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3-2.

CHAPTER 3. CONTRACT AUTHORI TY

GENERAL. The term"contract authority"” refers to the dollar
anmount of funds which can be used to enter into new contracts to
make interest reduction paynments on behal f of project owners. The
overall level of available contract authority to established on

a yearly basis. Except for any anmpount retained by the Centra
Ofice as a contingency reserve, contract authority is either

all ocated to field offices for regul ar program operations or set
aside for use in connection with special prograns. Allocations
are nmade in accordance with the procedures stated in Reference

(8) of the Foreword.

DI STRIBUTION. The term "adjusted fair share" describes the

met hodol ogy for providing that every section of the country, as
represented by the various field office jurisdictions, receives
a proportionate share of assistance for | ow and noderate incone
housi ng.

a. Demand and Production Factors. Under this system HUD
utilizes the budgetary projections of units for which
reservations will be nade in a given cal endar year for al
subsi di zed program Allocations of contract authority are
then made to field offices by the HUD Central O fice, through
and with Regional Ofice consultation, on the basis of demand
and production capacity factors. These factors are:

(1) Denand Factors:

(a) Program potential s-standardi zed annual estimates of
need for each housing program are projected for each
county on the basis of fanmily incone distribution
age of heads of househol d, and housing conditions
as reported by the Bureau of the Census.

(b) Absorption potentials-as estimated by the field
of fi ces.

(2) Production Factors:
(a) Starts under the program during the previous year

(b) Prospective starts-as estimated by the field
of fices.
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Adj usted Fair Share. These factors conbine to pernit the
establ i shnent of an "adjusted fair share" for each jurisdiction
based on demand and absorption potential nodified by

past and estimated production perfornmance.

Field Ofice Responsibility: Each field office is responsible
for assuring that reservations of contract authority never
exceed anmounts allocated to the field office. Ofices nust
hol d back any anmpbunt of funds that may be needed for increases.
Each Regional Ofice is responsible for efficient utilization
of authority by field offices within their jurisdiction

EVALUATI ON OF MARKET DEMAND AND USE OF PRQIECT SELECTI ON CRI TERI A.
Since the demand for Section 236 assistance is greater than the
supply, each field office nmust carefully evaluate needs within
its jurisdiction in order to achieve optinumutilization of
avai l abl e contract authority.

a.

The Role of HUD in neeting the nation's housi ng needs shoul d
be an active one; HUD is to take the lead in encouragi ng
sponsors and builders to devel op the capacity to neet the
needs of the total housing market. Each field office should
divide its jurisdiction into recogni zabl e market areas and
plan its distribution of contract authority so that each area
receives an equitable share of assisted housing. It should
be recogni zed that one area will not necessarily need the sanme
percentage of Section 236 allocation as another, since denmand
is not the same in each area as to type or volume of housing,
or economc levels to be served.

In Market Areas for which an I nadequate Anount of Assisted
Housi ng Has Been Proposed, the field office should actively
solicit and/or assist in the devel opment of housing proposals.
Various el enents of the housing industry, and prospective
housi ng sponsors, should be made aware of the need for housing
in particular areas.

Section 236 Housing Proposals should initially be separated
according to the market area proposed. They should then be
evaluated in terms of the Project Selection Criteria. Wthin
a market area in which many Section 236 projects are proposed
for devel opnent, the Project Selection Criteria should
establish priorities as to which will be funded and i n what
order.
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d.

The Utilization of Project Selection Criteria is mandatory.
Housi ng sponsors shoul d be educated concerni ng Project
Selection Criteria and inforned of ratings received by their



proposals. Upon inquiry such sponsors nay al so be given the
ratings of superior proposals, if any, and the reasons for
the differences.

3-4. ENVI RONMENTAL REQUI REMENTS. HUD regul ations inplenmenting the

Nati onal Environnmental Policy Act of 1969 (P.L. 91-190) and the

Gui delines of the Council on Environnental Quality are applicable

to each Section 236 project.

