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November 19, 1976

MEMORANDUM FOR: Carter Transition Team

FROM ¢ Carla A. Hills

Attached are a number of papers which provide an
introduction to the Department of Housing and Urban
Development and to a number of the major issues which
the Carter Administration either must face or may choose
to take on during its first few months in office.

Attachment 1 is a collection of very brief papers on
important Departmental issues which must be or might be
addressed in the first few months of the new Administration:

A) how the Secretary of Housing and Urban
Development will fulfill his/her statutory authority
- to "exercise leadership at the direction of the President
in coordinating Federal activities affecting housing and
urban development":; 7

‘ B) what recommendations to make to Congress
regarding modifications in the Community Development Block
Grant Program, or in the formula by which funds are dispersed
under that program, and whether to propose to Congress a
countercyclical add-on to the program;

. C) - whether to seek an FY 1977 Supplemental Appropriation
for the Section 8 rental assistance and/or traditional

public housing program and, if so, whether to seek authority

to earmark any or all of these funds for special uses, such

as use by State Housing Finance Agencies;

D) whether to seek an FY 1977 Supplemental Appropriation
in order to implement the Congressional authorization in the
Energy Conservation Production Act to conduct a demonstration
(up to $200 million) for low-interest loans to homeowners
to make energy-saving home improvements;
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E) what additional steps, if any, to take to stem
the increase in assignment to HUD of mortgages on multifamily
housing progects,

F) whether to submlt to Congress for hearings this
spring a Housing Assistance Block Grant; '

G) what standards to promulgate in final regulations
for the selection of sites on which to locate subsidized

. housing projects;

H) what the final design of the public housing program
revived by the 1977 Apropriation Act should be; and

I) what organlzatlonal changes, if any, should be
made in the short run in HUD or involving HUD and other agencies.
i .

Attachment 2 is a brief chronology of major budget and
legislatlve activities for calendar year 1977. This listing
emphsizes the key milestones of annual authorization, appropria-
tion, budget and Departmental planning processes.

Attachment 3 describes the process by which the Department
is preparing extensive briefing books, which should also be
useful as reference books, for the new Administration.

Attachment 4 is a published summary of the 1977
HUD Budget as submitted by President Ford to the Congress.
The Budget summary contains brief descriptions and
‘histories of HUD programs and funding levels, which may be
of use to some members of the Transition Team depending
upon their degree of familiarity with HUD programs. A
cover memorandum sets forth briefly the Congressional
action on the FY 1977 Budget, indicating the funds actually
appropriated by Congress.

Attachment 5 is a copy of the Major Secretarial
Objectives of the Department's FY 1977 Operating Plan,
which sets forth the Department's'current'goals for the
fiscal year, and two cover memorandums summarizing our
performance in the fiscal year just ended and outlining
problem areas of the FY 1977 Plan.
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Attachment 1 (Issue A)
Interagency Coordination & Policy Development

The HUD Secretary has the statutory authority to "...exercise
leadership at the direction of the President in coordinating
. Federal activities affecting housing and urban development."”
42 U.S.C. §3533(b). ‘

A useful model in the use of this authority is the
President's Committee on Urban Development and Neighborhood
. Revitalization. In June, the President appointed Secretary Hills
chairman of this Committee which included 8 Cabinet members, 4
agency heads, 2 White House staff members, and, by invitation,
the chairmen of 2 independent regulatory agencies. On October
21, the Committee presented an interim report to the President.

The interim report artlculated the following set of principles
to gulde Federal urban policy:

-- The preservation of the Nation's housing stock,
- the restoration of the vitality of its urban
neighborhoods, and the promotion of healthy
- economic development for its central cities must
become a national priority, to be met by a creative
partnership between the public and private sectors..

. == Federal resources must be targeted to the areas
of greatest need, recognizing the disproportionate
social and economic burdens borne by individual
communities or classes of citizens.

-- The delivery of Federal assistance to urban areas
must be made more efficient. The Committee
recommends expansion of the use of block grants
in providing Federal assistance to urban areas,
because block grants are more efficient, more
responsive to local needs, and ultimately more
democratic methods of aiding the cities than the -
massive categorical programs of the 1950's and 1960's.

-- In moving towards block grants, electoral responsi-
bility for the use of Federal funds must be established,
citizen participation and a role for neighborhood
groups must be assured, the rights of minorities
must be protected, and the capacity of local and
state governments to administer their block grants
should be improved. Finally, block grants should be
structured to facilitate their creative combination
at the local level with other sources of public and
private funds. e



On the basis of successful experiences with recent Federal
block grant programs, the report recommended the consolidation
of other existing categorical programs into block grants in
several broad areas of Federal assistance, including:

-- housing subsidies

-- urban surface transportatlon,
-- health services;

-- and education.

The Department has developed a housing assistance block
grant proposal which is discussed in issue paper (F). DOT
and HEW, also have developed their block grant proposals
at least in broad outline form.

~The Committee's other recommendations included:
-

== A comprehensive review of present Federal aid
formulas to determine their impact on "declining”
cities and the the states in which they are located.
The Department's implementation of this recommendation
in proposed changes to the community development block
grant allocation formula is discussed in issue paper

(B).

-~ A review of Federal tax polcies with a view

' to providing greater incentives for the preservation
and rehabilitation of urban homes and buildings and
for business investment in urban areas with high
unemployment.

~-- An aggressive search for new means of increasing
private sector employment opportunities for inner-
city youths. Several specific programs were suggested
including the provision of relocatlon assistance as
an adjunct to job training.

-~ A stand-by program of countercyclical block grant
assistance to areas with high unemployment.
A proposal for a program of Eountercyclical
block grant assistance as a supplement to
the community development program is discussed
in issue paper (B).

~- Legislation to allow nonjudicial foreclosure of
Federally insured properties to reduce the incidence
of boarded-up housing. This legislation has already
been prepared by HUD and the Department of Justice.

-- Vigorous enforcement of the Home Mortgage Disclosure "
’ Act of 1975 and the Equal Credit Opportunity Act i



amendments of 1976, with a view to eliminating "redlining.
HUD's Office of Policy Development is undertaking

a program to identify and disseminate innovative
local uses of mortgage disclosure data and, in the
process, to assess statutory and administrative
impediments to its successful use particularly by
local governments. This study will be completed by
early summer. ‘

Expansion of the Urban Homesteading program.

The program was recently expanded from $5 to 11.25
million in homestead proverties. Suggestions for
further expansion include an annual program level

of $15 million, provision of technical assistance to
participating local governments, inclusion of VA
properties, applications to small multi-family
projects or city acgquired dwellings.

The new Administration should determine quickly whether it

intends

to continue or suspend on-going work in this and other

agencies to develop proposals implementing these recommendations.

The Committee agreed to an ambitious future agenda which

includes study of the public and private roles in:

——

Improving the commercial and industrial bases
of our cities, particularly in the Northeast and
North Central regions: :

The complex inter-relationshio between the center
cities and the larger metropolltan areas in which
they are located;

Reversing relghborhood decline, with a particular
empha51s on the role of neighborhood organlzatlons
in preservation strategies;

Improving the linkages between Federal assistance ‘
programs which provide funds to different recipients
for similar purposes; and

Meeting the needs of fast-growing cities to anticipate
the plan for future growth patterns and public service
needs. :



HUD's Office of Policy Development has begun developing
a work-plan for implementing this study agenda, but that
- activity has been suspended pending the transition. The
new Administration should determine whether that work-plan
should be continued and, if so, whether in HUD or on an
inter-agency basis.

Finally, the Committee recommended a close working
relationship between an Executive branch Urban Development
and Neighborhood Preservation committee and the proposed
National Commission on Neighborhoods, the creation of which
the President's Committee supported. The new Administration
must decide whether to carry this work forward by continuing
a cabinet level committee on the cities and/or by supporting
legislation introduced in Congress last year to establish
a. two-year National Commzssmon on Neighborhoods.

- \
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Attachment 1 (Issue B)
Modifications in the Community
Development Block Grant Legislation

Fund Allocation Issues

Background

Title I of the Housing and Community Development Act
requires that the Department conduct a study of the Community
Development Block Grant funding mechanism and report its
findings and recommendations by March 31, 1977. The Department
will deliver this report by December 31, 1976, as part of
the FY 78 Budget process. Preliminary flndlngs from the
Department’'s fund allocation study indicate that the categorical
funding approach was not highly correlated with either the
needs or the capacities of recipients. While the present
formula is substantially better, it, too, is unresponsive to
non-poverty related dimensions of need, such as the high cost
of maintaining an aging physical infrastructure. Primarily
because poverty data is used in the formula, the current
funding mechanism seems to favor the South over the Northeast
and Northcentral regions and outlying areas over central cities.

Hold-Harmless Phase-Out

Another formula issue is presented by the need to bring
communities being "held harmless" (receiving funding based
on their level of participation in the superseded categorical
programs) down to their formula share amounts. A phase-out
of hold harmless is to begin in FY 1978 and to be completed
by 1980. Depending on funding levels this phase down will
mean that about 187 "hold harmless" cities will receive less
than they had received under the prior categorical programs
by 1980. In addition, over 700 other, smaller cities which
have been "held harmless" at their prior program levels
will be phased~-down to a zero entitlement and only be eligible
for discretionary grants. Extension of "hold harmless"
coverage is difficult to justify, however, in the face of
study findings that the prior funding upon which it was
based, is both arbitrary and inequitable.

Formula Changes

Substituting "age of housing stock" (units built in
1939 or earlier) for overcrowded housing as a formula factor
substantially improves the CD formula by: (1) making the
formula distribution more responsive to needs; (2) helping
diminish the "hold harmless" problem by giving more formula

.
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funds to many cities who received a larger share of funds
under prior programs; and (3) swinging more funds to the
older, declining cities, which are generally viewed as
suffering fiscal hardships.

Including age of housing in the formula results in a
small reduction in discretionary funds available for the
non-entitled cities and creates a new losing class of cities.
Assuming a consistent level of funding, 92 of the 335 cities
receiving more block grant funds than they received under
the prior categoricals would receive less funds undexr the
new formula in FY 1978 than they will receive under the
current formula in FY 77. This result remains even with a
sizeable increase in appropriations.

Countercyclic .l Component

One option under consideration by HUD is a supplemental
"allocation of CD assistance to large cities and counties :
having very high unemployment rates. In this way, an existing
program and funding mechanism could be used to assist these
needy cities. The use of such a secondary funding mechanism,
based on unemployment, may serve as a suitable alternative
to continuation of "hold harmless," since at a $1 billion FY
78 funding level it would reduce the number of hold-harmless
losers with populations over 100,000 to 10. It also assists
most of the cities that experience a formula entitlement
.reduction as a result of the proposed formula change.

Change in Entitlement Criteria

The statute currently provides entitlement grants to
all central citieg of SMSAs, other cities over 50,000
population, and Urban Counties with community development
and housing powers which have at least 200,000 population.

The number of entitlement communities could be increased
by decreasing the population to as low as 25,000 for cities
and 50,000 for Urban Counties. Expanding the entitlement
definition provides funding to a number of communities which
otherwise would have to compete for discretionary funds.
However, there are serious questions about the capacity of
smaller cities and, without increased appropriations, available
resources would be spread too thinly to be used effectively.
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Funds for Smal;VCommunities

The present block grant funding formula leaves about
$250 million to be distributed, at the discretion of the
Department, to non-metropolitan communities. An additional
$80 million is available for small cities' (under 50,000
population) within SMSAs. Competition for these discretionary
funds has been sharp. For example, 5,248 communities sought
FY 1976 non-metropolitan funding, but only 1,403 received
assistance. The resulting proliferation of recipients
through provision of very small grants has created an operating
burden on the Department and funding of very small towns ‘
(some. below one thousand population) has put HUD in areas
traditionally served by the Department of Agriculture.

Among the major options the Department hastexplored
are:

(1) State administration of discretionary grants would -
provide significant administrative efficiencies
but has so far proved unpopular with the Congress.

(2) Setting a minimum population level for CDBG
participation could mitigate the problem but would
require implementation of a separate rural development
block grant program through another delivery
mechanism such as the Department of Agriculture.

