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I. Purpose 

Section 3, a provision of the Housing and Urban Development Act of 1968, is intended to foster 

local economic development, neighborhood economic improvement, and individual self-

sufficiency.1 Section 3 requires that recipients of HUD’s housing and community development 

funds provide job training, employment, and contracting opportunities for low- or very-low income 

residents in their neighborhoods.2 Section 3 regulations set forth goals and priorities for hiring 

public housing tenants, homeless individuals, Youthbuild participants, and other low-income 

residents. Section 3 regulations also establish contracting goals for businesses owned by 

individuals in these groups.3 

Section 3 regulations generally apply to all HUD funds that public housing 

agencies (PHAs) receive for developing, operating and modernizing 

housing.4 In addition, Section 3 applies to certain HUD-funded housing and 

community development projects involving housing rehabilitation, housing 

construction, or other public construction.5 See Chapter 11 of this manual 

for more information about these federal housing funds. With certain 

exceptions, the contractors and subcontractors of the recipient agencies 

also are subject to Section 3 rules.6 

                                                      
1 Pub. L. No. 90-448, §3 (1968) (codified at 12 U.S.C. §1701u). 
2 12 U.S.C. §1701u(b). 24 C.F.R. §135.1 (2007). 
3 24 C.F.R. §§135.34, 135.36. 
4 24 C.F.R. §§135.3(a)(1), 135.3(a)(3)(i). 
5 For example, projects funded through Community Development Block Grant, HOME Investment 
Partnerships, Emergency Shelter Grant, and Housing Opportunities for People with AIDS funds. 
24 C.F.R. §§135.3(a)(2), 135.3(a)(3)(ii)(A). 
6 24 C.F.R. §135.3(a)(3)(ii)(B). 
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II. Responsibilities of the Recipient 

Each recipient of funds subject to Section 3 must comply with Section 3 in its own operations and 

ensure that is contractors and subcontractors are compliant.7 This responsibility includes but is 

not limited to: 

• Implementing procedures designed to notify people specified under Section 3 about 

training and employment opportunities; 

• Implementing procedures to notify businesses specified under Section 3 about 

contracting opportunities; 

• Notifying potential contractors for projects covered by Section 3 of their hiring obligations, 

and incorporating a Section 3 contractual clause in all solicitations and contracts; 

• Facilitating the training and employment of Section 3 residents and the award of 

contracts to Section 3 businesses by ensuring at least 30 percent of the aggregate 

number of new hires are Section 3 residents; 

• Cooperating with HUD in ensuring compliance of contractors and subcontractors, and 

refraining from entering into any contract where the recipient has notice that the 

contractor has been found in violation of the regulations; 

• Documenting actions to comply with the Section 3 requirements and noting impediments 

to compliance, if any.8 

In addition, HUD requires recipients of funds subject to Section 3 to file reports regarding 

compliance.9 PHAs must also make available, as a supporting document to the PHA Annual Plan, 

Section 3 documentation required by 24 C.F.R. Part 135.10 This documentation should include 

the information listed above and may also include any documents created by the PHA setting 

forth the agency’s Section 3 Plan. 

                                                      
7 24 C.F.R. §135.32. 
8 24 C.F.R. §135.32 (2007). 
9 Form HUD-60002 (6/2001), available at: 
http://www.hud.gov/offices/lead/library/lead/Section3_Form.pdf. 
10 Form HUD-50075 SA (4/30/2003) and HUD Notice PIH 2003-21, Deregulation for Small Public 
Housing Agencies (PHA) and Submission Requirements for New Small PHA Streamlined Annual 
PHA Plans (HA), Sept. 9, 2003, available at: 
https://portal.hud.gov/hudportal/documents/huddoc?id=DOC_8903.pdf. 

http://www.hud.gov/offices/lead/library/lead/Section3_Form.pdf
https://portal.hud.gov/hudportal/documents/huddoc?id=DOC_8903.pdf
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III. Current Issues in the Section 3 Program: HUD’s Proposed Rule 

HUD last updated its Section 3 regulations in 1994. These outdated regulations are vague in 

some areas are confusing for some PHAs, HUD grantees, and their contractors. On March 27, 

2015, HUD published a proposed rule updating HUD's Section 3 regulations.11 The proposed rule 

aims to promote compliance with Section 3 regulations, clarify Section 3 obligations, and 

strengthen HUD's oversight of the Section 3 program. As of this printing, HUD has not issued its 

final rule. The following are some of the more significant provisions of the proposed rule: 

• New Standard for Statutory Language: The proposed rule establishes a new standard for 

compliance with Section 3 hiring obligations. The new standard is “to the greatest extent 

feasible.” The proposed rule sets out a list of actions recipients must take to demonstrate 

that they have complied “to the greatest extent feasible” with Section 3 obligations. 