3-5. PROCEDURE DURI NG PERI CD WHEN CONTRACT AUTHORI TY IS NOT AVAI LABLE

- TREATMENT OF "BACKLOG " Field offices need not process proposals

up to feasibility when contract authority is not available. It

is recognized that staff limtations may at tines make i medi ate

processing inpossible, and further, that some effort will be

duplicated at the time contract authority becones avail able. The

Field Ofice Director, pursuant to gui dance of the ARA for HPMC

shoul d enpl oy a policy which will nake the best use of his

resources and best serve the public.

a. Proposals need not be formally recorded or nunbered unless a
conpl ete FHA Form 2013 (Request for Feasibility Determ nation)
has been submitted. Periodic review of the backlog file nust
be made to identify which proposals are still active. One
met hod woul d be an interview with each sponsor at intervals
of not nmore than 60 days to deternine whether it is stil
interested. Each proposal nust at |east be analyzed to
determne (1) the market area which it would serve, and (2)
whether it is potentially eligible for feasibility reviewor is
clearly ineligible under the Project Selection Criteria and
economic viability tests.

b. The extent of review and whether or not FHA Form 2013 will
be obtained will depend upon staff tinme available to the
office. Wen the proposal is found to be potentially eligible,
the sponsor is to be advised in witing that its proposa
will be held in abeyance for review and should be given a
general idea of when contract authority nmay becone avail abl e.
A proposal nust never be permitted to remain unprocessed
wi t hout the sponsor being notified of its status.
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3- 6. ROLL- OVER PROVI SION. The HUD Act of 1970 revi sed HUD treat nent

of contract authority with respect to cancellation of interest
reduction contracts and reuse of contract authority. Contract
authority recaptured fromcancelled contracts reverts to the
originating field office and may be used to fund new proposals.
Fi scal instructions appear in Reference (9) of the Foreword.
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RENT SUPPLEMENTS | N COVBI NATI ON W TH SECTI ON 236. | n order to
facilitate an econonmic m x anong Section 236 tenants, Section 236
projects will generally include some rent suppl ement assistance.
Rent suppl ement contract authority to be used in Section 236
projects will be allocated in block anmounts to field offices for
their use in accordance with the follow ng instructions. The

bl ock allocations will be specifically designated as "pi ggyback"
funds and may not be used for any other purpose.

a. Rent Supplement Contract Authority for a Section 236 project
shoul d be reserved by the field office Director at the sane
time the Section 236 reservation is made. That is, the FHA
Form 3126 and the FHA Form 2500 (reservation forms for Section
236 and Rent Suppl ement contract authority, respectively, see
Appendi ces 1 and 2) shoul d be executed sinultaneously. Field
Ofice Directors are rem nded that the inclusion of rent
suppl enent assi stance in any project requires |ocal approva
in the formof a certified Wrkable Programfor Community
| mprovenent or an official resolution adopted or signed by
the appropriate local official(s).

b. The Statute Permits up to 40% of the units in a Section 236
project to receive the benefit of rent suppl ement assistance.
However, the limted amount of avail able rent suppl enent
authority has necessitated an adninistrative ceiling precluding
the rent suppl enentation of nore than 10% of the units in any
Section 236 project.

(1) Field Ofice Directors may not reserve rent suppl ement
contract authority for nmore than 10% of the units in any
Section 236 project except when the project is intended
to neet:

(a) A need for relocation housing,
(b) A need to house displ acees, or
(c) Situations which involve vacanci es of extended

duration where it can be shown that a narket exists
for rent supplenment units.
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(2) AField Ofice Director may reserve rent suppl enent
contract authority for nmore than 10% of the units in a
Section 236 project in the above-stated circunstances
provided he lists his justification for waiving the
administrative linmt (10% in the "remarks section of
the FHA Form 2500. In addition, need for relocation



housi ng nust be docunented by a letter fromthe | oca
publ i c agency.

(3) In all cases a Field Ofice Director must obtain Centra
Ofice prior approval (Ofice of Subsidized Housing
Prograns) in order to reserve rent supplenent contract
authority for nore than 20% of the units in a Section
236 project.