Conflicting CDBG Purpbses

' The requirement that applicants provide a certification
that maximum feasible priority is being given to activities
which will benefit low~ or moderate-income families or aid
in the prevention or elimination of slums or blight (contained
in Section 104(b)) has been the source of some controversy.
Some contend that aid to low- and moderate-income persons
should be the sole purpose of local CD programs, while
others defend a wider range of activities aimed at blight or
designed to "promote viable communities.” This recurring
debate appears at least partly rooted in the ambiguity of
- the statutory purposes.



Eligible Activities

One place in which theyquestion of statutory purposes
may have a practical impact is in the area of CD eligible
activities. Two principal issues have arisen.

(1) .

(2)

There has been considerable confusion over the
guestion of what public service costs should be

‘eligible. Options include eliminating all services,

which may be too constraining; having a percent
of grant cap on services; or making all services
eligible, which could change the CD program's
present focus on development rather than fiscal
relief. ‘

If the purpose of the CD program is devélopment,
it may be appropriate to extend eligible activities
to economic development which clearly must be a

part of local community development strategies.

Expansion of eligibility to economic development

‘activities may cause an overlap with EDA programs,

but if community and economic development assistance
are delivered together, both may be more usable

by local governments. The proposed change also
could further stretch scarce CDBG resources and
could further vitiate CDBG's focus on serving
low~1ncome families.
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Attachment 1 (Issue C)
Possible Subsidized Housing
Supplemental Appropriation

For the reasons set forth in this memorandum, the
funds appropriated for subsidized rental housing in
FY 1977 will support a program of 270,000 to 300,000 ,
units rather than 400,000 units proposed in the President's
FY 1977 Budget submission. The new Administration will
face the question whether to seek an FY 1977 Supplemental
Appropriation for Section 8 or Traditional Public Housing
in order to increase the size of the program.

© The FY 1977 Budget submitted to Congress in January
of this year requested $850 million in new contract authority
~and $16,527.9 million in Budget authority (long-term run-
out cost) for assisting the development, modernization and
acquisition of low income rental housing. These estimates
were based upon the assumption that Section 8 program :
activity would total 400,000 unit reservations for FY 1976
3nd the transition guarter, with another 400,000 being
committed during FY 1977. No new commitments for public
housing were assumed beyond an additional 6,000 units of
Indian housing. Finally, of the $850 million requested in
‘new contract authority, the Budget proposed that only
$20 million would be used for modernizing existing public
housing projects.

~ In the ensuing legislative process, contract ‘authority
was cut to $675 million and budget authority was reduced.
"to $14,870.4 million. More importantly, a number of
Congressional mandates were included in both the appropria-
tion language and the accompanying report language, which
further exacerbated the dollar reductions in terms of the
number of units that actually could be approved. For
example, $120 million of the $675 million was earmarked for
public housing of which $85 million must be used for new
construction. This and the requirement that Section 8
contract authority be used in the proportions set out in
the Housing Assistance Plans (57% new and substantial rehabilita-
‘tion and 43% existing) has the effect of further reducing
the total number of units that can be approved, since new
construction is substantially more costly per unit than
existing housing in terms of both contract authority and
budget authority. In addition, modernization was earmarked
at $35 million rather than the $20 million proposed.

i
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Funds available for FY 1977 were further reduced
because Section 8 program activity for FY 1976 and the
transition quarter exceeded the 400,000 unit goal by
approximately 90,000 units. This reduced the potential
FY 1976/TQ carry-over balance of contract authority which
would have been available for use in FY 1977 from more
than $300 million to $150 million.

Although the net impact of these and other actions
is still being analyzed, it is anticipated that the total
number of Section 8 units that can be approved in FY 1977
will be between 240,000 and 270,000. Traditional public
housing will add 30,000 units, bringing the total for FY 1977
to between 270,000 and 300,000 versus the initial Section 8
Budget estimate of 400,000 units. ,

If the new Administration seeks a Section 8 Supplemental,
it will also have to decide whether to seek authority to .
éstablish special programs with the contract and Budget
authority. The State Housing Finance Agencies, for
example, have sought a special set-~aside for their projects.
The per-unit budget authority required must be doubled for
each unit to be financed by a State Housing Finance Agency
because the term of the subsidy contracts provided those
agencies is longer (40 years) than the 20 year contracts
offered to private developers.

-

»
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Attachment 1 (Issue D)
Title IV Energy Conservation Production Act

Public Law 94-385 amends Title V of the Housing and
Urban Development Act of 1970 by adding Section 509 which
authorizes the HUD Secretary to "undertake a national demon-
stration program designed to test the feasibility and
effectiveness of various forms of financial assistance for
encouraging the installation or implementation of approved
energy conservation measures and approved renewable-resource
energy measures in existing dwelling units.”

The Office of Policy Development and Research is currently
preparing a Reguest for Proposals from various organizations
where the contractor shall develop alternative programs and
implementation procedures for each of three prospective
appropriation levels of:

- Level 1 - - $ 10 million
Level 2 - $ 50 million
Level 3 - A $200-million

From the results of this contract it is expected that
the Secretary will have a much better understanding of the
effectiveness of the various amounts of appropriations.

It is expected that the contract will be completed by
approximately April 15, 1977, and a recommendation on
appropriation levels should follow shortly.

The RFP containing more detail will be ready within the
week and available for your use thereafter.
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Attachment 1 (Issue E)
Multlfamlly Mortgage A331gnments

Many FHA insured multifamily projects are experiencing
severe financial difficulties. For example, of approximately
7,000 such mortgages, 333 were in default and 868 in
assignment as of June 31, 1976. These subsidized mortgages,
insured principally under Sections 236 and 221(d) (3), represent
a potential financial liability to the FHA fund of approximately
$10 billion. :

The primary reason for the difficulties encountered
by these projects is that the incomes of their low and
moderate income tenants have not kept pace with rapidly
escalating operating costs, particularly the high cost of
fuel and property taxes. The multifamily subsidy programs
preceding Section 8 involved subsidies that did not vary
to reflect growing disparities between tenant incomes and
operating costs. As a result in 1975, 64% of the non- elderly
families in Section 236 projects were already paying more
~than 25% of their income in rent and 18% were paying more
than 40%. Many of these tenants have reached the limit of
the ability to incur further rent increases, no matter how
necessary those rental increases may be to the continued
viability of the projects in which they live. And, because
of location or amenities, low-income families may be these
projects' only market. Future substantial increases in fuel
costs and property taxes would exacerbate these problems
even further. .

The problems of some of these projects also arise,
in part, from the fact that during earlier periods when
production was a paramount goal, operating expenses were
sometimes deliberately understated to make projects
"feasible" and thus eligible for mortgage insurance.

The Department has placed a high priority on maintaining
this subsidized housing stock for its intended low and
moderate income tenancy -- but the problems are profound.
Many projects simply do not generate enough income to pay
their debt service and expenses; in some cases the projects
do not even generate enough revenue to pay their operating
costs. :
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Various steps have been considered to stem the tide
of assignment of multifamily project mortgages. Some of
these are described below:

1. The Section 8 LM Program. In FY 1975, the
Department designated 100,000 units of Section 8 subsidies
to be used in troubled HUD insured projects. This
subsidy provides the difference between 25% of an eligible
tenant's income and the rent necessary to support the unit.
The program provides assistance to tenants already in place
but unable to meet the burdens of higher rents and also
provides owners with a subsidy to entice families into
vacant units in projects where vacancies are becoming a
significant factor in meeting operating costs. The program
has allowed many projects to increase rents without losing
entirely the market for which they were intended. By
stabilizing project finances, the subsidy should serve to
reduce assignments and keep many projects viable housing
resources for lower income families.

Initial sampling indicates that Section 8 subsidies
have gone to projects with serious default histories,
high vacancy rates, or very high rent to income ratios.
In many cases, the grant of the subsidy has been conditioned
on the effectuation of necessary repairs or management
changes. The device has its limitations, however. PFirst,
the use of Section 8 funds in this way makes them unavailable
for other purposes such as new construction or "finders
keepers" existing subsidies. Second, since many unsubsidized
FHA insured projects have rents higher than local Fair Market
Rents, the Section 8 subsidy is not useful in those projects.
Third, Section 8 is only available to tenants with incomes
less than 80% of the median, hence tenants above that income
range could be faced with rental increases they may be unwilling
or unable to absorb, reducing economic 1ntegratlon in an
assisted project. A

S 2. Operating Subsidies. An alternative to subsidies
to individual residents 1is an operating subsidy to the
project. The 1974 Housing and Community Development Act
authorized operating subsidies for Section 236 and HUD has
been ordered to implement this operating subsidy provision
in several judicial proceedings. This operating subsidy
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mechanism has several serious limitations, however. First,
it is available only to Section 236 projects which represent
a limited portion of the projects in trouble. Second, the
funds currently available for operating subsidies are
relatively limited, although appropriations could be

sought to make the program more viable. Third, an

operating subsidy such as that provided for Section 236
projects runs the risk of providing a windfall to some
projects which have no need for such assistance. Finally,
the 236 operating subsidy provision only accounts for utility
and local property tax costs, and vitiates the incentives

- for the project to limit utility costs or for local
governments to grant any tax benefits to assist the project.

3. Balloon Payment Mortgages. In addition to increas-—
" ing a project's income, HUD could also seek ways to decrease
the project's costs. An example of such a mechanism is the
"balloon mortgage” seriously considered by the Department in
1975 and presented as an option to OMB in October of that
year. A "balloon" mechanism would allow a project to pay .
only that part of its debt service which it could afford and
to balloon the remainder of the mortgage service to the end
of the mortgage term. The program envisioned would have.
given non-profit subsidized projects one chance to prove
themselves viable at a more realistic debt service.

~ The balloon option would require HUD to accept assignment
of the project mortgage and to pay out an insurance claim,
s0 that HUD could then act as mortgagee and reduce the debt
gservice on the project. Although the insurance funds would
have to pay the claim, they would retain the mortgage as an
asset.

This program had serious drawbacks. First, the balloon
mortgages would be unmarketable so there would be a significant
" cash drain on the insurance funds. Management of the assigned
mortgage would be a major administrative problem. Also,
because of the generous benefits being realized, there would
be a danger of a stampede of projects to take advantage of
the forbearance and balloon relief. Finally, HUD often
would be forced to absorb the entire outstanding balloon
payment at the end of the mortgage period because it represented
more than the project was worth at that time. But even if
the balloon device merely delayed the inevitability of a
default on the mortgage principal until the end of the
mortgage term, at least it would have retained the project
in the private stock of subsidized housing for that mortgage
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time. Also, substantial safeguards were built in to the
"ballooning" proposal to prevent the most obvious potential
abuses. ‘ ‘ .

4., Foreclosure and Sale. The Department has been
engaged in a moratorium on foreclosures of assigned projects
in which the assignment was not the fault of the project
sponsor. This moratorium has resulted in the Department
acquiring a substantial portfolio of assigned multifamily
mortgages. An alternative strategy would be for HUD to
accept assignments, rapidly foreclose, and then dispose of
the project in conformance with whatever balance between
protecting the tenants and protecting the insurance funds
the Department believes to be appropriate. The guestion of
disposition of multifamily projects is beyond the scope of
"this paper, but the option of massive foreclosures is
nonetheless available. It has been rejected by this Department
to date as inappropriate in view of our responsibility to
+#he tenants of existing subsidized projects.
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- Attachment 1 (Issue F)
Housing Assistance Block Grant

- The Department has prepared staff papers outlining a
Housing Assistance Block Grant (HABG) proposal, which would
consolidate into one funding mechanism, several of the
present Federal assisted housing programs. States and large
cities which currently receive Community Development Block
Grant (CDBG) funding would be entitled to a formula-determined
grant of budget authority (long~term funding) which they
could use to finance, develop, operate and maintain subsidized
housing or to provide assistance directly to low-income
families through a housing allowance program.

; The concept of a housing block grant program is not a
new one, having been introduced in Congress as early as _
1973, but Federal budgetary procedures and lack of experience
with block grants doomed those early proposals. The advent
“0f the budget authority concept has solved the problem of
providing local governments with the long-term commitment of
- funding necessary for housing and CDBG has proven the
viability of the block grant idea. And, there has been
growing recognition of the need for giving local governments
greater control over the application of Federal funds within
their borders to assure better inter-program coordination,
to increase citizen participation in decisions as to the use
of those Federal resodurces, and to guarantee that” Federal
funds are spent in a way clearly suited to local needs and
condltlons.