• Redefinition of the Term “New Hire”: The current rule states that 30% of new hires must 

be Section 3 residents. However, the rule does not specify how long the new hires must 

be employed. This allows contractors to let go of resident-employees after only a short 

period of time. The proposed rule redefines “new hire” as someone who works at least 

50% of the average hours worked for the specific job the person was hired for, for the 

duration of time that the work is performed on the project. For example, if a typical 

carpenter works 40 hours a week, then a Section 3 new hire must work at least of 

20 hours a week and for as long as a typical carpenter works at the project. 

• New Dollar Threshold: The dollar threshold of the current rule is $200,000. Under the 

current rule, once a recipient receives an aggregate of $200,000 of housing and 

community development assistance in a year, Section 3 obligations are triggered. 

However, some recipients applied this threshold on a per-project basis to avoid 

application of the rule. The proposed rule aims to eliminate this loophole and establishes 

a new threshold of $400,000. Section 3 obligations will now kick in if a recipient intends to 

allocate an aggregate amount of $400,000 or more to Section 3 covered projects 

(housing rehabilitation, housing construction, demolition, or other public construction), in 

a given annual reporting period. In the rule HUD notes that less than 5% of federal 

financial assistance is allocated to grantees that spend less than $400,000 on covered 

                                                      
11 A copy of the proposed rule is available at: 
https://www.federalregister.gov/articles/2015/03/27/2015-06544/creating-economic-opportunities-
for-low--and-very-low-income-persons-and-eligible-businesses-
through?utm_content=header&utm_medium=slideshow&utm_source=homepage. HUD published 
a minor correction to the proposed rule, which can be found at: http://www.gpo.gov/fdsys/pkg/FR-
2015-04-01/pdf/C1-2015-06544.pdf. See also National Low Income Housing Coalition’s summary 
of the rule at: http://nlihc.org/article/section-3-proposed-rule-be-published. 

https://www.federalregister.gov/articles/2015/03/27/2015-06544/creating-economic-opportunities-for-low--and-very-low-income-persons-and-eligible-businesses-through?utm_content=header&utm_medium=slideshow&utm_source=homepage
https://www.federalregister.gov/articles/2015/03/27/2015-06544/creating-economic-opportunities-for-low--and-very-low-income-persons-and-eligible-businesses-through?utm_content=header&utm_medium=slideshow&utm_source=homepage
https://www.federalregister.gov/articles/2015/03/27/2015-06544/creating-economic-opportunities-for-low--and-very-low-income-persons-and-eligible-businesses-through?utm_content=header&utm_medium=slideshow&utm_source=homepage
http://www.gpo.gov/fdsys/pkg/FR-2015-04-01/pdf/C1-2015-06544.pdf
http://www.gpo.gov/fdsys/pkg/FR-2015-04-01/pdf/C1-2015-06544.pdf
http://nlihc.org/article/section-3-proposed-rule-be-published
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activities, so the vast majority of funds will go to programs that must comply with 

Section 3. 

• Priority: The proposed rule will give priority to Section 3 businesses at housing and 

community development projects that retain a minimum of 75% of previously hired 

Section 3 residents. The projects must also provide a minimum of 50% of on-the-job 

training or apprenticeship opportunities to Section 3 residents. 

• Self-Certification: Some residents and businesses choose to self-certify that they qualify 

for Section 3 preference. The proposed rule now will allow recipients to accept these 

residents and businesses. The proposed rule also allows recipients to presume that the 

resident or business qualifies for Section 3 preference if they live in or are located in 

disadvantaged census tracts. However, recipients still must examine a portion of those 

that self-certify and verify that they comply with Section 3 requirements. 

• Penalties: The proposed rule establishes penalties for recipients that fail to submit 

Section 3 annual reports. Penalties include denying or withholding subsequent funds.12 

It is estimated that the changes in the proposed rule will create 1,400 more jobs for Section 3 

residents, and an additional $172 million a year will be directed to Section 3 businesses through 

HUD-funded contracts. However, Section 3 largely depends on oversight by local advocates in 

order to be effective. 

Advocates should meet with residents and community organizations to discuss how they can use 

Section 3 goals and preferences to increase employment and contracting opportunities for low-

income individuals and Section 3 businesses. This advocacy is particularly important when a 

housing authority is conducting a major project that could create many jobs for residents. 

Advocates should also work with recipients and monitor their compliance with Section 3. In 

addition to working with local partners, advocates can urge HUD to conduct compliance reviews 

and impose penalties where appropriate.13 

Disclaimer: Although Western Center on Law and Poverty strives to ensure that the information 

contained in this chapter is accurate and up-to-date, we make no warranties in that regard. 

Frequent changes in this area of the law can render some sections out of date. This Guide is not 

intended to be a substitute for independent legal research. (Updated 2016). 

                                                      
12 Id. 
13 Id. 


	I. Purpose
	II. Responsibilities of the Recipient
	III. Current Issues in the Section 3 Program: HUD’s Proposed Rule

