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or 500 times $600 plus 500 times $800 with the
sum divided by 1,000; plus $46 for the admin-
istrative fee; plus $28 for the amortized cost
of demolition and tenant relocation (includ-
ing any necessary counseling), or $5000 per
unit divided by 180 in this example). This
Section 8 cost would then be compared to the
cost of revitalized public housing develop-
ment—in the example of this section, the re-
vitalized public housing cost of $868 monthly
per occupied unit would exceed the Section 8
cost of $774 monthly per occupied unit by 12
percent. The PHA would have to prepare a
conversion plan for the property.

ITI. DETAILING THE SECTION-8 COST
COMPARISON: A SUMMARY TABLE

The Section 8 cost comparison methods are
summarized, using the example provided in
this section III.

A. Key Data, Development: The revitalized
development has 1000 occupied units. All of
the units are in walkup buildings. The 1000
occupied units will consist of 500 two-bed-
room units and 500 three-bedroom units. The
total current operating costs attributable to
the development are $300,000 per month in
non-utility costs, $100,000 in utility costs
paid by the PHA, and $50,000 in utility allow-
ance expenses for utilities paid directly by
the tenants to the utility company. Also, the
modernization cost for revitalization is
$60,000,000, or $60,000 per occupied unit. This
will provide standards for viability but not
standards for new construction. The cost of
demolition and relocation of the 1000 occu-
pied units is $56 million, or $5000 per unit,
based on recent experience.

B. Key Data, Area: The unit total develop-
ment cost limit is $70,000 for two-bedroom
walkups and $92,000 for three-bedroom walk-
ups. The two-bedroom Fair Market Rent is
$600 and the three-bedroom Fair Market
Rent is $800. The applicable monthly admin-
istrative fee amount, in column B of the
March 12, 1997 FEDERAL REGISTER Notice, at
62 FR 11526, is $46.

C. Preliminary Computation of the Per-
Unit Average Total Development Cost of the
Development: This results from applying the
location’s unit total development cost by
structure type and number of bedrooms to
the occupied units of the development. In
this example, five hundred units are valued
at $70,000 and five hundred units are valued
at $92,000 and the unit-weighted average is
$81,000.

D. Current Per Unit Monthly Occupied
Costs of Public Housing:

1. Operating Cost—$450 (total monthly
costs divided by occupied units: in this ex-
ample, the sum of $300,000 and $100,000 and
$50,000—divided by 1,000 units).

2. Amortized Modernization Cost—$333
($60,000 per unit divided by 180 for standards
less than those of new construction).
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3. Estimated Accrual Cost—$85 (the per-
unit average total development cost minus
half of the modernization cost per unit,
times .02 divided by 12 months: in this exam-
ple, $51,000 times .02 and then divided by 12).

4. Total per unit public housing costs—$868.

E. Current per unit monthly occupied costs
of section 8:

1. Unit-weighted Fair Market Rents—3$700
(the unit-weighted average of the Fair Mar-
ket Rents of occupied bedrooms: in this ex-
ample, 500 times $600 plus 500 times $800, di-
vided by 1000).

2. Administrative Fee—$46.

3. Amortized Demolition and Relocation
Cost—$28 (85000 per unit divided by 180).

4. Total per unit section 8 costs—§774.

F. Result: In this example, because revital-
ized public housing costs exceed current Sec-
tion 8 costs, a conversion plan for the prop-
erty would be required.
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AUTHORITY: 42 U.S.C. 1437t, 1437z-5, and
3535(d).

SOURCE: 66 FR 33618, June 22, 2001, unless
otherwise noted.

Subpart A—Required Conversion
of Public Housing Developments

SOURCE: 68 FR 54608, Sept. 17, 2003, unless
otherwise noted.

PURPOSE; DEFINITION OF CONVERSION

§972.100 Purpose.

The purpose of this subpart is to im-
plement section 33 of the United States
Housing Act of 1937 (42 U.S.C. 1437z-5),
which requires PHAs to annually re-

§972.109

view their public housing inventory
and identify developments, or parts of
developments, which must be removed
from its stock of public housing oper-
ated under an Annual Contributions
Contract (ACC) with HUD.

This subpart provides the procedures
a PHA must follow to develop and
carry out a conversion plan to remove
the units from the public housing in-
ventory, including how to provide for
the transition for residents of these de-
velopments to other affordable hous-
ing.

§972.103 Definition of “conversion.”

For purposes of this subpart, the
term ‘‘conversion’” means the removal
of public housing units from the inven-
tory of a PHA, and the provision of
tenant-based or project-based assist-
ance for the residents of the public
housing units that are being removed.
The term ‘‘conversion,’” as used in this
subpart, does not necessarily mean the
physical removal of the public housing
development.

REQUIRED CONVERSION PROCESS

§972.106 Procedure for required con-
version of public housing develop-
ments to tenant-based assistance.

(a) A PHA must annually review its
public housing inventory and identify
developments, or parts of develop-
ments, which must be converted to ten-
ant-based assistance, in accordance
with §§972.121-972.127.

(b) With respect to any public hous-
ing development that is identified
under paragraph (a) of this section, the
PHA generally must develop a 5-year
plan for removal of the affected public
housing units from the inventory, in
accordance with §§972.130-972.136.

(c) The PHA may proceed to convert
the development if HUD approves the
conversion plan.

§972.109 Conversion of developments.

(a)(1) The PHA may proceed to con-
vert the development covered by a con-
version plan after receiving written ap-
proval from HUD. This approval will be
separate from the approval that the
PHA receives for its Annual Plan.

(2) HUD anticipates that its review of
a conversion plan will ordinarily occur
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within 90 days following submission of
a complete plan by the PHA. A longer
process may be required where HUD’s
initial review of the plan raises ques-
tions that require further discussion
with the PHA. In any event, HUD will
provide all PHAs with a preliminary
response within 90 days following sub-
mission of a conversion plan.

(b) The PHA may not demolish or
dispose of units or property until com-
pletion of the required environmental
review under part 58 of this title (if a
responsible entity has assumed envi-
ronmental responsibility for the
project) or part 50 of this title (if HUD
is performing the environmental re-
view). Further, HUD will not approve a
conversion plan until completion of the
required environmental review. How-
ever, before completion of the environ-
mental review, HUD may approve the
targeted units for removal from the
PHA’s inventory and may authorize
the PHA to undertake other activities
proposed in its conversion plan that do
not require environmental review (such
as certain activities related to the re-
location of residents), as long as the
buildings in question are adequately
secured and maintained.

(¢) For purposes of determining oper-
ating subsidy eligibility, HUD will con-
sider the conversion plan the PHA sub-
mits to be the equivalent of a formal
request to remove dwelling units from
the PHA’s inventory and ACC. HUD
will notify the PHA in writing whether
it has approved the conversion plan.
Units that are vacant or vacated on or
after the written notification date will
be treated as approved for
deprogramming under §990.108(b)(1) of
this title and also will be provided any
phase-down of subsidy to which the
PHA is entitled pursuant to §990.114 of
this title.

(d) The PHA may apply for tenant-
based assistance in accordance with
Section 8 program requirements, and
HUD will give the PHA a priority for
receiving tenant-based assistance to
replace the public housing units. It is
HUD’s policy to provide funds for one-
for-one replacement housing with ei-
ther public housing or tenant-based as-
sistance, if funds are available. HUD
may require that funding for the initial
year be provided from the public hous-
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ing Capital Fund, Operating Fund, or
both.

§972.112 Relationship between re-
quired conversion and demolition/
disposition requirements.

(a) Section 18 of the United States
Housing Act of 1937 does not apply to
demolition of developments removed
from the inventory of the PHA under
this subpart. Demolition of these devel-
opments is therefore not subject to sec-
tion 18(g), which provides an exclusion
from the applicability of the Uniform
Relocation Assistance and Real Prop-
erty Acquisition Policies Act of 1970 (42
U.S.C. 4601) (URA). Accordingly, the
URA will apply to the displacement of
tenants as the direct result of the dem-
olition of a development carried out
pursuant to this subpart, in accordance
with §972.118. With respect to any such
demolition, the PHA must comply with
the requirements for environmental re-
view found at part 58 of this title.

