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demonstrating the best performance
in the area of economic develop-
ment may be identified to both
grantees and HUD Field Office
staff. The Department will also
identify administrative mechanisms
through which additional relief may
be provided to communities with
the best economic development per-
formance records.

Relationship to Section 3
Economic Opportunity
Requirements

Recipients of CDBG funds must
also comply with the requirements
of Section 3 of the Housing and
Urban Development Act of 1968
(Section 3), as amended by Section
915 of the 1992 Act. Section 3
requires that, to the greatest extent
feasible, and consistent with exist-
ing Federal, State and local laws
and regulations, employment and
other economic opportunities aris-
ing in connection with CDBG assis-
tance to any Section 3 covered proj-
ect are given to low- and very low-
income persons residing within the
metropolitan area (or nonmetropoli-
tan county) in which the project is
located. For the CDBG program,
Section 3 covered projects include
housing rehabilitation, housing con-
struction, and other public construc-
tion. The Section 3 requirements
apply to training, employment and
contracting opportunities arising in
connection with a covered project,
as well as job (or other opportuni-
ties) which may be retained or cre-
ated as a result of the project. An
interim rule implementing the 1992
amendments to Section 3 was pub-
lished by the Department in the
Federal Register on June 30, 1994,
and it became effective August 1,
1994.

Other Matters

Executive Order 12612, Federalism

The General Counsel, as the

Designated Official under section
6(a) of Executive Order 12612,
Federalism, has determined that the
policies in this rule do not have
Federalism implications when
implemented and, thus, are not sub-
ject to review under the Order.
Nothing in the rule implies any pre-
emption of State or local law, nor
does any provision of the rule dis-
turb the existing relationship
between the Federal Government
and State and local governments.

Executive Order 12606; the Family

The General Counsel, as the des-
ignated Official under Executive
Order 12606, has determined that
this rule does not have potential sig-
nificant impact on family formation,
maintenance, and general well-
being, and, thus, is not subject to
review under the Order.

Environmental Finding

A Finding of No Significant
Impact with regard to the environ-
ment has been made in accordance
with HUD regulations in 24 CFR
part 50, which implement section
102(2)(C) of the National
Environmental Policy Act of 1969,
42 U.S.C. 4321. The Finding of No
Significant Impact is available for
public inspection between 7:30 a.m.
and 5:30 p.m. weekdays in the
Office of the Rules Docket Clerk,
Room 10276, 451 Seventh Street,
SW., Washington, DC 20410.

Regulatory Flexibility

Under the Regulatory Flexibility
Act (5 U.S.C. 605(b)), the Secretary
by his approval of publication of
this rule hereby certifies that this
rule does not have a significant eco-
nomic impact on a substantial num-
ber of small entities. The rule does
not affect the amount of funds pro-
vided in the CDBG program, but
rather modifies and updates pro-
gram administration and procedural

requirements to comport with
recently enacted legislation.

Semiannual Agenda

This rule was listed as item 1848
in the Department’s Semiannual
Agenda of Regulations published on
November 14, 1994 (59 FR 57632,
57664) under Executive Order
12866 and the Regulatory
Flexibility Act.

Catalog of Federal Domestic
Assistance

The Community Development
Block Grant Program is listed in the
Catalog of Federal Domestic
Assistance under the following
numbers: Entitlements—14.218,
HUD-administered Small Cities—
14.219, Indian—14.223, Insular
Areas—14.225, State’s Program—
14.228.

List of Subjects in 24 CFR Part
570

Administrative practice and pro-
cedure, American Samoa,
Community development block
grants, Grant programs—education,
Grant programs—housing and com-
munity development, Guam,
Indians, Lead poisoning, Loan pro-
grams—housing and community
development, Low and moderate
income housing, New communities,
Northern Mariana Islands, Pacific
Islands Trust Territory, Pockets of
poverty, Puerto Rico, Reporting and
recordkeeping requirements, Small
cities, Student aid, Virgin Islands.

Accordingly, 24 CFR part 570,
subparts A, C, I, and J, are amended
as follows: 

PART 570—COMMUNITY
DEVELOPMENT BLOCK
GRANTS

1. The authority citation for 24
CFR part 570 continues to read as
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follows:

Authority: 42 U.S.C. 3535(d)
and 5300-5320

Subpart A—General Provisions

2. In § 570.3, definitions for
“Community Development
Financial Institution”,
“Microenterprise”, and “Small busi-
ness”, are added in alphabetical
order to read as follows:

§ 570.3   Definitions.
* * * * *

Community Development
Financial Institution has the same
meaning as used in the Community
Development Banking and
Financial Institution Act of 1994 (12
U.S.C. 4701 note).
* * * * *

Microenterprise means a busi-
ness that has five or fewer employ-
ees, one or more of whom owns the
enterprise.
* * * * *

Small business means a business
that meets the criteria set forth in
section 3(a) of the Small Business
Act (15 U.S.C. 631, 636, 637).
* * * * *

Subpart C—Eligible Activities

3. In § 570.200, paragraph (e) is
revised to read as follows:

§ 570.200   General policies.
* * * * *

(e) Recipient determinations
required as a condition of eligibility.
In several instances under this sub-
part, the eligibility of an activity
depends on a special local determi-
nation. Recipients shall maintain
documentation of all such determi-
nations. A written determination is
required for any activity carried out
under the authority of §§
570.201(f), 570.202(b)(3), 570.204,
570.206(f), and 570.209.
* * * * *

4. In § 570.201, paragraph (o) is

added to read as follows:

§ 570.201   Basic eligible activities.
* * * * *

(o)(1) The provision of assis-
tance either through the recipient
directly or through public and pri-
vate organizations, agencies, and
other subrecipients (including non-
profit and for-profit subrecipients)
to facilitate economic development
by:

(i) Providing credit, including,
but not limited to, grants, loans,
loan guarantees, and other forms of
financial support, for the establish-
ment, stabilization, and expansion
of microenterprises;

(ii) Providing technical assis-
tance, advice, and business support
services to owners of microenter-
prises and persons developing
microenterprises; and

(iii) Providing general support,
including, but not limited to, peer
support programs, counseling, child
care, transportation, and other simi-
lar services, to owners of microen-
terprises and persons developing
microenterprises.

(2) Services provided this para-
graph (o) shall not be subject to the
restrictions on public services con-
tained in paragraph (e) of this sec-
tion.

(3) For purposes of this para-
graph (o), “persons developing
microenterprises” means such per-
sons who have expressed interest
and who are, or after an initial
screening process are expected to
be, actively working toward devel-
oping businesses, each of which is
expected to be a microenterprise at
the time it is formed.

5. In § 570.202, paragraph (a)(1)
is revised to read as follows:

§ 570.202   Eligible rehabilitation
and preservation activities.

(a) * * *
(1) Privately owned buildings

and improvements for residential
purposes; improvements to a single-
family residential property which is

also used as a place of business,
which are required in order to oper-
ate the business, need not be consid-
ered to be rehabilitation of a com-
mercial or industrial building, if the
improvements also provide general
benefit to the residential occupants
of the building;
* * * * *

6. Section 570.203 is amended
by revising the introductory text and
paragraph (b), and by adding a new
paragraph (c), to read as follows:

§ 570.203   Special economic
development activities.

A recipient may use CDBG
funds for special economic develop-
ment activities in addition to other
activities authorized in this subpart
which may be carried out as part of
an economic development project.
Guidelines for selecting activities to
assist under this paragraph are pro-
vided at § 570.209. The recipient
must ensure that the appropriate
level of public benefit will be
derived pursuant to those guidelines
before obligating funds under this
authority. Special activities author-
ized under this section do not
include assistance for the construc-
tion of new housing. Special eco-
nomic development activities
include:
* * * * *

(b) The provision of assistance to
a private for-profit business, includ-
ing, but not limited to, grants, loans,
loan guarantees, interest supple-
ments, technical assistance, and
other forms of support, for any
activity where the assistance is
appropriate to carry out an econom-
ic development project, excluding
those described as ineligible in §
570.207(a). In selecting businesses
to assist under this authority, the
recipient shall minimize, to the
extent practicable, displacement of
existing businesses and jobs in
neighborhoods.

(c) Economic development serv-
ices in connection with activities
eligible under this section, includ-
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ing, but not limited to, outreach
efforts to market available forms of
assistance; screening of applicants;
reviewing and underwriting applica-
tions for assistance; preparation of
all necessary agreements; manage-
ment of assisted activities; and the
screening, referral, and placement of
applicants for employment opportu-
nities generated by CDBG-eligible
economic development activities,
including the costs of providing
necessary training for persons filling
those positions.

7. Section 570.204 is revised to
read as follows:

§ 570.204   Special activities by
Community-Based Development
Organizations (CBDOs).

