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Subject: Ceiling Rents in Public Housing

Pur pose

This Notice reaffirns the current nmethods public housing
agencies (PHAs) may use to establish ceiling rents in the public
housi ng program

Backgr ound

Prior to the enactnent of the Bal anced Budget Downpaynent
Act | (Continuing Resolution of January 26, 1996), PHAs were only
allowed to establish ceiling rents by obtaining a waiver from HUD
of 24 CFR 913.107(a) (now found at 24 CFR 5.613). Provisions for
obtaining a waiver are outlined in a Federal Register Notice
dated March 15, 1989, "Notice of HUD Policy on Establishnent of
Ceiling Rents for Public Housing," as anended by a Federal
Regi ster Notice dated Decenber 16, 1991 (see PIH Notice 92-38,
i ssued February 7, 1992), and further anmended by Section 102 of
t he Housi ng and Community Devel opnment Act of 1992 (to extend
ceiling rents fromfive years to indefinitely). PHAs may
continue to request the establishnment of ceiling rents using this
policy. |If approved, these ceiling rents may be used
indefinitely.

The FY '98 Appropriations Act extended ceiling rent
provi sions contained in the Continuing Resolution through
Septenber 30, 1998. The Conti nuing Resolution included a
provi sion which allows PHAs to adopt ceiling rents that reflect
t he reasonabl e market value of the housing, but that are not |ess
than the nonthly costs (i) to operate the housing of the agency;
and (ii) to nake a deposit to a replacenent reserve (in the sole



di scretion of the public housing agency). The Conti nuing
Resolution further directed that the Secretary of HUD devel op,
after notice and public coment, regulations to carry out this
provi sion. The Departnent published a Proposed Rule on Ceiling
Rents for Public Housing in the Federal Register on Novenber 25,
1997 (62 FR 62928-62931).

Until such time as the aforenentioned regul ati ons have
conpl eted final rul emaking, the Continuing Resolution provided
the follow ng Transition Rule:

"Prior to the issuance of final regulations...a public
housi ng agency may inplenment ceiling rents, which shall be
not |less than the nonthly costs to operate the housing of
t he agency and -

(i) determned in accordance with section 3(a)(2)(A) of the
United States Housing Act of 1937, as that section existed
on the day before enactnent of this Act;

(1i) equal to the 95th percentile of the rent paid for a
unit of conparable size by tenants in the sanme public
housi ng project or a group of conparable projects totaling
50 units or nore; or

(ti1) equal to the fair market rent for the area in which
the unit is |ocated."

Ceiling rents inplenmented under the Transition Rule of the
Conti nui ng Resolution do not require HUD approval. Any such
ceiling rents cannot be used in reexam nations after

Septenber 30, 1998, unless the provisions are extended by | aw.

Until ceiling rent regulations are issued in final, the
Depart nent encourages public housi ng agencies to consi der the
adoption of ceiling rents using any of the above nethods to
attract and retain working famlies or to market vacant units.

Attached are Q%As on the establishnent of ceiling rents.

/s/

Deborah Vi ncent
Ceneral Deputy Assistant Secretary

At t achment



QUESTI ONS AND ANSVEERS ON CEI LI NG RENTS

DEFI NI T1 ON

Q1:
Al:

Wat is a ceiling rent?

A ceiling rent (sonetines called a maxinumrent) provides a
cap on the anmount of rent a famly can be charged. The
ceiling rent caps the total tenant paynment (TTP), the anount
the famly nust pay to cover both shelter and a reasonable
anmount of utilities.

ADVANTAGES OF CEI LI NG RENTS

Q@: Wat are the advantages of using ceiling rents?
A2: There are several advantages to using ceiling rents. These

i ncl ude:

- hel ping to avoi d unreasonably high rents;

- allowng a PHA to attract and retain relatively higher
income famlies who m ght otherwise opt to rent on the
private market;

- encouraging residents in the transition fromwelfare to
wor K;

- aiding working famlies that get better jobs;

- hel ping retain relatively higher inconme residents, who
may serve as role nodels to other residents;

- hel ping a PHA fill vacancies by inproving its ability
to market | ess desirable units, such as efficiencies,
or particul ar devel opnents.

TI MEFRAMES
@B: How long can ceiling rents be used?
A3: Ceiling rents approved under the provisions outlined in PIH

Notice 92-8, issued February 7, 1992, can be used
indefinitely. (Section 102 of the Housing and Conmunity
Devel opnment Act of 1992 renoved the five-year limtation.)



