




Preserving Low Income Housing in Maine 

An Inventory of Assisted Housing 

by the Maine State Housing Authority 

Introduction/Executive Summary 
by Elizabeth H. Mitchell 

Director, Maine State Housing Authority 

Should all the federally-assisted housing in Maine suddenly disappear, 
Maine would be faced with the need to provide affordable housing for 
approximately 18,000 low-income households at a cost approaching $100 
million annually. 

Not all of these low-income housing units will be "lost" immediately. 
However, because of prepayments on some federally assisted mortgages, and 
expiring rental assistance on others, Maine faces the distinct possibility 
of losing up to 4,500 units of federally subsidized low income housing by 
the year 2,000, as these units are converted to market rate apartments or 
condominiums., or deteriorate through lack of capital for required upkeep. 

The cost to the state to subsidize rents for the low income tenants 
who could be displaced would be approximately $25 million a year. 

A loss of this much low-income housing would inflict terrible 
hardships on hundreds, perhaps thousands, of those elderly and families 
affected, not to mention aggravate an already critical shortage of 
low-income housing in the state. 

Most of the endangered housing was created during the 1960's, 1970 1s, 
and early 1980's through programs that used a public-private partnership. 
One of the inducements to obtain the private ownership of the low-income 
housing created was the ability of the private owners to eventually become 
free from government restrictions concerning rents and tenants. 

That means that after a specified period of time the owners no longer 
would be required to limit rents or to rent only to low-income tenants. 
When rental restrictions end, the owners can charge market rate rents for 
the units, or can convert them to up-scale condominiums. 

Maine is now approaching the time when the government restrictions on 
the first of these public-private housing partnerships is up. More housing 
will be freed from government restrictions in the 1990 1 s and after the year 
2,000. 

The potential loss of this housing is a cost Maine cannot afford. 
Federal intervention is called for. Yet, given the recent history of 
federal disengagement from low-income housing, it is likely some state 
involvement will be required. 

We need to become aware of the problem and see what steps are feasible 
for the state to undertake--in conjunction with federal efforts--and to see 
that owners are treated fairlY. while the needs of the low-income are met. 
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The time for Maine to begin addressing this problem is now. Three 
projects are eligible to convert now. Over the next six years 1,400 low 
income units will become eligible for conversion. The issue will become 
much more serious, with many more units involved, after the year 1995. 

The Maine State Housing Authority began to examine this problem in the 
summer of 1988. Our effort was given impetus by the Governor's Task Force 
on Affordable Housing report, which called on the MSHA to undertake the 
study and report its findings to the Legislature and Governor. 

The state faces three choices. It can do nothing and let the market 
determine what happens to the effected low-income developments. This 
course runs the risk of displacing hundreds or thousands of low-income 
elderly or families and leaving them without affordable shelter. 

A second option is to prevent conversion of any developments at any 
cost. This course protects the need of low-income tenants, but might prove 
too costly to the state or unfair to the owners. It may prove less 
expensive in some instances to allow conversion of property while providing 
alternative affordable housing for the tenants. 

A third option would be to examine each at-risk housing development 
and determine whether it should be kept as low-income housing, or allowed 
to be converted, while protecting the needs and rights of the tenants. 

This initial report is primarily an inventory that, for the first 
time, lists all the subsidized housing in the state and the earliest date 
at which the housing could be converted to market rate housing. The list 
includes housing financed by the MSHA, the federal Department of Housing 
and Urban Development (HUD), and the Farmers Home Administration (FmHA). 

The inventory does not try to assign any rating to those most likely 
to convert, nor does this report offer any solutions to the problem. Its 
primary purpose is to alert the public and Maine lawmakers to the problem 
Maine faces from potential loss of housing. 

The MSHA intends to develop a rating system to identity those most · 
likely to convert to market rate housing, and some proposed solutions, the 
subjects of a second report currently uµderway. 

The first section of this initial inventory report briefly outlines 
how the present situation occurred, the programs involved, existing state 
and federal legislation on the subject, and a look at the problem from t~e 
perspective of owners, tenants, and Maine government. 