(a) Eligible activities. The recipi-
ent may provide CDBG funds as
grants or loans to any CBDO quali-
fied under this section to carry out a
neighborhood revitalization, com-
munity economic development, or
energy conservation project. The
funded project activities may
include those listed as eligible under
this subpart, and, except as
described in paragraph (b) of this
section, activities not otherwise list-
ed as eligible under this subpart. For
purposes of qualifying as a project
under paragraphs (a)(1), (a)(2), and
(a)(3) of this section, the funded
activity or activities may be consid-
ered either alone or in concert with
other project activities either being
carried out or for which funding has
been committed. For purposes of
this section:

(1) Neighborhood revitalization
project includes activities of suffi-
cient size and scope to have an
impact on the decline of a geo-
graphic location within the jurisdic-
tion of a unit of general local gov-
ernment (but not the entire jurisdic-
tion) designated in comprehensive
plans, ordinances, or other local
documents as a neighborhood, vil-
lage, or similar geographical desig-
nation; or the entire jurisdiction of a
unit of general local government

which is under 25,000 population;
(2) Community economic devel-

opment project includes activities
that increase economic opportunity,
principally for persons of low- and
moderate-income, or that stimulate
or retain businesses or permanent
jobs, including projects that include
one or more such activities that are
clearly needed to address a lock of
affordable housing accessible to
existing or planned jobs and those
activities specified at 24 CFR
91.1(a)(1)(iii);

(3) Energy conservation project
includes activities that address ener-
gy conservation, principally for the
benefit of the residents of the recipi-
ent’s jurisdiction; and

(4) To carry out a project means
that the CBDO undertakes the fund-
ed activities directly or through con-
tract with an entity other than the
grantee, or through the provision of
financial assistance for activities in
which it retains a direct and control-
ling involvement and responsibili-
ties.

(b) Ineligible activities.
Notwithstanding that CBDOs may
carry out activities that are not oth-
erwise eligible under this subpart,
this section does not authorize:

(1) Carrying out an activity
described as ineligible in §
570.207(a);

(2) Carrying out public services
that do not meet the requirements of
§ 570.201(e), except that;

(i) Services carried out under this
section that are specifically
designed to increase economic
opportunities through job training
and placement and other employ-
ment support services, including,
but not limited to, peer support pro-
grams, counseling, child care, trans-
portation, and other similar services;
and

(ii) Services of any type carried
out under this section pursuant to a
strategy approved by HUD under
the provisions of 24 CFR 91.215(e)
shall not be subject to the limita-
tions in § 570.201(e)(1) or (2), as

applicable;
(3) Providing assistance to activi-

ties that would otherwise be eligible
under § 570.203 that do not meet
the requirements of § 570.209; or

(4) Carrying out an activity that
would otherwise be eligible under §
570.205 or § 570.206, but that
would result in the recipient’s
exceeding the spending limitation in
§ 570.200(g).

(c) Eligible CBDOs. (1) A
CBDO qualifying under this section
is an organization under this section
is an organization which has the fol-
lowing characteristics:

(i) Is an association or corpora-
tion organized under State or local
law to engage in community devel-
opment activities (which may
include housing and economic
development activities) primarily
within an identified geographic area
of operation within the jurisdiction
of the recipient, or in the case of an
urban county, the jurisdiction of the
county; and

(ii) Has as its primary purpose
the improvement of the physical,
economic or social environment of
its geographic area of operation by
addressing one or more critical
problems of the area, with particular
attention to the needs of persons of
low and moderate income; and

(iii) May be either non-profit or
for-profit, provided any monetary
profits to its shareholders or mem-
bers must be only incidental to its
operations; and 

(iv) Maintains at least 51 percent
of its governing body’s membership
for low- and moderate-income resi-
dents of its geographic area of oper-
ation, owners or senior officers of
private establishments and other
institutions located in and serving
its geographic area of operation, or
representatives of low- and moder-
ate-income neighborhood organiza-
tions located in its geographic area
of operation; and

(v) Is not an agency or instru-
mentality of the recipient and does
not permit more than one-third of
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the membership of its governing
body to be appointed by, or to con-
sist of, elected or other public offi-
cials or employees or officials of an
ineligible entity (even though such
persons may be otherwise qualified
under paragraph (c)(1)(iv) of this
section); and

(vi) Except as otherwise author-
ized in paragraph (c)(1)(v) of this
section, requires the members of its
governing body to be nominated
and approved by the general mem-
bership of the organization, or by its
permanent governing body; and

(vii) Is not subject to require-
ments under which its assets revert
to the recipient upon dissolution;
and

(viii) Is free to contract for goods
and services from vendors of its
own choosing.

(2) A CBDO that does not meet
the criteria in paragraph (c)(1) of
this section may also qualify as an
eligible entity under this section if it
meets one of the following require-
ments:

(i) Is an entity organized pur-
suant to section 301(d) of the Small
Business Investment Act of 1958 (I5
U.S.C. 681(d)), including those
which are profit making; or

(ii) Is an SBA approved Section
501 State Development Company or
Section 502 Local Development
Company, or an SBA Certified
Section 503 Company under the
Small Business Investment Act of
1958, as amended; or

(iii) Is a Community Housing
Development Organization (CHDO)
under 24 CFR 92.2, designated as a
CHDO by the HOME Investment
Partnerships program participating
jurisdiction, with a geographic area
of operation of no more than one
neighborhood, and has received
HOME funds under 24 CFR 92.300
or is expected to receive HOME
funds as described in and document-
ed in accordance with 24 CFR
92.300(e).

(3) A CBDO that does not quali-
fy under paragraphs (c) (1) or (2) of

this section may also be determined
to qualify as an eligible entity under
this section if the recipient demon-
strates to the satisfaction of HUD,
through the provision of informa-
tion regarding the organization’s
charter and by-laws, that the organi-
zation is sufficiently similar in pur-
pose, function, and scope to those
entities qualifying under paragraphs
(c) (1) or (2) of this section.

8. Section 570.207 is amended
by revising paragraphs (b) introduc-
tory text and (b)(3)(iii) to read as
follows:

§ 570.207   Ineligible activities.
* * * * *

(b) The following activities may
not be assisted with CDBG funds
unless authorized under provisions
of § 570.203 or as otherwise specif-
ically noted herein or when carried
out by a entity under the provisions
of § 570.204.
* * * * *

(3) * * *
(iii) When carried out by an enti-

ty pursuant to § 570.204(a);
* * * * *

9. Section 570.208 is amended
by:

a. Revising the paragraph head-
ing of paragraph (a), revising para-
graph (a)(1)(i), the first sentence is
paragraph (a)(1)(iv), and adding a
new paragraph (a)(1)(v);

b. Revising paragraph (a)(2)(i)
introductory text and by adding new
paragraphs (a)(2)(iii) and (a)(2)(iv);

c. Revising the introductory text
of paragraph (a)(3);

d. Revising paragraph (a)(4); and
e. Adding new paragraphs (d)(5),

(d)(6), and (d)(7), to read as fol-
lows:

§ 570.208   Criteria for national
objectives.
* * * * *

(a) Activities benefiting low- and
moderate-income persons.
* * * * *

(1) Area benefit activities. (i) An
activity, the benefits of which are

available to all the residents in a
particular area, where at least 51
percent of the residents are low and
moderate income persons. Such an
area need not be coterminous with
census tracts or other officially rec-
ognized boundaries but must be the
entire area served by the activity.
An activity that serves an area that
is not primarily residential in char-
acter shall not qualify under this cri-
terion.
* * * * *

(iv) In determining whether there
is a sufficiently large percentage of
low and moderate income persons
residing in the area served by an
activity to qualify under paragraphs
(a)(1)(i), (ii), or (v) of this section,
the most recently available decenni-
al census information shall be used
to the fullest extent feasible, togeth-
er with the Section 8 income limits
that would have applied at the time
the income information was collect-
ed by the Census Bureau. * * *

(v) Activities meeting the
requirements of paragraph (d)(5)(i)
of this section may be considered to
qualify under this paragraph, pro-
vided that the area covered by the
strategy is primarily residential and
contains a percentage of low- and
moderate-income residents that is
no less than the percentage comput-
ed by HUD pursuant to paragraph
(a)(1)(ii) of this section but in no
event less than 51 percent.
Activities meeting the requirements
of paragraph (d)(6)(i) of this section
may also be considered to qualify
under paragraph (a)(1) of this sec-
tion.

