSA), and nonmetropolitan county. The revised income limits
become effective as of the date of this memorandum.

These revised income limits are based on the HUD estimates of median
family income for Fiscal Year 1987. As required by legislation, the limits
for the Section 236 program are based on 80 percent of the median income
for the area, with adjustments for smaller and larger families, and the
limits for the Section 235 and Section 221(d)f3) programs are based on
95 percent of the median, with adjustments for family size. As authorized
by legislation, adjustments also have been made for areas of unusually high
or low income in the same manner as last year.

No new adjustments were made to increase income limits due to
unusually low incomes because the Department has determined that the 80
percent and 95 percent of local median family income statutory standards
are high enough to include virtually all lower income families that have
more than minimal housing assistance needs. There will continue to be a
small number of areas where minimum income limits based on previously
approved guidelines will remain in effect. In accordance with established
procedures, Field Offices may request modified Section 235 income limits
for specific market areas where warranted by local construction costs.

For areas of unusually high income, the four-person family maximum
income limit has been established at the national median family income
level of $30,400 for the Section 236 program. The maximum has been set at
$36,100 for the Section 221fd)(3) BMIR and Section 235 programs to
maintain the 80 to 95 percent statutory relationship. For areas where
Section 235 income limits have been approved on the basis of local cost
data, the maximum limits may be higher.
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As required by statute, adjustments have been made in the income

limits for smaller and larger families by using the four—person family as a

base and applying percentage adjustments for various size families as

fol lows:

Number of Persons in Family and Percentage Adjustments

1 2 3 4 5 6 7 8

70 80 90 Base 106.25 112.5 118.75 125

Higher income limits apply to families larger than eight persons,

although they are not included in the printed state lists because of space

limitations. The limits for families larger than eight persons are

determined by using an adjustment of 6.25 percentage points more for each

person beyond the eight person. For example, the nine-person income limit

is determined by multiplying the 4—person income limit by 1.3125 (i.e., the

eight—person limit of 125 percent plus 6.25 percent for an additional

family member. The limits developed by the use of these factors are to be

rounded to the nearest $50.

HUD field Offices ace responsible for maintaining complete and up to

date records of all current income limit ceilings established for areas

within their jurisdiction. Notice of all income limit revisions should be

promptly distributed to program participants and Field Offices should be

prepared to make income limits available to the public upon request.

If you have any questions concerning these new income limit approvals

or the procedures for requesting special revisions, please contact

Joseph Riley of the Headquarters Economic and Market Analysis Division,

telephone 755-5590.

Attachment
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Income Limits Briefing Material

Attachments:

1. Overview of HUD Section 8 and Public Housing Income Limits

2. Excerpts From the Housing Act of 1937 Related to Income Limits

3. Methodology for Median Income Estimates

4. Accuracy Test

5. List of Metropolitan Areas with Very Low Income Limits Adjusted
For Unusually High Housing Cost to Income Relationships

6. List of Metropolitan Areas where Lower Income Limits are Capped

7. Distribution of FY 1986—87 Changes in Median Income





Attachment 1

Overview of

HUD Section 8 & Public Housing Income Limits

- Section 3 of the U.S. Housing Act of 1937 contains the following
provisions related to income limits:

- “Lower income families” are defined as families whose incomes do not
exceed 80 percent of the median family income for the area.

- “Very low-income families” are defined as families whose incomes do
not exceed 50 percent of the median family income for the area.

- Income limits must be adjusted for family size.

— Income limits may be adjusted for areas with unusually high or low
family income or housing cost to income relationships.

- The Secretary of Agriculture must be consulted prior to establishing
income limits for rural areas, since these limits also apply to
certain Farmers Home Administration programs.

— Section 16 of the U.S. Housing Act of 1937 contains the following
additional provisions:

- At least 95 percent of the dwelling units which first became
available for occupancy under either program on or after October 1,
1981, must be leased to very low-income families, and at least 75
percent of the units available prior to October 1981 must be leased
to very low-income families.

- HUD calculates area median family income levels (one-person households
and households consisting of unrelated individuals are excluded from
these calculations) for 339 metropolitan areas and 2419 nonmetropolitan
areas.

- Median family income estimates are based on decennial Census data updated
with Bureau of the Census P-60 income data and Department of Commerce
County Business Patterns employment and earnings data.

- Two procedures are used to minimize year-to-year fluctuations in
estimates. One is to maintain median income estimates and income limits
at the previous year’s levels for areas where they would decrease if
based solely on the most current data. The other is to cap increases at
ten percent. The cap is exceeded only if two or more years of data show
that a higher increase is warranted.
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— Comparisons of HUD estimates of median area incomes with 1980 Census data
provide an indication on estimation accuracy over the 1970—80 period,
during which incomes changed by over 100 percent:

- The population-weighted average standard error was 6 pçrcent.

- Seven percent of metro areas and about 30 percent of nonmetro
areas had estimate errors in excess of 10 percent.

— Errors were highest for nonmetro counties with populations of less
than 5,000 persons and of unusually low income.

