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Section 3 Contacts 

• Senior Project Manager 
Michael.Dotson@houstontx.gov 
713-868-8332 

• Section 3 Coordinators 
Erica.Newman@houstontx.gov 
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713-865-4501 

• Website 
www.houstontx.gov/housing/sec3.html 
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Section 3 in a Nutshell 

• A provision of the Housing and Urban 
Development Act of 1968. 

• Intended to ensure that opportunities for: 
– Training 
– Employment 
– Contracting  
Are generated for low to very-low income residents 
or businesses that reside within the City of Houston. 
Also known as Section 3 Residents and Businesses.  

 



Section 3 Resident 

1. A Public Housing Resident; or 
2. A Low or Very Low-income person residing in the 

metropolitan area or non-metropolitan county in 
which the Section 3 covered assistance is 
expended. 

 
Currently we have 300+ Residents certified with 
the skills that range from clerical to construction. 



Section 3 Business 

• A business that meets one of the three categories 
and has submitted application for certification: 
C1. 51% or more ownership by a Section 3 Resident or 

qualify as a low to very-low income resident. 
C2. 30% of full-time employees are Section 3 Residents, 

or qualify as a low to very-low income resident. 
C3. Agree to subcontract 25% of future contracts to  

Section 3 Businesses or businesses that qualify for 
Category 1 or 2.  

Currently we have 180+ businesses certified with scopes 
ranging from construction to professional services. 



Section 3 Covered Projects 

• The construction or rehabilitation of housing 
(including reduction of lead-based paint 
hazards) 

• Other public construction such as: 
– Community Centers 
– Public Parks 
– Street Repair 
– Sewage Line Repair or Installation 
– Updates to Building Facades, etc. 



Contract Recipients 

• Any entity that receives a contract that is paid 
by or in part by federal funds.  

• Examples include: 
– Owner(s) of project 
– Professional Services Providers 
– General Contractor 
– Subcontractors 

 
 



MISCONCEPTIONS 

 
• Section 3 is just like Section 8 
 
• Section 3 Residents are incapable of work 
 
• Section 3 Businesses are unsuccessful 



Dollar Amount Thresholds 

Section 3 is applicable when: 
• $200,000+ is awarded per project 

– When a project receives a cumulative amount of 
$200,000+ from one or several grants 

• $100,000+ is awarded per contract 
– Applies to General Contractor and Subcontractors.  
– Excludes Supplier/Material Subcontractors.  



Performance Goals 

• Contract Recipients must meet the minimum 
performance goals when “NEW” is triggered 
by: 
– Contracting work to Subcontractors 
– Hiring NEW W-2 Individuals to work on project 

• 1099 Workers are considered Subcontractors 



3% Soft Cost 

• Soft Cost = Non-Construction Costs, includes: 
– Architects, Engineers, Surveyors, Administrative 

Work, Designer, etc. 

• Contract Recipients need to allocate 3% of the 
estimated non-construction budget to Section 
3 Business. 



10% Hard Cost Construction 

• Hard Cost = Construction Work 
• Contract Recipients that require to contract 

out work to Subcontractors must:  
– Allocate 10% of their contract amount to a 

Section 3 Business. 



30% New Hire  
Resident Participation 

• New Hire = New Individual placed on payroll 
• Contract Recipients that require new hires 

must make sure that:  
– 30% of New Hires is/are Section 3 Resident(s). 

• Provisions to Rule: 
– Section 3 Residents must be selected from the 

current database list of existing certified residents. 
 



Procuring Section 3 Businesses 

• Ebid Announcement 
– Sent by HCDD to ALL Section 3 Businesses and 

Union/Unemployment Contacts 
– Must allow contractors a minimum of two (2) 

weeks to receive bid proposals 
• Review Bids & Meet Performance Goals 
• Create Bid Tabulation and: 

– Submit to HCDD a copy of the bid tabulation 
– Indicate which bid was accepted and why 

 



When Reviewing Bids 

• Percentage Goal must be met before awarding 
contracts to NON-Section 3 Businesses. 