(2) Limited clientele activities. (i)
An activity which benefits a limited
clientele, at least 51 percent of
whom are low- or moderate-income
persons. (The following kinds of
activities may not qualify under
paragraph (a)(2) of this section:
activities, the benefits of which are
available to all the residents of an
area; activities involving the acqui-
sition, construction or rehabilitation
of property for housing; or activities
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where the benefit to low- and mod-
erate-income persons to be consid-
ered is the creation or retention of
jobs, except as provided in para-
graph (a)(2)(iv) of this section.) To
qualify under paragraph (a)(2) of
this section, the activity must meet
one of the following tests:
* * * * *

(iii) A microenterprise assistance
activity carried out in accordance
with the provisions of § 570.201(o)
with respect to those owners of
microenterprises and persons devel-
oping microenterprises assisted
under the activity during each pro-
gram year who are low- and moder-
ate-income persons. For purposes of
this paragraph, persons determined
to be low and moderate income may
be presumed to continue to qualify
as such for up to a three-year peri-
od.

(iv) An activity designed to pro-
vide job training and placement
and/or other employment support
services, including, but not limited
to, peer support programs, counsel-
ing, child care, transportation, and
other similar services, in which the
percentage of low- and moderate-
income persons assisted is less than
51 percent may qualify under this
paragraph in the following limited
circumstance:

(A) In such cases where such
training or provision of supportive
services assists business(es), the
only use of CDBG assistance for the
project is to provide the job training
and/or supportive services; and

(B) The proportion of the total
cost of the project borne by CDBG
funds is no greater than the propor-
tion of the total number of persons
assisted who are low or moderate
income.

(3) Housing activities. An eligi-
ble activity carried out for the pur-
pose of providing or improving per-
manent residential structures which,
upon completion, will be occupied
by low- and moderate-income
households. This would include, but
not necessarily be limited to, the

acquisition or rehabilitation of prop-
erty, conversion of non-residential
structures, and new housing con-
struction. If the structure contains
two dwelling units, at least one
must be so occupied, and if the
structure contains more than two
dwelling units, at least 51 percent of
the units must be so occupied, and
if the structure contains more than
two dwelling units, at least 51 per-
cent of the units must be so occu-
pied. Where two or more rental
buildings being assisted are or will
be located on the same or contigu-
ous properties, and the buildings
will be under common ownership
and management, the grouped
buildings may be considered for this
purpose as a single structure. Where
housing activities being assisted
meet the requirements of paragraph
§ 570.208 (d)(5)(ii) or (d)(6)(ii) of
this section, all such housing may
also be considered for this purpose
as a single structure. For rental
housing, occupancy by low and
moderate income households must
be at affordable rents to qualify
under this criterion. The recipient
shall adopt and make public its stan-
dards for determining “affordable
rents” for this purpose. The follow-
ing shall also qualify under this cri-
terion:
* * * * *

(4) Job creation or retention
activities. An activity designed to
create or retain permanent jobs
where at least 51 percent of the
jobs, computed on a full time equiv-
alent basis, involve the employment
of low- and moderate-income per-
sons. To qualify under this para-
graph, the activity must meet the
following criteria:

(i) For an activity that creates
jobs, the recipient must document
that at least 51 percent of the jobs
will be held by, or will be available
to, low- and moderate-income per-
sons.

(ii) For an activity that retains
jobs, the recipient must document
that the jobs would actually be lost

without the CDBG assistance and
that either or both of the following
conditions apply with respect to at
least 51 percent of the jobs at the
time the CDBG assistance is provid-
ed:

(A) The job is known to be held
by a low- or moderate-income per-
son; or 

(B) The job can reasonably be
expected to turn over within the fol-
lowing two years and that steps will
be taken to ensure that it will be
filled by, or made available to, a
low- or moderate-income person
upon turnover.

(iii) Jobs that are not held or
filled by a low- or moderate-income
person may be considered to be
available to low- and moderate-
income persons for these purposes
only if:

(A) Special skills that can only
be acquired with substantial training
or work experience or education
beyond high school are not a pre-
requisite to fill such jobs, or the
business agrees to hire unqualified
person and provide training; and

(B) The recipient and the assisted
business take actions to ensure that
low- and moderate-income persons
receive first consideration for filling
such jobs.

(iv) For purposes of determining
whether a job is held by or made
available to a low- or moderate-
income person, the person may be
presumed to be a low- or moderate-
income person if:

(A) He/she resides within a cen-
sus tract (or block numbering are)
that either:

(1) Meets the requirements of
paragraph (a)(4)(v) of this section;
or 

(2) Has at least 70 percent of its
residents who are low- and moder-
ate- income persons; or

(B) The assisted business is
located within a census tract (or
block numbering area) that meets
the requirements of paragraph (a)
(4) (v) of this section and the job
under consideration is to be located
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within that census tract.
(v) A census tract (or block num-

bering are) qualifies for the pre-
sumptions permitted under para-
graphs (a)(4)(iv)(A)(1) and (B) of
this section if it is either part of a
Federally-designated Empowerment
Zone or Enterprise Community or
meets the following criteria:

(A) It has a poverty rate of at
least 20 percent as determined by
the most recently available decenni-
al census information;

(B) It does not include any
por___ a central business district, as
this ter___ is used in the most
recent Census of Retail Trade,
unless the tract has a poverty rate of
at least 30 percent as determined by
the most recently available decenni-
al census information; and

(C) It evidences pervasive pover-
ty and general distress by meeting at
least one of the following standards:

(1) All block groups in the cen-
sus tract have poverty rates of at
least 20 percent; or

(2) The specific activity being
undertaken is located in a block
group that has a poverty rate of at
least 20 percent; or

(3) Upon the written request of
the recipient, HUD determines that
the census tract exhibits other objec-
tively determinable signs of general
distress such as high incidence of
crime, narcotics use, homelessness,
abandoned housing, and deteriorat-
ed infrastructure or substantial pop-
ulation decline.

(vi) As a general rule, each
assisted business shall be consid-
ered to be a separate activity for
purposes of determining whether the
activity qualifies under this para-
graph, exce____

(A) In certain cases such as
where CDBG funds are used to
acquire, develop or improve a real
property (e___ a business incubator
or an industrial park) the require-
ment may be met by measuring jobs
in the aggregate for all the business-
es which locate on the property,
provided such businesses are not

otherwise assisted by CDBG funds.
(B) Where CDBG funds are used

to pay for the staff and overhead
costs of a subrecipient making loans
to businesses exclusively from non-
CDBG funds, this requirement may
be met by aggregating the jobs cre-
ated by all of the businesses receiv-
ing loans during each program year.

(C) Where CDBG funds are used
by a recipient or subrecipient to pro-
vide technical assistance to busi-
nesses, this requirement may be met
by aggregating the jobs created or
retained by all of the businesses
receiving technical assistance during
each program year.

(D) Where CDBG funds are used
for activities meeting the criteria
listed at § 570.209(b)(2)(v), this
requirement may be met by aggre-
gating the jobs created or retained
by all businesses for which CDBG
assistance is obligated for such
activities during the program year,
except as provided at paragraph
(d)(7) of this section.

(E) Where CDBG funds are used
by Community Development
Financial Institution to carry out
activities for the purpose of creating
or retaining jobs, this requirement
may be met by aggregating the jobs
created or retained by all businesses
for which CDBG assistance is obli-
gated for such activities during the
program year, except as provided at
paragraph (d)(7) of this section.

(F) Where CDBG funds are used
for public facilities or improvements
which will result in the creation or
retention of jobs by more than one
business, this requirement may be
met by aggregating the jobs created
or retained by all such businesses as
a result of the public facility or
improvement.

(1) Where the public facility or
improvement is undertaken princi-
pally for the benefit of one or more
particular businesses, but where
other businesses might also benefit
from the assisted activity, the
requirement may be met by aggre-
gating only the jobs created or

retained by those businesses for
which the facility/improvement is
principally undertaken, provided
that the cost (in CDBG funds) for
the facility/improvement is less than
$10,000 per permanent full-time
equivalent job to be created or
retained by those businesses.

(2) In any case where the cost
per job to be created or retained (as
determined under paragraph
(a)(4)(v)(C)(1) of this section) is
$10,000 or more, the requirement
must be met by aggregating the jobs
created or retained as a result of the
public facility or improvement by
all businesses in the service area of
the facility/improvement. This
aggregation must include businesses
which, as a result of the public
facility/improvement, locate or
expand in the service area of the
facility/improvement between the
date the recipient identifies the
activity in its final statement and the
date one year after the physical
completion of the facility/improve-
ment. In addition, the assisted activ-
ity must comply with the public
benefit standards at § 570.209(b).
* * * * *

(d) * * *
(5) Where the grantee has elected

to prepare an area revitalization
strategy pursuant to the authority of
§ 91.215(e) of this title and HUD
has approved the strategy, the
grantee may also elect the following
options:

(i) Activities undertaken pursuant
to the strategy for the purpose of
creating or retaining jobs may, at
the option of the grantee, be consid-
ered to meet the requirements of
this paragraph under the criteria at
paragraph (a)(1)(v) of this section in
lieu of the criteria at paragraph
(a)(4) of this section; and

(ii) All housing activities in the
area for which, pursuant to the strat-
egy, CDBG assistance is obligated
during the program year may be
considered to be a single structure
for purposes of applying the criteria
at paragraph (a)(3) of this section.
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(6) Where CDBG-assisted activi-
ties are carried out by a Community
Development Financial Institution
whose charter limits its investment
area to a primarily residential area
consisting of at least 51 percent
low- and moderate-income persons,
the grantee may also elect the fol-
lowing options:

(i) Activities carried out by the
Community Development Financial
Institution for the purpose of creat-
ing or retaining jobs may, at the
option of the grantee, be considered
to meet the requirements of this
paragraph under the criteria at para-
graph (a)(1)(v) of this section in lieu
of the criteria at paragraph (a)(4) of
this section; and

(ii) All housing activities for
which the Community Development
Financial Institution obligates
CDBG assistance during the pro-
gram year may be considered to be
a single structure for purposes of
applying the criteria at paragraph
(a)(3) of this section.