With the requirement that a community prepare a Housing
Assistance Plan to receive its CDBG funding, the Congress .
already has attempted partially to transfer authority for
assisted housing to local governments. However, the responsi-
bility for design and delivery of assistance has been left
with HUD, semi-autonomous public housing agencies and private .
builders. A housing block grant program is the next logical
step in vesting in local and state governments a meaningful
role in planning for and providing housing assistance.
However, because of differing levels of capacity among local
and state governments, adequate technical assistance and a
reasonable transition period will have to be provided.

HUD would -allocate funds, monitor and audit the performance
of the entitlement entities, provide technical assistance
and ensure the enforcement of major national goals such as
assuring non-discrimination. And, the Department would
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continue to provide FHA insurance for newly constructed or
substantially rehabilitated housing on an actuarially sound
basis to facilitate the financing of low-income housing.

But state and local governments would decide on the mix of
housing programs which would be provided in their communities.

Housing Assistance Block Grants are consistent with a
welfare reform proposal to provide a minimum income to needy
families. Many housing assistance needs will remain unfilled
even with such an income maintenance strategy, and a housing
supply side program will remain necessary. Moreover, .
housing is not only an income problem, but also has serious
community and economic development implications. An HABG
program treats housing as a neighborhood and community
development issue. Such a program would give governors and
mayors the resources to undertake coordinated. and comprehensive
physical development strategies, which necessarily include
dow-income housing, free of the complex constraints and
"red-tape" of current housing programs. ,

'Among the most serious issues posed by the movement
towards a block grant mode of dellvery for housing assistance
include:

-  The appropriate formula for allocating,aVailable
resources to entitlement governments. .

-~ The administrative inter-relationships between the
CDBG and HABG programs in terms of application
procedures, monitoring responsibilities, etc.

- Whether direct loan programs such as Section 202
elderly housing or Section 312 rehabilitation loans
should be maintained as separate assistance programs.

A detailed policy paper outlining the proposed operation
of an HABG program and the outstanding issues is in draft
form and will be completed in January. Legislative drafting
has already begun and research on potential allocation
formulas is nearly complete. There also have been discussions
‘of the proposal with staff at OMB. Thus, should the new
Administration choose to do so, an HABG proposal could be
presented to the Congress by early spring.
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Attachment 1 (Issue G)
Site and Neighborhood Standards
for Assisted Housing

The Department is now in the process of reviewing its
standards for the acceptability of proposed sites for low-
and moderate-~income housing projects to be assisted under
the HUD subsidized housing programs (such as the Section 8,
Section 202, Section 235, Section 236 and Low Rent Publie
Housing Programs). The major problem areas include the
criteria for projects located in 1) areas of minority
concentration, 2) racially-mixed areas, and 3) areas with
an undue concentration of other assisted housing. The
Department's present intention is to publish within the next
month a Notice of Proposed Rulemaking to seek public comment
on draft site and neighborhood standards. The new
Administration would then be in a position to analyze the
substantial public comments likely to be received and to
publish final standards.
-

One major issue which site-selection standards must
address is under what circumstances, if any, subsidized
housing may be located in areas with a substantial concentra-
tion of racial minorities. The policy which the standards
should serve may simply be to ensure that people of all
races have a variety of housing opportunities available ’
to them. If comparable housing is available to minorities inside
and outside an area of racial concentration, so that a minority
family has the option to live outside an area of minority
concentration, then the policy of insuring housing opportunities
on a nondiscriminatory basis is satisfied. If the policy

to be served is to achieve integration, more restrlctlve

" standards may be necessary.

Site-selection criteria also must deal with the problem
of areas with a significant concentration of lower-income
families in assisted housing. Stringent criteria can be
sought to avoid congregating large numbers of problem poor
families in particular neighborhoods -- since such congregations
not only can create anti-social cultural environments but
.also can lead to serious management and vandalism problems
in the assisted housing stock as well as to a deterioration
of surrounding nelghborhoods.

On the other hand, such areas may be particularly susceptible
to renewal programs of which assisted housing is an integral
part. And, in some older cities, all neighborhoods containing
sites for new housing construction may be impacted with lower-
income concentrations, but the need for housing persists none-
theless.
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The Department first developed site selection standards
for low-rent public housing in 1968, under the authority
of Title VI of the Civil Rights Act of 1964. The policy
was simply to avoid sites in areas of racial concentration
unless no acceptable alternative sites outside such areas
were available.. Between 1969 and 1970 the Department
modified its site selection system to reflect the
requirements of Title VIII of the Civil Rights Act of
1968 (Section 808) that the Secretary administer HUD
programs "in a manner affirmatively to further the
policies of this Title.” The new guidelines provided
criteria for approving sites for both public housing
and FHA-insured assisted housing (primarily Section 236).
Factors included not only the question of minority o
concentration, but also the overall need for the proposed
housing project, the availability of community services, the
undue concentration of subsidized units without regard to
racial concentration, the environmental impact of the
project, the availability of minority job opportunities, :
the capacity of the sponsor and guality of the prospectlve '
management of the pro;ect.

Publication of new site criteria was hastened by
the 1970 Third Circuit Court of Appeals decision in
Shannon v. HUD that the Department "must utilize some
institutionalized method whereby, in considering site
selection or type selection, it has before it the relevant
racial and socio-economic information necessary for compliance
with its duties under the 1964 and 1968 Civil Rights Act."
Observing that desegregation is not the only goal of the
‘national housing policy, the Court left room for HUD to
approve proposals which might add to racial concentration
in "instances where a pressing case may be made for the
rebuilding of a racial ghetto," so long as HUD carefully
weighed the alternatives and made an informed judgment
that "the need for physical rehabilitation or additional
minority housing at the site in question clearly outweighs .
the dlsadvantages of 1ncrea51ng or perpetuating racial
~ concentration."” -
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After another court case regarding discriminatory
site selection in Chicago (Gautreaux v. Romney), the
Department in January 1972 published a revised Project
Selection Criteria which established a formal system
for evaluating proposed sites for assisted housing.

- The criteria prohibited locating a project in an area of
minority concentration, unless the project was necessary

- to meet an "overriding need" (undefined) for housing in
the area or "sufficient and comparable” (also undefined)-
opportunities for assisted housing existed outside of
areas of minority concentration. In particular, HUD
offices simply approved a project outside an area of
racial concentration at the same time as approving one -
inside such an area. On the basis of Shannon, rehabilita-
tion projects were exempted from these criteria.

- The Section 8 rental assistance program, enacted as
part of the Housing and Community Development Act of 1974,
states as statutory purposes the "reduction of the
isolation of income groups within communities and
geographical areas" and the "spatial deconcentration

of housing opportunities for persons of lower income"
(Section 101(c)(6)). The Act requires that a community,
‘as a condition to receiving its Community Development
Block Grant, prepare a housing assistance plan (HAP),
which must identify the general locations of proposed
housing for lower-income persons, with the objective of
"promoting greater choice of housing opportunities and
avoiding undue concentrations of ‘assisted persons in areas
containing a high proportion of low income persons"”
(Section 104 (a) (4) (c)).

The site-selection standards now being used for the
Section 8 program allow new construction in an area of
‘minority racial concentration when sufficient and comparable
‘opportunities are available outside the area of concentration.
Section 8 projects may be located in racially-mixed areas
only if the project would not "tip" the neighborhood
by significantly increasing the proportion of minority to
‘non-minority residents in the area. Only general language
requiring that site selection decisions further the
objectives of the civil rights laws constrains the location
of Section 8 substantial rehabilitation projects, although
in practice field offices apply the same criteria as for new
. construction. Section 8 existing housing is not subject to
site~selection standards because that program is based on a
shopping or "finders-keepers" principle under which families
select the location of their own housing.
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With respect to avoiding concentrations of low-income
persons in assisted housing, the site selection standards
used in the Section 8 program for both new construction and
substantial rehabilitation simply repeat the statutory
objective of avoiding the placement of assisted housing in
such areas.

Our experience indicates the need for a uniform set
of site and neighborhood standards which clearly articulate
requirements for the location of assisted housing.
Inconsistent decisions among HUD field offices have resulted .
from the lack of a simple set of criteria, and the
ambiguity of current requirements.

There is a question concerning whether to exempt or
impose a different ~-- presumably a lesser -- standard for
substantial rehabilitation projects, as opposed to new
construction. The goal of rehabilitating blighted, abandoned
or substandard dwellings in central city areas where low-
income families live and preservating existing neighbor-
hoods must be weighed against the goal of expansion of
housing opportunities outside of areas of minority or
subsidized housing concentration.

The f1nal tension lnherent in the site selection issue
is the role of Federal and local government in balancing the
competing interests, and determining sites for assisted
housing. While the Federal Government has an historic role
in assuring the rights of minority and lower income families,
local governments have been given an increasing role in
determining the use of Federal funds within their jurlsdlctlons.
Local officials have the greatest capacity for assessing
local needs, coordinating the impact of differing Federal
programs on those needs, leveraging public and private
resources and responding to public concerns. These factors
all militate in favor of a greater local role in siting
assisted housing -- although that role potentially competes
with Federal deconcentration objectives.
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Attachment 1 (Issue H)
Design of the Public Housing Program

On November 18, 1976, the Department published in the
Federal Register a Notice of Proposed Rulemaking (copy attached)
- for the Traditional Public Housing Program reestablished by

the Housing Amendments of 1976 and the HUD-Independent
Agencies Appropriation Act for 1977. The Notice states that
interested parties are invited to submit written comments
and suggestions regarding the proposed rule by December 20.
After comments are received, the Department will analyze
"them and publish a final rule. Our current intention is to
publish a final rule in mid-January so the program can be
implemented as soon as possible. However, if this date
slips, the new Administration will want to issue the final
regulation during its first few weeks in office. If the
regulation has been issued before the turnover, the new
Administration will want to consider whether to modify it in
any respect,

There are several significant issues which must be
addressed in designing the program. The first issue is
whether the regulation will state a requirement, a preference
or neutrality as between family and elderly housing.
Historically, Public Housing Authorities have preferred to.
build housing for the elderly because it is easier to manage
and more popular in the community, and our limited program
experience to date with the Section 8 new construction
program suggests that it too is generally serving the elderly
better than large families. 86% of the units moving to start
of construction in 1976 and the Transition Quarter were for
elderly housing. The regulation published for comment
requires that public housing funds be used to meet the needs
of household types in. the jurisdiction of the Public Housing
Authority whose needs are not being met proportionately to
their share of total housing needs in the Housing Assistance
Plans prepared as a prerequisite to receiving a Community
Development Block Grant. Thus, for example, if a community's
Housing Assistance Plan shows a goal of 1,000 units of
housing for the elderly and 1,000 units of housing for large
families and if all 500 Section 8 units funded thus far have
been for the elderly, then the Public Housing Authority

would be required to use its public housing funds for projects
for large families. In the unusual situation where Section 8
is meeting the needs of large families better than the needs
of the elderly, the public housing funds would be used for
housing for the elderly.

A second important issue is whether to express a
preference as between development methods. One method is
the so-called "turnkey" method under which the Public Housing
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Authority would select a site and advertise for proposals
from developers. The developer selected would then build
the project and turn it over to the Public Housing Authority.
The other method is the conventional competitive-bid method
under which the Public Housing Authority would not only
select the site but would also do detailed development work
on the project. The Department's experience has been that
the turnkey method produces housing more rapidly than the
conventional competitive-bid method. The Department also
has data indicating that turnkey housing is less expensive
on a per-unit basis, although there are differing opinions
within the Department and among Public Housing Authorities
on this point and with respect to Wthh method produces '
higher quality hou51ng

The regulation published for comment requires the use

- of the turnkey method unless a Public Housing Authority can
-demonstrate to the satisfaction of the HUD field office in
its area that total costs, including administrative costs of
the conventional method, would be less than the cost of the
turnkey method.

A third substantial issue is what requirements to
impose regarding the financial feasibility of a proposed
project. Operating subsidies for public housing have climbed
rapidly in recent years, are expected to total $576 million
in FY 1977, and will rise to more than $1 billion in 1981.
The regulation published for comment requires that the
Public Housing Authority demonstrate that the project can be
operated for at least five years without an operating subsidy,
a requirement which may be unrealistic, particularly in light
of the regulation's emphasis on scatter-site housing, which
tends to have hlgher operatlng costs.