The second statistical section, the most important part of this 
report, lists subsidized units in the state and when they may become 
eligible for conversion to market rate housing. 
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HISTORY 

During the 1960's the federal government moved away from 
governmentally owned housing and toward a public-private partnership 
arrangement, where public incentives were used to foster private ownership 
of low-income housing. 

The incentives ranged. from low-interest rate mortgage financing in the 
early programs to deep rental assistance cash payments under the programs 
developed in the 1970's. 

Most of these programs have been terminated or substantially reduced, 
but the more than 2 million federally-assisted units created by the 
programs remain in the United States as affordable housing for low-income 
people. 

In Maine, these various programs are responsible for 18,682 units of 
housing located in 181 Maine communities. 

Most of the public-private partnership arrangements limited "profit" 
from actual renting of the property from 5% to 8%. To encourage private 
investment, though, there were other incentives, such as tax considerations 
and the ability to convert the property to market rate housing with no 
restrictions on rent after a specified period of time. 

The Tax Reform Act of 1986 eliminated nearly all the future tax 
incentives for ownership of low-income property, and thereby encourages 
conversion to market rate housing. 

A brief description of each of the public-private rental assistance 
programs in Maine follows. 

Sec. 221 (d) (3) -- Provided low-interest rate loans to developers of 
low-income housing; rents are controlled by HUD. These had 40-year 
mortgages, but owners could opt out earlier in certain circumstances. 

Sec. 221 {d) (4) -- Essentially provided market rate mortgage loans 
with HUD insurance. Some, however, were built to use rental assistance 
payments through the HUD Sec. 8 program. 

Sec. 236 -- The successor (and larger) program to 221 (d) (3). The 
236 program provided a deep mortgage subsidy to developers. The mortgijges 
were for 40 years, but owners may opt out under certain circumstances. 
Thousands.of these units were created during the late 1960's and in the 
1970's. Many received rental assistance through Sec. 8 certificates to 
provide a deep subsidy. 

Sec. 202 -- Section 202 programs supply a direct low interest.rate HUD 
loan to non-profit developers, with rent subsidy provided through Sec. 8. 
These developments, limited to low-income elderly and handicapped, carry a 
40-year mortgage. 
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Sec. 515 - A Farmers Home Administration (FmHA) program, it provides a 
deep mortgage subsidy and, in some instances, rental assistance. Units 
built prior to 1979 allow owners to prepay. After 1979, 515 projects have a 
15-20 year limit on prepayments and low-income use restrictions. 

Sec. 23/8 Conversion - The Sec. 23/8 conversion program, the immediate 
predecessor of the Section 8 programs developed in the mid-1970's, was 
privately financed housing (or financed through an agency such as a housing 
finance agency) and included a 15-year rental assistance subsidy through 
Section 8. Owners had the option of renewing the rental assistance every 
five years du~ing the -15-year contract. 

Section 8 Programs -- The Section 8 programs differ from most previous 
public-private partnership efforts in that HUD supplies only rental 
assistance. Financing for mortgages or rehabilitation is done through 
private lenders or an entity such as the Maine State Housing 
Authority. The three Sec. 8 programs are outlined below. 

Section 8 New Construction/Substantial Rehabilitation provided long 
term rental assistance for new or substantially rehabilitated low-income 
housing. The program, which was terminated in 1982, is responsible for 
creation of 4,463 units in Maine all financed by MSHA. In general, the 
housing assistance payment contracts with HUD provide subsidy for 30 or 40 
years, and owners must agree to keep the housing as low-income rental for 
that period. 

Section 8 Moderate Rehabilitation is similar to the NC/SR program, 
except that it is not used for new housing, the renovations are less 
extensive, and the housing assistance payment contract is for 15 years 
rather than 30 or 40. There are approximately 370 in Maine. 