(7) Where an activity meeting
the criteria at § 570.209(b)(2)(v)
may also meet the requirements of
either paragraph (d)(5)(i) or (d)(6)(i)
of this section, the grantee may
elect to qualify the activity under
either the area benefit criteria at
paragraph (a)(1)(v) of this section or
the job aggregation criteria at para-
graph (a)(4)(vi)(D) of this section,
but not both. Where an activity may
meet the job aggregation criteria at
both paragraphs (a)(4)(vi) (D) and
(E) of this section, the grantee may
elect to qualify the activity under
either criterion, but not both.

10. A new § 570.209 is added to
subpart C to read as follows:

§ 570.209   Guidelines for evaluat-
ing and selecting economic devel-
opment projects.

The following guidelines are pro-
vided to assist the recipient to eval-
uate and select activities to be car-
ried out for economic development
purposes. Specifically, these guide-
lines are applicable to activities that

are eligible for CDBG assistance
under § 570.203. These guidelines
also apply to activities carried out
under the authority of § 570.204
that would otherwise be eligible
under § 570.203, were it not for the
involvement of a Community-Based
Development Organization
(CBDO).  (This would include
activities where a CBDO makes
loans to for-profit businesses.)
These guidelines are composed of
two components: guidelines for
evaluating project costs and finan-
cial requirements; and standards for
evaluating public benefit. The stan-
dards for evaluating public benefit
are mandatory, but the guidelines
for evaluating projects costs and
financial requirements are not.

(a) Guidelines and Objectives for
Evaluating Project Costs and
Financial Requirements. HUD has
developed guidelines that are
designed to provide the recipient
with a framework for financially
underwriting and selecting CDBG-
assisted economic development
projects which are financially viable
and will make the most effective
use of the CDBG funds. These
guidelines, also referred to as the
underwriting guidelines, are pub-
lished as appendix A to this part.
The use of the underwriting guide-
lines published by HUD is not
mandatory. However, grantees elect-
ing not to use these guidelines
would be expected to conduct basic
financial underwriting prior to the
provision of CDBG financial assis-
tance to a for-profit business. Where
appropriate, HUD’s underwriting
guidelines recognize that different
levels of review are appropriate to
take into account differences in the
size and scope of a proposed proj-
ect, and in the case of a microenter-
prise or other small business to take
into account the differences in the
capacity and level of sophistication
among businesses of differing sizes.
Recipients are encouraged, when
they develop their own programs
and underwriting criteria, to also

take these factors into account. The
objectives of the underwriting
guidelines are to ensure:

(1) That project costs are reason-
able; 

(2) That all sources of project
financing are committed;

(3) That to the extent practicable,
CDBG funds are not substituted for
non-Federal financial support;

(4) That the project is financially
feasible;

(5) That to the extent practicable,
the return on the owner’s equity
investment will not be unreasonably
high; and

(6) That to the extent practicable,
CDBG funds are disbursed on a pro
rata basis with other finances pro-
vided to the project

(b) Standards for Evaluating
Public Benefit. The grantee is
responsible for making sure that at
least a minimum level of public
benefit is obtained from the expen-
diture of CDBG funds under the
categories of eligibility governed by
these guidelines. The standards set
forth below identify the types of
public benefit that will be recog-
nized for this purpose and the mini-
mum level of each that must be
obtained for the amount of CDBG
funds used. Unlike the guidelines
for project costs and financial
requirements covered under para-
graph (a) of this section, the use of
the standards for public benefit is
mandatory. Certain public facilities
and improvements eligible under §
570.201(c) of the regulations, which
are undertaken for economic devel-
opment purposes, are also subject to
these standards, as specified in §
570.208(a)(4)(vi)(D)(2).

(1) Standards for activities in the
aggregate. Activities covered by
these guidelines must, in the aggre-
gate, either:

(i) Create or retain at least one
full-time equivalent, permanent job
per $35,000 of CDBG funds used;
or

(ii) Provide goods or services to
residents of an area, such that the
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number of low- and moderate-
income persons residing in the areas
served by the assisted businesses
amounts to at least one low- and
moderate-income person per $350
of CDBG funds used.

(2) Applying the aggregate stan-
dards. (i) A metropolitan city or an
urban county shall apply the aggre-
gate standards under paragraph
(b)(1) of this section to all applica-
ble activities for which CDBG
funds are first obligated within each
single CDBG program year, without
regard to the source year of the
funds used for the activities. A
grantee under the HUD-
Administered Small Cities or
Insular Areas CDBG programs shall
apply the aggregate standards under
paragraph (b)(1) of this section to
all funds obligated for applicable
activities from a given grant; pro-
gram income obligated for applica-
ble activities will, for these purpos-
es, be aggregated with the most
recent open grant. For any time
period in which a community has no
open HUD-Administered or Insular
Areas grants, the aggregate stan-
dards shall be applied to all applica-
ble activities for which program
income is obligated during that peri-
od.

(ii) The grantee shall apply the
aggregate standards to the number
of jobs to be created/retained, or to
the number of persons residing in
the area served (as applicable), as
determined at the time funds are
obligated to activities.

(iii) Where an activity is expect-
ed both to create or retain jobs and
to provide goods or services to resi-
dents of an area, the grantee may
elect to count the activity under
either the jobs standards or the area
residents standard, but not both.

(iv) Where CDBG assistance for
an activity is limited to job training
and placement and/or other employ-
ment support services, the jobs
assisted with CDBG funds shall be
considered to be created or retained
jobs for the purposes of applying

the aggregate standards.
(v) Any activity subject to these

guidelines which meets one or more
of the following criteria may, at the
grantee’s option, be excluded from
the aggregate standards described in
paragraph (b)(1) of this section:

(A) Provides jobs exclusively for
unemployed persons or participants
in one or more of the following pro-
grams:

(1) Jobs Training Partnership Act
(JTPA);

(2) Jobs Opportunities for Basic
Skills (JOBS); or

(3) Aid to Families with
Dependent Children (AFDC);

(B) Provides jobs predominantly
for residents of Public and Indian
Housing units;

(C) Provides jobs predominantly
for homeless persons;

(D) Provides jobs predominantly
for low-skilled, low- and moderate-
income persons, where the business
agrees to provide clear opportunities
for promotion and economic
advancement, such as through the
provision of training;

(E) Provides jobs predominantly
for persons residing within a census
tract (or block numbering area) that
has at least 20 percent of its resi-
dents who are in poverty;

(F) Provides assistance to busi-
ness(es) that operate(s) within a
census tract (or block numbering
area) that has at least 20 percent of
its residents who are in poverty;

(G) Stabilizes or revitalizes a
neighborhood that has at least 70
percent of its residents who are low-
and moderate-income;

(H) Provides assistance to a
Community Development Financial
Institution that serve an area that is
predominantly low- and moderate-
income persons;

(I) Provides assistance to a
Community-Based Development
Organization serving a neighbor-
hood that has at least 70 percent of
its residents who are low- and mod-
erate-income;

(J) Provides employment oppor-

tunities that are an integral compo-
nent of a project designed to pro-
mote spatial deconcentration of low-
and moderate-income and minority
persons;

(K) With prior HUD approval,
provides substantial benefit to low-
income persons through other inno-
vative approaches;

(L) Provide4s services to the res-
idents of an area pursuant to a strat-
egy approved by HUD under the
provisions of § 91.215(e) of this
title;

(M) Creates or retains jobs
through businesses assisted in an
area pursuant to a strategy approved
by HUD under the provisions of §
91.215(e) of this title.

(3) Standards for individual
activities. Any activity subject to
these guidelines which falls into one
or more of the following categories
will be considered by HUD to pro-
vide insufficient public benefit, and
therefore may under no circum-
stances be assisted with CDBG
funds:

(i) The amount of CDBG assis-
tance exceeds either of the follow-
ing, as applicable:

(A) $50,000 per full-time equiva-
lent, permanent job created or
retained; or

(B) $1,000 per low- and moder-
ate-income person to which goods
or services are provided by the
activity.