(b) Section 18 of the United States
Housing Act of 1937 does apply to any
disposition of developments removed
from the inventory of the PHA under
this subpart. Therefore, to dispose of
property, the PHA must submit a dis-
position application under section 18.
HUD’s review of any such disposition
application will take into account that
the development has been required to
be converted.

§972.115 Relationship between re-
quired conversions and HOPE VI
developments.

HUD actions to approve or deny pro-
posed HOPE VI revitalization plans
must be consistent with the require-
ments of this subpart. Developments
with HOPE VI revitalization grants,
but without approved HOPE VI revital-
ization plans, are fully subject to re-
quired conversion standards under this
subpart.

§972.118 Applicability of Uniform Re-
location Act.

To the extent that tenants are dis-
placed as a direct result of the demoli-
tion, acquisition, or rehabilitation of
federally-assisted property converted
pursuant to this subpart, the require-
ments of the Uniform Relocation As-
sistance and Real Property Acquisition
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Policies Act of 1970 (42 U.S.C. 4601)
(URA), and the implementing regula-
tions issued by the Department of
Transportation at 49 CFR part 24,
apply.

IDENTIFYING DEVELOPMENTS SUBJECT TO
REQUIRED CONVERSION

§972.121 Developments subject to this
subpart.

(a) This subpart is applicable to any
development not identified before Oc-
tober 21, 1998, for conversion, or for as-
sessment of whether such conversion is
required, in accordance with section
202 of the Omnibus Consolidated Re-
scissions and Appropriations Act of
1996 (Pub. L. 104-134, approved April 26,
1996, 110 Stat. 1321-279—1321-281). Devel-
opments identified before October 21,
1998, continue to be subject to the re-
quirements of section 202 and part 971
of this chapter until these require-
ments are satisfied. Thereafter, the
provisions of this subpart apply to any
remaining public housing on the sites
of those developments.

(b) The developments to which this
subpart is applicable are subject to the
requirements of section 33 of the
United States Housing Act of 1937 (42
U.S.C. 1437z-5).

(c) The provisions of this subpart
cease to apply when the units in a de-
velopment that are subject to the re-
quirements of this subpart have been
demolished.

§972.124 Standards for identifying
public housing developments sub-
ject to required conversion.

The development, or portions there-
of, must be converted if it is a general
occupancy development of 250 or more
dwelling units and it meets the fol-
lowing criteria:

(a) The development is on the same or
contiguous sites. This refers to the ac-
tual number and location of units, irre-
spective of HUD development project
numbers.

(b) The development has a vacancy rate
of at least a specified percent for dwelling
units mot in funded, on-schedule mod-
ernization, for each of the last three
years, and the vacancy rate has not sig-
nificantly decreased in those three years.
(1) For a conversion analysis performed
on or before March 16, 2009, the speci-

§972.124

fied vacancy rate is 15 percent. For a
conversion analysis performed after
that date, the specified vacancy rate is
12 percent.

(2) For the determination of vacancy
rates, the PHA must use the data it re-
lied upon for the PHA’s latest Public
Housing Assessment System (PHAS)
certification, as reported on the Form
HUD-51234 (report on Occupancy).
Units in the following categories must
not be included in this calculation:

(i) Vacant units in an approved demo-
lition or disposition program;

(ii) Vacant units in which resident
property has been abandoned, but only
if state law requires the property to be
left in the unit for some period of time,
and only for the period of time stated
in the law;

(iii) Vacant units that have sustained
casualty damage, but only until the in-
surance claim is adjusted;

(iv) Units that are occupied by em-
ployees of the PHA and units that are
used for resident services; and

(v) Units that HUD determines, in its
sole discretion, are intentionally va-
cant and do not indicate continued dis-
tress.

(c) The development either is distressed
housing for which the PHA cannot assure
the long-term viability as public housing,
or more expensive for the PHA to operate
as public housing than providing tenant-
based assistance. (1) The development is
distressed housing for which the PHA
cannot assure the long-term viability
as public housing through reasonable
revitalization, density reduction, or
achievement of a broader range of
household income. (See §972.127)

(i) Properties meeting the standards
set forth in paragraphs (a) and (b) of
this section will be assumed to be
“distressed,” unless HUD determines
that the reasons a property meets such
standards are temporary in duration
and are unlikely to recur.

(ii) A development satisfies the long-
term viability test only if it is probable
that, after reasonable investment, for
at least 20 years (or at least 30 years
for rehabilitation equivalent to new
construction) the development can sus-
tain structural/system soundness and
full occupancy; will not be excessively
densely configured relative to other
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similar rental (typically family) hous-
ing in the community; can achieve a
broader range of family income; and
has no other site impairments that
clearly should disqualify the site from
continuation as public housing.

(2) The development is more expen-
sive for the PHA to operate as public
housing than to provide tenant-based
assistance if it has an estimated cost,
during the remaining useful life of the
project, of continued operation and
modernization of the development as
public housing in excess of the cost of
providing tenant-based assistance
under section 8 of the United States
Housing Act of 1937 for all families in
occupancy, based on appropriate indi-
cators of cost (such as the percentage
of total development cost required for
modernization).

(i) For purposes of this determina-
tion, the costs used for public housing
must be those necessary to produce a
revitalized development as described in
paragraph (c¢)(1) of this section.

(ii) These costs, including estimated
operating costs, modernization costs,
and accrual needs must be used to de-
velop a per unit monthly cost of con-
tinuing the development as public
housing.

(iii) That per unit monthly cost of
public housing must be compared to
the per unit monthly Section 8 cost.

(iv) The cost methodology necessary
to conduct the cost comparisons for re-
quired conversions has not yet been fi-
nalized. PHAs are not required to un-
dertake conversions under this subpart
until six months after the effective
date of the cost methodology, which
will be announced in the FEDERAL REG-
ISTER. Once effective, the cost method-
ology will be codified as an appendix to
this part.

§972.127 Standards for determining
whether a property is viable in the
long term.

In order for a property to meet the
standard of long-term viability, as dis-
cussed in §972.124, the following cri-
teria must be met:

(a) The investment to be made in the de-
velopment is reasonable. (1) Proposed re-
vitalization costs for viability must be
reasonable. Such costs must not ex-
ceed, and ordinarily would be substan-
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tially less than, 90 percent of HUD’s
total development cost (TDC) limit for
the units proposed to be revitalized (100
percent of the total development cost
limit for any ‘‘infill”’> new construction
subject to this regulation). The revital-
ization cost estimate used in the PHA’s
most recent Annual Plan or 5-Year
Plan is to be used for this purpose, un-
less the PHA demonstrates, or HUD de-
termines, that another cost estimate is
clearly more realistic to ensure viabil-
ity and to sustain the operating costs
that are described in paragraph (a)(2) of
this section.

(2) The overall projected cost of the
revitalized development must not ex-
ceed the Section 8 cost under the meth-
od contained in the Appendix to this
part, even if the cost of revitalization
is a lower percentage of the TDC than
the limits stated in paragraph (a)(1) of
this section.

(3) The source of funding for such a
revitalization program must be identi-
fied and available. In addition to other
resources already available to the
PHA, it may assume that future for-
mula funds provided through the Cap-
ital Fund over five years are available
for this purpose.

(b) Appropriate density is achieved. The
resulting public housing development
must have a density which is com-
parable to that which prevails in or is
appropriate for assisted rental housing
or for other similar types of housing in
the community (typically family).

(c) A greater income mix can be
achieved. (1) Measures generally will be
required to broaden the range of resi-
dent incomes over time to include a
significant mix of households with at
least one full-time worker. Measures to
achieve a broader range of household
incomes must be realistic in view of
the site’s location. Appropriate evi-
dence typically would include census or
other recent statistical evidence dem-
onstrating some mix of incomes of
other households located in the same
census tract or mneighborhood, or
unique advantages of the public hous-
ing site.

(2) For purposes of judging appro-
priateness of density reduction and
broader range of income measures,
overall size of the public housing site
and its number of dwelling units will
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be considered. The concerns these
measures would address generally are
greater as the site’s size and number of
dwelling units increase.

