Fact Sheet

Section 8 Contract Renewal and Annual Rent Adjustments:

An Overview & Timeline

The fundamental importance of timely action related to Section 8 contract renewals, annual rent adjustments, and voucher payments cannot be overstated. This fact sheet is meant to serve as a reminder of the various options, documentation requirements, resources available, and timing necessary to ensure appropriate and (hopefully) uninterrupted rental assistance payments.

Timing Basics

All Section 8 Contract renewals and annual rent adjustments, regardless of the option being selected, must be submitted to HUD or the Contract Administrator at least 120 days prior to, and not earlier than 180 days before, the expiration or anniversary date of the current contract. 1 Any required tenant notifications must go out one year before the end of initial and any subsequent renewal contracts.

Rent adjustments are restricted to occurring one time annually, according to the current post- Multifamily Assisted Housing Reform and Affordability Act (MAHRA) renewal contracts, and rent increase requests included with the Section 8 contract renewal package, should be thoroughly supported with the desired amount and effective date clearly marked. Even basic OCAF adjustments must be requested. Updated renewal request forms and instructions can be found at http://www.hud.gov/offices/hsg/mfh/mfhsec8.cfm.

Projects that have a Rent Comparability Study (RCS) over 4 years old will need to submit a new RCS with their next contract renewal package. However, not all projects are required to submit a rent comparability study.
Understanding Your Renewal Options and Requirements

HUD has issued a guidebook outlining the various contract renewal options which can be found online at http://www.hud.gov/offices/hsg/mfh/mfhsec8.cfm
It is critical that housing providers clearly understand the various contract renewal options and the implications of those options, and that the required documentation be submitted in a timely fashion. Generally, FHA-insured projects will renew under Options 1 or 2, submitting rent comparability study as part of their initial renewal request, with rents capped at no greater than local rent comparability study (RCS) market rents. Owners must provide a new or updated RCS every five years.

_________________________

1 Section 202/PRAC properties must renew their contracts according to a separate policy, the most recent of which is Notice H 2002-17: Renewal of Expiring Project Rental Assistance Contracts (PRACS) for Projects Under the Section 202 Program of Supportive Housing for the Elderly and the Section 811 Program of Supportive Housing for Persons with Disabilities

Generally, Section 202, Section 515 or State-financed properties will renew under Option 4 and are exempt from the rent caps and comparability study requirements. However, “exception projects” may elect to renew under other eligible options.

Here is a brief summary of the most likely renewal options:

Section 236 or 221(d) (3) properties: All owners of FHA-insured property requesting renewal at or below market rates are required to submit a Rent Comparability Study (RCS) showing that their current rent levels are no greater than market comparables or that the property can adequately function with rents reduced to market (this reduction of rents to comparable level has come to be referred to as an "OMHAR/OAHP-lite" transaction). This is known as Option 2, and is discussed in Chapter 4 of HUD’s Section 8 renewal guide.

FHA-insured properties with rents in excess of comparables: Owners of Section 236 or 221(d)(3) or other FHA-insured properties who believe their project rents are in excess of comparables and do not wish to (or cannot) take a reduction to comparable levels will have their properties referred to the Office of Affordable Housing Preservation (OAHP, formerly known as OMHAR). These properties will be evaluated by OAHP to determine it they can have their property financing and rental assistance levels restructured under the mark-to-market (M2M) program, in which case a comparability study will be done by the participating administrative entity (PAE) to which they are assigned. This is known as Owner Option 3, and is discussed in detail in Chapter 5 of the Section 8 renewal guide.

Section 202, Section 515 or State-financed properties: Owners of non FHA-insured and certain state financed properties are referred to as "exception projects." This includes Section 202 and Section 515 properties, and they have the option to renew without submitting an RCS provided that, for the first year of an initial renewal, they accept rents which are set at the lesser of budget based or current rents to which an operating cost adjustment factor has been applied. This is known as Option 4, and is discussed in Chapter 6.

Under this option, rent increases may be requested in the anniversary years to support budget based need and comparability caps will not be a consideration. All annual rent adjustments will be done using the operational cost adjustment factor (OCAF), unless the owner specifically requests an adjustment using the budget-based method. Non-profits may request renewal contracts of 5 or even 20 years, “subject to annual appropriations”. The “lesser of” test will be reapplied at the start of each new multi-year contract, so longer-term contracts should generally be requested.

Exception projects may also elect to renew under other eligible options, including Option 2 (Mark up to Budget, for nonprofits operating well below comparable market rents) and submit a comparability study, then return to an Option 4 in future years. Some Section 202 may potentially be eligible to renew under Option 1 if they have refinanced using tax credits, particularly if current rents are substantially below market and/or a significant increase in operating budget is needed, but then a comparability study will also be required.