Section 8 Certificates There are two other types of rental assistance 
commonly use in Maine. Both include a public private partnership, but they 
are substantially different from those outlined above. One is a Section 8 
rental assistance certificates. Households receiving certificates are free 
to use them in any privately owned apartments, providing the owner agrees 
to participate in the program and the rent levels are within federal 
guidelines. The certificates have a 15-year housing assistance contract. 

Vouchers, a type of rental assistance developed more recently, are 
essentially similar to certificates, except that the assistance contract is 
only for 5 years. HUD has suggested using vouchers to replace the expiring 
contracts in other housing program. 

In the case of both certificates and vouchers, the benefit goes with 
the tenant as opposed to being tied to a unit in a project; therefore the 
question of "loss of a building" does not arise. 

Note that the more than 2,000 additional housing units using 
certificates or vouchers do not appear in the list of subsidized housing in 
the statistical section. 
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CAUSES OF HOUSING LOSS 

Three principal factors· threaten the loss of subsidized housing units. 
They are: 1. expiration of subsidies; 2. prepayment of mortgages, and 
3. deterioration of the buildings' physical condition. While the causes 
are not important in this initial inventory, they may affect the solutions 
to preventing their loss. The following explanations will help gain an 
initial understanding of the differences. 
The three causes are: 

1. 

2. 

3. 

Expiring Subsidies: Rental assistance contracts between housing 
owners and the Federal government are in effect for a specified term, 
usually between twenty and fifty years. In most subsidized projects, 
the largest share of rental income is paid by the Government. Low 
income tenants could not begin to afford the rent levels necessary to 
operate the projects without the government subsidy. Between 1989 and 
2000, rental assistance will end on more than 4,000 units in Maine. 

Prepayment of Mortgages: When the mortgage is paid off on some 
221(d)(3) and 236 projects, government controls over the project 
cease, including the limitation on occupancy to low and moderate 
income tenants. An increasing number of owners will become eligible 
to prepay their mortgages and opt out of their rental assistance 
contracts as they approach the twentieth anniversary of their loans. 
Not all owners will prepay, but many will do so in market areas where 
the income generated from market rental units or condominiums would 
exceed their subsidized rents. 

Physical Condition: The subsidized housing stock is aging. An 
undetermined number of multi-family projects, fewer in Maine than 
nationally, have expensive repair needs or very limited cash flow 
to pay for ordinary maintenance. The lack of funds to pay for capital 
replacement and improvements can lead to mortgage default or mortgage 
prepayment, and the eventual loss of the subsidized units. Units 
also could be lost due to lack of operating revenue for repairs, 
simply because they become uninhabitable. 
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DIFFERENT PERSPECTIVES 

Owners -- Some government-supported low-income housing in Maine is 
owned by non-profit organizations or local public housing authorities. 
Most, however, is owned by private entities, who generally became involved 
for profit, not for social reasons. 

The typical ownership involves a general partner and a number of 
limited partners in a partnership entity that owns the property. The 
General Partner or managing GP is responsible for efficient operation of 
the development, but in fact "owns" only a small percentage of the interest 
in the partnership. The limited partners generally are wealthy individuals 
who invested in the property to obtain a tax loss. The general partner may 
be contracturally obligated to maximize profits to the limited partners. 

The Tax Reform Act of 1986 eliminated many tax incentives for some 
owners. The remaining incentive, one that the owners may have counted on 
since investing in the property, is the ability to sell the development at 
a substantial profit free of governmentally imposed rental restrictions. 
Because of the rapid increase in real estate prices, many properties are 
worth considerably more than the original mortgage amount. 

Owners feel they have a clear right to sell the property as provided 
in the contract and that efforts to thwart sales would be reneging on the 
part of the government. 

Tenants - The public-private partnership housing programs developed 
affordable housing for moderate and low -- generally very low -- income 
families and elderly. Generally, tenants pay 30% of their income for 
housing and for utilities. In most instances, this is well below half of 
the actual rent. The difference between the tenant contribution and actual 
rent is supplied by the federal assistance, either through a mortgage 
interest reduction or renta~ subsidy, or both. 