CONVERSION PLANS

§972.130 Conversion plan components.

(a) With respect to any development
that is identified wunder §§972.121
through 972.127, the PHA generally
must develop a 5-year plan for removal
of the affected public housing units
from the inventory. The plan must con-
sider relocation alternatives for house-
holds in occupancy, including other
public housing and Section 8 tenant-
based assistance, and must provide for
relocation from the units as soon as
possible. For planning purposes, the
PHA must assume that HUD will be
able to provide in a timely fashion any
necessary Section 8 rental assistance.
The plan must include:

(1) A listing of the public housing
units to be removed from the inven-
tory;

(2) Identification and obligation sta-
tus of any previously approved mod-
ernization, reconstruction, or other
capital funds for the distressed devel-
opment and the PHA’s recommenda-
tions concerning transfer of these
funds to Section 8 or alternative public
housing uses;

(3) A record indicating compliance
with the statute’s requirements for
consultation with applicable public
housing tenants of the affected devel-
opment and the unit of local govern-
ment where the public housing is lo-
cated, as set forth in §972.133;

(4) A description of the plans for dem-
olition or disposition of the public
housing units; and

(5) A relocation plan, in accordance
with paragraph (b) of this section.

(b) Relocation plan. The relocation
plan must incorporate all of the infor-
mation identified in paragraphs (b)(1)
through (b)(4) of this section. In addi-
tion, if the required conversion is sub-
ject to the URA, the relocation plan
must also contain the information
identified in paragraph (b)(6) of this
section. The relocation plan must in-
corporate the following:

§972.130

(1) The number of households to be
relocated, by bedroom size, and by the
number of accessible units.

(2) The relocation resources that will
be necessary, including a request for
any necessary Section 8 funding and a
description of actual or potential pub-
lic or other assisted housing vacancies
that can be used as relocation housing
and budget for carrying out relocation
activities.

(3) A schedule for relocation and re-
moval of units from the public housing
inventory (including the schedule for
providing actual and reasonable reloca-
tion expenses, as determined by the
PHA, for families displaced by the con-
version).

(4) Provide for issuance of a written
notice to families residing in the devel-
opment in accordance with the fol-
lowing requirements:

(i) Timing of notice. If the required
conversion is not subject to the URA,
the notice shall be provided to families
at least 90 days before displacement. If
the required conversion is subject to
the URA the written notice shall be
provided to families no later than the
date the conversion plan is submitted
to HUD. For purposes of a required
conversion subject to the URA, this
written notice shall constitute the
General Information Notice (GIN) re-
quired by the URA.

(i1) Contents of notice. The written no-
tice shall include all of the following:

(A) The development must be re-
moved from the public housing inven-
tory and that the family may be dis-
placed as a result of the conversion;

(B) The family will be offered com-
parable housing, which may include
tenant-based or project-based assist-
ance, or occupancy in a unit operated
or assisted by the PHA (if tenant-based
assistance is used, the comparable
housing requirement is fulfilled only
upon the relocation of the family into
such housing);

(C) Any necessary counseling with re-
spect to the relocation will be pro-
vided, including any appropriate mobil-
ity counseling (the PHA may finance
the mobility counseling using Oper-
ating Fund, Capital Fund, or Section 8
administrative fee funding);
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(D) Such families will be relocated to
other decent, safe, sanitary, and afford-
able housing that is, to the maximum
extent possible, housing of their
choice;

(E) If the development is used as
housing after conversion, the PHA
must ensure that each resident may
choose to remain in the housing, using
tenant-based assistance towards rent;
and

(F) Where section 8 voucher assist-
ance is being used for relocation, the
family will be provided with the vouch-
ers at least 90 days before displace-
ment.

(5) If the required conversion is sub-
ject to the URA, the written notice de-
scribed in paragraph (b)(4) must also
provide that:

(i) The family will not be required to
move without at least 90-days advance
written notice of the earliest date by
which the family may be required to
move, and that the family will not be
required to move permanently until
the family is offered comparable hous-
ing, as provided in  paragraph
(b)(4)(i1)(B) of this section;

(ii) Any person who is an alien not
lawfully present in the United States is
ineligible for relocation payments or
assistance under the URA, unless such
ineligibility would result in excep-
tional and extremely unusual hardship
to a qualifying spouse, parent, or child,
as provided in the URA regulations at
49 CFR 24.208;

(iii) The family has a right to appeal
the PHA’s determination as to the fam-
ily’s application for relocation assist-
ance for which the family may be eligi-
ble under this subpart and URA;

(iv) Families residing in the develop-
ment will be provided with the URA
Notice of Relocation Eligibility or No-
tice of Non-displacement (as applica-
ble) as of the date HUD approves the
conversion plan (for purposes of this
subpart, the date of HUD’s approval of
the conversion plan shall be the ‘‘date
of initiation of negotiations’ as that
term is used in URA and the imple-
menting regulations at 49 CFR part 24);
and

(v) Any family that moves into the
development after submission of the
conversion plan to HUD will also be eli-
gible for relocation assistance, unless
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the PHA issues a written move-in no-
tice to the family prior to leasing and
occupancy of the unit advising the
family of the development’s possible
conversion, the impact of the conver-
sion on the family, and that the family
will not be eligible for relocation as-
sistance.

(c) The conversion plan may not be
more than a b5-year plan, unless the
PHA applies for and receives approval
from HUD for a longer period of time.
HUD may allow the PHA up to 10 years
to remove the units from the inven-
tory, in exceptional circumstances
where HUD determines that this is
clearly the most cost effective and ben-
eficial means of providing housing as-
sistance over that same period. For ex-
ample, HUD may allow a longer period
of time to remove the units from the
public housing inventory, where more
than one development is being con-
verted, and a larger number of families
require relocation than can easily be
absorbed into the rental market at one
time, provided the housing has a re-
maining useful life of longer than five
years and the longer time frame will
assist in relocation.

§972.133 Public and resident consulta-
tion process for developing a con-
version plan.

(a) The PHA must consult with ap-
propriate public officials and with the
appropriate public housing residents in
developing the conversion plan.

(b) The PHA may satisfy the require-
ment for consultation with public offi-
cials by obtaining a certification from
the appropriate government official
that the conversion plan is consistent
with the applicable Consolidated Plan.
This may be the same certification as
is required for the PHA Annual Plan
that includes the conversion plan, so
long as the certification specifically
addresses the conversion plan.

(c) To satisfy the requirement for
consultation with the appropriate pub-
lic housing residents, in addition to the
public participation requirements for
the PHA Annual Plan, the PHA must:

(1) Hold at least one meeting with
the residents of the affected sites (in-
cluding the duly elected Resident
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Council, if any, that covers the devel-
opment in question) at which the PHA
must:

(i) Explain the requirements of this
section, especially as they apply to the
residents of the affected developments;
and

(ii) Provide draft copies of the con-
version plan to the residents;

(2) Provide a reasonable comment pe-
riod for residents; and

(3) Summarize the resident com-
ments for HUD, in the conversion plan,
and consider these comments in devel-
oping the final conversion plan.

§972.136 Timing of submission of con-
version plans to HUD.

The requirements of this section are
on-going requirements. If the PHA
must submit a plan for conversion, it
must submit the conversion plan as
part of the PHA’s Annual Plan, begin-
ning with PHA fiscal years that com-
mence six months after the effective
date of HUD’s final rule establishing
the cost methodology for required con-
versions.

HUD AcTIioNs WITH RESPECT TO
REQUIRED CONVERSIONS

§972.139 HUD actions with respect to
required conversions.

(a) HUD will take appropriate steps
to ensure that distressed developments
subject to this subpart are properly
identified and converted. If a PHA fails
to properly identify a development for
required conversion, or does not submit
a conversion plan for a development in
the PHA Annual Plan following the
Annual Plan in which the development
was identified as subject to required
conversion, HUD will take the actions
described in paragraph (b) of this sec-
tion, and may also take any or all of
the actions described in paragraph (c)
of this section.

(b) If a PHA fails to take the conver-
sion activities described in paragraph
(a) of this section, HUD will:

(1) Disqualify the PHA from HUD
funding competitions; and

(2) Direct the PHA to cease addi-
tional spending in connection with a
development that meets, or is likely to
meet the statutory criteria, except to
the extent that failure to expend such

§972.203

amounts would endanger health or
safety.