Ceiling rents that are established based on the Transition
Rul e of the Continuing Resolution (extended until Septenber
30, 1998 by the FY 98 Appropriations Act) cannot be used in
reexam nations after Septenber 30, 1998, unless the

provi sions are extended by | aw

: What if a PHA adopts a ceiling rent and subsequently deci des
it no longer wants to have a ceiling rent?

Ad: Ceiling rents are voluntary. A PHA that has adopted a
ceiling my do away with them after giving affected
residents reasonable notice. PHAs are encouraged to consult
wi th public housing residents prior to adopting or doing
away with ceiling rents.

WHERE CAN CEI LI NG RENTS BE APPLI| ED

b: Do ceiling rents have to be applied inventory-w de?

A5: A PHA after examning its need, may elect to apply ceiling
rents inventory-wide, for certain devel opnents, buil dings,
or to certain size dwelling units (e.g., efficiencies).
However, ceiling rents are unit based and cannot be applied
to certain famlies or certain categories of famlies.

VETHODS OF ESTABLI SHI NG CEI LI NG RENTS

Tradi ti onal Met hod

Q@: Can a PHA still request HUD approval of a waiver of the
regul ations (24 CFR 5.613) to establish ceiling rents based
on the provisions of the March 15, 1989 Federal Register
Notice, "Notice on HUD Policy on Establishnent of Ceiling
Rents for Public Housing"?

A6: Yes. A PHA may continue to submt waiver requests to the
HUD field office (which will forward themto HUD
Headquarters for review and approval) using the procedures
outlined in the March 15, 1989 Federal Register Notice, as
further anmended by a Decenber 19, 1991 Federal Register
Notice (see PIH Notice 92-8, issued February 7, 1992) and
Section 102 of the Housing and Community Devel opnment Act of
1992. Ceiling rents approved by HUD under the traditional
met hod can be used indefinitely.



Qr:

A7

A8:

A9:

Under this nethod, can a PHA set the ceiling rent at an
anmount | ower or higher than the Fair Market Rent (FWR)?

As outlined in the March 15, 1989 Federal Register Notice,
HUD has determ ned that an equitable ceiling rent would be
an amount equal to the current effective FMR for the area,
adj usted by nunber of bedroons. |If a PHA finds that the
FMRs substantially exceed or understate the fair rental

val ue of sonme or all of the PHA's units, the PHA may request
that the ceiling rent be set at a | ower or higher anmount by
providing, along wwth its request for a waiver, a survey
based on conparabl e unassisted rent in the community. Any
such survey should | ook at private rental housing of simlar
age, location, condition, anenities, design, and size, in

t he sane market area.

Whet her the ceiling rent is set at the FMR or at a | ower or
hi gher anmount based on a survey, the ceiling rent nust at

| east cover the average nonthly inputed debt service and
average nonthly operating expenses (statutory m ninmum.

Does the PHA consider the average nonthly costs to operate
t he housi ng of the agency, even if ceiling rents wll be
applied to only one project?

Yes. The PHA nust consider the average nonthly costs to
operate the housing of the agency, even if ceiling rents
will be applied to only one project.

How can a PHA obtain the inputed debt service figure for its
agency?

A PHA should contact its |local HUD office (Public Housing
Division) for the inputed debt service figure. |If the |ocal
HUD of fi ce does not have the inputed debt service figure,
field office staff may obtain the figure fromtheir
Cccupancy Desk O ficer in Headquarters.

Transi ti on Met hod

Q10:

Al10:

Can a PHA establish ceiling rents without HUD approval ? |If
so, how are they to be set?

Based on the provisions outlined in the Continuing

Resol ution (extended by the 1998 Appropriations Act), a PHA
can establish ceiling rents wi thout HUD approval in the
foll ow ng ways. They are:



All:

QL2:

Al2:

- determ ned in accordance with Section 3(a)(2)(A) of the
United States Housing Act of 1937, as that section
exi sted prior to January 26, 1996;

- equal to the 95th percentile of the rent paid for a
unit of conparable size by tenants in the sanme public
housi ng project or a group of conparable projects
totaling 50 units or nore (a conparable project would
be any project where the rent is generally cal cul ated
at 30% of the nonthly adjusted incone); or

- equal to the fair market rent (FMR) for the area in
which the unit is |ocated.

When using any of the above nethods, the ceiling rent cannot
be set at an anount |ower than the costs to operate the
housi ng of the agency.

What is included in the "nmonthly costs to operate the
housi ng of the agency"?

The "nonthly costs to operate the housing of the agency" can
be defined as: one twelfth of the sumof all annual
operati ng expenses reported on the Statenent of Operating
Recei pts and Expenditures as of the end of the nobst recent
fiscal year and the aggregate annual utility all owances for
all tenant paid utilities; mnus the sumof (1) excess
utility charges and (2) annual cost, if any, associated with
units approved for deprogranm ng.

