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The U.S. Department of Housing and Urban
Development (HUD) estimated U.S. median family income
rose from $54,400 in 2002 to $56,500 for 2003, a 3.9 percent
increase. However, HUD reported substantial number of
increases and decreases in the figures presented in the fiscal
year (FY) 2003 Median Family Income Estimates because the
estimates were "re-benchmarked" with 2000 Census data. 

HUD's income limits, which were released February
21, are available for all Metropolitan Statistical Areas
(MSAs), Primary Metropolitan Statistical Areas (PMSAs),
and non-metropolitan counties. Median family incomes are
assessed from half the families earning incomes above the
median level and half earning incomes below the median
level. HUD's income estimates are calculated for metropoli-
tan areas and non-metropolitan counties in the United States
and its territories using the fair market rent (FMR) area defi-
nitions used in the Section 8 program. While income limits
are generally based on HUD estimates of median family
income, it is important to note that this is not always the case.
The statute refers to 50 percent and 80 percent of area medi-
an family income, but then provides modifications so that
the terms often have no relationship to arithmetic values. 

Exceptions Preventing Income Decreases
The very low-income limits (generally 50 percent of

area median income) are used to compute maximum rents
and maximum income limits for low-income housing tax
credit (LIHTC) units in accordance with IRS Revenue Ruling
89-24 (See February 2003 Property Compliance Report). In 2003,
as a result of a process HUD describes as "re-benchmarking,"
various areas in 13 states and the District of Columbia expe-
rienced decreases in median family income, but in some
cases HUD froze at last year's levels the very-low income
limits that otherwise would have decreased due to decreases
in median family income; this is referred to by HUD as the
"historical exception."  Some of these areas avoid any
decrease in income limits based on HUD's high housing cost
methodology or its state median methodology.  As a result of

these HUD methodologies, there were no decreases in the
very low-income limits published by HUD between 2002
and 2003.

The three categories implemented by HUD that pre-
vented income limits from decreasing can be summarized as
follows:

w Historical Exception: Income limits were main-
tained at last year's level because they would
have decreased as a result of census re-bench-
marking. To minimize program management
problems, income limits are not allowed to fall
below previous year levels in areas where census
re-benchmarking or FMR reductions would have
resulted in lower income limits.

w High Housing Cost: Income limits were based
on FMRs. HUD's high housing cost exception is
due to the fact that 85 percent of FMR divided by
35 percent is greater than statistical income. For
example, the four-person income limit is calculat-
ed as the amount of income required to afford a
two-bedroom unit renting at 85 percent of the
FMR if 35 percent of income is used for rent (this
adjusts income limits upward for areas where
rental housing costs are unusually high in rela-
tion to the median income).  

w State Median Based: In no instance are income
limits less than if based on the state non-metro-
politan area median income.

Joseph P. Riley, director of HUD's economic market
analysis division (EMAD), says the historical exception was
employed in areas where income estimates decreased but
HUD has frozen the income limits at last year's level. The
historical exception is a temporary measure meant to avoid
disturbance in certain programs, and Riley says he expects
that in most areas the exception will last only a few years. He
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says it is generally HUD's policy that income limits do not go down. 

"There are contracts and programs that are tied to income levels that
might not be economically viable with lower income limits," Riley says. "They're
based on the assumption that income limits don't go down." 

He also says the number of changes made to this year's limits is high
because of the incorporation of the 2000 Census data, but that it was otherwise
not surprising. "There was more variation from our estimates than I would have
expected, but it was not unusual compared to the last census re-benchmarking,"
Riley admits.

Estimating Future Income Increases
Because statistical income levels and FMRs may be significantly less in

certain areas, it may be several years before they see increases. Future increases to
income limits in areas affected by the three categories below can be summarized
as follows:

w Historical Exception: Future increases depend on either the FMRs
or area median income increasing; and any increases may take sever-
al years depending on the area.  Areas with high FMRs are most like-
ly to be affected by increases in FMRs, as opposed to statistical
income limits, especially if FMRs are very close to breaking through
the 2003 income limits. Statistical income limits may be further
behind.

w High Housing Cost: Future increases are likely to be affected by
FMR levels.  

w State Median Based: Future increases are likely to be affected by
state non-metropolitan area median income.

Attachment 4 from the "FY 2003 HUD Income Limits Briefing Material"
has been modified and included here to show the variance between HUD's pub-
lished very low income and the 50 percent median income and high housing cost
income. This variance can be used to estimate, for those areas with historical
exception income, how far below the 50 percent median income or the high hous-
ing cost income is from the 2003 historical exception income, and thereby estimate
how many years it may be until the income changes in those areas. Column <G>
was taken from HUD's "Fair Market Rents for the Housing Choice Voucher
Program….Fiscal Year 2003." Column <E> is calculated using the HUD's high
housing cost methodology; calculated as the amount of income required to afford
a two-bedroom unit renting at 85 percent of the FMR if 35 percent of income is
used for rent.

Examples
New York and Miami are listed as historical exception areas, which

means that the income limits were maintained at last year's level since they would
have decreased due to census re-benchmarking. Future increases are most likely
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to be affected by increases in FMRs as opposed to statistical income limits since
FMRs are very close to breaking through the 2003 income limits, while the sta-
tistical income limits are further behind.

New York Published Very Low-Income  $31,400
New York High Housing Income  $30,050
New York 50 Percent Median Income  $25,950

Miami Published Very Low-Income  $24,100 Miami High Housing
Income  $23,700
Miami 50 Percent Median Income  $21,900

Los Angeles and San Francisco are listed as high housing cost areas,
which means that the income levels were based on FMRs. Therefore any future
increases are likely to be affected by FMR levels. 

Los Angeles High Housing Income  $28,200 
Los Angeles 50 Percent Median Income  $25,150

San Francisco High Housing Income  $56,550 
San Francisco 50 Percent Median Income  $45,750

San Jose is not listed on Attachment 4 because 1) statistical income lev-
els did not decrease as a result of the census, 2) FMR income level determina-
tions are not greater than the area median income, and 3) the area median
income is more than the state non-metropolitan area median income

San Jose Published Very Low-Income  $52,750
San Jose FMR Very Low-Income  $51,300
San Jose Statistical Very Low-Income  $52,750

This article first appeared in the June 2003 issue of Novogradac & Company's Property
Compliance Report and is reproduced here with the permission of Novogradac &
Company LLP. 
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This editorial material is for informational purposes only and should not be construed oth-
erwise. Advice and interpretation regarding property compliance or any other material
covered in this article can only be obtained from your tax advisor. For further information
visit www.taxcredithousing.com. 
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