(c) If a PHA fails to take the conver-
sion activities described in paragraph
(a) of this section, HUD may also take
any or all of the following actions:

(1) Identify developments that fall
within the statutory criteria where the
PHA has failed to do so properly;

(2) Take appropriate actions to en-
sure the conversion of developments
where the PHA has failed to adequately
develop or implement a conversion
plan;

(3) Require the PHA to revise the
conversion plan, or prohibit conver-
sion, where HUD has determined that
the PHA has erroneously identified a
development as being subject to the re-
quirements of this section;

(4) Authorize or direct the transfer of
capital or operating funds committed
to or on behalf of the development (in-
cluding comprehensive improvement
assistance, comprehensive grant or
Capital Fund amounts attributable to
the development’s share of funds under
the formula, and major reconstruction
of obsolete projects funds) to tenant-
based assistance or appropriate site re-
vitalization for the agency; and

(5) Any other action that HUD deter-
mines appropriate and has the author-
ity to undertake.

Subpart B—Voluntary Conversion
of Public Housing Developments

SOURCE: 68 FR 54619, Sept. 17, 2003, unless
otherwise noted.

PURPOSE; DEFINITION OF CONVERSION

§972.200 Purpose.

This subpart implements section 22
of the United States Housing Act of
1937 (42 U.S.C. 1437t). The purposes of
this subpart are to:

(a) Require PHAs to perform an as-
sessment which considers develop-
ments for which conversion of public
housing may be appropriate; and

(b) Provide a basis for a PHA to take
action for conversion on a voluntary
basis.

§972.203 Definition of “conversion.”

For purposes of this subpart, the
term ‘‘conversion’” means the removal
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of public housing units from the inven-
tory of a Public Housing Agency
(PHA), and the provision of tenant-
based, or project-based assistance for
the residents of the public housing that
is being removed. The term ‘‘conver-
sion,” as used in this subpart, does not
necessarily mean the physical removal
of the public housing development
from the site.

REQUIRED INITIAL ASSESSMENTS

§972.206 Required initial assessments.

(a) General. A PHA must conduct a
required initial assessment (which con-
sists of the certification described in
paragraph (b) of this section), in ac-
cordance with this section, once for
each of its developments, unless:

(1) The development is subject to re-
quired conversion under 24 CFR part
971,

(2) The development is the subject of
an application for demolition or dis-
position that has not been disapproved
by HUD;

(3) A HOPE VI revitalization grant
has been awarded for the development;
or

(4) The development is designated for
occupancy by the elderly and/or per-
sons with disabilities (i.e., is not a gen-
eral occupancy development).

(b) Certification procedure. For each
development, the PHA shall certify
that it has:

(1) Reviewed the development’s oper-
ation as public housing;

(2) Considered the implications of
converting the public housing to ten-
ant-based assistance; and

(3) Concluded that conversion of the
development may be:

(i) Appropriate because removal of
the development would meet the nec-
essary conditions for voluntary conver-
sion described in §972.224; or

(ii) Inappropriate because removal of
the development would not meet the
necessary conditions for voluntary con-
version described §972.224.

(c) Documentation. A PHA must main-
tain documentation of the reasoning
with respect to each required initial as-
sessment.

(d) Timing of submission. Consistent
with statutory submission require-
ments, the results of each required ini-
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tial assessment (consisting of the cer-
tification described in paragraph (b) of
this section) must be submitted to
HUD as part of the next PHA Annual
Plan after its completion.

VOLUNTARY CONVERSION PROCEDURE

§972.209 Procedure for voluntary con-
version of public housing develop-
ments to tenant-based assistance.

A PHA that wishes to convert a pub-
lic housing development to tenant-
based assistance must comply with the
following process:

(a) The PHA must perform a conver-
sion assessment, in accordance with
§§972.218-972.224 and submit it to HUD
as part of the next PHA Annual Plan
submission.

(b) The PHA must prepare a conver-
sion plan, in accordance with §972.227-
972.233, and submit it to HUD, as part
of its PHA Annual Plan, within one
year after submitting the conversion
assessment. The PHA may submit the
conversion plan in the same Annual
Plan as the conversion assessment.

(c) The PHA may proceed to convert
the development if HUD approves the
conversion plan.

§972.212 Timing of voluntary conver-
sion.

(a) A PHA may proceed to convert a
development covered by a conversion
plan only after receiving written ap-
proval of the conversion plan from
HUD. This approval will be separate
from the approval that the PHA re-
ceives for its PHA Annual Plan. A PHA
may apply for tenant-based assistance
in accordance with Section 8 program
requirements and will be given priority
for receiving tenant-based assistance
to replace the public housing units.

(b) A PHA may not demolish or dis-
pose of units or property until comple-
tion of the required environmental re-
view under part 58 of this title (if a Re-
sponsible Entity has assumed environ-
mental responsibility for the project)
or part 50 of this title (if HUD is per-
forming the environmental review).
Further, HUD will not approve a con-
version plan until completion of the re-
quired environmental review. However,
before completion of the environ-
mental review, HUD may approve the
targeted units for deprogramming and
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may authorize the PHA to undertake
other activities proposed in the conver-
sion plan that do not require environ-
mental review (such as certain activi-
ties related to the relocation of resi-
dents), as long as the buildings in ques-
tion are adequately secured and main-
tained.

(c) For purposes of determining oper-
ating subsidy eligibility, the submitted
conversion plan will be considered the
equivalent of a formal request to re-
move dwelling units from the PHA’s in-
ventory and Annual Contributions Con-
tract (ACC). Units that are vacant or
are vacated on or after the written no-
tification date will be treated as ap-
proved for deprogramming under
§990.108(b)(1) of this title, and will also
be provided the phase down of subsidy
pursuant to §990.114 of this title.

(d) HUD may require that funding for
the initial year of tenant-based assist-
ance be provided from the public hous-
ing Capital Fund, Operating Fund, or
both.

§972.215 Applicability of the Uniform
Relocation Act.

To the extent that tenants are dis-
placed as a direct result of the demoli-
tion, acquisition, or rehabilitation of
federally-assisted property converted
under this subpart, the requirements of
the Uniform Relocation Assistance and
Real Property Acquisition Policies Act
of 1970 (42 U.S.C. 4601) (URA), and the
implementing regulations issued by the
Department of Transportation at 49
CFR part 24, apply.

CONVERSION ASSESSMENTS

§972.218 Conversion assessment com-
ponents.

The conversion assessment contains
five elements, as described below:

(a) Cost analysis. A PHA must con-
duct a cost analysis comparing the cost
of providing Section 8 tenant-based as-
sistance with the cost of continuing to
operate the development as public
housing for the remainder of its useful
life. The cost methodology necessary
to conduct the cost comparisons for
voluntary conversions has not yet been
finalized. PHAs may not undertake
conversions under this subpart until
the effective date of the cost method-

§972.218

ology, which will be announced in the
FEDERAL REGISTER. Once effective, the
cost methodology will be codified as an
appendix to this part.

(b) Analysis of the market value. (1) A
PHA must have an independent ap-
praisal conducted to compare the mar-
ket value of the development before
and after rehabilitation. In both cases,
the market value must be based on the
use of the development as public hous-
ing.

(2) In addition, the appraisal must
compare:

(i) The market value of the develop-
ment before rehabilitation, based on
the use of the development as public
housing, with the market value of the
development after conversion; with

(ii) The market value of the develop-
ment after rehabilitation, based on the
use of the development as public hous-
ing, with the market value of the de-
velopment after conversion.

(3) A copy of the appraisal findings
and the analysis of market value of the
development in the conversion assess-
ment must be provided in the conver-
sion assessment.

(c) Analysis of rental market conditions.
(1) A PHA must conduct an analysis of
the likely success of using tenant-
based assistance for the residents of
the public housing development. This
analysis must include an assessment of
the availability of decent, safe, and
sanitary dwelling units rented at or
below the applicable Section 8 payment
standard established for the jurisdic-
tion or designated part of the FMR
area in which the development is lo-
cated.