(ii) The activity consists of or
includes any of the following:

(A) General promotion of the
community as a whole (as opposed
to the promotion of specific areas
and programs);

(B) Assistance to professional
sports teams;

(C) Assistance to privately-
owned recreational facilities that
serve a predominantly higher-
income clientele, where the recre-
ational benefit to users or members
clearly outweighs employment or
other benefits to low- and moderate-
income persons;

(D) Acquisition of land for which



XII - 24

the specific proposed use has not
yet been identified; and

(E) Assistance to a for-profit
business while that business or any
other business owned by the same
person(s) or entity(ies) is the subject
of unresolved findings of noncom-
pliance relating to previous CDBG
assistance provided by the recipient.

(4) Applying the individual activ-
ity standards. (i) Where an activity
is expected both to create or retain
jobs and to provide goods or servic-
es to residents of an area, it will be
disqualified only if the amount of
CDBG assistance exceeds both of
the amounts in paragraph (b)(3)(i)
of this section.

(ii) The individual activity stan-
dards in paragraph (b)(3)(i) of this
section shall be applied to the num-
ber of jobs to be created or retained,
or to the number of persons residing
in the area served (as applicable), as
determined at the time funds are
obligated to activities.

(iii) Where CDBG assistance for
an activity is limited to job training
and placement and/or other employ-
ment support services, the jobs
assisted with CDBG funds shall be
considered to be created or retained
jobs for the purposes of applying
the individual activity standards in
paragraph (b)(3)(i) of this section.

(c) Amendments to economic
development projects after review
determinations. If, after the grantee
enters into a contract to provide
assistance to a project, the scope or
financial elements of the project
change to the extent that a signifi-
cant contract amendment is appro-
priate, the project should be reeval-
uated under these and the recipient’s
guidelines. (This would include, for
example, situations where the busi-
ness requests a change in the
amount or terms of assistance being
provided, or an extension to the
loan payment period required in the
contract.) If a reevaluation of the
project indicates that the financial
elements and public benefit to be
derived have also substantially

changed, then the recipient should
make appropriate adjustments in the
amount, type, terms or conditions of
CDBG assistance which has been
offered, to reflect the impact of the
substantial change. (For example, if
a change in the project elements
results in a substantial reduction of
the total project costs, it may be
appropriate for the recipient to
reduce the amount of total CDBG
assistance.) If the amount of CDBG
assistance provided to the project is
increased, the amended project must
still comply with the public benefit
standards under paragraph (b) of
this section.

(d) Documentation. The grantee
must maintain sufficient records to
demonstrate the level of public ben-
efit, based on the above standards,
that is actually achieved upon com-
pletion of the CDBG-assisted eco-
nomic development activity(ies) and
how that compares to the level of
such benefit anticipated when the
CDBG assistance was obligated. If
the grantee’s actual results show a
pattern of substantial variation from
anticipated results, the grantee is
expected to take all actions reason-
ably within its control to improve
the accuracy of its projections. If
the actual results demonstrate that
the recipient has failed the public
benefit standards, HUD may require
the recipient to meet more stringent
standards in future years as appro-
priate.

Subpart I—State Community
Development Block Grant
Program

11. Section 570.482 is amended
by adding paragraphs (c), (d), (e),
(f), and (g) to read as follows:

§ 570.482   Eligible activities.
* * * * *

(c) Provision of Assistance for
Microenterprise Development.
Microenterprise development activi-
ties eligible under Section
105(a)(23) of the Housing and

Community Development Act of
1974 (the Act), as amended, (42
U.S.C. 5301 et seq.) may be carried
out either through the recipient
directly or through public and pri-
vate organizations, agencies, and
other subrecipients (including non-
profit and for-profit subrecipients).

(d) Provision of Public Services.
The following activities shall not be
subject to the restrictions on public
services under Section 105(a)(8) of
the Housing and Community
Development Act of 1974, as
amended:

(1) Support services provided
under Section 105(a)(23) of the
Housing and Community
Development Act of 1974, as
amended, and paragraph (c) of this
section; and 

(2) Services carried out under the
provisions of Section 105(a)(15) of
the Housing and Community
Development Act of 1974, as
amended, that are specifically
designed to increase economic
opportunities through job training
and placement and other employ-
ment support services, including but
not limited to, peer support pro-
grams, counseling, child care, trans-
portation, and other similar services.

(e) Guidelines and Objectives for
Evaluating Project Costs and
Financial Requirements—(1)
Applicability. The following guide-
lines, also referred to as the under-
writing guidelines, are provided to
assist the recipient to evaluate and
select activities to be carried out for
economic development purposes.
Specifically, these guidelines are
applicable to activities that are eligi-
ble for CDBG assistance under sec-
tion 105(a)(17) of the Act, econom-
ic development activities eligible
under section 105(a)(14) of the Act,
and activities that are part of a com-
munity economic development proj-
ect eligible under section 105(a)(15)
of the Act. The use of the underwrit-
ing guidelines published by HUD is
not mandatory. However, states
electing not to use these guidelines
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would be expected to ensure that the
state or units of general local gov-
ernment conduct basic financial
underwriting prior to the provision
of CDBG financial assistance to a
for-profit business.

(2) Objectives. The underwriting
guidelines are designed to provide
the recipient with a framework for
financially underwriting and select-
ing CDBG-assisted economic devel-
opment projects which are financial-
ly viable and will make the most
effective use of the CDBG funds.
Where appropriate, HUD’s under-
writing guidelines recognize that
different levels of review are appro-
priate to take into account differ-
ences in the size and scope of a pro-
posed project, and in the case of a
microenterprise or other small busi-
ness to take into account the differ-
ences in the capacity and level of
sophistication among businesses of
differing sizes. Recipients are
encouraged, when they develop
their own programs and underwrit-
ing criteria, to also take these fac-
tors into account. These underwrit-
ing guidelines are published as
appendix A to this part. The objec-
tives of the underwriting guidelines
are to ensure:

(i) That project costs are reason-
able;

(ii) That all sources of project
financing are committed;

(iii) That to the extent practica-
ble, CDBG funds are not substituted
for non-Federal financial support;

(iv) That the project is financial-
ly feasible;

(v) That to the extent practicable,
the return on the owner’s equity
investment will not be unreasonably
high; and

(vi) That to the extent practica-
ble, CDBG funds are disbursed on a
pro rate basis with other finances
provided to the project.

(f) Standards for Evaluating
Public Benefit. (1) Purpose and
Applicability. The grantee is respon-
sible for making sure that at least a
minimum level of public benefit is

obtained from the expenditure of
CDBG funds under the categories of
eligibility governed by these stan-
dards. The standards set forth below
identify the types of public benefit
that will be recognized for this pur-
pose and the minimum level of each
that must be obtained for the
amount of CDBG funds used. These
standards are applicable to activities
that are eligible for CDBG assis-
tance under section 105(a)(17) of
the Act, economic development
activities eligible under section
105(a)(14) of the Act, and activities
that are part of a community eco-
nomic development project eligible
under section 105(a)(15) of the Act.
Certain public facilities and
improvements eligible under
Section 105(a)(2) of the Act, which
are undertaken for economic devel-
opment purposes, are also subject to
these standards, as specified in §
570.483(b)(4)(vi)(f)(2). Unlike the
guidelines for project costs and
financial requirements covered
under paragraph (a) of this section,
the use of the standards for public
benefit is mandatory.

(2) Standards for activities in the
aggregate. Activities covered by
these standards must, in the aggre-
gate, either:

(i) Create or retain at least one
full-time equivalent, permanent job
per $35,000 of CDBG funds used;
or

(ii) Provide goods or services to
residents of an area, such that the
number of low- and moderate-
income persons residing in the areas
served by the assisted businesses
amounts to at least one low- and
moderate-income person per $350
of CDBG funds used.

(3) Applying the aggregate stan-
dards. (i) A state shall apply the
aggregate standards under paragraph
(e)(2) of this section to all funds
distributed for applicable activities
from each annual grant. This
includes the amount of the annual
grant, any funds reallocated by
HUD to the state, any program

income distributed by the state and
any guaranteed loan funds made
under the provisions of subpart M
of this part covered in the method of
distribution in the final statement
for a given annual grant year.

(ii) The grantee shall apply the
aggregate standards to the number
of jobs to be created/retained, or to
the number of persons residing in
the area served (as applicable), as
determined at the time funds are
obligated to activities.

(iii) Where an activity is expect-
ed both to create or retain jobs and
to provide goods or services to resi-
dents of an area, the grantee may
elect to count the activity under
either the jobs standard or the area
residents standard, but not both.