A closely related questlon, which will be addressed in
a separate regulation still in Departmental clearance, is
what guidance the Department should give to Public Housing
Authorities regarding tenant selection policy. The
Department s tenant selection policy may result in a better
income mix, higher rent receipts, and thus less need for
operating subsidies.
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"4, Section 841.109 requires that the
d&sis:n of the project must as a minimum
comply with HUD Minimum Property
- Standards or HUD Minimum Design
" Standards for Rehabilitation for Resi~

- dential Properties, as applicable. In ad~-
-~ dition, consistently with Section 6(b) of

'the Act, projects shall include the speci-

. fled standards designed to reduce opera-
~tion and maintenance costs angd to pro-
“mote the well-being of tenants.

5, Sections 841.111 through 841.113 set

Notice is hereby given that the De- ' gorih the process for notification by the

artment of Housing and Urban Devel-
o proposes to amend 24

CFR, Chapter VIII by adding a new Part

C " 841, Traditional  Public Housing Pro-."

The U.8. Housing Act of 1937
- €Acet), as amended, authorizes HUD to
pmvide financial and technical assist-
“ ance for the development and operation

- . -of low-income housing projects and pro-
“yides that not less than a specified

" arnount of such assistance be made avail-
‘gble to assist in financing low-income
" housing projects for ownership (other

- ¢than under Section 8 of the Act) by Pub-

#

o Yec Housing Agencies (PHAs). Title 24,
©T L <part 275, except for § 275.8, will be can~
" .rcelled upon publication of this Part as -

> g final rule, and the Appendix on proto-

o typo cost in Part 275 will be transferred
“'~ to this part. Subpart A sets forth the gen-
. eral requirements and the basic policies

* for the development of projects by a.

. PHA. Subparts B and C set forth the

" procedures for construction of a project.
- Bubpart D sets forth the procedures for
- acgquisition of an existing project (prop-
erties that do not require rehabilitation)
-or acquisition of a project requiring sub-~
stantial rehabilitation and_the proce-

_ dures for accomplishing necessary re:v

habﬂita.ﬁon work.,

“The following is 2 brief summagy of

slgniﬁcant features of the proposed rule:
1. The regulations applcable to other

— types of projects, including moderniza~

tion, Indian Housing and Section 8 pmj-
.- ects are contained in other parts

thischa.pter.

‘2. Tt is intended that projeets under

', ‘these regulations provide primarily scat-

- tered site or otherwise low-density hous-
- ing for families, Including Jarge families
" with children, since the housing neetls of
- such families are not adequately served
by other housing programs. Accordingly,

of household types in the jurisdiction of
the PHA whose needs are not being met

* proportionately to their share of total

‘housing needs in the jurisdiction of the
PHA, as shown by the approved Housing
Assistance Plan (HAP) or HAPs applica~

. ble to the jurisdiction, or, in the ahsence

-of such HAPs, as determined by HUD,
-~ 3. Bection 841108, titled Site Selection,

- Indicates that project sites are subject to
Project Selection Criterla. The Depart~

" §841.103 requires that public housing’
 assistance shall be used to meet the needs

Field Office of the amount of funds avail-
able and for submission, review and ap-
_proval of an Application. An applicant
must demonstrate-that it meets the defi-
nition of & PHA under the Act and has
-the required legal suthority {o perform
all the functions of a PHA under this
Part. Aga prerequisite to Application ap-~
proval, the Field Office must determine,

_among other things, that the PHA has.

adequate administrative capghility to
operate the project. -

6. For new construction projects the
dwelling construction and equipment

cost may not exceed 110 percent of pro- -

totype costs. For acquisition projects, the
-profotype cost limitation is not appli-
cable; however, §841.117(b) (2) provides
-that for acquisition projects the Total
"Development Cost shall not exceed 90
percent (or appropriately lower percent-
- age if the-acquired project has less than
a 40 year-useful life) of the imputed de-
“velopment cost of a comparable hypo-
thetical newly constructed low-income
bousing project umnless a higher amount
is necessary to meet a locally established
plan for neighborhood preservation and
revitalization of existing housing-and is
specifically approved by the Assistant
Secretary for Housing.

= %, Section 841.117(c) states the Finan-
cial Feasibility Test which must be met
prior to approval of a Development Pro-
gram. In addition, §841.113(a) (2% re-
quires that the Field Office determine
- that it “is likely"” that the test can be met
prior to approval of an application. The
_PHA must demonstrate that for the first
five years of operation the project’s es-
timated average annual operating ex-
pense, does not exceed the estimated an-
nual operating income without .use of
operating subsidy, based on & 95 percent
occupancy by a tenant body selected in
accordance with specified criteria based

. on the provisions of section 6(c) {(4){(A)

of the Act. At no time shall an operating
subsidy be paid, which, together with the
debt service annual contribution, would
exceed the Fair Market Rents for an
equivalent number of similar housing
units less the aggregate rents paid by

Ihe project tenants. The special require-

ment expects to publish in the near fu- -

" ture proposed rulemaking that would
establish new site and nelghborhood
standards for a number of housing as-
sistance programs, including the tradi-
tional public housing program.

P . .

ments for projects developed under this
part will be reflected in 24 CFR Part 890,
Annual Comrlbutiom for Operating
Subsidy.

8. Bectioni 841 127(6) provides that
"HUD may require the PHA to obtain de-
velopment loan funds from sources, other
than HUD, secured by a pledge of HUD's
agreement; under the ACC to advance
monies to the PHA or to make annual

Coe
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contributions paymeants, Generally, proj-

ects will be permanently financed by the =~

sale of PHA bonds which are tax exempt-.

under section 11(b) of the Act. This is

the method of financing which has tra-

ditionally been used for public housing-
projects under the Act.

9. Because past experience has demon- o

strated that the turnkey method Is sub-
stantially more efficient, §841.301 re- =

quires a PHA to use that method rather.
than the cohventional competitive bid

method for new construction projects, - -

port of its application that the conven--
vantages over the turnkey method.

10. Section 841.406 permits a PHA, sub-
ject to Field Office approval and for ac~ -

quisition projects under Subpart D only,

to develop a list of prequalified contrac- =

tors or developers and to solicits bids or

proposals only from those on this list.
11. The Department promulgated an

interim rule for the PHA Acquisition of

HUD-Owned Properties and Properties .

with HUD-Insured and HUD-Held Mort-
gages (24 CFR Part 845, published in 41

FR 23292, June 9, 1976). Since the scope

of this proposed rule will include the ac-

_tional method would offer specific ad-

- unless the PHA can demonstrate in sup- ~ -

quisition and rehabilitation of properties-.. . -

provided for under Part 845, it Is Intended-
to cancel Part 845 upon publication of

Part 841 as a final rule. All commentsre-- |

ceived with respect to Part 845 will be
considered in preparing the final Part

841.

© 12 Section 841 117¢c). provides that a
PHA may establish requirements .or

preferenceés for those living in the juris- -

dictlon of the PHA at the time of appli-
cation provided that no such tenant
selection requirement or preference may
be based upon the identity or location
of the housing which is occupled or pro-
posed ‘be occupled by the applicant

nor upon the length of time the appli- -

cant has resided in the jurisdiction dnd
provided that applicants who are work-
ing or who have been notifled that they

”

are hired to work in the jurisdiction shall -

be treated as residentis of the jurisdic-

tion. It Is Intended that this provision

will be made applicable to all public

-housing projects, ard the interim rule

on admissions (24 CFR Part 860, Sub- -

vart B) when it is finalized will contain_
such a provision.

. Interested parties are invited to sub-
mit writlen comments and suggestions..-
regarding the proposed rule by Decem-~
ber 20, 1976, addressed to the Rules
Docket Clerk, Office of the Secretary,

Room 10141, Department of Housing and-  ~

Urban Development, 431 Seventh Street,
8SW., Washington, D.C. 20410. Comments

' should refer to docket number and date.
-All material submitted wiil be considered

before adoption of a final rule. A copy
of each communication will be available -
for public inspection during regular busi-
ness hours at-the above address. .

A Finding of Inapplicability respecting
the National Environmental Policy Act
of 1969 has been made In sccordance
with HUD procedures. In addition, a
Finding of Inapplicability of inflation

N



| 841.902

© - 841404

- impact statemwt requirements has been
‘made . in saccordance with HUD pro-
“eedures. The Findings of Inapplicability
are avallable for inspection with the
"Rules Docket Clerk at the above address.

PART 841—TRADITIONAL PUBUC
HOUSING PROGRAM

Subpart A—General Requirements

Definitions, .

Types of Projeoh. N

Civil Righta and Equal Opport.umty
Economy and efficiency, .
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. Field Office review and appmal d!
© applications. . e
Time schedule, °
Joan.
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841204
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mnc—-commw
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© 841.408 Foree account.
Appendjx A——Pro*otype coat leits ror
Bousin .

Low-Income
- AvTaoarry;’ Sec. "l(d), Depu-t\ment “of

Housing and Urban Development Act {42
1T 8.C, 8536(a)); sec, 6(b), U.s Housmg Aot.
of 1837 (42 U.8.C.. Ha'tc(b)) )

Subpart A—General Requirements
8 841 101 - _Applicability and acope. -

(a) Applicability, The U.8. Housing
Act of 1937 (Act), as amended, author-

P

Yzes the U.S. Department of Housing and “munity Development Act of ‘1974 (42

Urban Development (HUD) to provide
financial and technical. assistance to

public housing agencies for the develop- -

- ‘ment and operation of low income hous-
ing projects., This Part states the regu-
lations under which such projects are
to be .developed by & .Public Housing
-Agency (PHA) with financial assistance

pursuant to Sections 4 and 5 of the Act
under an Annual Contributions Contract
' {ACC). .The regulations applicable to

L "‘ R Ahe maximum annual contribution is the
* amoymt charged against contract author-
. ity and this amount multiplied by the

Acquisition without rehshmtatbn. iy
S (DA HAP meeting the requirements of

';fr -

other typw of projects including mod-

- ernization, Indian Housing and Section
8 projects, are contained in other parts
of this chapter.

{b) Scope. Subpart A of th.is pe.rt se’w
forth the general requirements and the
basic policies for the development of
projects by a PHA, Subparts B and C of
this part set forth the procedures for the
construction of a project. Subpart D of
this part sets forth the procedures for
acquisition of an existing project (prop-
erties that do not require rehabilitation)
or acquisition of a project requiring sub~
stantial rehabilitation and the proce-
dures for accomplishing necessary re-
habilitation work. For information on
Jncome limits for admission to and oc-

- cupancy of projects and rental require-

ments under this part, refer t0 24 CFR

= Part 860, and on the payment of operat- -

‘ing subsidy, refer to 2¢ CPR Part 890
»(see Bection 841.117%(c)). :

a §8410102 Definitions. - !‘,,,'/

. (a) Act. The U8, Houslng Act of 1937

mtzsc 1437, .

<b) Annual contﬁbutitms C'ontract
_(ACO). A contract (on a form prescribed
.- by HUD) for loans and annusl contri-
butions, execution of which creates legal
obligations between HUD and a. PHA,

" xnder which HUD Bnances the develop~

ment and provides financlal assistance
for operation of a project under the Act

" and the PHA agrees to comply with HUD
- Arequirements for the development and/or

operation of the project. The amount of

number of annual eontributions over the

- mmoftheACCistheamountchatqu
e against budget authority. -

{c) Cooperation agreement An’ agree

“ment between o PHA and local govern-
. Ing body assuring tax exemption and cer- .
‘$ain local governmental cooperation and

services in respect to the development
.and operation of a low-income housing
-project under the Act and providins for
payments in Heu of taxes,

(d) Housing Assistance Plan (HAP).

'8 570. 303(c) of the Community Develop~

ment Block Grant (CDBG) regulations
(24 CFR Part 570), which is submitted

by local government as part of the block
-grant application, and is approved by . the
Field Odfice Director.

. 2y A HAP; meeting the requirements
of § 570.303(c), submitted by a local gov-

) ‘ernment not paxticipatmg in the CDBG

Program and approved by the Field Of‘
“fice Director.
. (@) HCD Act. ’I'heHausmg and Com.-

USs.C. 5301, .

