
--STATE OF MINNESOTA 

MINNESOl'A HOUSIN3 FINANCE AGFlCY 

Proposed Al't'eoorrent to and Adoption of 
Rules Governing Incane Limits for Limited 
Unit Developnents With:nlt a Public Hearing. 

12 M:AR 3.002 (0). 

-

Minnesota Statutes, Section 462A.03, Sul:xlivision 10, requires that the Minnesota Hcusing 
Finance .Agency (Agency) establish in its rules incane limits for the purpose of defining 
persons and families of low and m:derate incare. This is established in bJo .Agency rules. 
In 12 M:'AR §3. 003 (0) rnax:i.rmJrn adjusted incane limits are established.. Adjusted incane is, 
in tum, detei::minec1 pursuant to a foIITIU.la set in the definition in 12 M::AR § 3 .. 002 (N). 
The adjusted incane limits were most recently set in May of 1979 at $19,000 in the rretro­
politan area as defined in Minnesota Statutes, Section 473.121, sub:livisian 2 and at 
$17,500 in the normetropolitan areas in the State. The prcposed rule defines persons and 
families of low and m:derate incare as those whose a::ljusted incane does not exceed the 
amounts set forth in Exhibit 12 M:AR § 3.002 (O)-1. By its terms, the rule applies to pro­
grams for three types of housing: limited unit develcprents, dwelling units in a planned 
unit developrent and comaniniums. The term "limited unit develcprent" refers to new or 
existing residential housing inteoo.ed for occupancy by a person or fanily of low and m:der­
ate incane and by not more than 5 other families. See 12 M:AR § 3. 002 (V) • 

It is necessary to increase the incane limits because interest rates and house prices have 
risen substantially since 1979. It is also necessary to propose a set of incane limits 
rather than one incane limit. Uncertain bond market conditions make it difficult to plan a 
program based an one incane limit. Tables 1 and 2 illustrate the 1.mcertainty of the bond 
market. These tables show the fluctuations in the Bond Buyer weekly 20 year revenue band 
index for several tine pericrls in the past year. The incane limit will be based an the 
interest rate charged to the mortgagor. For ~le (see Exhibit 12 M:AR §3.002(0)) if the 
interest rate an the mortgages is 11.25%, the maximum incane limit in the rretropolitan area 
will be $26,000 and in the noruretropolitan area $21,000. The Agency is not prcposing either 
a variable rate program or a variable incane limit program. The sarre interest rate will be 
charged to all mortgagors. 

Exhibit 1 ?-CAR§ 3.002(0)-1 

NOl11etropolitan Meb:opolitan 
Area Area 

Mortgage Interest Maxinun Adjusted Maxinun 1'-ldjusted 

Rate Incane Incare 

0-10.59% $19,000 $24,000 

10.60-11.09% $20,000 $25,000 

11.10-11.59% $21,000 $26,000 

11. 60-12.00% $22,000 $27,000 
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e - 2 - -Minnesota Statutes, Section 462A.03, subdivision 10 specifies four criteria for the deter­
mination of persons and families of low and m::x:lerate incane. They are (1) the aroount of 
total incare of such persons and families available for housing needs, (2} the size of the 
family, (3) the cost and canditian·of housing facilitities available, (4} the eligibility 
of such persons and families to carpete successfully in the nonnal hoosing market and to 
pay the arrounts at which private enterprise is providing sanitary, decent an:i safe housing. 
These criteria will be reviewed in nore detail below. 

The first criterion specified in Section 462A, subdivision 10 is "the arrount of total incane 
of such persons and families available for housing needs". The general underwriting stan­
dard in the nortgage loan industry is that the estimated nonthly nortgage payirent (principal, 
interest, taxes and insurance} should not exceed 28% of gross nonthly incane. The analyses 
below will use this standanl. 

The secooo criterion specified in the statutoi:y definitions of persons and families of low 
and m::x:lerate incare is the size of the family. This factor is addressed by the Agency in 
the fonnula for adjusting incane under 12 M:AR § 3. 002 (N} , which is not the subject of arrend­
nent of this rule hearing. The h;Jency Board did, ~, take the incane adjustments in 
12 M:AR § 3. 002 (N} into acca.mt in the analysis leading to a detennination that the rule 
establishing incare levels needed to be amerrled. The typical household receiving a hane 
m:::>rtgage loan under the existing h;Jency program has $2,000 in deductions. Under 12 M:'.AR 
§ 3. 002 (N), such a household typically receives a $750 deduction for each adult ($1,500) 
and $500 for a child for a total of $2,000. Throughout this Statement of Need and Reason­
ableness both gross an:i adjusted incane will be given, altmugh it is the level of adjusted 
incane which is being set in the amended rule. The difference in the two figures will al­
ways be $2,000 for the purposes of the analyses below. 