(2) In conducting this assessment, a
PHA must take into account:

(i) Its overall use of rental vouchers
under lease and the success rates of
using Section 8 tenant-based assistance
in the community for the appropriate
bedroom sizes, including recent success
rates for units renting at or below the
established payment standard; and

(ii) Any particular characteristics of
the specific residents of the public
housing which may affect their ability
to be housed (such as large household
size or the presence of an elderly or dis-
abled family member).

(d) Impact analysis. A PHA must de-
scribe the likely impact of conversion
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of the public housing development on
the neighborhood in which the public
housing is located. This must include:

(1) The impact on the availability of
affordable housing in the neighbor-
hood;

(2) The impact on the concentration
of poverty in the neighborhood; and

(3) Other substantial impacts on the
neighborhood.

(e) Conversion implementation. If a
PHA intends to convert the develop-
ment (or a portion of it) to tenant-
based assistance, the conversion assess-
ment must include a description of any
actions the PHA plans to take in con-
verting the development. This must in-
clude a general description of the
planned future uses of the develop-
ment, and the means and timetable for
accomplishing such uses.

[68 FR 54619, Sept. 17, 2003, as amended at 89
FR 38293, May 7, 2024]

§972.221 Timing of submission of con-
version assessments to HUD.

(a) Submission with PHA Plan. A PHA
that wishes to convert a public housing
development to tenant-based assist-
ance must submit a conversion assess-
ment to HUD with its next PHA An-
nual Plan.

(b) Updated conversion assessment.
Where a PHA proposes to convert a de-
velopment to tenant-based assistance,
it must submit an updated conversion
assessment if the conversion assess-
ment otherwise would be more than
one year older than the conversion
plan to be submitted to HUD. To up-
date a conversion assessment, a PHA
must ensure that the analysis of rental
market conditions is based on the most
recently available data, and must in-
clude any data that have changed since
the initial conversion assessment. A
PHA may submit the initial cost anal-
ysis and comparison of the market
value of the public housing before and
after rehabilitation and/or conversion
if there is no reason to believe that
such information has changed signifi-
cantly.

§972.224 Necessary conditions
HUD approval of conversion.

(a) Conditions. In order to convert a
public housing development, the PHA
must conduct a conversion assessment

for
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that demonstrates that the conversion
of the development:

(1) Will not be more expensive than
continuing to operate the development
(or portion of it) as public housing;

(2) Will principally benefit the resi-
dents of the public housing develop-
ment (or portion thereof) to be con-
verted, the PHA, and the community;
and

(3) Will not adversely affect the
availability of affordable housing in
the community.

(b) Evidence—(1) Relative expense. The
relative expense of continuing oper-
ation as public housing or conversion
to tenant-based assistance may be
demonstrated by the cost analysis and
market value analysis.

(2) Benefit to residents, PHA, and the
community. (i) The benefit to residents,
the PHA, and the community may be
demonstrated in the rental market
analysis, the analysis of the impact on
the neighborhood, the market value
analysis, and the proposed future use of
the development. In determining
whether a conversion will principally
benefit residents, the PHA, and the
community, HUD will consider whether
the conversion will conflict with any
litigation settlement agreements, vol-
untary compliance agreements, or
other remedial agreements signed by
the PHA with HUD.

(ii) In making the determination of
whether a conversion would principally
benefit residents, the PHA, and the
community, the PHA must consider
such factors as the availability of land-
lords providing tenant-based assist-
ance, as well as access to schools, jobs,
and transportation.

(iii) To determine the benefit to resi-
dents, the PHA must hold at least one
public meeting with residents of the af-
fected site (including the duly elected
Resident Council, if any, that covers
the development in question). At the
meeting, the PHA must:

(A) Explain the requirements of sec-
tion 22 of the United States Housing
Act of 1937 and these regulations, espe-
cially as they apply to residents of af-
fected developments;

(B) Provide draft copies of the con-
version assessment to the residents;
and
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(C) Provide the residents with a rea-
sonable period of time to submit com-
ments on the draft conversion assess-
ment.

(iv) The conversion assessment sub-
mitted to HUD must contain a sum-
mary of the resident comments, and
the PHA responses to any significant
issues raised by the commenters.

(3) Impact on affordable housing. The
impact on affordable housing may be
demonstrated in the rental market
analysis and the analysis of the impact
of conversion on the neighborhood.

CONVERSION PLANS

§972.227 Public and resident consulta-
tion process for developing a con-
version plan.

(a) A conversion plan must be devel-
oped in consultation with appropriate
public officials and with significant
participation by residents of the devel-
opment.

(b) The requirement for consultation
with public officials may be satisfied
by obtaining a certification from the
appropriate state or local officials that
the conversion plan is consistent with
that jurisdiction’s Consolidated Plan.
This may be the same certification as
is required for the PHA Annual Plan
that includes the conversion plan, so
long as the certification specifically
addresses the conversion plan.

(c) To satisfy the requirement for sig-
nificant participation by residents of
the development, in addition to the
public participation requirements for
the PHA Annual Plan, a PHA must:

(1) Hold at least one meeting with
the residents of the affected sites (in-
cluding the duly elected Resident
Council, if any, that covers the devel-
opment in question) at which the PHA
must:

(i) Explain the requirements of sec-
tion 22 of the United States Housing
Act of 1937 and these regulations, espe-
cially as they apply to residents of af-
fected developments; and

(ii) Provide draft copies of the con-
version plan to them.

(2) Provide a reasonable comment pe-
riod for residents; and

(3) Summarize the resident com-
ments (as well as the PHA responses to
the significant issues raised by the
commenters) for HUD, and consider
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these comments in developing the final
conversion plan.

§972.230 Conversion plan components.

A conversion plan must:

(a) Describe the conversion and fu-
ture use or disposition of the public
housing development. If the future use
of the development is demolition or
disposition, the PHA is not required to
submit a demolition or disposition ap-
plication, so long as the PHA submits,
and HUD approves, a conversion plan
that includes a description of the fu-
ture uses of the development.

(b) Include an impact analysis of the
conversion on the affected community.
This may include the description that
is required as part of the conversion as-
sessment.

(c) Include a description of how the
conversion plan is consistent with the
findings of the conversion assessment
undertaken in accordance with
§972.218.

(d) Include a summary of the resident
comments received when developing
the conversion plan, and the PHA re-
sponses to the significant issues raised
by the commenters (including a de-
scription of any actions taken by the
PHA as a result of the comments).

(e) Confirm that any proceeds re-
ceived from the conversion are subject
to the limitations under section 18(a)(5)
of the United States Housing Act of
1937 (42 U.S.C. 1437p(a)(b)) applicable to
proceeds resulting from demolition or
disposition.

(f) Summarize why the conversion as-
sessment for the public housing project
supports the three conditions nec-
essary for conversion described in
§972.224.

(g) Include a relocation plan that in-
corporates all of the information iden-
tified in paragraphs (g)(1) through
(g2)(4) of this section. In addition, if the
required conversion is subject to the
URA, the relocation plan must also
contain the information identified in
paragraph (g)(b) of this section. The re-
location plan must incorporate the fol-
lowing:

(1) The number of households to be
relocated, by bedroom size, by the
number of accessible units.

(2) The relocation resources that will
be necessary, including a request for
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any necessary Section 8 funding and a
description of actual or potential pub-
lic or other assisted housing vacancies
that can be used as relocation housing
and budget for carrying out relocation
activities.

(3) A schedule for relocation and re-
moval of units from the public housing
inventory (including the schedule for
providing actual and reasonable reloca-
tion expenses, as determined by the
PHA, for families displaced by the con-
version).

(4) Provide for issuance of a written
notice to families residing in the devel-
opment in accordance with the fol-
lowing requirements:

(1) Timing of notice. If the voluntary
conversion is not subject to the URA,
the notice shall be provided to families
at least 90 days before displacement. If
the voluntary conversion is subject to
the URA the written notice shall be
provided to families no later than the
date the conversion plan is submitted
to HUD. For purposes of a voluntary
conversion subject to the URA, this
written notice shall constitute the
General Information Notice (GIN) re-
quired by the URA.