Af) HUD, The Department of Housmg
‘and Urban Development, including the
Regional Office and the Area or Insuring
Office (herein called Field Office) which
has heen delegated authority under the
Act. to perform functions pertaining to

(g) Preuminm'y loan contract. A con-
tract between HUD and the PHA under
which HUD loans funds {o the PHA, up
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prelimipary surveys and planning of &
project. . -

) Program reservatian.a.writtennc— ‘
tification by HUD to the PHA, which Is
not a legal obligation, expressing HUIYs
determination, subject to fufiliment by
the PHA of all legal and administrative
requirements within a stated time, to
enter into a new or amended Preliminary
Loan Contract or ACC covering the
stated number of housing units, or such
lesser number as is consisient with the
gsuthority of HUD to enter into such con-

tracts: Provided, That funds are avail- - -

able for this purpose.

1) Project. An entire undertaking to -
provide housing under the Act including
all real or personal propetry, funds and

reserves, rights, interests and obugamm E

and related activities,
(}) Public Housmg Agency (PHA)

- Any state, county, municipality, or other .

governmental entity or public body (or
agency .or instrumentality - thereof)

which Is authorized to engage in or as- - .

sist in the development or operation of
low-income housing projects and is de-
termined by HUD to be eligible to under-
take projects under this Part, Other regu~
lations which govern the administration
of projects by a PHA are set forth in 24

CFR Chapter VIII, as amended from

txme to time,

§ 841.103 Types of pmyccts.

to & stated limit, to pay the costs of -

,V".

(a) Determination of type of ;ymject,

) Assistance under this Part shall be used

fo meet the needs of household types

ately to their share of total housing

needs in the jurisdiction of the PHA, as .

shown by the approved HAP or HAPs -
applicable to the furisdiction, or in the
absence of such HAPs, as determined
by HUD. In determining the extent to
which the needs of any household type
are being met; units propesed or not'yet
completed shall be counted only if thers
is & commitment or reservation of funds
or contract authority for the provision .
of federal or other assistance.

(b Low-density housing for families =~

with children. Projects approved under
this part for families with children, in-

cluding largé families (families requir-
ing three or more bedrooms) shall to

the maximum extent practicable consist:

‘In ‘the jurisdiction of the PHA whose .
needs sre nobt being met proportion- .

of scattered sit-e or otherwise low-density A

housing S

(¢ Restriction on use of high-rise ele< ~ -

mtor siructures. High-rise elevator
structures shall not be provided for fami-
lies with children regardless of density
unless the Field Office makes a deter-
mination that there is no practical al-
ternative. High-rise buildings for elderly
shall not be used unless a determination
is ‘made by the Field Office thail such
construction s appropriate taking into -
consideration - Jand costs, sa,fety and
security factors.

§ 841.104 Civﬂ rights and equal oppor- ‘
. funity.
<a) Title VI and Titie VIII and E:necu
tive Order 11063. Title VX of the Civil



50048 .

" 'Rights et of 1964 (42 U.5.C. 20000 and

Executive Order 11063, which prohibit
discrimination on the basis of race, color,
. ereed or national origin in federally-
assisted programs, and Title VIII of the
Civil Rights Act of 1968, as amended {42
. U.S.C. 3601), which prohibits discrimi-
nation based on race, color, religion, sex
or national origin in the sale or rental
of housing, appls to PHAs under tm.s
part.
(b Vocatzonal rehabilitation. Section
504 of the Rehabilttation Act of 1973 (29
- US.C. 794, which prohibits diserimi-
nation in federally-assisted programs
against any otherwise qualified individ-

" _ual solely by reason of a handicap, as

defined by the Secretary of Health, Ed-
ucation and Welfare, appllw to PHAs
under this part.

-(¢) Ezecutive Order 11246. COntra.ch
. for construction work in connection with
Projects under this part are sublect
" Executive Order 11246 (30 FR 12319),
as amended by Executive Order 11375
(32 FR 14303), and applicable Imple-
menting regulations (24 CFR, Part 130;
41 CFR, Chapter 60), rules, and orders
of HUD and the Omce of Federal Con- -
-tract Complfance Programs of the De-
‘partment of Labor. Executive Order
11246 prohibits discrimination and re-
quires aflirmative action to ensure that
employees  or applicants” for employ-
ment are treated without regard to their
race, color, rellglon. sex or national

origin.

@) Section 3 ol the HUD Act of 1.988
" The Projects under this part are subject--
- to Section 3 of the Housing and Urban
- Development Act of 1968, as amended (12
U.S.C. 1701n), which requires that, to the
greatest extent feasible, opportunities for
training and employment be given lower
income residents of the project area and
contracts for work in connection with a

project be awarded to business concerns

which are located In or owned in sub-
stantial part by persons miding in the
-project area. .

(e) PHA’s employment practices. IA
‘connection with the development or op-
eration of any project, the PHA shall not

"discriminate against any employee or .

capplicant for employment because of
race, color, religion, sex or national ori-
gin. The PHA shall take affirmative ac-
tion to ensure that applicants are em-
ployed, and that employees are treated
. during employment, without regard to
. race,.color, religion, sex or national ori-
gin. The PHA shall comply with all HUD
requirements against discrimination with
respect to employment by the PHA or
contractors of the PHA. The PHA shall
sdopt and promulgate regulations with
respect to the PHA’'s employment prac~
tices which shall be in compliance with
.. this paragraph. A copy of these regula-
tions shall be posted in the PHA office
and a copy shall be submitted to HUD
prompily after adoption by the PHA. -

§ 841.105 Economy and efficiency.’

' Each project shall be developed in such
a manner that it will not be of elaborate
_or extravagant design or materials, and
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shall dbe developed and administered to
promote servicability, efficiency, economy
and stability and to achieve the economic
and social well-being and advancement
of the tenants, .

§ 841.106 Prevmhng wage rates.. :

Not less than the wages prevailing in
the locality, as predetermined by the
Secretary of Labor pursuant to the
Davis-Bacon Act (40 U.S.C. 276) shall be
paid to all laborers and mechanics em-

ployed in the development of the project.

Not less than the wages prevailing in the
locality, as determined or adopted {(sub-
sequent to a determination under appli-
cable state or local law) by HUD, shall
be paid to all architects, technical engi-
neers, draftsmen and technicians em-
ployed in the development of the project.

§ 841.107  Relocation and acquisition. -

. Projects shall be developed in compli-

ance with the Uniform Relocation Assist-
ance and Real Property Acquisition Pol-
icies Act of 1970 (Uniform Act) ‘(42
U.S.C. 4601) and HUD policies and re-
quirements thereunder (24 CFR Part 42).
Development Cost may include the cost
of compliance with the Uniform Act as
well as the actual reasonable moving ex-
penses of 8 family which is temporarily
moved from a project site during con~
_struction and is retumed to the site arber
completdon. i

§841.108 Site selection,

Project sites shall be sub;ect to th&
Project Selection Criteria (24 CFR Part
200, Subpart N). The physical charac-
teristics. and cost of the site, the avail-
ability of utilities and of access roads to
the site shall facilitate economical con-
struction and operation of the project.

§ 841,109 . Property standards.

As a minimum, projects shall be de-
veloped in compliance with HUD Mini-
mum Property Standards (24 CFR Part
200, Subpart S), or HUD Minimum De-
sign Standards for -Rehabilitation for
Residental Properties, as applicable, and
applicable state and local laws, codes,
ordinances and regulations. In addition
and subject to § 841.105; the design of a
project shall also include the extra dur-
abllity and special features required for
safety and security and economical
maintenance, the provision of amenities

designed to guarantee a safe and healthy
famlily life and neighborhood environ-
ment, the application of good design as
an essential component for safety and
security as well as other purposes, the
maintenance of quality in architecture
to reflect the standards of the neighbor-
hood and community, and the need for
‘maximizing the conservation of energy
for heating, lighting and other purposes.
Where such housing is justified by the
PHA and approved by the Field Office,
projects for the elderly or handicapped
shall comply with Section 209 of the HCD
Act and projects for congregate or single
room occupant housing shall. comply
with the appropriate HUD guidelines
and standards. :
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§ 841.110 ‘Contracts, . 4

(a) Timing, The Acc for a project
shall not be executed until the PHA has
adopted and HUD has approved the De-

. velopment . Program (§ 841.117).

PHA shall not enter into any COnstruc-.
tion Contract, Preliminary Contract of
Sale, Contract of Sale, contracts for re~
habilitation work or contracts to acquire
a property until after execution of.the

AcC. .

(b) Contracts Requzrmg HUD Ap-:
proval. The PHA shall not, without the
prior written approval of HUD, enter
into, execute or approve any agreement
or contract for (1) personal, manage-
ment, legal or other services with any
person or firm where the initial period or
term of the agreement or contract (in-
cluding any renewal) is In excess of
three years, or (2) where the amount of

. the agreement or contract is in excess

of the amount included for such purpose
in the HUD-approved development cost
budget or operating budget or an amount
specified from time to time by HUD, as
the case may be, or (3) where the agree-
ment or contract is for legal or other
services in connection with litigation.

§84l 111 Notification of Housing As-
sistance Availability.

- In the conext of the constraints on

available housing-assistance funds, in- .

" cluding those due to 24 CFR Part 891
(Review of Applications for Housing As-

-Sistance; Allocation of Housing Assist-

ance Funds), the Field Office shall deter-
mine the geographic areas in which the
housing is to be located, the extent to
which assistance is to be made available
for new construction, acquisition with
substantial rehabilitation or acquisition.
of existing housing and the sizes and
types of housing. As promptly as pos-

sible, the Field Office -shall notify the-

appropriate PHAs of the availability of
the housing assistance for which .they

may apply. The Notification shall in-~
clude information reflecting the Field

Office’s determinations and shall state
the deadline date for submission of an

Application. To the extent feasible, a -

copy of the Notification should be sent

to the Chief Executive Officers of local -
governments " in the applicable geo- .

graphic area, representatives of the
media and organizations interested in

housing and urban development. Appro-

priate instructions, forms and other pro-

gram information necessary to prepare.
an Application shall be sent by the Field -

Office to each PHA.
§841.112 Application Submission.

(a) Elzgz'bzlzty To be eligible to par- »

ticipate under this part, an entity shail
demonstrate that it meets the definition
of a PHA and has the required legal au-
thority to perform all the functions of a

PHA under this part. Generally, the en- -
tity will have been created pursuant to -

& state housing authorities law. In such
cases, a reference in the Application to.
ACCs previously entered into will be suf-

ficient to establish the identity of the

entity and establish prima facie eligi-
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bility. Where the eligibility of: apcix ,an essing of complete Applications promptly .

entity has not been previously approved after receipt. Each Application will be
by HUD, the Field Office shall advise the evaluated on the basis of all pertinent
. entity of the documents that must be factors under this part. In addition to

~ . submitted to establish eligibility. Where meeting the requirements of §841.112,

‘the entity was not created pursuant to &  an Application shall not be approved un-
state housing authorities law, the evi- less the Field Office determines that:
dence that the entity has the required - (1) The PHA’s Applicationn meets the
legal authority shall be submitted to the requirements of § 841.163. .
Field Office for review and approval. This (2> Itis likely that the financial feasi-
.evidence shall include citations to and bility requirements for approval of the
eopies of state or local law, the charter Development FProgram under § 841.117(¢)
-or other organizational papers estabilsh- can be met. - P S
ing the entity (where the entity is an (3) The PHA has the capabilily to
agency or instrumentality, the documen-' provide adequate administration of the
tation reguired by § 811.104 (a) and (b) development and operation of the proj~
of this chapter shall be included) and an  ect and other HUD-assisted projects of
opinion from counsel that the entity has the PHA in compliance with all applica-
all the legal suthority required to de- ble HUD requirements with initial HUD
.velop and operate a Jow-income project - assistance and thereafter only occasional
cunderthispart.. . . o..isde . ¢ oneed for HUD assistance. Approval of an
" (b) Application. To apply for & Pro- Application shail not be withheld because
. gram Reservation, a PHA shall submit an.—of minor administrative deficiencies, As
Application on the form prescribed by & minimum, the PHA shall have the ca-
HUD, identifying number and.types of pability to comply with all HUD require-
untts, site or location insofar as it has ments for prompt completion of develop~
been determined and relationship to ment, the maintenance of complete and

 HAPs and site requirements, whether
new construction, acquisition with sub~
stantial rehebilitation or acquisition of