(iv) Where CDBG assistance for
an activity is limited to job training
and placement and/or other employ-
ment support services, the jobs
assisted with CDBG funds shall be
considered to be created or retained
jobs for the purposes of applying
the aggregate standards.

(v) Any activity subject to these
standards which meets one or more
of the following criteria may, at the
grantee’s option, be excluded from
the aggregate standards described in
paragraph (f)(2) of this section:

(A) Provides jobs exclusively for
unemployed persons or participants
in one or more of the following pro-
grams:

(1) Jobs Training Partnership Act
(JTPA);

(2) Jobs Opportunities for Basic
Skills (JOBS); or

(3) Aid to Families with
Dependent Children (AFDC);

(B) Provides jobs predominantly
for residents of Public and Indian
Housing units;

(C) Provides jobs predominantly
for homeless persons;

(D) Provides jobs predominantly
for low-skilled, low- and moderate-
income persons, where the business
agrees to provide clear opportunities
for promotion and economic
advancement, such as through the
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provision of training;
(E) Provides jobs predominantly

for persons residing within a census
tract (or block numbering area) that
has at least 20 percent of its resi-
dents who are in poverty;

(F) Provides assistance to busi-
ness(es) that operate(s) within a
census tract (or block numbering
area) that has at least 20 percent of
its residents who are in poverty;

(G) Stabilizes or revitalizes a
neighborhood income that has at
least 70 percent of its residents who
are low- and moderate-income;

(H) Provides assistance to a
Community Development Financial
Institution (as defined in the
Community Development Banking
and Financial Institutions Act of
1994. (12 U.S.C. 4701 note)) serv-
ing an area that has at least 70 per-
cent of its residents who are low-
and moderate-income;

(I) Provides assistance to an
organization eligible to carry out
activities under section 105(a)(15)
of the Act serving an area that has at
least 70 percent of its residents who
are low- and moderate-income;

(J) Provides employment oppor-
tunities that are an integral compo-
nent of a project designed to pro-
mote spatial deconcentration of low-
and moderate-income and minority
persons:

(K) With prior HUD approval,
provides substantial benefit to low-
income persons through other inno-
vative approaches.

(4) Standards for individual
activities. Any activity subject to
these standards which falls into one
or more of the following categories
will be considered by HUD to pro-
vide insufficient public benefit, and
therefore may under no circum-
stances be assisted with CDBG
funds:

(i) The amount of CDBG assis-
tance exceeds either of the follow-
ing, as applicable:

(A) $50,000 per full-time equiva-
lent, permanent job created or
retained; or

(B) $1,000 per low- and moder-
ate-income person to which goods
or services are provided by the
activity.

(ii) The activity consists of or
includes any of the following:

(A) General promotion of the
community as a whole (as opposed
to the promotion of specific areas
and programs);

(B) Assistance to professional
sports teams;

(C) Assistance to privately-
owned recreational facilities that
serve a predominantly higher-
income clientele, where the recre-
ational benefit to users or members
clearly outweighs employment or
other benefits to low- and moderate-
income persons;

(D) Acquisition of land for which
the specific proposed use has not
yet been identified; and

(E) Assistance to a for-profit
business while that business or any
other business owned by the same
person(s) or entity(ies) is the subject
of unresolved findings of noncom-
pliance relating to previous CDBG
assistance prov______ the recipient.

(5) Applying the individual activ-
ity standards. (i) Where an activity
is expected both to create or retain
jobs and to provide goods or servic-
es to residents of an area, it will be
disqualified only if the amount of
CDBG, assistance exceeds both of
the amounts in paragraph (f)(4)(i) of
this section.

(ii) The individual activity tests
in paragraph (f)(4)(i) of this section
shall be applied to the number of
jobs to be created or retained, or to
the number of persons residing in
the area served (as applicable) as
determined at the time funds are
obligated to activities.

(iii) Where CDBG assistance for
any activity is limited to job training
and placement and/or other employ-
ment support services, the jobs
assisted with CDBG funds shall be
considered to be created or retained
jobs for the purposes of applying
the individual activity standards in

paragraph (f)(4)(i) of this section.
(6) Documentation. The state and

its grant recipients must maintain
sufficient records to demonstrate the
level of public benefit, based on the
above standards, that is actually
achieved upon completion of the
assisted economic development
activity(ies) and how that compares
the level of such benefit anticipated
when the CDBG assistance was
obligated. If a state grant recipient’s
actual results show a pattern of sub-
stantial variation from anticipated
results, that state and its recipient
are expected to take those actions
reasonably within their respective
control to improve the accuracy of
the projections. If the actual results
demonstrate that the state has failed
the public benefit standards, HUD
may require the state to meet more
stringent standards in future years as
appropriate.

(g) Amendments to economic
development projects after review
determinations. If, after the grantee
enters into a contract to provide
assistance to a project, the scope or
financial elements of the project
change to the extent that a signifi-
cant contract amendment is appro-
priate, the project should be reeval-
uated under these and the recipient’s
guidelines. (This would include, for
example, situations where the busi-
ness requests a change in the
amount or terms of assistance being
provided, or an extension to the
loan payment period required in the
contract.) If a reevaluation of the
project indicates that the financial
elements ___ public benefit to be
derived have also substantially
changed, then the recipient should
make appropriate adjustments in the
amount, type, terms or conditions of
CDBG assistance which has been
offered, to reflect the impact of the
substantial change. (For example, if
a change in the project element
results in a substantial reduction of
the total project costs, it may be
appropriate for the recipient to
reduce the amount of total CDBG
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assistance.) If the amount of CDBG
assistance provided to the project is
increased, the amended project must
still comply with the public benefit
standards under paragraph (f) of this
section.

12. Section 570.483 is amended
by:

a. Revising the section heading;
b. Adding a new paragraph

(b)(1)(iv):
c. Revising paragraph

(b)(2)(i)(C), and adding new para-
graphs (b)(2)(iv) and (b)(2)(v);

d. Revising paragraph (b)(3)
introductory text;

e. Redesignating paragraph
(b)(4)(iv) as (b)(4)(vi), and by
adding new paragraphs (b)(4)(vi)
and (v);

f. Revising newly designated
paragraph (b)(4)(vi)(B);

g. Redesignating newly designat-
ed paragraph (b)(4)(vi)(c) as para-
graph (b)(4)(vi)(F) and revising it;

h. Adding new paragraphs
(b)(4)(vi)(C), (D) and (E); and

i. Adding new paragraphs (e)(4)
and (5), to read as follows:

§ 570.483   Criteria for national
objectives.
* * * * *

(B) * * *
(1) * * *
(iv) Activities meeting the

requirements of paragraph (e)(4)(i)
of this section may also be consid-
ered to qualify under this paragraph
(b).

(2) * * *
(i) * * *
(C) Activities where the benefit

to low- and moderate-income per-
sons to be considered is the creation
or retention of jobs, except as pro-
vided in paragraph (b)(2)(v) of this
section.
* * * * *

(iv) A microenterprise assistance
activity (carried out in accordance
with the provisions of Section
105(a)(23) of the Act or §
570.482(c) and limited to microen-
terprises) with respect to those own-

ers of microenterprises and persons
developing microenterprises assist-
ed under the activity who are low-
and moderate-income persons. For
purposes of this paragraph, persons
determined to be low and moderate
income may be presumed to contin-
ue to qualify as such for up to a
three-year period.

(v) An activity designed to pro-
vide job training and placement
and/or other employment support
services, including, but not limited
to, peer support programs, counsel-
ing, child care, transportation, and
other similar services, in which the
percentage of low- and moderate-
income persons assisted is less than
51 percent may qualify under this
paragraph in the following limited
circumstances:

(A) In such cases where such
training or provision of supportive
services is an integrally-related
component of a larger project, the
only use of CDBG assistance for the
project is to provide the job training
and/or supportive services; and

(B) The proportion of the total
cost of the project borne by CDBG
funds is no greater than the propor-
tion of the total number of persons
assisted who are low or moderate
income.

(3) Housing activities. An eligi-
ble activity carried out for the pur-
pose of providing or improving per-
manent residential structure which,
upon completion, will be occupied
by low- and moderate-income
households. This would include, but
not necessarily be limited to, the
acquisition or rehabilitation of prop-
erty, conversion of non-residential
structures, and new housing con-
struction. If the structure contains
two dwelling units, at least one
must be so occupied, and if the
structure contains more than two
dwelling units, at least 51 percent of
the units must be so occupied.
Where two or more rental buildings
being assisted are or will be located
on the same or contiguous proper-
ties, and the buildings will be under

common ownership and manage-
ment, the grouped buildings may be
considered for this purpose as a sin-
gle structure. Where housing activi-
ties being assisted meet the require-
ment of paragraph (e)(4)(ii) of this
section, all such housing may also
be considered for this purpose as a
single structure. For rental housing,
occupancy by low and moderate
income households must be at
affordable rents to qualify under this
criterion. The recipient shall adopt
and make public its standards for
determining “affordable rents” for
this purpose. The following shall
also qualify under this criterion:
* * * * *

(4) * * *
(iv) For purposes of determining

whether a job is held by or made
available to a low- or moderate-
income person the person may be
presumed to be a low- or moderate-
income person if:

(A) He/she resides within a cen-
sus tract (or block numbering area)
that either:

(1) Meets the requirements of
paragraph (b)(4)(v) of this section;
or 

(2) Has at least 70 percent of its
residents who are low- and moder-
ate-income persons; or

(B) The assisted business is
located within a census tract (or
block numbering area) that meets
the requirements of paragraph
(b)(4)(v) of this section and the job
under consideration is to be located
within that census tract.