Family Size Adjustments:

— Income limits for very-low and lower income 4-person families are
normally calculated by taking 50 percent and 80 percent, respectively,
of the area median income.

— Income Limit Adjustments for varying family sizes are made as follows:

Number Persons in Family

1
Very low-income limit: 70% 80% 90% 100% 108% 116% 124% 132%
(50% of median or
adj. median=100%)

Lower income limit: 70% 80% 90% 100% 106.25% 112.5% 118.75% 125%
(80% of median or
adj. median=100%)

Adjustments for Areas With Unusual Incomes or Housing Costs:

— HUD has always adjusted income limits for areas of unusually high or low
income; since 1983 the 4—person lower income limit for an area has been
“capped” at the U.S. median family income level, and in 1983 and 1984 a
4—person Very Low Income Limit “ceiling” was set at 80 percent of the
U.S. median renter household income level.

— Consistent with current legislation, the FY 1986 and 1987 income limit
calculations take into consideration income to housing cost relationships
to define areas of unusually high or low income. The method used has
almost no affect on lower income limits, but modifies how very low—income
limits ate set in a manner mote consistent with program objectives.
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— The methods used to calculate minimum and maximum income limits for areas
of unusually high or low income or housing costs are as follows:

# MSAs # Non—Metro
Affected Counties Affected

For Very Low Income Limits based
on 50% of area median income:

- The minimum is set at the income 46 408
level at which 35 percent of a
4—person family’s income would
pay for a unit renting at
85 percent of the 2-bedroom FMR*

— The maximum is set at the income 0 45
level at which 30 percent of a
4—person family’s income would
pay for a unit tenting at 120
percent of the 2-bedroom FMR**

For Lower Income Limits based on
on 80% of area median income:

— The minimum is set at the Very 6 (all are in 5
Low Income Limit level if it U.S. tern-
would otherwise be lower tories)

— The maximum for a 4-person 18 16
family is set at the U.S.
median family income level
of $30,400

— These method of calculating limits for areas with unusually
high or low incomes or housing costs have the following effects:

— Less than 10 percent of the population resides in areas
in which income limit minimums or maximums apply.

— Forty—six of 339 metro areas have higher Very Low-Income
Limits than would otherwise occur because rental housing
costs are unusually high relative to income levels.

* 85 percent of the Section 8 Existing FMR is the lowest tent range
at which a reasonable supply of standard units is normally available.

** There is a statutory constraint that adjustments may not result
in FMRs in excess of 120 percent of published FMRs.
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- Three non-metro areas in Alaska have higher Lower Income Limits as
a result of the new policy, because their Very Low-Income Limits
would otherwise exceed their Lower Income Limits. The other areas
affected by this policy are in Puerto Rico and U.S. trust
territories.

— For HUD housing programs, Very Low Income Limits are much more relevant
than Lower Income Limits because:

— The 30 percent rent to income ratio makes assisted housing
unattractive to most households with incomes above 65 percent
of area median family income.

- There are strict statutory limits on program participation by
those not of Very Low Income; the net effect of the 1981 and
1983 Amendments is to restrict most program participation
to households of Very Low Income.

— The Farmers Home Administration and several State housing finance
agencies are directed by legislation to use HUDs Lower Income
Limits, but the relevant HUD legislation governing income limit
adjustments related only to factors influencing the Public Housing
and Section 8 programs.





Attachment 2

EXCERPTS FROM
HOUSING ACT, OF 1937

Section 3 (2) The term “lower income families” means those families whose

incanes do not exceed 80 per centum of the median income for the area, as

determined by the Secretary with adjustments for smaller and larger

families, except that the Secretary may establish incaie ceilings higher

or lower than 80 per centum of the median for the area on the basis of

the Secretary’s findi ngs that such variations ate necessary because of

prevailing levels of construction costs or unusually high or low family

incomes. The term “very low—income families” means lower income families

whose incomes do not exceed 50 per centum of the median family income for

the area, as determined by the Secretary with adjusents for smal ler and

larger families, except that the Secretary may establish income ceilings

higher or lower than 50 per centum of the median for the area on the

basis of the Secretary’s findings that such variations are necessary

because of unusually high or low family incomes. Such ceilings shall be

established in consultation with the Secretary of Agriculture for any

rural area, as defined in section 520 of the Housing Act of 1949, taking

into account the subsidy characteristics and types of programs to which

such ceilings apply.

Sec. 16 (a) Not more than 25 per centum of the dwelling units which were

available for occupancy under public housing annual contributions contracts

and section 8 public housing assistance payments contracts under this Act

before the effective date of the Housing and Community Development

Amendments of 1981, and which will be leased on or after such effective

date shall be available for leasing by lower income families other than

very low—income families.

(b) Not mote than 5 per centum of the dwelling units which become

available for occupancy under public housing annual contributions contracts

and section 8 housing assistance payments contructs under this Act on or

after the effective date of the Housing and Community Development Amendments

of 1981 shall be available for leasing by lower income families other

than very low income families.
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