Can a PHA establish a ceiling rent solely by using the
monthly cost to operate the housing of the agency?

No. The transition provisions outlined in the Continuing
Resol ution (extended by the 1998 Appropriations Act) do not
allow for a ceiling rent to be set solely by using the

mont hly cost to operate the housing of the agency. The
ceiling rent "shall be not less than the nonthly costs to
operate the housing of the agency and (i) determned in
accordance with section 3(a)(2)(A) of the United States
Housi ng Act of 1937, as that section existed on the day
before enactnment of this Act; (ii) equal to the 95th
percentile of the rent paid for a unit of conparable size by
tenants in the sane public housing project or a group of
conparabl e projects totaling 50 units or nore; or (iii)

equal to the fair market rent for the area in which the unit
is located.” The nonthly cost to operate the housing of the
agency is sinply the floor used when cal culating these three
met hods.



QL3:

Al3:

QL4

Al4:

QL5:

Al5:

Ql6:
AlG:

What was provided by section 3(a)(2)(A) of the United States
Housi ng Act of 1937, prior to the enactnent of the
Cont i nui ng Resol ution?

Section 3(a)(2)(A) reads in part: "Any public housing
agency nmay provide that each famly residing in a public
housi ng project owned and operated by such agency . .

shall pay as nonthly rent an anount determ ned by such
agency to be appropriate that does not exceed a maxi num
anount that . . . is not |less than the average nonthly
anount of debt service and operating expenses attributable
to dwelling units of simlar size in public housing projects
owned and operated by such agency.™

Does the debt service in 3(a)(2)(A) refer to inputed debt or
actual debt?

The Departnent has determ ned that for purposes of the first
transition provision, a PHA nust use inputed debt service.

Can a PHA use different ceiling rent nmethods for different
projects to reflect varied markets?

A PHA shoul d consider which nmethod is nost appropriate for
units inits inventory. A PHA may establish ceiling rents
under one nethod (e.g., 95th percentile) for one set of
units and under another nmethod (e.g., FMR) for another set.

O course, PHAs may not unlawfully discrimnate against a
protected cl ass.

How is the 95th percentile conputed?

Appendi x H of the QGui debook 7465.7, Restrictions on

Assi stance to Noncitizens, dated July 1995, contains an
expl anation of the nethodol ogy that PHAs may use to derive
the 95th percentile.

One nmethod acceptable to HUD in conputing the 95th
percentile woul d be:

a. CGet a project or a group of conparable projects
totaling 50 units or nore.

b. Separate the units by bedroom si ze.

C. for any size of unit group that has nore than 15 units,

find the actual 95th percentile by:
- Ranking the rents (TTP) from | owest to highest,
with the | owest being ranked 1.



- Mul tiplying the nunber of units in that size of
unit by .95.

- | f the nunber conmes out to a decimal, round up at
.5 or higher and round down at |less than .5.

- Find the rent at that rank. Check to be sure it
covers the costs to operate the housing of the
agency. If it does, that can be the ceiling rent
for such units.

d. For any size of unit group that has 15 units or |ess,
find the 95th percentile by:

- Finding the unit size group with the greatest
nunber of units (e.g., 2 bedroomunits).

- Rank the rents from|owest to highest, with the
| onest being ranked 1.

- | f the nunber conmes out to a decimal, round up at
.5 or higher and round down at |ess than .5.

- Apply a unit size adjustnent factor to the rent at
that rank. (Unit size adjustnent factors can be
found in the March 15, 1989 Federal Register
notice (54 FR 10737) or Appendix H of the
Nonci ti zens Cui debook.

- Check to be sure it covers the costs to operate
t he housing of the agency. |If it does, that is
the ceiling rent.

QL7: When a PHA is establishing ceiling rents for a single
devel opnent or based on a group of conparabl e devel opnents
totaling 50 units or nore, does it have to have 50 units of
t he sane size?

Al7: There does not have to be 50 units in each bedroom si ze- -
just 50 total in the project(s).

REPORTI NG CEI LI NG RENTS TO HUD

QL8: Must a PHA report to HUD ceiling rent information for
i ndi vidual famlies?

Al18: A PHA nust enter the correct anount of the ceiling rent for
househol ds that pay a ceiling rent in the appropriate place
on the Fam |y Report, Form HUD 50058, that deals with
ceiling rents.

This Q8A supercedes the ceiling rent Q%As included in guidance
issued to HUD Field Ofice Public Housing Directors on July 26,
1996 (Questions and Answers on the January 26, 1996 Conti nui ng
Resol ution).