(4) In no case may rent supplenent contract authority be
reserved for nore than 40% of the units in a Section 236
project; fractions of the units nust be rounded down to
avoid conflicting with the statutory limtation.

c. Conputations for arriving at the total anount of rent suppl enent
reservati on should be based on the fornula in the special
wor ksheet (see Appendix 3). The nmaxi num rent suppl enent for
any individual tenant is 70% of the basic rent, and no nore
than 25% of the rent supplenent tenants in a given project
may receive rent supplenents anmounting to nore than 60% of
the basis rent.

d. Wen Rent Supplement Contracts are Executed for Section 236
Projects, the nunber of units receiving rent suppl enment shoul d
be indicated in Section 17 of the Contract by adding the
following: "Total project units - ( ); rent suppl enent
units - ( ). "

e. Public Housing Authorities may | ease units in a Section 236
proj ect (through the provisions of the Section 23 |easing
program. Such housing authorities are permitted to pay the
"basic rent" for the Section 236 units which they |ease. The
aggregate nunber of units in any Section 236 project to
recei ve assistance through the Rent Suppl ement program or
Section 23 | easing may not exceed a conbined total of 40% of
the units, except with special permssion of the Centra
Ofice.
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SECTI ON 236 ASSI STANCE PAYMENTS. As a condition of a Section 236
nort gage i nsurance conmitrment, HUD agrees to make assi stance
paynments for the project, conmencing at a specified tine. The
total anmount of assistance is based upon the difference between

the nonthly paynments for principal, interest and nortgage insurance
prem um (whi ch the project owner, as a nortgagor, is obliged to

pay under the nortgage) and the monthly paynents for principa

and interest which the project owner would be obligated to pay

if the nortgage were to bear interest at a rate of 1% per annum

It is inmportant to understand that this fornmula is not used to



conmput e each nonthly subsidy paynent, nor is it neant to identify
specifically the conponents of the nortgage paynent which are paid
by the government. It is solely for the purpose of arriving at
the total anmpunt of assistance paid on behalf of a project. In
order to spread the benefit of assistance evenly over the term of
the nortgage, a factor is applied against the nortgage anount to
arrive at an annual subsidy amobunt. Then, provided the nortgage
is not subsequently amended, the nortgage paynents and subsidy
paynents remai n constant except for a gradual dimnution in the
amount attributable to MP (which is based on the outstanding
princi pal balance). Since the conbination of the nortgagor's
paynent and the federal paynment equals the total nonthly nortgage
paynment, including MP, the nortgagee nust accunul ate and

saf equard, throughout the year, the amount attributable to MP to
be paid at the begi nning of the next year. MP for the first year
for insurance of advances cases, is to be paid at initial
endorsenent. For insurance upon conpletion cases, MP is paid at
initial/final endorsement. Subsequent annual paynents of MP will
be made on each anniversary of initial/final endorsenent, as the
case may be, until the date of first paynent to principal, at
which tine the account will be adjusted. Thereafter, MP wll be
due on each anniversary of the first principal paynent date.

a. Factors to be Used in conmputing the subsidy at varying
interest rates are provided in the Section 236 Tables (see
Appendix 4). Prior to August 13, 1971, the terms of the
i nterest reduction paynent contract began at final endorsenent
for all cases. For nortgages which were not finally endorsed
as of August 13, 1971, the termfor which interest payments
shal | be nmade shall begin as follows:

(1) For a nortgage involving insurance of advances, on the
day after the cut-off date for cost certification
purposes (usually 30 days after the endorsenent of
FHA Form 2449, the Project |nspection Report);
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(2) For a nortgage insured upon conpletion, on the date on
whi ch the Assistant Secretary-FHA Commi ssi oner endorses
the note for insurance.