. turnkey method unless adequate justifi-
cation is furnished, a showing that the
household types for whose needs the
project will be developed will be in ac-

- cordance with § 841.303(a), and a state~.

ment that the proiect wil be developed

in mccordanee with § 841.103 with any
justification required thereunder. If the

Application identifies a site or sites, the

Chief Exccutive Officer of the unit of gen-

eral local government in which the pro-

posed housing is to be located should
have been requested by the PHA to pro-
vide a letter stating his finding as to con~~
sistency with' the locality’s ‘approved

HAP, or in'the absence of a HAP as to
whether there is or will be avallable in
the area public facilities and services
adequate to serve the proposed project.
Where such letter has been provided, it
shall be attached to the PHA’s Applica~

tion. The Applcation shall also be ac-

companied by o resolution of the local
governing body authorizing execution of

a Cooperation Agreement. If a Coopera- -

tion Agreement already exists for the lo~
cation sufficient to cover the number of
units in the Application, & statement to

this effect may be included in the Ap- -
S ock may . e T P evaluation discloses deficiencies that can

plication. - ;. T
(¢) Preliminary Loan. The Application.
for a Program Reservation may include
an application for a preliminary loan,
which must be accompanied by a resolu-
tion of the local governing body ap-
‘proving the application for a preliminary
-lean. Such an application shall state the
amount requested and explain the pur-
pose for which these funds are to be

. used (8 841.115), R

§ 841113 Field Office Review and Ap-
proval of Applications, "~

8). Prerequisites 1o Application Ap-

proval. The Pleld Office shall begin proc-

accurate books of accounts and records,
the proper handling of funds, theé timely
preparation and submission of reports,

occupancy. of the bhousing units, deter-
mination of and prompt collection of
rents and the prompt processing of evie-
tions In case of nonpayment or other
- serious breach of a lesse. S

tb) Designated Site. If specific sites
are designated for the proposed project
in the Application, the Field Office shall
getermine whether te appreve the Appli-
cation, subjeet to subsequent tentative
site approval after receipt of the Pre-

liminary Site Report and compliance-

with Section 213 and A-95, or withhold
decision until after completion of those
steps. In either event, the Field Office
shall prompdily initiate the necessary ac-
tion to obtain compliance with Section
213 and A-96: . 0 0 T L
(1) Por purposes of compliance with
Section 213 of the HCD Act, HUD’s Reg-
ulatlons, Review - of Applications -for
Housing Assistance; Allocation of Hous~

ing Assistance Punds (24 CFR Part 891;

published in 41 FR 35660,
-1978) shall be followed. . o

(2) For A-95 clearance, HUD’s Interim
Regulations,. Implementation of OMB
Circular A~-95 (24 CFR Part 52; published
in FR 41874, September 23, 1976) shall
be followed. - . - - e

£c). Notification of deficiencies. I{ the

August ‘23,

be corrected, the Field Office shall notify

the PHA in writing of the deficlencies

and give the PHA a reasonable oppor-
tunity to correct the deficiencies.

- (@) Notification of approval. The Field -

Office shall issue a Program Reservation
to the PHA whose Application is ap-
proved, specifying new construction, ac~
quisition with substantial rehabilitation

. or acquisition of existing -housing, the

production method and the location. If
- the Application is approved for fewer
units than requested, the Program Reser-
vation shall be accompanied by a state-
ment of the reasons for not approving

%

1

the numbér oi units reguested, ‘I‘héﬁi’w'
gram Reservation shall set a time limit

of one year within which the PHA must
submit an approvable Development Pro- .

gram.-The Field Office shall cancel the
Program Reservation if the time Ximit is
exceeded unless the Field Office deter-

mines, for good cause, to extend the time *

limit. . . L
(e) Notification of Disapproval. Any

PHA whose Application was not approved.

by the Field Office shall he sent a letier

_notifying the PHA of the determination

and of the reasons therefor,

() Deficiency or Ezcess of Available -
Housing Assistance. (1) Where approved .
Applications are or hecome insuffielent to -~

utilize fully the available contract au- . =~

thority and budget authority, the Field

Office may give further consideration to - .
other Applications, affording PHAs an -

opportunity to remedy any deficiencies or

-may solicit an Application from other ap-

propriate PHAs for localities to which
theeézousing assistance may be reallo-
cat » - :

(2) It the available contract author- -~

ity and budget authority are not suffi- -

cient for all the approvable Applications, - -
the Fleld Office shall approve the Appli~ -
the maintenance of the property, the. cations which have the best combination

of sdministrative capability, consistency. -

with HAPs and § 841.103, prior experi-.
ence of the PHA, comments, if any, re-
ceived from the appropriate A-95 Clear-

inghouse and the unit of general local. -
government and other factors under this IR

§ 841.114 ' Time Sebedule,

Promptly after issuance of a Program -

Reservation, the PHA shall prepare and.
submit to the Fleld Office for approval a
time schedule, consistent with the dead-

line stated in the Program Reservation, - .
of all actions to be taken during plan-~

ning and con'stmctipn of the project. i
§841.115 Preliminaryloan. .

(8) Amount. If a Program Reserva- -

tion iIs issued, the Field Office may ap-
prove a preliminary loan to pay the cost
of preliminary surveys and planning (in-
cluding the cost of appraisals) necessary’
to prepare a Development Program. The
maximum . amount of the preliminary -
loan shall be $500 per unit ($1,000 per
unit in Alaska): however, where the

turnkey method is used, the amount ap-" ~

proved should be substantially less. The ~°

Field Office shall review the PHA's ex-
planation set forth in its Applcation of -

the need for these funds and shall ap-

prove a preliminary ioan in the amount
‘which the Field Office determines is a

reasonable expenditure for the accom~
plishment of tasks that are clearly nee-
essary to prepare the Development Pro-
gram. Where the maximum amount of
the preliminary loan is insufficient, the
Field Office may request authorization -
from the Assistant Secretary for Hous-

ing-Federal Housing Commissioner to

provide additional preliminary Jloan

funds. Any such request shall be sup- -

ported by full justification for the pro-
posed expenditures. FEPTRREN
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- (b Pretiminary Loan Contract. Where

‘s preliminary loan is approved, the PEA
and HUD shaH execute g Preliminary
Yoan Contract and related documenta in
the form Db by HUD. Prompily
after execution of the Preliminary Loan
. Contract, the PHA shall request Field

‘Office approval for obtaining legal and
-, architectural services where such serv-
ices are necessary in connection with the
project.

{¢) Repayment of Preumimw Loans.

The amount of preliminary loan funds -

advanced by HUD to the PHA are in-
cluded in the development cost of a proj-
ect and covered by the development Ioan
funds under the ACC. In the event the
project fails to reach ACC, the total
amount of preliminary loan funds ad-

_. vanced to the PHA shall be repaid to

HED by the PHA from any funds or as-
sets available fox this purpose

'§ 841.116 Sl!emmal.

(a) Tentative Site Apprcva!.‘za.ch site ..

‘shall comply with the criteria set forth
in § 841.108. 'T'e PHA shall request tenta-
" tive Field Office approval for each site
. by submitting & Preliminary Site Report
"on a form prescribed by HUD. The PHA

may submit the Preliminary Site Report

“with the Application. Unless A-95 and
~ Section 213 compliance was completed
* at the time of the Application, the Fleld
Office shall obtain compliance by for-
~ warding copies of the Preliminary Site
Report in accordance with § 841.113(b)
- and Tentative Bite Approval shall not be
“given until the response pertods for A-§5
- and Section 213 have ended. Tentative
““site approval shall not be given wnless
HUD's environmental requirements have
been met. The Field Office shall notify
‘the PHA as soon as possible of tentative
-site approval or disapproval of the pro-
" posed sites or portions thereof. The no-
tification shall specifically state any con-
ditions to be met for final site approval,
"A notification of disapproval shall state
the reasons for disapproval. .

-(b) Final Site Approval To obtam
final site approval, the PHA shall sub-
mit documentation that conditions, If
- any, of tentative site approval have been

. met, request a HUD appraisal and sub~
mit title information, site surveys and
“evidence of site control which are satis-
factory to the Field Office, For acquisi«

tion projects under Subpart D of this -

part, the appraisal shall be of the "as is”
-value of the property. The Fleld Qffice
shall not give final site approval or ap-
" prove & Development Program until all.
of these requirements have been satisfied,
Final site approval shall not constitute
authonzation to s.cquire a Mne or prop-

; (c) Site Acquisitioa The m shall
not acquire a site or make a commitment

for acquisition until after execution of -

the ACC, Ownership of the site by the
_ PHA or developer as required by the pro-
duction method being used shall be e~
.complished prior to execution of the
Construction Contract or Contract of
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§ 841 117 Devclopmcnt Program. a

(a) Description. A Development Pro-
gram is a statement of the basic elements
of & project, which is prepared by the
PHA on a form and attachments pre-
scribed by HUD and includes: (1) .Co-~
operation Agreement, (2) Site documen-
tation required by § 841.116(b), (3) Pre-
liminary Plans and Specifications (or
‘Work Write-ups for acquisition projects

under Subpart D of this parb), (4 Estl-

mate .of Total Development Cost, (5)
Demonstration of Financial Feasibility
and (6) Updating of Administrative

Capability of the PHA. The Development

shall be adopted by the PHA
and submitted to the Field omce for
approval. -

(b) Development Cost. (1) The Tatal
Development Cost is the sum of all HUD-
approved costs for planning, site acquisi-
tion,

their necessary financing (including in-
terest and other carrying charges, if any)-

and in otherwise carrying out the de-

velopment of the project. Development

‘cost may Include on-site streets and
driveways, on-site utilities, non-dwell-
ing facilities, & contingency ailowance .

and insurance premiums Ior the ﬁrst
three years.
{2) For new construct:lon pmjects,

dwelling construction and equipment’

cost shall not exceed 110 percent of the
appropriate prototype cost for the area
published by HUD (Appendix A). The
PHA may request a revision of the pub-
lished prototype costs at the time of its
Application or subsequently when the
PHA belleves that revision is necessary
to permit development of the project. For
acquisition projects under Subpart D of
this part, the Total Development Cost
shall not exceed 90 percent (or appro-
priately lower percentage if the acquired

project has less than a 40-year useful-

lite) of the imputed development cost of
8 comparable hypothetical newly con-
structed low-income housing project un-
Iess the PHA demonstrates that o higher

amount is necessary for the acquisition -
and rehabilitation of properties in ac-
cordance with a locally established plan -

for Nelghborhood. preservation and re-
vitalization and such higher amount is

approved by the Assistant Sewetary for )

Housing.

(3) Where the PHA would be required
to bear a part or all of the cost of off~
site facilities if it were a private de-
veloper, the cost of such facilities may
be included in the Total Development
Cost: Provided, That the Fleld Office de«

termines that the off-stte facilities are

8 necessary appurtensnce to the proj-
ect and the amount included is limited to
the lower of (i) the HUD approved esti-
mate of the cost of such facilities or (i)
the enhancement in value of the proj-
ect site attributable to such facilities.
‘Where the cost of off-site facilities is re~
quired to be borne by the local govern~
.ment without cost to the project, wheth-
er because of normal practice or by vir«

the Cmpemuon Asreommh the

!

tion, relocation, demoli-’
tion, construction snd equipment and

cost of such facilities may not be in- -
cluded in. Total Development Cost, but
the Field Office may arrange for a HUD
loan evidenced by an Off-Site Facilities

"Note: Provided, That the Field Office de~

termines that the off-site facilities are
& necessary appurtenance to the project
and the amount is limited fo the lower
of (¢) the HUD approved estimate of
the cost of such facilities or (b) the en-
hancement in value of the project site
attributable to such facilities: And pro-
pided, That the PHA submits legally en-
forceable commitments, sacceptable to
HUD, to repay the cost of such facilities
from sources other than annual contri-
butions or project income, ‘
{¢) Financial feasibility test and op-
erating subsidies. (1) The Development
Program shall be approved only if the
Field Office determines that the project
is financially feasible based on the PHA's
demonstration for the first five years of

_operation, In the form prescribed by

HUD, that the project’s estimated op-
erating expenses do not exceed the esti~

~mated operating income for the five-

year period without the use of. operating
subsidy.