(v) A census tract (or block num-
bering area) qualifies for the pre-
sumptions permitted under para-
graphs (b)(4)(iv) (A)(1) and (B) of
this section if it is either part of a
Federally-designated Empowerment
Zone or Enterprise Community or
meets the following criteria:

(A) It has a poverty rate of at
least 20 percent as determined by
the most recently available decenni-
al census information:

(B) It does not include any por-
tion of a central business district, as
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this term is used in the most recent
Census of Retail Trade, unless the
tract has a poverty rate of at least 30
percent as determined by the most
recently available decennial census
information; and

(C) It evidences pervasive pover-
ty and general distress by meeting at
least one of the following standards:

(1) All block groups in the cen-
sus tract have poverty rates of at
least 20 percent;

(2) The specific activity being
undertaken is located in a block
group that has a poverty rate of at
least 20 percent; or

(3) Upon the written request of
the recipient, HUD determines that
the census tract exhibits other objec-
tively determinable signs of general
distress such as high incidence of
crime, narcotics use, homelessness,
abandoned housing, and deteriorat-
ed infrastructure or substantial pop-
ulation decline.

(vi) * * *
(B) Where CDBG funds are used

to pay for the staff and overhead
cost of a subrecipient specified in
section 105(a)(15) of the Act mak-
ing loans to businesses exclusively
from non-CDBG funds, this require-
ment6 may be met by aggregating
the jobs created by all of the busi-
nesses receiving loans during any
one-year period.

(C) Where CDBG funds are used
by a recipient or subrecipient to pro-
vide technical assistance to busi-
nesses, this requirement may be met
by aggregating the jobs created or
retained by all of the businesses
receiving technical assistance during
any one-year period.

(D) Where CDBG funds are used
for activities meeting the criteria
listed at § 570.482(f)(3)(v), this
requirement may be met by aggre-
gating the jobs created or retained
by all businesses for which CDBG
assistance is obligated for such
activities during any one-year peri-
od, except as provided at paragraph
(e)(5) of this section.

(E) Where CDBG funds are used

by a Community Development
Financial Institution to carry out
activities for the purpose of creating
or retaining jobs, this requirement
may be met by aggregating the jobs
created or retained by all businesses
for which CDBG assistance is obli-
gated for such activities during any
one-year period, except as provided
at paragraph (e)(5) of this section.

(F) Where CDBG funds are used
for public facilities or improvements
which will result in the creation or
retention of jobs by more than one
business, this requirement may be
met by aggregating the jobs created
or retained by all such businesses as
a result of the public facility or
improvement.

(1) Where the public facility or
improvement is undertaken princi-
pally for the benefit of one or more
particular businesses, but where
other businesses might also benefit
from the assisted activity, the
requirement may be met by aggre-
gating only the jobs created or
retained by those businesses for
which the facility/improvement is
principally undertaken, provided
that the cost (in CDBG funds) for
the facility/improvement is less than
$10,000 per permanent full-time
equivalent job to be created or
retained by those businesses.

(2) In any case where the cost
per job to be created or retained (as
determined under paragraph
(b)(4)(iii)(C)(1) of this section) is
$10,000 or more, the requirement
must be met by aggregating the jobs
created or retained as a result of the
public facility or improvement by
all businesses in the service area of
the facility/improvement. This
aggregation must include businesses
which, as a result of the public
facility/improvement, locate or
expand in the service area of the
public facility/improvement
between the date the state awards
the CDBG funds to the recipient
and the date one year after the phys-
ical completion of the public facili-
ty/improvement. In addition, the

assisted activity must comply with
the public benefit standards at §
570.482(e).
* * * * *

(e) * * *
(4) Where CDBG-assisted activi-

ties are carried out by a Community
Development Financial Institution
whose charter limits its investment
area to a primarily residential area
consisting of at least 51 percent
low- and moderate-income persons,
the unit of general local government
may also elect the following
options:

(i) Activities carried out by the
Community Development Financial
Institution for the purpose of creat-
ing or retaining jobs may, at the
option of the unit of general local
government, be considered to meet
the requirements of this paragraph
under the criteria at paragraph
(b)(1)(iv) of this section in lieu of
the criteria at paragraph (b)(4) of
this section; and

(ii) All housing activities for
which the Community Development
Financial Institution obligates
CDBG assistance during any one-
year period may be considered to be
a single structure for purposes of
applying the criteria at paragraph
(b)(3) of this section.

(5) Where an activity meeting
the criteria at § 570.482(f)(3)(v)
also meets the requirements at para-
graph (e)(4)(i) of this section, the
unit of general local government
may elect to qualify the activity
under either the area benefit criteria
at paragraph (b)(1)(iv) of this sec-
tion or the job aggregation criteria
at paragraph (b)(4)(vi)(D) of this
section, but not both. Where an
activity may meet the job aggrega-
tion criteria at both paragraphs
(b)(4)(vi) (D) and (E) of this sec-
tion, the unit of general local gov-
ernment may elect to qualify the
activity under either criterion, but
not both.
* * * * *

13. Section 570.489 is amended
by: 
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a. Revising paragraph (e)(1)
introductory text;

b. Redesignating paragraph
(e)(2) as paragraph (e)(3); and

c. Adding new paragraph (e)(2),
to read as follows:

§ 570.489   Program administra-
tive requirements.
* * * * *

(e) Program income. (1) For the
purposes of this subpart, “program
income” is defined as gross income
received by a state, a unit of general
local government or a subrecipient
of a unit of general local govern-
ment that was generated from the
use of CDBG funds, except as pro-
vided in paragraph (e)(2) of this
section. When income is generated
by an activity that is only partially
assisted with CDBG funds, the
income shall be prorated to reflect
the percentage of CDBG funds used
(e.g., a single loan supported by
CDBG funds and other funds; a sin-
gle parcel of land purchased with
CDBG funds and other funds).
Program income includes, but is not
limited to, the following:
* * * * *

(2) “Program income” does not
include the following:

(i) The total amount of funds
which is less than $25,000 received
in a single year that is retained by a
unit of general local government
and its subrecipients;

(ii) Amounts generated by activi-
ties eligible under section
105(a)(15) of the Act and carried
out by an entity under the authority
of section 105(a)(15) ____ Act;

(iii) Amounts generated by activ-
ities that are financed by a loan
guaranteed under Section 108 of the
Act and meet one or more of the
public benefit criteria specified at §
570.482(f)(3)(v) or are carried out
in conjunction with a grant under
Section 108(q) of the Act in an area
determined by HUD to meet the eli-
gibility requirements for designation
as an Urban Empowerment Zone
pursuant to 24 CFR part 597, sub-

part B. Such exclusion shall not
apply if CDBG funds are used to
repay the guaranteed loan. When
such a guaranteed loan is partially
repaid with CDBG funds, the
amount generated shall be prorated
to reflect the percentage of CDBG
funds used. Amounts generated by
activities financed with loans guar-
anteed under Section 108 of the Act
which are not defined as program
income shall be treated as miscella-
neous revenue and shall not be sub-
ject to any of the requirements of
this part. However, such treatment
shall not affect the right of the
Secretary to require the Section 108
borrower to pledge such amounts as
security for the guaranteed loan.
The determination whether such
amounts shall constitute program
income sh___ governed by the pro-
visions of the contract required at §
570.705(b)(1).
* * * * *

Subpart J—Grant Administration

14. Section 570.500 is amended
by revising paragraph (a) introduc-
tory text; by adding a new para-
graph (a)(4); and by revising para-
graph (c); to read as follows:

§ 570.500   Definitions.
* * * * *

(a) Program income means gross
income received by the recipient or
a subrecipient directly generated
from the use of CDBG funds,
except as provided in paragraph
(a)(4) of this section.
* * * * *

(4) Program income does not
include:

(i) Any income received in a sin-
gle program year by the recipient
and all its subrecipients if the total
amount of such income does not
exceed $25,000; and

(ii) Amounts generated by activi-
ties that are financed by a loan guar-
anteed under Section 108 of the Act
and meet one or more of the public
benefit criteria specified at §