b. The First Interest Reduction Paynent will cover the period
fromthe day after the cut-off date for cost certification or
fromthe date of final endorsenment, as prescribed in
par agraph 3-8.a.(1) or (2) above, through the end of the nonth.
Al'l conputations are nade on the basis of a 360-day year or
twel ve 30-day nont hs

c. In an Insurance of Advances Case, the conpletion and execution



of FHA Form 3107 (see Appendix 5) will constitute the Field
Ofice Director's approval of the commencenent of the term of
the interest reduction paynent contract. Instructions for
compl etion and distribution appear on the Form Interest
reduction paynments nmade prior to final endorsenent will be
cal culated on the basis of the advances of nortgage proceeds
that have been insured through the cut-off date. Fisca
instructions are included on FHA Form 3107. Advances approved
by Field Ofice Directors prior to the cut-off date but not
di sbursed by nortgagees nmust not be included in the tota
shown in panel #4 of FHA Form 3107. Subsequent to fina

endor senent, paynments shall be due on the first day of each
mont h foll owi ng the beginning of the termand shall be paid
upon receipt of a billing fromthe nortgagee (or its

aut hori zed agent) on FHA Form 3102, see Appendix 6.

Anortization shall comrence in accordance with the ternms of

the nmortgage note. However, if there is nore than a 60-day
peri od between final endorsenent and the date previously
established for the conmencenent of anortization, then at

final endorsenent, the nortgagor and nortgagee will be
encouraged to amend the nortgage note to provide for
comrencenent of anortization on the first day of the first nonth
foll owi ng 30-days fromthe date of final endorsenent.

Since the entire nortgage anmount will receive a subsidy,

item 12A, "Anount of Insured Mortgage to be applied for,"

in Form 3126, and the quantity shown in item D of that form
"Amount of insured nortgage to be applied for," nust be

equal . After cost certification and conpletion of the fina

rent formula and allocation of rents, the Form 3126 shall be
reviewed to assure that itemD of this formcontains the

correct final and total nortgage anount to be insured. |If

it does not, an anended Form 3126 shall be prepared. *
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3-9. RENT SUPPLEMENTS I N FI NALLY ENDORSED SECTI ON 236 PROJECTS

a.

Conditions for Approval. New rent suppl enent contracts nmay
be issued to provide rent supplenment assistance in finally
endorsed Section 236 projects for which there are no existing
contracts, and outstandi ng rent suppl enent contract nay be
increased to cover additional units in finally endorsed
Section 236 projects for the follow ng reasons:

(1) The necessity to house families and individuals
di spl aced fromtheir honmes by natural disaster



(2) The inmredi ate need for relocation housing;

(3) The need to utilize vacancies of extended duration
when it can be shown that there is a narket for rent
suppl enent units;

(4) The need to provide rent suppl enment assistance to
famlies now living in Section 236 projects who neet
all the criteria for rent supplenent eligibility and
who, because of increases in rent, can no |onger afford
to pay the basic rent. Tenants in occupancy in
Section 236 projects could be eligible for rent suppl enent
assistance only if they neet the rent suppl enment
incone and asset linmtations and are el derly, handi capped,
a fanm |y whose head, or spouse is a nenber of
the Arned Forces serving on active duty, or were
di spl aced by governnental action

In no case nay a rent suppl enment contract be issued or
increased to cover nore than the 40 percent statutory
limtation on the nunber of units in Section 236 projects which
may receive the benefits of rent suppl enment assistance.

New rent suppl ement contracts or increases in units covered
by existing rent suppl enent contracts may not be approved
for finally endorsed Section 221(d)(3) BMR or MR projects.

b. Procedure. Field Ofice Directors may approve new rent
suppl enent contracts or increases in existing rent supplenent
contracts for finally endorsed Section 236 projects in
accordance with the previously nentioned criteria. Contract
authority must be provided fromregular office allocations.
The remarks section of the Rent Suppl enent Reservation Form
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(FHA 2500) rust provide docunentation as to the condition(s)
under whi ch approval of the contract (or increase) was given. |f
rent supplenent contract authority is not available in the field
office, a request for a special allocation acconpanied by FHA
Form 2500 and full justification, nay be forwarded through the

O fice of the Regional Administrator to the Director, Ofice of
Subsi di zed Housing Prograns. Central Ofice perm ssion nust be
obtained prior to reserving rent supplenent contract authority
for more than 20% of the units in a Section 236 project in any
case.
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