The third criterion specified in the statute is the cost and co:rrlition of housing facilities 
available. Table 3 shows actual house prices for 1975 through 1980 and projected prices 
for 1981 throogh 1982. 1-buse prices have risen substantially since 1975 and shool.d continue 
to rise in the intrediate future. Halse prices have risen faster in the ~litan area 
than in the nonnetropolitan areas in the State. By 1980 the median house price in the 
metropolitan area was 50% nore than the rre:ilan price in the nametropolitan areas of the 
State. The proposed set of incane limits will allow a household in the metropolitan area to 
purchase a $60,000 house (the proposed existing price limit} and a $50,000 house in the 
normetropolitan areas of the State (the prO!X)sed existing house price limit). 

Next, table 4 shows the relationship between interest rates and incane limits in the metro­
politan area (the same relationship also exists for these interest rates an:i the proposed 
incane limits for the nomretropolitan areas of the State}. For exarrple, with a 10.-5% loan 
a household with a gross annual incane of $26,000 or an adjusted incane of $24,000 catld 
afford a $60,000 house. lbwever, a household with a 12% loan \Olld need an adjusted incx:me 
of $27,000 (gross of $29,000} to afford a house price of $60,000. 

Table 5 shows the availability of housing and the relationship between house prices, inter­
est rates and incane. This table shows the nmdJrurn house price that a household with a gross 
incane of $26,000 (adjusted $24,000) could afford at various interest rates. For evei:y 1% 
increase in interest rate the nax:inun house price drops approximately $3,000 . The table 
also shows that the nmiber of houses sold drops rapidly with decreases in price. 

In 1980 approximately 43% of all houses in the netropolitan area sold below $60,000, but 
only 7% sold below $41,000. 

The proposed incane limits are designed to provide an adequate selection of affordable houses. 

The fourth criterion specified in the statute is the ability of such persons and families 
to carpete in the normal housing market. In both tables 4 arrl 5 the h;Jency has incltrled 
the current FHA/VA interest rate of 16.5%. As table 5 shows the purchase of· a $60,000 house 



•, e· - 3 - -with a 16.5%. rrortgage requires a gross annual incane of $38,000; or as table 6 sh<:Ms a house­
oold with a gross incare of $26,000 ($24,000 adjusted) and a 16.5% rrortgage rould only af­
ford a $41,000 house. In 19ao· a detached nouse selling for under $41,000 in the metropoli­
tan area was probably not safe, decent and sanitary. It is obvious then that families with 
incares in the ranges proposed in this amended rule rould rtot carpete in the nonnal housing 
market. -



TABLE 1 

THE MNI'HLY :ocR> BUYER INDEX FOR 20 YFAR RE,VENlJE OCNDS no,t 2/ 17(78 TO 3/20/81. 
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TABIE 2 

THE WEEKLY BOID BUYER INDEX FOR 20 ~ RE.VmUE BH)S ~ 10/ J.0/ 80 TO 4/Q4/81. 
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-- TABLE 3 

MEDIAN IDJSE PRICE.SIN THE MmroPOLITAN AREA FID11975 - 1982 

1975 1976 1977 1978 1979 1980 1981 1982 

$35,000 $38,000 $43,000 $51,000 $59,000 $63,000 $71,000 $79,000 

MEDIAN lllJSE PRICE.S IN THE~ AREA F1D11975 - 1982 

1975 1976 1977 1978 1979 1980 1981 1982 

$24,000 $28,000 $33,000 $37,000 $40,000 $41,000 $47,000 $53,000 

NJIE: Halse prices for the years 1975 to 1980 are based on Certificates of Real Estate 
value filed with the Depart:Irent of Revenue. Halse prices for the years 1981 to 1982 were 
projected using actual sales price data £ran 1980. A 12% rate of inflation was assuned. 
New distrib.lticns of sales prices were generated and then the median prioes were calculated. 
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