
 

 

February 6, 2008 
 
HUD’s policy on the conversion of efficiencies into one-
bedroom units 

By Randall Kelly 
 
On February 1, 2008, acting deputy assistant secretary for Multifamily Housing Programs, John L. 
Garvin, issued HUD’s “Policy and Procedures on the Conversion of Efficiencies into One-Bedroom 
Units” in a memorandum to all multifamily hub directors and their staff. 

The policy outlined in this long-awaited memorandum (the “Memo”) applies to many properties 
seeking to complete preservation transactions, but are not feasible because they need to convert 
efficiency units into one-bedroom units, including Sections 202, 811, 236 (insured and non-insured), 
and 221(d)(3) properties, to name a few. The Memo also applies to properties with project-based 
Section 8 HAP contracts, with or without an accompanying FHA-insured mortgage loan. 

The new policy outlines seven programmatic requirements that any application to convert 
efficiencies into one-bedroom units must satisfy. Among the criteria are the requirements that (i) the 
average vacancy in the efficiency units be at least 25% for at least 24 months of the preceding 36-
month period; (ii) on completion of the unit conversion, the project debt service coverage ratio must 
be 1.1 or greater; (iii) the proposed conversion must only involve units of the same subsidy type; and 
(iv) the proposal must not result in an increase in the amount of existing budget authority available to 
the subject property. 

The new policy outlines additional program-specific requirements whose applicability depends on the 
type of subsidy available at the subject property. For example, in the case of a property with a 
project-based Section 8 HAP contract, postconversion rents must be established at the lesser of 
(i) the current one-bedroom rent or (ii) the combined unit rents of the two converted efficiency units. 
Future rent setting pursuant to MAHRA may be based on the new unit size. In addition, the Memo 
states that if low-income housing tax credits (LIHTCs) are used in the proposed financing, rents may 
not exceed the lesser of LIHTC rents or comparable market rents. This Section 8 rent cap marks a 
dramatic change in HUD’s Section 8 rent-setting policy and is at odds with MAHRA. 

Section 236 properties are also singled out for special treatment under this new policy. The Memo 
requires that in the case of a Section 236 property that receives interest reduction payment (IRP) 
subsidy, the IRP must be reduced in a manner proportional to the reduction in units, but the 
reduction does not take into account unit size, which will have an adverse impact on properties with 
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larger-sized units. The Memo notes that whether the IRP must be reduced depends on the 
requirements in the original Section 236 mortgage. 

Finally, the new policy requires that owners submit a conversion request application, in accordance 
with the requirements set forth in the Memo, including evidence of a notice, a comment period 
provided to residents, a sources and uses statement, and evidence of local government support. 

For additional information, please contact Randall Kelly at (202) 585-8760. or Monica Hilton 
Sussman at (202) 585-8833. 
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Affordable Housing Team 
 

Please feel free to call or email (emailname@nixonpeabody.com) any of 
the Affordable Housing team members listed below. 

ATTORNEY EMAIL NAME PHONE 

Wylie Allen wallen 213-629-6079 
Paul E. Bouton pbouton 617-345-1240 
Tatiana E. Gutierrez Abendschein tgutierrez 202-585-8860 
Harry J. Kelly hkelly 202-585-8712 
John L. Kelly jkelly 212-940-3790 
Randall Kelly rkelly 202-585-8760 
Joseph Lynch jjlynch 212-940-3717 
Richard M. Price rprice 202-585-8716 
Michael H. Reardon mreardon 202-585-8304 
Eliot Reid ereid 202-585-8183 
Anthony D. Ruvolo aruvolo 202-585-8820 
Jeffrey W. Sacks jsacks 617-345-1056 
Alexandra Stefanovic astefanovic 202-585-8158 
Monica H. Sussman msussman 202-585-8833 
Patrice Harris Talbott ptalbott 202-585-8729 
Stephen J. Wallace swallace 202-585-8714 
Justine E. Wilcox jwilcox 202-585-8745 
   
   
   
   
   
   
   
   
   
   
   
   
   
   
   
   

   
   

Visit our website at www.nixonpeabody.com. 

 
 

Albany, NY 
30 South Pearl Street 

518-427-2650 

Boston, MA 
100 Summer Street 

617-345-1000 

Buffalo, NY 
40 Fountain Plaza, Suite 500 

716-853-8100 

Chicago, IL 
161 N. Clark Street, 48th Floor 

312-425-3900 

Hartford, CT 
185 Asylum Street 

860-275-6820 

Long Island, NY 
50 Jericho Quadrangle, Suite 300 

516-832-7500 

Los Angeles, CA 
555 West Fifth Street, 46th Floor 

213-629-6000 

Manchester, NH 
900 Elm Street 
603-628-4000 

McLean, VA 
2010 Corporate Ridge, Suite 700 

703-827-8095 

New York, NY 
437 Madison Avenue 

212-940-3000 

Palm Beach Gardens, FL 
7121 Fairway Drive, Suite 203 

561-691-5420 

Philadelphia, PA 
1818 Market Street 

215-246-3520 

Providence, RI 
One Citizens Plaza 

401-454-1000 

Rochester, NY 
1100 Clinton Square 

585-263-1000 

San Francisco, CA 
One Embarcadero Center, 18th Fl. 

415-984-8200 

Silicon Valley, CA 
400 Page Mill 
650-320-7700 

Washington, DC 
401 9th Street NW, Suite 900 

202-585-8000 
 

London, UK 
Hillgate House, 26 Old Bailey 

+44 207 653 9760 
 