(ii) Contents of notice. The written no-
tice shall include all of the following:

(A) The development will no longer
be used as public housing and that the
family may be displaced as a result of
the conversion;

(B) The family will be offered com-
parable housing, which may include
tenant-based or project-based assist-
ance, or occupancy in a unit operated
or assisted by the PHA (if tenant-based
assistance is wused, the comparable
housing requirement is fulfilled only
upon relocation of the family into such
housing);

(C) Any necessary counseling with re-
spect to the relocation will be pro-
vided, including any appropriate mobil-
ity counseling (the PHA may finance
the mobility counseling using Oper-
ating Fund, Capital Fund, or Section 8
administrative fee funding);

(D) The family will be relocated to
other decent, safe, sanitary, and afford-
able housing that is, to the maximum
extent possible, housing of their
choice;

(E) If the development is used as
housing after conversion, the PHA
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must ensure that each resident may
choose to remain in the housing, using
tenant-based assistance towards rent;

(F) Where Section 8 voucher assist-
ance is being used for relocation, the
family will be provided with the vouch-
ers at least 90 days before displace-
ment;

(5) Additional information required for
conversions subject to the URA. If the
voluntary conversion is subject to the
URA, the written notice described in
paragraph (g)(4) must also provide
that:

(i) The family will not be required to
move without at least 90-days advance
written notice of the earliest date by
which the family may be required to
move, and that the family will not be
required to move permanently until
the family is offered comparable hous-
ing as provided in paragraph
(2)(4)(i1)(B) of this section;

(ii) Any person who is an alien not
lawfully present in the United States is
ineligible for relocation payments or
assistance under the URA, unless such
ineligibility would result in excep-
tional and extremely unusual hardship
to a qualifying spouse, parent, or child,
as provided in the URA regulations at
49 CFR 24.208.

(iii) The family has a right to appeal
the PHA’s determination as to the fam-
ily’s application for relocation assist-
ance for which the family may be eligi-
ble under this subpart and URA.

(iv) Families residing in the develop-
ment will be provided with the URA
Notice of Relocation Eligibility or No-
tice of Non-displacement (as applica-
ble) as of the date HUD approves the
conversion plan (for purposes of this
subpart, the date of HUD’s approval of
the conversion plan shall be the ‘‘date
of initiation of negotiations’ as that
term is used in URA and the imple-
menting regulations at 49 CFR part 24).

(v) Any family that moves into the
development after submission of the
conversion plan to HUD will also be eli-
gible for relocation assistance, unless
the PHA issues a written move-in no-
tice to the family prior to leasing and
occupancy of the unit advising the
family of the development’s possible
conversion, the impact of the conver-
sion on the family, and that the family
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will not be eligible for relocation as-
sistance.

§972.233 Timing of submission of con-
version plans to HUD.

A PHA that wishes to convert a pub-
lic housing project to tenant-based as-
sistance must submit a conversion plan
to HUD. A PHA must prepare a conver-
sion plan, in accordance with §972.230,
and submit it to HUD, as part of the
next PHA Annual Plan within one year
after submitting the full conversion as-
sessment, or as a significant amend-
ment to that Annual Plan. The PHA
may also submit the conversion plan in
the same Annual Plan as the conver-
sion assessment.

§972.236 HUD process for approving a
conversion plan.

Although a PHA will submit its con-
version plan to HUD as part of the PHA
Annual Plan, the conversion plan will
be treated separately for purposes of
HUD approval. A PHA needs a separate
written approval from HUD in order to
proceed with conversion. HUD antici-
pates that its review of a conversion
plan will ordinarily occur within 90
days following submission of a com-
plete plan by the PHA. A longer proc-
ess may be required where HUD’s ini-
tial review of the plan raises questions
that require further discussion with
the PHA. In any event, HUD will pro-
vide all PHAs with a preliminary re-
sponse within 90 days following submis-
sion of a conversion plan. A lack of a
HUD response within this time frame
will constitute automatic HUD ap-
proval of the conversion plan.

§972.239 HUD actions with respect to
a conversion plan.

(a) When a PHA submits a conversion
plan to HUD, HUD will review it to de-
termine whether:

(1) The conversion plan is complete
and includes all of the information re-
quired under §972.230; and

(2) The conversion plan is consistent
with the conversion assessment the
PHA submitted.

(b) HUD will disapprove a conversion
plan only if HUD determines that:

(1) The conversion plan is plainly in-
consistent with the conversion assess-
ment;
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(2) There is reliable information and
data available to the Secretary that
contradicts the conversion assessment;
or

(3) The conversion plan is incomplete
or otherwise fails to meet the require-
ments under §972.230.

APPENDIX TO PART 972—METHODOLOGY
OF COMPARING COST OF PUBLIC
HOUSING WITH THE COST OF TENANT-
BASED ASSISTANCE

I. PUBLIC HOUSING-NET PRESENT VALUE

The costs used for public housing shall be
those necessary to produce a viable develop-
ment for its projected useful life. The esti-
mated cost for the continued operation of
the development as public housing shall be
calculated as the sum of total operating
cost, modernization cost, and costs to ad-
dress accrual needs. Costs will be calculated
at the property level on an annual basis cov-
ering a period of 30 years (with options for 20
or 40 years). All costs expected to occur in
future years will be discounted, using an
OMB-specified real discount rate provided on
the OMB Web site at hittp:/
www.whitehouse.gov/OMB/Budget, for each
year after the initial year. The sum of the
discounted values for each year (net present
value) for public housing will then be com-
pared to the net present value of the stream
of costs associated with housing vouchers.

Applicable information on discount rates
may be found in Appendix C of OMB Circular
A-94, ‘“‘Guidelines and Discount Rates for
Benefit Cost Analysis of Federal Programs,”’
which is updated annually, and may be found
on OMB’s Web site at hittp:/
www.whitehouse.gov/OMB. All cost adjust-
ments conducted pursuant to this cost meth-
odology must be performed using the real
discount rates provided on the OMB Web site
at hittp://www.whitehouse.gov/OMB/Budget.
HUD will also provide information on cur-
rent rates, along with guidance and instruc-
tions for completing the cost comparisons on
the HUD Homepage (hitp:/www.hud.gov). The
Homepage will also include a downloadable
spreadsheet calculator that HUD has devel-
oped to assist PHAs in completing the as-
sessments. The spreadsheet calculator is de-
signed to walk housing agencies through the
calculations and comparisons laid out in the
appendix and allows housing agencies to
enter relevant data for their PHA and the de-
velopment being assessed. Results, including
net present values, are generated based on
these housing agency data.

A. Operating Costs

1. Any proposed revitalization or mod-
ernization plan must indicate how unusually
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high current operating expenses (e.g., secu-
rity, supportive services, maintenance, ten-
ant, and PHA-paid utilities) will be reduced
as a result of post-revitalization changes in
occupancy, density and building configura-
tion, income mix, and management. The plan
must make a realistic projection of overall
operating costs per occupied unit in the revi-
talized or modernized development, by relat-
ing those operating costs to the expected oc-
cupancy rate, tenant composition, physical
configuration, and management structure of
the revitalized or modernized development.
The projected costs should also address the
comparable costs of buildings or develop-
ments whose siting, configuration, and ten-
ant mix is similar to that of the revitalized
or modernized public housing development.

2. The development’s operating cost (in-
cluding all overhead costs pro-rated to the
development—including a Payment in Lieu
of Taxes (P.I.LL.0O.T.) or some other com-
parable payment, and including utilities and
utility allowances) shall be expressed as
total operating costs per year. For example,
if a development will have 375 units occupied
by households and will have $112,500 monthly
non-utility costs (including pro-rated over-
head costs and appropriate P.I.L.O.T.) and
$37,5600 monthly utility costs paid by the
PHA, and $18,750 in monthly utility allow-
ances that are deducted from tenant rental
payments to the PHA because tenants paid
some utility bills directly to the utility com-
pany, then the development’s monthly oper-
ating cost is $168,750 (or $450 per unit per
month) and its annual operating cost would
be $5,400 ($450 times 12). Operating costs are
assumed to begin in the initial year of the
30-year (or alternative period) calculation
and will be incurred in each year thereafter.