Following is a basic timeline (stated either in days or months prior to the expiration date) and a brief description of the action(s) that need to be taken to fulfill your responsibilities as owner/operator.

	Contract Renewal Timeline




	one year out
	send expiration notification letter to tenants, with copy to HUD or the Contract Administrator (CA).

	8-9 months
	select appraiser, if a rent comparability study is required, and commission the study (NOTE: the appraisal must be completed no more than 90 days prior to submission to HUD/CA).

	6 –7 months
	get appraisal back from appraiser, review for completeness and correct any omissions.


	[NOTE: The following steps apply annually for contracts already renewed at least once under MAHRA requirements and are necessary to assure appropriate annual rent adjustments]




	4-6 months
	absolutely no less than 120 days prior to expiration, submit Attachment 3A-2

(the “Contract Renewal Request Form) and the OCAF worksheet to HUD or

CA. If requesting a budget-based adjustment on an anniversary (multi-year contract anniversary as opposed to an actual “renewal”), a budget must also be submitted at this time.

If requesting an Option 4 “renewal” - for contracts with an initial or subsequent renewal date AFTER August 19, 2007 (as opposed to a mid-term, multi-year contract anniversary) - both budget and OCAF worksheets must be submitted so the “lesser of” test can be applied. (NOTE: A separate fact sheet explains changes issued in Dec 2006 mandating application of the “lesser of” test at initial and each subsequent “renewal”.)

	3 months
	check with HUD project manager or CA renewal officer to assure that all documents have been received and that the contract renewal or rent adjustment is being processed in a timely fashion.



	30 – 45 days
	if renewal/adjustment documents have not been received for execution by owner/board, contact HUD/CA to request status of contract. Raise issue to next level of HUD/CA supervision if there is a problem. *


	* If necessary documents are not received prior to contract expiration and/or if subsidy payments should fail to be received due to an expired contract, please contact your HUD/CA.




One year out - By law, owners are required to provide one year notice to tenants prior to the expiration of a Section 8 contract -to include a one-year notification prior to the final year of the multiyear contracts. The current form of the tenant notification letter is found in the Chapter 11 of the Section 8 Renewal Guidebook. Appendix 11-2 is the proscriptive format to be used by owners intending to renew (11-1 is for those who don’t wish to renew or are trying to preserve their options). [NOTE: Renewal contract terms are generally for one or five years, subject to annual appropriations. However, longer-term contracts may be required in certain circumstances or may be requested by the owner, and Option 4 renewals may be requested for up to 20 years.

Contracts may also often be combined for a single property provided they are not pre-1981 and post-1981.]

Resources: Information on contract renewal terminology and renewal options can be found at http://www.hud.gov/utilities/intercept.cfm?/offices/hsg/mfh/exp/guide/s8renew.pdf
Six to Nine months out - Rent comparability studies (RCSs) are required every 5 years for all FHA-insured properties including Section 236, 221(d)(3), etc, and Section 202, Section 515 and some state-financed properties that are considered “exception projects” which wish to renew under any other option than Option 4.

Resources: Anyone with questions about their contract renewal options is encouraged to contact Alvin L. Sutherlin, Housing Consultant, at alvinl.sutherlin@verizon.net, Post Office Box 162, Mount Rainier, MD 20712; (301) 277-3465; FAX (301) 779-6716; www.hud-consultant.com for help.
120 – 180 days out – The Section 8 guidebook requires that owners submit all documentation necessary for a contract renewal or annual rent adjustment no less than 120 days prior to the contract expiration or anniversary date. This amount of time is necessary so that the HUD field offices, Contract Administrators and/or OAHP have enough time to review the documentation and process the renewal/rent adjustment. At this time, HUD is not docking owners who fail to submit on time. However, delays in submission by the owner often result in delays in processing and gaps in payment. It also seriously impacts the ability of HUD/CA to manage the flow of other contract renewal/rent adjustment submissions. Therefore, every effort should be made to assure submission no later than 120 day out. The guidebook also allows submission as much as 180 days out.

After all documents have been submitted, periodic checks with appropriate HUD/CA staff are recommended to assure timely processing and quick resolution to any outstanding issues.

______________________
For more information on these and other HUD management issues, contact Alvin L. Sutherlin, Housing Consultant, at  alvinl.sutherlin@verizon.net, Post Office Box 162, Mount Rainier, MD 20712; (301) 277-3465; FAX (301) 925-380-4578; www.hud-consultant.com
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