(2) The estimate of operating meome °
shall be the projected income for the five
year period without use of operating sub-
sidy based upon 95 percent occupancy by
a tenant body selected In accordance
with regulations (based on 24 CFR Part -

-860) which are designed to:

) Aveid concentration of the. mﬁst
economically and socially deprived fam~
ilies in the project; .

(i) Preclude admisslan of applicants
whose habits and practices reasonably
may be expetted 1o have a detrimental

- ¢ffect on the tenants or the project en-

vironment; .

(iii) Achieve 2 temmt body with a
broad range of incomes and rent-paying
ability which is generally representative
of the range of incomes of low-income
families in the PHA’s area of operation

- as defined in state law; and

«iv) Achleve occupancy of at least 20

percent of the dwelling units by very low-‘ o

income families. -

Requirements or preferences for those
Hving in the jurisdiction of the PHA at
the time of application are permissible
sublect to the following: No requirement
or preference may be based upon the-
identity or location of the housing which
is occupied or proposed to be occupied by
the applicant nor upon the length of fime
the applicant has resided in the jurisdic-
tion; applicants who are working or who
‘have been notified that they are hired to

-work in the jurisdiction shall be treated

a8 residents of the jurisdiction. .
(2) The PHA shall be committed to
selection of tenants, achievement and

- maintenance of project occupancy and

operation of the project in sccordance

- with the foregoing principles and as in-

dicated by its demonstration of inancial
feasibility submitted to HUD. No request
_for operating subsidy based upon an op~
mtmz deficit with respect tu the proj-

e
T



- éct for any of the-first five fiscal years

shall be considered by HUD unless the
PHA clearly shows to the satisfaction of
HUD that such operating deficit was due
- to changes in circumstances which )

could not reasonably have been foreseen

at the time of the demonstration of fi-
nancial feasibility, (1) were beyond the
_ control of the PHA to prevent or miti-
. gale, and (il were reported to HUD
promptly at the time of thelr oceurrence.
(4) A} no time shall an operating sub-
£idy be paid which together with the debt
‘service annual contribution would exceed
4he Fair Market Rentls for an equivalent
number of similar housing units less the
sggregate- rents paid by the.. project
tenants. o :
@) Amwaz Cmttri'butim rc:mtmct

(1) The ACC shall be based oni the HUD~

approved Development Program. Follow- .-

ing execution of an ACC, no modifica~- -
- tions may. be made in a Development -

Program except in accorda.nce with pro-
cedures preseribed by BEUD,

(2) Under the ACC, HUD will provide

development loan funds or security for

PROPOSED RULES

possible coat and in no event, a.t & cost
In excess of the Total Development Cost
approved by HUD.

(b) Changes in Coniracts. 'The PI-IA

‘shall not order or agree to any changes

in or additions to the work required under
the Construction Coniract or Contract of
Sale except as authorized by the pro-
visions of these coniracts or with prior
HUD approval,

(e} Construction Inspections. (1) In-
speetions during construction shall he
the responsibility of the PHA and shall
be performed by an architect or other

qualified person pursuant to the HUD

preseribed requirements for the produc-~
tion method involved. The PHA shall
forward copies of all inspection. reports
to the Field Office with comments on
actions taken to remedy deficiencies. -

-+ {2} Field Office representatives-shall
make on-site inspections as required by
HUD. A copy of each inspection report

-shall be sent to the PHA with recom-~

the PHA to -obtaln such:funds from.

sources other than HUD, This shall in-
clude an amount to cover the preliminary
loan, ¥ any. HUD may at any time re-
quire the PHA-to obialn -development
Joan funds from sources other than HUD
zecured by a pledge of HUIYs agreement

under the ACC to advance monies to the.
PHA or to make annual contributions

payments, Annual contributions payable
by BUD for debt service shall in no case
exceed a sum equal to the annual amount
of principal and interest payable on ob-
ligations issued by the PHA to finance the
development or acquisition cost of the
project. In no ease shall such annual
contributions be in funds from sources
other than HUD secured by a pledge of
HUD’s agreement under the ACC to ad-
vance monies to the PHA or to make
annual contributions payments. Annual
contributions payable by HUD for debt
service shall In no case exceed a sum
equal to the annual amount of principal
and interest payable on obligations issued
by the PHA to finance the development
or acquisition cost of the project. In no

case shall such annusal contributions be

in excess of the maximum sum specified
in the ACC, nor shall the number of
annual contributions be greater than the
number authorized by the ACC, nor shall
the annual contributions be pald over a

: . period in excess of forty years. Where the

Field Office has determined that an sc-
quisition projeet under Subpart D of this

- _menda.tions of actions to be taken by the
PHA. . .

o

() Finax Inspection and Acceptanee
Of Project. (1) The contractor or devel-
oper shall notify the PHA in writing as
to the date when the contract work, or
stages when applicable, Including agreed
to off-site work, will be completed and
ready for final inspection. If the PHA
‘determines that the state of the work is

as represented, the PHA shall promptly”

~neotily the Field Office. The final inspec~

tion shall be made jointly by the repre-

sentatives of the PHA, the Field Office -

and the contractor or developer,

. (2) If the inspection discloses no deﬁ-
cilencies other than punch list items or
items awaiting seasomal opportunity to
complete, the PHA shall submit for FPield

Office approval an Interim Certificate of

Completion, which shall detail the ftems,
and a3 proposed time schedule agreed to
by the contractor or developer and the
PHA for completion of the items. Upon
Pleld Office approval, the PHA may re-
lease the monies to the contractor or
developer less the withholdmgs required
by the contract.

~"(3) The contractor or developer shall
‘complete the punch list ltems and items

awaiting seasonal opportunity in accord-

ance with the HUD~-approved time sched~

ule for completion of the items, The con-'

tractor or developer will be paid for such

- items only after inspection and accept-

part has less than a forty year useful -

life, the term of the ACC and the num-
ber of payments shall be appropﬂately
reduced, -,
. (3) Inthe e'vent that a. proa ject does not
. reach the point where annusl contribu=
‘tions are payable by HUD, the amount of
development logn Tunds advanced to the
PHA by HUD or other sources shall be
repaid. by the PHA from any funds or
Hasels mﬂable for this purpose. .

'§ 841.118 Constmctwn Reqmrementsy
(a) Economy. The PHA shall complete

development of the project at the lewest,
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ance by the PHA and the Field Office;
the PHA and Field Office shall not accept
any items if there is a dispute as to
whether such items have been completed.
If the PHA is satisfied that the applicable

‘requirements of the contract have been

met, the PHA shall submit to the Field

Office a Final Certiflcate of Completion

~and upon recelving Field Office approval

‘shall release to the contractor or devel-

oper the amounts withheld with respect
‘to- such items-in accordance with the
applicable provisions of the céntract.

. (4> If portions of a project constitut-
ing completed units are accepted in

-gtages, whether completed by one or more
.contractors or developers, such groups of
.units may be treated as units for which

development has been completed for all
pnrposes of the ACC '

§841.2 91 Descrxpuou.

s o pogsL

e) Warmnties. The Construction o
Contract or Contract of Sale shall spec-

iy the warranty period applicable fo all
items of construction, ineluding items
covered by manufacturer’s and supplier’s
warranties, and shail provide for assign-
ment to the PHA of all manufacturer’'s
and supplier's warranties, The PHA shall
inspect each dwelling unit not less often,

_than every three months during the con-

tractor’s or developer’s warranty perlod '
or periods beginning three months after .
the date of the approved Interim Cer-
tificate of Completion, provided that
there shall be 3 final inspection in time
to exercise rights before expiration of
these warranties. These inspections shall
also cover all items under manufacturer’s

and supplier’s warranties and, to the ex-. .~ :

tent feasible, the PHA shall check the .
condition of items covered by these war-

rantiessoasnotto!oseanyrightsunder o

them. SR
Subpart B-—-Tum!(ey Metbod«—-New

Under the Turnkey method the PH.& ,
following issuance of a Program Rmer-

vation, advertises for developers to sub-

mit proposals to provide a completed
project, including site, as deseribed in the

PHA’s Invitation for Proposals and the -
developer’s packet, The PHA selects, sub~- .

ject to HUD approval, the best of the
proposals received, taking into eonsid-
eration site, price, design, the developer’s
experience and other evidence of ability
to complete the project. After HUD ap-
proval of the proposal selected by the
PHA, the working drawings and specifi~ -
catlons are agreed to by the developer,
the PHA and HUD, and the developer
and ihe PHA enter into a Contract of -
Sale, The developer is fully responsible
for all development and construction,
including the provision of necessary
financing. Upon completion of the proj-
ect in accordance with the Contract of
Bale, the PHA purchases the pro;ect from -

- the developer.

§ 841.202 Invitation for pmposals. '

(a) Preparation and Distribution. The
PHA shall prepare and submit to the
Field Office the Invitation for Proposals
and the developer’s packet containing

full project information and detafled

minimmum  submission  reguirements
which shall be In full compliance with
the provisiohs of this part and as ap-

proved by HUD. Upon approval by the . -
Field Office, the PHA shall publish the .

Invitation at least weekly for two con-
secufive weeks in & local newspaper of
general circulation and shall also dise

tribute, to the extent feasible, copies of A

the Invitation to the media, trade asso-
ciations, local ‘minority orgamzations
and developers and builders. The PHA

shall furnish & copy of the developer’s =

packet to all parties indicating interest
in responding to the Invitation. The In~
vitation shall specify a deadline by which
proposals must be received by the PRA
and a date, time and place for opening of
Pproposals.

" (b) Preselected Sites, The PHA may,

if appruved by the Hekl Omce, preseleet :




- & site. 'IhemAarequmtoprmelecta

site shall identify the site and ghall in-
clude a justification stating the reasons
why preselection is requested. Preselected

- sites must receive final site approval from

the Field Office prior to publication of
the Invitation for Proposals. I approved

- by the Field Office, the PHA's Invitation

shall identily the preselected site and
Invite developers to submit proposals

- with regard to that sile. The Invitation

shall state that proposals involving other

_ sites may also be submitted and that the -
. Tact that a site was preselected will not

be taken into account in evaluating

_proposals.

- §841.203 Opemng ofPropoul;.
" - "The PHA shall open all proposals re-l )

ceived at the time and place specified
in the Invitation; proposals received

. after the deadline shall be returned un-

opened. The PHA shall send copies of
each opened proposal to the. Field omce.

'§ 841.204 Evalmuon and Selecum.

{a) Evaluatioa. The PHA shall eval-

"_uate eadh proposal on the basis of cost,

site, design and amenities and experl-
ence of the developer and/or builder,

" The PHA shall select the lowest cost

proposal, unless the PHA can justify an-

“other selection on the basis of specific

“points of superiority. The PHA shall

tentatively select the best of the propo-.

sals received in response to the Invita-
tion and submit to the Field Office its
rationale for the tentative selection with
a request for-HUD approval. -

(b) Preliminary Site Report. 'I'he

-PHA’s submission of its tentative selec-

- tion shall be sccompanied by a Prelimi-
_nary Site Report sm! request for an

appraisal in accordance with § 841.118

"~ for the site or sites in the tentatively

selected proposal.

{¢) Field Office Review. The Field 0f~
fice shall review the PHA documenta~
tion and selection, process the Prelimi-

nary Site Report to final site approval, .

in accordance with § 841.116, and notify
the FHA of approval or disapproml of

© . the selection.

(d) Selection. (1) Aiter obtaimng

" HUD approval, the PHA shall notify the

. the prel

- developer of the selection. This notifi-
-cation shall set a date by which either
ary plans and specifica~ -

tions or working drawings and specifi~
cations are to be submitfed and shall

- advise that after HUD's receipt of these

" documents, HUD will set a date tor a

ment setting forth the factors which

negotiatmn conference. -
-{2) The PHA shall prepare 8 state—

_contributed to-the selection of the de-

veloper and make the statement avall-

- ghle for public inspection.

“§ 841.205 Negotiation Conferenco.

- {a) Negotiation. On the basis of the
preliminary ‘plans and specifications or
the working drawings and specifications
and Fleld Office review of these docu-
ments, the parties shall negotiate the
purchase price and other project re-

e

PROPOSED RUI-ES

quirements necessary for the prepara-
_tion of the Development Program.