3. In justifying the operating cost esti-
mates as realistic, the plan should link the
cost estimates to its assumptions about the
level and rate of occupancy, the per-unit
funding of modernization, any physical re-
configuration that will result from mod-
ernization, any planned changes in the sur-
rounding neighborhood, and security costs.
The plan should also show whether develop-
ments or buildings in viable condition in
similar neighborhoods have achieved the in-
come mix and occupancy rate projected for
the revitalized or modernized development.
The plan should also show how the operating
costs of the similar developments or build-
ings compare to the operating costs pro-
jected for the development.

4. In addition to presenting evidence that
the operating costs of the revitalized or mod-
ernized development are plausible, when the
projected initial year per-unit operating cost
of the renovated development is lower than
the current per unit cost by more than 10
percent, then the plan should detail how the
revitalized development will achieve this re-
duction in costs. To determine the extent to
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which projected operating costs are lower
than current operating costs, the current
per-unit operating costs of the development
will be estimated as follows:

a. If the development has reliable oper-
ating costs and if the overall vacancy rate is
less than 20 percent, then the development-
based method will be used to determine pro-
jected costs. The current costs will be di-
vided by the sum of all occupied units and
vacant units fully funded under the Oper-
ating Fund Program plus 20 percent of all
units not fully funded under the Operating
Fund Program. For instance, if the total
monthly operating costs of the current de-
velopment are $168,750 and it has 325 occu-
pied units and 50 vacant units not fully fund-
ed under the Operating Fund Program (or a
13 percent overall vacancy rate), then the
$2,250,000 is divided by 335—325 plus 20 per-
cent of 50—to give a per unit figure of $504
per unit month. By this example, the current
costs per occupied unit are at least 10 per-
cent higher (12 percent in this example) than
the projected costs per occupied unit of $450
for the revitalized development, and the re-
duction in costs would have to be detailed.

b. If the development currently lacks reli-
able cost data or has a vacancy rate of 20
percent or higher, then the PHA-wide meth-
od will be used to determine projected costs.
First, the current per unit cost of the entire
PHA will be computed, with total costs di-
vided by the sum of all occupied units and
vacant units fully funded under the Oper-
ating Fund Program plus 20 percent of all va-
cant units not fully funded under the Oper-
ating Fund Program. For example, if the
PHA’s operating cost is $18 million, and the
PHA has 4,000 units, of which 3,875 are occu-
pied and 125 are vacant and not fully funded
under the Operating Fund Program, then the
PHA’s vacancy adjusted operating cost is
$385 per unit per month—3$18,000,000 divided
by the 3,825 (the sum of 3,800 occupied units
and 20 percent of 125 vacant units) divided by
12 months. Second, this amount will be mul-
tiplied by the ratio of the bedroom adjust-
ment factor of the development to the bed-
room adjustment factor of the PHA. The bed-
room adjustment factor, which is based on
national rent averages for units grouped by
the number of bedrooms and which has been
used by HUD to adjust for costs of units
when the number of bedrooms vary, assigns
to each unit the following factors: .70 for 0-
bedroom units, .85 for 1-bedroom units, 1.0
for 2-bedroom units, 1.25 for 3-bedroom units,
1.40 for 4-bedroom units, 1.61 for 5-bedroom
units, and 1.82 for 6 or more bedroom units.
The bedroom adjustment factor is the unit-
weighted average of the distribution. For in-
stance, consider a development with 375 oc-
cupied units that had the following under an
ACC contract: 200 two-bedroom units, 150
three-bedroom units, and 25 four-bedroom
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units. In that example, the bedroom adjust-
ment factor would be 1.127—200 times 1.0,
plus 150 times 1.25, plus 25 times 1.4 with the
sum divided by 375. Where necessary, HUD
field offices will arrange for assistance in the
calculation of the bedroom adjustment fac-
tors of the PHA and its affected develop-
ments.

c. As an example of estimating develop-
ment operating costs from PHA-wide oper-
ating costs, suppose that the PHA had a
total monthly operating cost per unit of $385
and a bedroom adjustment factor of .928, and
suppose that the development had a bedroom
adjustment factor of 1.127. Then, the develop-
ment’s estimated current monthly operating
cost per occupied unit would be $467—or $385
times 1.214 (the ratio of 1.127 to .928). By this
example, the development’s current oper-
ating costs of $467 per unit per month are not
more than 10 percent higher (3.8 percent in
this example) than the projected costs of $450
per unit per month and no additional jus-
tification of the cost reduction would be re-
quired.

B. Modernization

Under both the required and voluntary
conversion programs, PHAs prepare mod-
ernization or capital repair estimates in ac-
cordance with the physical needs of the spe-
cific properties proposed for conversion.
There are three key assumptions that guide
how PHAs prepare modernization estimates
that affect remaining useful life and deter-
mine whether the 20-, 30-, or discretionary
40-year remaining useful life evaluation pe-
riod are used for the cost-test. When calcu-
lating public housing revitalization costs for
a property, PHAs will use a 30-year period if
the level of modernization addresses all ac-
cumulated backlog needs and the planned re-
design ensures long-term viability. For mod-
ernization equivalent to new construction or
when the renovations restore a property to
as-new physical conditions, a 40-year remain-
ing useful life test is used. When light or
moderate rehabilitation that does not ad-
dress all accumulated backlog is undertaken,
but it is compliant with the International
Existing Building Codes (ICC) or Public
Housing Modernization Standards in the ab-
sence of a local rehabilitation code, the 20-
year remaining useful life evaluation period
must be used.

Except for some voluntary conversion situ-
ations as explained in paragraph E below,
the cost of modernization is, at a minimum,
the initial revitalization cost to meet viabil-
ity standards. In the absence of a local code,
PHAs may refer to the Public Housing Mod-
ernization Standards Handbook (Handbook
7485.2) or the International Existing Building
Codes (ICC) 2003 Edition. To justify a 40-year
amortization cycle that increases the useful
life period and time over which moderniza-
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tion costs are amortized, PHAs must dem-
onstrate that the proposed modernization
meets the applicable physical viability
standards, but must also cover accumulated
backlog and redesign that achieves as-new
physical conditions to ensure long-term via-
bility. To be a plausible estimate, mod-
ernization costs shall be justified by a newly
created property-based needs assessment (a
life-cycle physical needs assessments pre-
pared in accordance with a PHA’s Capital
Fund annual or 5-year action plan and shall
be able to be reconciled with standardized
measures, such as components of the PHAs
physical inspection and chronic vacancy due
to physical condition and design. Moderniza-
tion costs may be assumed to occur during
years one through four, consistent with the
level of work proposed and the PHA’s pro-
posed modernization schedule. For example,
if the initial modernization outlay (exclud-
ing demolition costs) to meet viability
standards is $21,000,000 for 375 units, a PHA
might incur costs in three equal increments
of $7,000,000 in years two, three, and four
(based on the PHA’s phased modernization
plan). In comparing the net present value of
public housing to voucher costs for required
conversion, a 30-year amortization period
will normally be used, except when revital-
ization would bring the property to as-new
condition and a 40-year amortization would
be justified. On the other hand, when the
modernization falls short of meeting accu-
mulated backlog and long-term redesign
needs, only a 20-year amortization period
might be justified.

