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(if one was required) specified in the
approved purchase proposal other than
changes approved in writing by HUD in
accordance with the Agreement.

(c) Actual cost and interest rate certifi-
cations. The Owner must provide HUD
with statements of the actual costs, in-
cluding the interest rate incurred for
the rehabilitation, Contract Rent
shortfalls, and any relocation approved
by HUD. The owner shall certify that
these are the actual costs. HUD shall
review and approve these costs subject
to post audit.

(d) Review and inspections. (1) Within
fifteen working days of the receipt of
the evidence of completion, and the
owner’s certification of costs, HUD
shall review the evidence of completion
for compliance with paragraphs (b) and
(c) of this section.

(2) Within the same time period, a
HUD representative shall inspect the
units, to determine whether the units
meet the Housing Quality Standards,
the Agreement to Enter into the HAP,
and any applicable work write-up.

(e) If the inspection discloses defects
or deficiencies, the inspector shall re-
port these with sufficient detail and in-
formation for purposes of paragraphs
(g) (1) and (2) of this section.

(f) Acceptance. If HUD determines
from the review and inspection that
the project has been completed in ac-
cordance with the Agreement, the proj-
ect shall be accepted.

(g) Acceptance where defects or defi-
ciencies reported. If the projects unit(s)
are not acceptable under paragraph (f)
of this section, the following shall
apply:

(1) If the only defects or deficiencies
are punchlist items or incomplete
items awaiting seasonal opportunity,
the project may be accepted and the
contract executed. If the owner fails to
complete the items within a reasonable
time to the satisfaction of HUD, HUD
may, upon 30 days notice to the owner
terminate the contract and/or exercise
its other rights thereunder, including
rescission of the sale.

(2) If the defects or deficiencies are
other than punchlist items or incom-
plete work awaiting seasonal oppor-
tunity, HUD shall determine whether
and to what extent the defects or defi-
ciencies can be corrected, what correc-
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tions are essential to permit HUD to
accept the project, whether and to
what extent a reduction of Contract
Rents will be required as a condition to
acceptance of the project, and the ex-
tension of time required for the re-
maining work to be done. The owner
shall be notified of HUD’s determina-
tions and, if the owner agrees to com-
ply with the conditions, an addendum
to the Agreement shall be entered into,
specifying the remaining work, pursu-
ant to which the defects or deficiencies
will be corrected and the unit(s) then
accepted. If the owner is unwilling to
enter into such an addendum or fails to
perform under the addendum, the units
will not be accepted and appropriate
remedies will be sought by HUD. Para-
graphs (a) through (g) will apply when
the remaining work is completed satis-
factorily.

(h) Notification of mon-acceptance. If
HUD determines that, based on the re-
view of the evidence of completion and
inspection, the unit(s) cannot be ac-
cepted, the Owner must be promptly
notified of this decision and the rea-
sons and steps shall be taken imme-
diately to rescind the sale, or such
other action deemed appropriate by
HUD.

[44 FR 70365, Dec. 6, 1979, as amended at 52
FR 1896, Jan. 15, 1987; 58 FR 43723, Aug. 17,
1993; 64 FR 50227, Sept. 15, 1999]

§886.334 Execution of housing assist-
ance payments contract.

(a) Time of execution. Upon acceptance
of the unit(s) by HUD pursuant to
§886.333(f), the contract will be exe-
cuted first by the Owner and then by
HUD. The effective date must be no
earlier than the HUD inspection which
provides the basis for unconditional ac-
ceptance.