• Bids should be based off the same scope of 
work. 

• Contracts should be awarded to businesses 
that are capable to perform the scope of 
work.  

 
 

 
 
 



Section 3 Bid vs. Non-Section 3 Bid 

• A Section 3 Bid must be accepted if: 
– Section 3 Bid is within a certain percentage of the 

Non-Section 3 Bid, as follows:  
 

• $100K or less = 10%  $500-1M = 5% 
• $100-200K = 9%  $1M-2M = 4% 
• $200-300K = 8%  $2M-4M = 3% 
• $300-400K = 7%  $4M-7M = 2% 
• $400-500K = 6%  $7M+ = 1.5% 



Check for Certification! 

• Section 3 Businesses & Residents: 
– Must be certified by COH’S HCDD Section 3 

Program Manager or assignee.  
– Applications and additional information including 

the list of Certified Business Concerns and 
Residents are available online. 

 



Internal Capacity 

• Contract Recipients can claim Internal 
Capacity only if: 
– All work will be completed utilizing current 

workforce and when there is no need to hire new 
employee(s) or subcontractors.  

 

• It is OK to claim Internal Capacity when 
Vendors/Suppliers are utilized. 



Internal Capacity 

• Compliance Exemptions: 
– Certain pre-requisite compliance documents 
– Do not need to meet performance goals 
– No monthly reporting 

 



What If…? 

• I claim Internal Capacity, but I end up needing 
to hire individuals or subcontractors? 
– Notify GC/HCDD ASAP. Before hiring, you must 

follow the Section 3 procurement process. 
– Submit revised pre-requisite documents 

• Workforce Analysis Form, Permanent Employee List, 
Utilization Plan 

– Submit monthly reporting 



Is Section 3 For Me? 

• Q: Should I comply if my Contract is $100K+ and I’m 
NOT a Supplier? 
– Yes! – I must comply with Section 3 
– No! – Section 3 is not for me 
IF YES: 

• Q: Will I subcontract construction work or hire new people 
when needed? 

– Yes! – I need to meet performance goals: 10-3-30 
– No! – I need to claim Internal Capacity. 

 



Contractor Orientation Guide 

• Guide includes: 
– Section 3 Policy & Procedures 
– Section 3 Federal Regulations 
– Section 3 Compliance Documents 



Highlights from Orientation Guide 

• Signage: 
– General Contractor is required to post sign with 

specific guidelines on property. (pg. 8 & 45) 
• Prerequisite Compliance Documents: 

– Must be submitted within 10 days of the Notice of 
Intent to Award (NOIA) (pg. 33) 

• Monthly Reporting: 
– GC and all $100K+ Subcontractors must submit to 

HCDD by the 10TH of each month (pg. 47 & 48) 
 



Failure to Meet Compliance 

• Delayed Pay Requests 
– Will result in recommendation to the Division 

Manager to withhold pay application. 
• Failure to meet performance goals 
• Failure to submit compliance documents 



Continuous Failure to Meet Compliance 

• Termination of Contract 
– If Contractor(s) fails to comply with the terms of 

the contract documents, HCDD may temporary 
suspend/terminate the contract at any time. 

• Suspension, Debarment, Suspension or 
Limited Denial of Participation 
– Upon termination, HCDD may also include 

Contractor(s) on Nationwide Debarred and 
Suspended List of Contractors.  



Complaints Against  
Section 3 Compliance 

• Send written complaints to: 
The Assistant Secretary for Fair Housing and Equal Opportunity 

U.S. Department of Housing and Urban Development 
451 Seventh St., SW, Room 5100 

Washington, DC 20410-2000 
1-800-669-9777; 1-800-927-9276 (TTY) 

• Complaint should include: 
– Name and address of the person filing the complaint; 
– Name and address of subject of the complaint (HUD recipient or 

contractor); 
– Description of acts or omissions in alleged violation of Section 3; 
– Statement of corrective actions sought. 
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