C. Accrual

Accrual projections estimate the ongoing
replacement repair needs for public housing
properties and building structures and sys-
tems required to maintain the physical via-
bility of a property throughout its useful life
as the lifecycle of building structures and
systems expire. The cost of accrual (i.e., re-
placement needs) will be estimated with an
algorithm that meets all ongoing capital
needs based on systems that have predictable
lifecycles. The algorithm starts with the
area index of housing construction costs
(HCC) that HUD publishes as a component of
its TDC index series. Subtracted from this
HCC figure is half the estimated moderniza-
tion per unit, with a coefficient of .025 multi-
plied by the result to provide an annual ac-
crual figure per unit. For example, suppose
that the development after modernization
will remain a walkup structure containing
200 two-bedroom, 150 three-bedroom, and 25
four-bedroom occupied units, and if HUD’s
HCC limit for the area is $66,700 for two-bed-
room walkup structures, $93,000 for three-
bedroom walkup structures, and $108,400 for
four-bedroom walkup structures. Then the
unit-weighted HCC cost is $80,000 per unit
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and .75 of that figure is $60,000 per unit.
Then, if the per unit cost of the moderniza-
tion is $56,000, the estimated annual cost of
accrual per occupied unit is $1,300. This is
the result of multiplying .025 times $52,000
(the weighted HCC of $80,000) minus $28,000
(half the per-unit modernization cost of
$66,000). The first year of total accrual for
the development is $487,500 ($1,300 times 375
units) and should be assumed to begin in the
year after modernization is complete. Ac-
crual—like operating cost—is an annual ex-
pense and will occur in each year over the
amortized period. Because the method as-
sumes full physical renewal each year, this
accrual method when combined with a mod-
ernization that meets past backlog and rede-
sign needs justifies a 30- or 40-year amortiza-
tion period, because the property is refreshed
each year to as-new or almost as-new condi-
tion.

D. Residual Value (Voluntary Conversion Only)

Under the voluntary conversion program,
PHAs are required to prepare market ap-
praisals based on the ‘‘as-is”’ and post-reha-
bilitation condition of properties, assuming
the buildings are operated as public or as-
sisted, unassisted, or market-rate housing.
Section 972.218 requires PHAs to describe the
future use for a property proposed for con-
version and to describe the means and time-
table to complete these activities. HUD will
permit a PHA to enter the appraised market
value of a property into the cost-test in
Years 1 through 5 when a PHA anticipates
selling a property or receiving income gen-
erated from the sale or lease of a property.

As a separate line item to be added to total
public costs as a foregone opportunity cost,
a PHA shall include in the voluntary cost-
test calculations the appraised market or re-
sidual value (or net sales proceeds) from the
sale or lease of a property that is to be vol-
untarily converted to tenant-based voucher
assistance. The PHA must hire an appraiser
to estimate the market value of the property
using the comparable sale, tax-assessment,
or revenue-based appraisal methods. PHAs
are advised to select one or more of these ap-
praisal methods to accurately determine the
actual or potential market value of a prop-
erty, particularly the comparable sales or
revenue-based methods. The market or resid-
ual value is to be determined by calculating
the estimated market value for the property
based on the appraisal, minus any costs re-
quired for demolition and remediation. The
residual value must be incorporated into the
cost-test instead of the actual market value
only when any demolition, site remediation,
and clearance costs that are necessary are
covered by the selling PHA. However, if the
sum of the estimated per unit cost of demoli-
tion and remediation exceeds 10 percent of
the average Total Development Cost (TDC)
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for the units, the lower of the PHA estimate
or a figure based on 10 percent of TDC must
be used. Suppose the estimated remediation
and demolition costs necessary for conver-
sion sale are $7,000 per unit. Also, suppose
the TDC limits are $115,000 for a two-bed-
room unit, $161,000 for a three-bedroom unit,
and $184,000 for a four-bedroom unit. Then
the average TDC of a development with 200
two-bedroom units, 150 three-bedroom units,
and 25 four-bedroom units is $138,000 (200
times $115,000, plus 150 times $161,000, plus 25
times $184,000, the sum divided by 375) and 10
percent of TDC is $13,800. In this example,
the estimated $7,000 per unit costs for demo-
lition and remediation is less than 10 percent
of TDC for the development, and the PHA es-
timate of $7,000 is used. If estimated expenses
had exceeded 10 percent of TDC ($13,800 in
this example), demolition and remediation
expenses must be capped at the lower
amount.

E. Accumulated Discounted Cost: Public
Housing

The overall cost for continuing to operate
the development as public housing is the
sum of the discounted values of the yearly
stream of costs up for the amortization pe-
riod, which can range from 20 to 30 to 40
years, depending on the extent of moderniza-
tion relative to the current physical and re-
design needs of the development. In calcu-
lating net present value for required conver-
sion, the sum of all costs in each future year
is discounted back to the current year using
the OMB-specified real discount rate. For
voluntary conversion, the discount rate is
applied forward as a direct inflation factor.
To assist PHAs in completing the net
present value comparison and to ensure con-
sistency in the calculations, HUD has devel-
oped a spreadsheet calculator that is avail-
able for downloading from the HUD Internet
site. Using PHA data and property specific
inputs (to be entered by the housing agency),
the spreadsheet will discount costs as de-
scribed above and will generate net present
values for amortization periods of 20, 30, and
40 years.

II. TENANT-BASED ASSISTANCE

The estimated cost of providing tenant-
based assistance under Section 8 for all
households in occupancy shall be calculated
as the unit-weighted average of recent mov-
ers in the local area; plus the administrative
fee for providing such vouchers; plus $1,000
per unit (or a higher amount allowed by
HUD) for relocation assistance costs, includ-
ing counseling. However, if the sum of the
estimated per unit cost of demolition, reme-
diation, and relocation exceeds 10 percent of
the average Total Development Cost (TDC)
for the units, the lower of the PHA estimate
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or a figure based on 10 percent of TDC must
be used.

For example, if the development has 200 oc-
cupied two-bedroom units, 150 occupied
three-bedroom units, and 25 occupied four-
bedroom units, and if the monthly payment
standard for voucher units occupied by re-
cent movers is $550 for two-bedroom units,
$650 for three-bedroom units, and $750 for
four-bedroom units, the unit-weighted
monthly payment standard is $603.33. If the
administrative fee comes to $46 per unit,
then the monthly per unit operating voucher
costs are $649.33, which rounds to an annual
total of $2,922,000 for 375 occupied units of the
same bedroom size as those being demolished
in public housing. To these operating vouch-
er costs, a first-year relocation is added on
the voucher side. For per-unit relocation
costs of $1,000 per unit for relocation, then
$375,000 for 375 units is placed on the voucher
cost side of the first year.

Accumulated Discounted Cost: Vouchers

The overall cost for vouchers is the sum of
the discounted values of the yearly stream of
costs up for the amortization period, which
can range from 20 to 30 to 40 years, depending
on the extent of modernization relative to
the current physical and redesign needs of
the development. The amortization period
chosen is the one that was appropriate for
discounting public housing costs. In calcu-
lating net present value for required conver-
sion, the sum of all costs in each future year
is discounted back to the current year using
the OMB-specified real discount rate. For
voluntary conversion, the discount rate is
applied forward as a direct inflation factor.

To assist PHAs in completing the net
present value comparison and to ensure con-
sistency in the calculations, HUD has devel-
oped a spreadsheet calculator that will be
available for downloading from the HUD
Internet site.

IIT. RESULTS OF THE EXAMPLE

With the hypothetical data used in the ex-
amples, under an amortization period of 30
yvears, the discounted public housing costs
under required conversion sums to
$69,633,225, and the discounted voucher cost
under required conversions totals $60,438,698.
The ratio is 1.15, which means that public
housing is 15 percent more costly than
vouchers. With this amortization and this
data, the PHA would be required to convert
the development under the requirements of
subpart A of this part, except in a situation
where a PHA can demonstrate a distressed
property that has failed the cost-test can be
redeveloped by meeting each of the four fac-
tors that compose the long-term physical vi-
ability test to avoid removal from the inven-
tory. With the same data, but a 40-year am-
ortization period, public housing is still 11
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percent costlier than vouchers, and with a
20-year amortization, public housing is 25
percent costlier than vouchers. In voluntary
conversion, with the same hypothetical data,
but a slightly different methodology (use of
residual value as a public housing cost, in-
flating forward the discount numbers), the
ratio of public housing costs to voucher costs
would be 1.16 for the 20-year amortization pe-
riod, 1.03 for the 30-year amortization period,
and .97 for the 20-year amortization period.
Thus, in voluntary conversion, the appro-
priate amortization period would decide
whether public housing is more costly or is
slightly more costly, or less than vouchers.
Under a 20-year amortization assumption
and possibly under a 30-year amortization
period, the PHA would have the option of
preparing a conversion plan for the develop-
ment under subpart B of this part. Different
sets of data would yield different conclusions
for required and voluntary conversion deter-
minations.

[71 FR 14336, Mar. 21, 2006]
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