
New Definitions 

Major Components of the new Section 3 Rule 
for Public and Indian Housing (applicable no 
later than the reporting period beginning 
at the start of the agency’s fiscal year that 
begins after June 30, 2021). 
1.  Labor Hours: HUD has established the 

core metric of Section 3 success to be a 
percentage of labor hours worked.  

2.  Small PHA Exemption: PHAs with 250 
or fewer units are exempt from reporting 
on labor hours worked but must submit 
an annual qualitative report describing 
efforts to achieve Section 3 goals. 

3.  Section 3 Worker and Targeted 
Section 3 Worker: HUD changed the 
definition of Section 3 worker and creates 
a new category of Targeted Section 3 
worker (for public housing authorities – 
the households they serve). 

4.  Benchmarks and Safe Harbor: HUD’s 
labor hours metric benchmark is 30 
percent of all labor hours for Section 3 
workers, and 5 percent of all labor hours 
for Targeted Section 3 workers. If the 
benchmark is met, the safe harbor has 
been achieved and no additional 
reporting is required. If it is not met, 
activity and effort reporting is required. 

5.  Section 3 Businesses: The definition of  
a Section 3 Business is modified, and 
Section 3 Business participation will be 
measured solely by the new standard 
metric of Labor Hours. Reporting on 
dollar amounts of contracts and subcon-
tracts will be phased out, while tracking 
and reporting the labor hours performed 
by Section 3 Businesses is phased in. 

6.  Reports are required annually, not 
quarterly.  

7.  Professional non-construction services (A/E, legal, accounting, 
financial consulting, environmental assessment, civil engineer-
ing) are NOT covered by Section 3, but Section 3 hours worked on 
these contracts may be counted. 

8.  Material supply contracts (contracts for the purchase of products 
and materials) are NOT covered by Section 3. 

9.  Section 8 programs and funding are NOT covered by the Section 
3 statute or the proposed rule (although participants may still be 
Section 3 workers and/or Targeted Section 3 workers). 

Implementation Timeline Highlights 
1.  HUD Grants and Contracts executed prior 

to November 30, 2020, remain subject to 
the Old Rule, unless such agreements 
include language applying all revisions of 
statutes and regulations. 

2.  PHAs must begin tracking their Section 3 
activities based upon the new rule for 
their next full fiscal year beginning on or 
after July 1, 2021.  

3.  Each agency’s obligation to report using the 
new rule begins 60 days after the start of 
the next fiscal year on or after July 1, 2021. 

4.  The period between November 30, 2020, and 
each PHA’s required reporting start date will 
be considered a transition period to revise 
processes, systems, and documents. 

5.  PHAs are NOT relieved of their legal 
obligation to pursue Section 3 goals, nor 
of their obligation to document their 
efforts and results. 

It is not clear what, if any, data collection and 
reporting requirements will apply during 
the transition period. It is presumed activi-
ties subject to the old rule based on grant or 
contract date should continue to be reported 
via existing systems. No information on 
the mechanism for reporting data to HUD 
under the new metrics have been provided. 
Conversations with HUD staff suggest that 
new reporting systems will modify, rather 
than replace, SPEARS. 

PHADA will continue to communicate 
with HUD and update members as new infor-
mation becomes available. Members with 
questions about the new rule should email 
those questions to: info@phada.org.  n

Section 3 Final Rule

Important Notes
1.  Agencies should still compile data and complete 

reporting using the current system until systems for 
tracking the new metrics are in place. 

2.  Agencies should begin transition planning and imple-
mentation as soon as possible to be in compliance 
by the start of the applicable reporting period based 
upon FYE, beginning with those starting a new fiscal 
year on July 1, 2021.

HUD will consider the time 
between November 30, 
2020, and a PHA’s required 
reporting start date to be 
a transition period during 
which employers and  
grantees are expected to 
plan and revise processes, 
systems, and documents to 
comply with the Final Rule’s 
requirements. During this 
time, PHAs are still required 
to support Section 3 goals.” 
  –  Assistant Secretary Hunter Kurtz in his  

December 1, 2020, letter to PHAs.
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