(b) Preliminary Contract of Sale. At
this conference the developer will ad-
vise the PHA whether he will want a
Preliminary Contract of Sale before hav-
ing the working drawings and specifica-.
tions prepared. If so, the parties shall
agree on a purchase price for the slte
and a price for the architectural and
engineering services and, in such case,
the negotiated price of the project shall
be subject to reduction after comple-
tion of the working drawmgs a.nd
specifications. -

§341.206 I)evelopment Program and
ACC.

On the bas:s ot the developers pro-
posal and any modifications as a result of
the negotiations, the PHA shsll prepare
and submit to the Field Office the De-
velopment Program. The Field Office

shall review the Development Program
to assure that all requirements have been

met and after approval of the Develop-
ment Program, the Field Office shall pre-
pare and process the documents requed
for execution of the ACC. e

8 841.207 Contmc; of Sale. .

Following execution of the ACC, the
parties shall execute the Contract of Sale
on the HUD prescribed form if the De-

veloper previously submitied working
drawings and specifications. If the De-

build the project and awards the Con-’

struction Contract to the lowest respon-

sible bidder, subiect to HUD approval.
The contractor provides assurance in the -

form of 100 percent performance and
payment bonds, or other security ap-
proved by HUD, such as a letter of credit

or escrow. The countractor receives pro--

gress payments from the PHA during
construction and a final payment upon
completion in accordancé mth the Con-~
_struction Contract.

§ 841.302 - Site selection. .
Following issuance of a Program Res-

. ervation, the PHA shall if it has not

already done so, select sites in accord-

ance with the criteria stafed in § 841.108 .

and shall request site approval in accord-

ance with §841.118. The PHA mey op-_ .

tion a site during this process.

§ 841.303 Development ngmv;l am} -

ACC.
The PHA shall contract with an archi-

tect on the HUD preseribed form. The-

architect shall prepare schematic desigh
plans and specifications in accordance
with § 841.109 and as prescribed by the
PHA. Based on these plans, the architect
shall prepare a detailed estimate of proj-
ect construction cost covering all work
to be Included in the construction con-~

fract. After review ‘and approval by the
" Field Office of these plans and estimates,
the PHA shall prepare and submit the-

velopment Program included only pre.- De¢velopment Program as specified in

]mary plans and speclﬁcations' the - § 841.117. The Fleld Office shall review -

PHA and the developer may executs s bhe Development Program to assure that

Preliminary Contract of Sale on the 8l requirements have been met. Upon
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HUD prescribed form which states their
mutual obligations during the period
that the working drawings and specifica~

tions are being prepared and, upon HUD
approval of the working. drawings and
specifications, the

Sale,

§ 841.208 Conal:ucuon reqmremenu

The .requirements for changes in the
Contract of Sale, inspections during con-

_struction, acceptance and warrantles are

stated in § 841.118. The PHA shall con-
tract with an architect on the HUD pre~
scribed form for the performance of in-
spection-services during construction.

Subpart C—LConventional Method-—New
Lo cOnstrucﬁon -

§ 84-1 301 Descnpnon.

“*The PHA shall use the turnkey method
for new construction unless the PHA can
demonstrate in its application and the
Field Office determines that the conven~
tional method will permit development of
the project at direct and indirect costs,
including consideration of total develop-
ment cost and administrative costs of the
PHA and HUD, that are less than would
be required under the turnkey method.
Under the conventional method, the
PHA contracts with an architect to pre-
pare plans and specifications for a pro~
posed project on a site owned by the
PHA. Following HUD sapproval of the
plans and specifications, the PHA ad-
vertises tor bids from contractors o

3
i

NO:

PHA sand the de-»
veloper shall execuyte the Contract of

approval of thé Development Program,
the Field Office shall prepare and process

the documents requlred for executxon of

an ACC. ~ ,

§841.304 Construction Ounlrm and
Bidding Documents.

Fo]]owkag execution of the ACC the
PHA and its architeet shall prepare the

construction and bid documents and sub~ .

mit them o the Field Office for approval.
‘The Field Office shall determine that the

bidding documents, the procedures for-

. inviting bids, the proposed Construction
Contract and attachments and all draw-
ings and specifications are in compliance

with HUD requirements. Following HUD =~

approval, the PHA shall publish the ad-
vertisement for bids. A standard package

of bid documents shall be issued to each

prospective bidder, = -

§ 841.305 Award of Comract. -
. The PHA shall award the Construckion

Contract to the lowest responsible bidder

-after obtaining HUD approval of the pro- -
posed award. Following the receipt of

Field Office approval, the PHA and con-
tractor shall execute the Construction

Contract and the PHA shall issue the
Notice to Proceed directing the contrag-

tor to commence work.,

§ 841.306 Construchoﬁrcqmm h

The requirements for changes in con-
struction contracts, inspections during
construction, acceptance and warranties
are statedm § 841, 118

224-—-THURSDAY, NOVEMBER 18, 1976

V4



Subpart Mquisition‘ )Jethod T

§ 841.401 Description.

Under the acquisition method, the PHA
. scquires an existing property which may

PROPOSED RULES . =
§ 841,407
tation,

If no rehabilitation work is required
the PHA shall select the property in ac~

need no rehabilitation or m uire cordance with the criteria set forth in
substantial rehabilitation to cerve e 3§ 841108 and 841402 and request site

- low-income housing. A PHA may com-
bine properties requiring substantial re~
habilitation with properties requiring no
rehabilitation in a single project,

§ 841.402 Property Selection. . ~

approval in accordance with § 841.116.
Following final site -approval and ap-
- proval of the property, the PHA shall

. prepare and submit a Development Fro-

gram (which shall ineclude the cost of
any minor repair or redecoration needed

(a) Types of Property. Structures of before occupancy) in accordance with
. various types may be appropriate for use § 841.117. Upon approval, the Field Office
~ In an acquisition project, including non- -
- housing structures which may be con-

. verted to housing use, Structures, other
than those assisted under the Act, owned which the purchase of the property shall

by a PHA, or city, county or state govern-
“ment, as well as HUD-owned, held or

insured properﬁes, are eligible for selec-

- tion.

shall prepare and process the docunfents
-required for execution of the ACC, The
¥Field Office shall arrange the closing at

‘be accomplished
§341.408 Force Aceount. -
“The force accoxmt method whereby

(b} Other Cm:sidemﬁom. in addjtion the PHA uses its existing staff or hires

to § 841.108, the PHA in-its property se-
- Jection shall consider:

(1) The design and quality of origma.l ceptional cases, Use of this method must -

"construction as well as the degree, com-

~plexity and cost of rehabilitation neces-

additional personnel to perform some or
all of the work, may be used only in ex-

be justified and the PHA must demon-
strate in ils Application that it has the

sary to place the properby in acceptabie capability to successfully implement this
. method. An exceptional case could be &

{2) The feasibility 01 relocating site Droject or unit of work of unusually

N physical cthdition, and
.. oceupants during and after rehabilita-

small size, a project involving properties

_ tion, and availability of funds: for this -requiring:only minor rehabilitation or a

x—{

‘purpose, if applicable, - -

§841.403  Rehabilitation atandards. -

o

" may preselect & property in-accordance Field Office may specify special condi-
.The procedures set tons or procedures dslgned to assure

Projects shall be rehabilitated in com- .
.. plance with § 841.109 and all acquired
- projects must comply with HUD regula-

_Paint Polsoning Prevention Act 42
U.a. . 4801, - S I

§ 841.404 Tumkey proeedures.

." " The PHA may invite proposals from dé- )
" yelopers who will provide the properties conventional Construction Contract for
- -and perform the rehabilitation. The PHA other portions of the rehabilitation. The

with §841.202(b).

project involving individual small strue- .
- tures requiring  major rehabilitation
_where it is necessary to utilizé many
" separate sets of detailed plans and speci-.
fications or other contract documents:
and the work of preparing, advertising,

“: tions issued pursuant to the Lead Based awarding and administering such eon-

~ tracts would be disproportionately diffi-
-cult, time-consuming and high in cost.
Work under this method shall be subject
to David-Bacon wage rates. The force
sccount method may be combined with a

forth in Suhpart Bol this part shan be timely complétion of the work wlthin the

" followed,
§ 841.405 Conventional pmcedures. S

‘The procedures set forth in Subpart C
~of this part shall be followed. -
- § 841.406 - Prequalified contracmrs.
" Bubject to Pield Office approval, the
~ PHA may develop g list of prequalified
- econtractors or developers by advertising
‘and giving en opportunity to all inter-

approved development cost.

"~ APPENDIX A~—PROTOTYER cos'r LiMiTs FOR

Tt

Lo - Low<INcoME HOUSING

A. tmrr PEOTOT‘!‘P! COST

. 1 Prototypo cost enmprises the. cost of
dwelling structures, account No, 1480, and

dwelling equipment, account No." 1465, as
described in “Low-Rent Housing Accounting

Handbook 7510.1,” chapter 8, section 15,
which include their pro rata share of the

- ested contractors or developers to submit < puiiders’ feo and overhead, insurance, social

. yeloper,

“Information concerning their past ex-
. perience and. qualifications. Thereafter,

‘the PHA may invite only -prequalified of site acquisitions, site improvement, non~ -

-security, sales tax, and bonds,-
2. Prototype cost does not include the costs

- contractors or developers to submi® bidg dwelling structures or spaces (and equip-
or proposals, Th: awggg shall be made to - Mebt). planning (architectural-engineering

-~ the lowest responsible pregualified con~

‘tractor or the selection shall be made of

the best proposal from a prequalified de-

Handbook 7510.1,”

fees, permit fees, inspection, and aimilar
costs), relocation, interest or local authority
administrative ocosts, all of which are de-
scribed in “Low-Rent Housing Accounting
chapter 8, section 15.

Q;éc‘;uisitioh wilhout rebabili- 3. Pratotype

erty Standards and planning and design

50953~ s

cost takes 1ato wwunt com-"
pliance with applicable HUD Minimum Prop~

criteris described in HUD Handbook 7410.1, .

chapter 3. Currently copies of HUD Hand-
books are maintalned and avallable for pub~
lic inspection in the Ofice of Public Infor-
mation, room 1104, Department of Housing
and Urban Development, 451 Seventh Streel
S.W., Washington, D.C. 20410, and In each of

the Departments regional, area and m.surmg\ a

offices,

4. Prototype cost takes into account:

{a) The extra durability and special fea~
tures required for safety and security and
economical mainienance of such housing,

(k) The provision of amenities designed
to guarantee a safe and healthy family nfe
and neighborhood environment,

{c) The application of good deslgn as an
essential component of such housing for

safety and security as well as other purposes, -

{d) The maintenance of quality in archi-
tecture to reflect the standards of ueighbor- -
hood and community,

{e) The need for

other purposes,

{f) The eﬂ'ectlvene&s of exist:mg cost limits
in the ares, and .

() The advice and recommendations o!
local housing producers. . L

. B PROJECT PROTOTYPR COSTS

1. The project prototype cost is the sum’
of the unit protolype costs for the dwellings
of various sizes and types comprising the
project. The total cost of dwelling construce
tion and equipment (accounts 1460 and "
1465), and the related proportionate share

of the contingency established by any devel- -

opment cost budget shall not exceed:the sum
of 105 percent of the project prototype costs
for the dwellings to be constructed. -

2. A request for approval of a cost which

exceeds the 105 percent cost limitation but
which s not in excess of the statutory 110 .
percent may "be submitted 10 the Regional"

Administrator, Such requests shall be sup- -

ported by a detailed justification with respect
to the particular project, taking into account
all of the circumstances involved and dem-
onstrating that such approval is necessary
and desirable in ca.rrymg out the objectives
of the Act,

the conserva- -
~ton of energy for heating, lighting, and

8. If It is found at any time heiween an-

nual updates that all or part of the current
prototype cost for a field office jurisdiction
are unworkable, the procedures outlined in
HUD Handbooks 7410.2 and 74103 (1-74) -
will be followed for requesting revisions,

4, Development cost budgels, awards of -
main construction -contracts, preliminary

P

contracts of sale, and contracts of sale for

turnkey projects will not be approved uniess -
an appropriate prototype coat for the area is
published in the Froerat. chm‘m.

Nore—For FR page references to the lst
‘of Prototype Per Unit Cost Schedujes issued .

under this Appendix but not carried in the

Code of Federal Regulat!om, eonsult the L!st o

of CFR Sections affected.
Dated: November 12, 19786,

Jaues L. Youne, - € '?

Asststant Secretary for Housling,

Federal Housing Commissioner. . T
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