(b) Changes in initial contract rents
during rehabilitation. (1) The Contract
Rents established pursuant to §886.310
and 24 CFR part 290 will be the Con-
tract Rents on the effective date of the
Contract except under the following
circumstances:

(i) When, during rehabilitation, work
items are discovered which could not
reasonably have been anticipated by
HUD or are necessitated by an unfore-
seen change in local codes or ordi-
nances; were not listed in the work
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write-up prepared by HUD but are
deemed by HUD, in writing, to be nec-
essary work; and will require addi-
tional expenditures which would make
the rehabilitations infeasible at the
Contract Rents established in the
Agreement. Under these cir-
cumstances, HUD will:

(A) Approve a change order to the re-
habilitation contract, or amend the
work write-up if there is no rehabilita-
tion contract, specifying the additional
work to be accomplished and the addi-
tional cost for this work,

(B) Recompute the Contract Rents,
within the limits specified in para-
graph (b)(4) of this section, based upon
the revised cost estimate, and

(C) Prepare and execute an amend-
ment to the Agreement stating the ad-
ditional work required and the revised
Contract Rents.

(ii) When the actual cost of the reha-
bilitation performed is less than that
estimated in the calculation of Con-
tract Rents for the Agreement.

(iii) When, due to unforeseen factors,
the actual certified relocation pay-
ments made by the Owner to tempo-
rarily relocated Families varies from
the cost estimated by HUD.

(2) Should changes occur as specified
in paragraph (b)(1) (ii) or (iii) (either an
increase or decrease), HUD may recal-
culate the Contract Rents and amend
the Contract or Agreement, as appro-
priate, to reflect the revised rents. The
rents shall not be recalculated based on
increased costs to maintain rents at
the Section 8 level during the rehabili-
tation period.

(3) HUD must review and approve the
Owner’s certification that the rehabili-
tation costs and relocation costs are
the actual costs incurred.

(4) In establishing the revised Con-
tract Rents, HUD must determine that
the resulting Contract Rents plus an
applicable Utility Allowances do not
exceed the Fair Market Rent or the ex-
ception rent provided in §886.310 in ef-
fect at the time of execution of the
Agreement.

(c) Unleased unit(s). At the time the
contract is executed, HUD will provide
a list of dwelling unit(s) leased as of
the effective date of the Contract and a
list of the unit(s) not so leased, if any,
and shall determine whether or not the
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owner has met the obligations with re-
spect to any unleased unit(s) and for
which of those unit(s) vacancy pay-
ments will be made by HUD. The owner
must indicate in writing either concur-
rence with this determination or dis-
agreement reserving all rights to claim
vacancy payments for the unleased
unit(s) pursuant to the contract, with-
out prejudice by reason of the owner’s
signing the contract.

[44 FR 70365, Dec. 6, 1979, as amended at 48
FR 12711, Mar. 28, 1983; 49 FR 17449, Apr. 24,
1984; 65 FR 16427, Mar. 29, 2000]

§886.335 HUD review of agreement
and contract compliance.

HUD will review project operations
at such intervals as it deems necessary
to ensure that the owner is in full com-
pliance with the terms and conditions
of the contract, Regulatory Agree-
ment, and Agreement to Enter into a
Housing Assistance Contract, if any.
The equal opportunity review may be
conducted with the scheduled HUD re-
view or at any time deemed appro-
priate by HUD.

§886.336 Audit.

(a) Where a State or local govern-
ment is the eligible owner of a project
receiving financial assistance under
this part, the audit requirements in 24
CFR part 44 shall apply.

(b) Where a nonprofit organization is
the eligible owner of a project receiv-
ing financial assistance under this
part, the audit requirements in 24 CFR
part 45 shall apply.

[60 FR 39092, Sept. 27, 1985; 51 FR 30480, Aug.
27, 1986, as amended at 57 FR 33257, July 27,
1992]

§886.337 Selection preferences.

Sections 5.410 through 5.430 govern
the use of preferences in the selection
of tenants under this subpart.

[69 FR 36647, July 18, 1994, as amended at 61
FR 9047, Mar. 6, 1996]

§886.338 Displacement, relocation, and
acquisition.

(a) Minimizing displacement. Con-
sistent with the other goals and objec-
tives of this part, owners shall assure
that they have taken all reasonable
steps to minimize the displacement of
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