Many tenants have waited years to get into assisted housing and are 
well aware they would not be able to afford decent housing in the private 
market. The average income of tenants in MSHA-financed Sec. 8 NC/SR units, 
for example, is about $500 a month. 

Supply of affordable housing for low-income families and elderly 
already is well below demand. An estimated 20,000 low-income households 
are on waiting lists for assisted housing. Some estimates have put the 
number of Ma~ne households eligible for assisted housing much higher. 

Any conversion of existing low-income housing to market rate housing 
would only serve to worsen an already unbalanced equation between need and 
demand. For these reasons, low-income tenants and their advocates want all 
existing low-income units preserved. 
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Government - Over the past eight years the federal response to the 
growing need for affordable housing has been to reduce budget authority for 
construction of new assisted housing by 70%. 

Congress included language in the Housing and Community Development 
Act of 1987 that essentially stalls conversion of housing financed under 
the 236 and 221 (d) (3) programs, and offers some protection to Farmers 
Home Administration 515 developments, and the least protection to Sec. 8 
developments. 

The language prevents the owner opting out early of 236 and 221 (d)(3) 
loans unless the Secretary of HUD approves an action plan that will not 
cause forced displacement and that has been approved by a state agency. 
The seller must show the sale will ·not affect the availability of 
low-income housing. The Act also provides HUD incentives to prevent 
prepayment. 

In the case of FmHA 515 developments, FmHA also can offer incentives 
to prevent early payment and opting out of the housing. If these are not 
successful, the owner must sell the property to a non-profit organization 
or a public agency at a fair market price. 

Protection for Sec. 8 developments is basically limited to requiring a 
one-year notice and some allowable rent increases to act as an incentive to 
retain the housing. 

Maine has taken an initial step in resolving the potential loss of 
affordable housing. Legislation enacted in 1988 (L.D. 2322) requires 
owners of low-income property to notify the MSHA and the local housing 
authority of any proposed sale or change of use. 

It gives the MSHA the right of first refusal to purchase the property 
if the sale would result in making the rent unaffordable to low-income 
tenants. However, no funds were appropriated to allow the MSHA to make any 
purchases. If a low-income property is sold, the existing tenants could 
remain in the units for up to six months at their previous rent payment. 
The law is in effect for a year before sunsetting. 

5/hpb/4 









Assumptions Affecting the Expiration of Low-Income Use Restriction 

A. For HUD-sponsored and HUD/MSHA-sponsored projects: 

a. With no rental assistance: The owners will prepay the mortgage 
att"h;-earliest date possible regardless of a prepayment penalty 
fee. 

b. With rental assistance: The owners must maintain the project for 
low-income use until the expiration of the Housing Assistance 
Payment (HAP) contract, regardless of any mortgage prepayment or 
maturity dates. 

If the HAP contract expires before the mortgage maturity date and 
the owner has the option to prepay, the owners will prepay the 
mortgage at the earliest possible date. 

B. For FmHA-sponsored projects: 

a. Mortgage closed prior!!?_ 1979: The owner may prepay at any time 
provided that the project is maintained for low income use for 
twenty years from the origination date or until the owner proves, 
through a market study, that the need for subsidized housing no 
longer exists in the market area. 

These reports assume that the owners will not be able to satisfy 
the "no longer a need for housing" standard and therefore, the 
date when the low-income use restriction may expire is the 
origination date plus twenty years. For those pre-1979 projects 
that have a rental assistance agreement that expires beyond the 
''origination plus twenty years" date, the expiration date of the 
rental assistance becomes the earliest date when the low-income 
use may expire. 

b. Remainder of portfolio: The owners cannot prepay the mortgage 
for twenty years from the origination date. The project is 
restricted for low-income use for the full twenty year period. 
After the twenty year period, the owners must prove that the need 
no longer exists for subsidized housing in the market area and 
receive permission to convert to market-rate use. This report 
assumes that the origination date plus twenty years is the 
earliest date when the low-income use may expire, except when 

6/eud/2 

the rental assistance expiration date extends beyond the 
"origination plus twenty years" date. 
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