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HUD to Pilot Small Area Fair Market Rents

By Jennifer Hill, Staff Writer, Novogradac & Company LLP

and Urban Development (HUD) will operate a small

area fair market rent (FMR) demonstration project for
its Section 8 Housing Choice Voucher (HCV) program in
selected metropolitan areas, the agency said in June. HUD
said it is now able for the first time to maintain and update
an FMR system for smaller geographic areas. The agency is
conducting the demonstration project and requesting com-
ments to determine the best way to implement a nationwide
small area FMR system for metropolitan areas.

B eginning in October, the U.S. Department of Housing

An area’s FMR is the amount needed to pay the gross rent
for a suitable rental unit. It is used to determine payment
standard amounts for the HCV program; to determine ini-
tial renewal rents for some expiring project-based Section
8 contracts; and to determine initial rents for housing as-
sistance payments contracts in the Moderate Rehabilitation
Single Room Occupancy program. HUD currently calculates
FMRs for all nonmetropolitan counties and metropolitan ar-
eas, which are composed of multiple counties.

Metropolitan-wide FMRs give voucher tenants freedom
to access the entire area, but because FMRs are set at the
40th percentile of the metropolitan rent distribution, certain
neighborhoods have few affordable units. The demonstra-
tion project is part of HUD's research into setting FMRs at
a more localized level, with the intended result of provid-
ing clients with access to a broader range of neighborhoods,
thus allowing them to move into areas with more employ-
ment, transportation and educational opportunities. HUD
also expects that transitioning to a small area FMR system
would prevent undue subsidy in lower-rent neighborhoods.

Using data that the Census Bureau collected during the first
five years of the American Community Survey (ACS), HUD
intends to calculate small area FMRs based on ZIP codes
that have sufficient rental units in metropolitan areas. HUD
says that using data collected in five-year aggregations for
areas with populations less than 20,000, rather than using
ACS data at one- or three-year aggregations, which it cur-
rently uses, will enable it to update FMR estimates in small-
er geographic areas.

Because the data is not expected to be released until later this
year, HUD is using data from the 2000 Decennial Census to
estimate the rent relationship between the Office of Manage-
ment and Budget-defined Core Based Statistical Areas and
each ZIP code within a given metropolitan area. Hypothetical
small area FMRs based on the current fiscal year 2010 FMRs
are available through HUD’s web site at www.huduser.org/
portal/datasets/fmr.html for illustrative purposes.

HUD said that the responsibilities of public housing au-
thorities (PHAs) that administer HCV programs are likely
to change with the implementation of a small area FMR sys-
tem. For example, small area FMRs will increase the number
of payment standards — the amount generally needed to rent
a moderately-priced unit in the local housing market — that
PHAs must determine. Small area FMRs may also reduce
the time needed to determine whether rents are reasonable
based on conditions and characteristics of units relative to
others in the area. However, HUD notes that the net effects
on PHAs are unclear.

PHAs that wish to participate in the demonstration project
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continued from page 1

must account for at least 80 percent of the voucher tenants in a
metropolitan area. If too many metropolitan areas volunteer,
HUD will select participant areas based on the following three
principles:
1.the area is large enough for the small area FMRs to result in
substantial variation in rents;
2. the greatest possible proportion of voucher tenants are served
by PHAs that are willing participants in the project; and
3.the local PHAs have demonstrated previous commitment to
set voucher payment standards at varying and appropriate
levels.

Before initiating the demonstration project, HUD is soliciting
public comment on a number of issues relating to small area FMR
implementation, including demonstration project eligibility cri-
teria and the potential administrative burden on PHAs. Written
comments must be received by July 19. Refer to the May 18 Federal
Register notice for further information about the topics and proce-
dures for submitting comments.

After HUD reviews all comments, the inaugural demonstration
projects are slated to launch on October 1, the effective date of fis-
cal year 2011 FMRs, with additional projects commencing before
the beginning of calendar year 2011. The demonstration project
will operate for approximately one year before HUD proposes
nationwide implementation. Provided the demonstration project
shows that HCV program operation using a small area FMR sys-
tem is feasible, HUD will roll out small area FMRs for all metro-
politan areas at a later date. Rents under any other HUD program
or other federal program will not be affected.$*

This article first appeared in the July 2010 issue of the Novogradac
Journal of Tax Credits.
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Notice pursuant to IRS regulations: Any U.S. federal tax advice contained
in this article is not intended to be used, and cannot be used, by any tax-
payer for the purpose of avoiding penalties under the Internal Revenue
Code; nor is any such advice intended to be used to support the promo-
tion or marketing of a transaction. Any advice expressed in this article
is limited to the federal tax issues addressed in it. Additional issues may
exist outside the limited scope of any advice provided — any such advice
does not consider or provide a conclusion with respect to any additional
issues. Taxpayers contemplating undertaking a transaction should seek
advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be
construed otherwise. Advice and interpretation regarding property com-
pliance or any other material covered in this article can only be obtained
from your tax advisor. For further information visit www.novoco.com.
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