570.209(b)(2)(v) or are carried out
in conjunction with a grant under
Section 108(q) in an area deter-
mined by HUD to meet the eligibili-
ty requirements for designation as
an Urban Empowerment Zone pur-
suant to 2_ CFR part 597, subpart
B. Such exclusion shall not apply if
CDBG funds are used to repay the
guaranteed loan. When such a guar-
anteed loan is partially repaid with
CDBG funds, the amount generated
shall be prorated to reflect the per-
centage of CDBG funds used.
Amounts generated by activities
financed with loans guaranteed
under Section 108 which are not
defined as program income shall be
treated as miscellaneous revenue
and shall not be subject to any of
the requirements of this Part.
However, such treatment shall not
affect the right of the Secretary to
require the Section 108 borrower to
pledge such amounts as security for
the guaranteed loan. The determina-
tion whether such amounts shall
constitute program income shall be
governed by the provisions of the
contract required at § 570.705(b)(1).
* * * * *

(c) Subrecipient means a public
or private nonprofit agency, authori-
ty or organization, or a for-profit
entity authorized under
§570.201(o), receiving CDBG funds
from the recipient to undertake
activities eligible for such assistance
under Subpart c of this part. The
term excludes an entity receiving
CDBG funds from the recipient
under the authority of § 570.204.
The term includes a public agency
designated by a metropolitan city or
urban county to receive a loan guar-
antee under Subpart M of this part,
but does not include contractors
providing supplies, equipment, con-
struction or services subject to the
procurement requirements in 24
CFR 85.36 or in Attachment O of
OMB Circular A-110, as applicable.

15. Section 570.506 is amended
by revising paragraph (b) introduc-
tory text; by removing the semi-
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colon at the end of paragraph
(b)(2)(iii) and adding a period in its
place; by redesignating paragraphs
(b)(7) through (b)(11) as paragraphs
(b)(8) through (b)(12), respectively;
by adding a new paragraph (b)(7);
and by revising paragraph (c), to
read as follows:

§ 570.506   Records to be main-
tained.
* * * * *

(b) Records demonstrating that
each activity undertaken meets one
of the criteria set forth in § 570.208.
(Where information on income by
family size is required, the recipient
may substitute evidence establishing
that the person assisted qualifies
under another program having
income qualification criteria at least
as restrictive as that used in the def-
initions of “low and moderate
income person” and “low and mod-
erate income household” (as appli-
cable) at § 570.3, such as Job
Training Partnership Act (JTPA) and
welfare programs; or the recipient
may substitute evidence that the
assisted person is homeless; or the
recipient may substitute a copy of a
verifiable certification from the
assisted person that his or her fami-
ly income does not exceed the
applicable income limit established
in accordance with § 570.3; or the
recipient may substitute a notice
that the assisted person is a referral
from a state, county or local
employment agency or other entity
that agrees to refer individuals it
determines to be low and moderate
income persons based on HUD’s
criteria and agrees to maintain docu-
mentation supporting these determi-
nations.) Such records shall include
the following information:
* * * * *

(7) For purposes of documenting,
pursuant to paragraphs (b)(5)(i)(B),
(b)(5)(ii)(C), (b)(6)(iii) or (b)(6)(v)
of this section, that the person for
whom a job was either filled by or
made available to a low- or moder-
ate-income person based upon the

census tract where the person
resides or in which the business is
located, the recipient, in lieu, of
maintaining records showing the
person’s family size and income,
may substitute records showing
either the person’s address at the
time the determination of income
status was made or the address of
the business providing the job, as
applicable, the census tract in which
that address was located, the percent
of persons residing in that tract who
either are in poverty or who are
low- and moderate-income, as
applicable, the data source used for
determining the percentage, and a
description of the pervasive poverty
and general distress in the census
tract in sufficient detail to demon-
strate how the census tract met the
criteria in § 570.208(a)(4)(v), as
applicable.
* * * * *

(c) Records which demonstrate
that the recipient has made the
determinations required as a condi-
tion of eligibility of certain activi-
ties, as prescribed in §§ 570.201(f),
570.201(i), 570.202(b)(3),
570.203(b), 570.204(a), 570.206(f),
and 570.209.
* * * * *

16. Appendix A is added to part
570 to read as follows:

Appendix A to Part 570—
Guidelines and Objectives for
Evaluating Project Costs and
Financial Requirements

I. Guidelines and Objectives for
Evaluating Project Costs and
Financial Requirements. HUD has
developed the following guidelines
that are designed to provide the
recipient with a framework for
financially underwriting and select-
ing CDBG-assisted economic devel-
opment projects which are financial-
ly viable and will make the most
effective use of the CDBG funds.
The use of these underwriting
guidelines as published by HUD is
not mandatory. However, grantees

electing not to use these underwrit-
ing guidelines would be expected to
conduct basic financial underwriting
prior to the provision of CDBG
financial assistance to a for-profit
business. States electing not to use
these underwriting guidelines would
be expected to ensure that the stat or
units of general local government
conduct basic financial underwriting
prior to the provision of CDBG
financial assistance to a for-profit
business.

II. Where appropriate. HUD’s
underwriting guidelines recognize
that different levels of review are
appropriate to take into account dif-
ferences in the size and scope of a
proposed project, and in the case of
a microenterprise or other small
business to take into account the
differences in the capacity and level
of sophistication among businesses
of differing sizes.

III. Recipients are encouraged,
when they develop their own pro-
grams and underwriting criteria, to
also take these factors into account.
For example, a recipient administer-
ing a program providing only tech-
nical assistance to small businesses
might choose to apply underwriting
guidelines to the technical assis-
tance program as a whole, rather
than to each instance of assistance
to a business. Given the nature and
dollar value of such a program, a
recipient might choose to limit its
evaluation to factors such as the
extent of need for this type of assis-
tance by the target group of busi-
nesses and the extent to which this
type of assistance is already avail-
able.

(IV) The objectives of the under-
writing guidelines are to ensure:

(1) that project costs are reason-
able;

(2) that all sources of project
financing are committed;

(3) that to the extent practicable,
CDBG funds are not substituted for
non-Federal financial support;

(4) that the project is financially
feasible;
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(5) that to the extent practicable,
the return on the owner’s equity
investment will not be unreasonably
high; and

(6) that to the extent practicable,
CDBG funds are disbursed on a pro
rate basis with other finances pro-
vided to the project.

i. Project costs are reasonable. i.
Reviewing costs for reasonableness
is important. It will help the recipi-
ent avoid providing either too much
or too little CDBG assistance for the
proposed project. Therefore, it is
suggested that the grantee obtain a
breakdown of all project costs and
that each cost element making up
the project be reviewed for reason-
ableness. The amount of time and
resources the recipient expends
evaluating the reasonableness of a
cost element should be commensu-
rate with its cost. For example, it
would be appropriate for an experi-
enced reviewer looking at a cost
element of less than $10,0l00 to
judge the reasonableness of that cost
based upon his or her knowledge
and common sense. For a cost ele-
ment in excess of $10,000, it would
be more appropriate for the review-
er to compare the cost element with
a third-party, fair-market price quo-
tation for that cost element. Third-
party price quotations may also be
used by a reviewer to help deter-
mine the reasonableness of cost ele-
ments below $10,000 when the
reviewer evaluates projects infre-
quently or if the reviewer is less
experienced in cost estimations. If a
recipient does not use third-party
price quotations to verify cost ele-
ments, then the recipient would
need to conduct its own cost analy-
sis using appropriate cost estimating
manuals or services.

ii. The recipient should pay par-
ticular attention to any cost element
of the project that will be carried
out through a non-arms-length
transaction. A non-arms-length
transaction occurs when the entity
implementing the CDBG assisted
activity procures goods or services

from itself or from another party
with whom there is a financial inter-
est or family relationship. If abused,
non-arms-length transactions mis-
represent the true cost of the proj-
ect.

2. Commitment of all project
sources of financing. The recipient
should review all projected sources
of financing necessary to carry out
the economic development project.
This is to ensure that time and effort
is not wasted on assessing a propos-
al that is not able to proceed. To the
extent practicable, prior to the com-
mitment of CDBG funds to the proj-
ect, the recipient should verify that:
sufficient sources of funds have
been identified to finance the proj-
ect; all participating parties provid-
ing those funds have affirmed their
intention to make the funds avail-
able; and the participating parties
have the financial capacity to pro-
vide the funds.

3. Avoid substitution of CDBG
funds for non-Federal financial sup-
port. i. The recipient should review
the economic development project
to ensure that, to the extent practica-
ble, CDBG funds will not be used
to substantially reduce the amount
of non-Federal financial support for
the activity. This will help the recip-
ient to make the most efficient use
of its CDBG funds for economic
development. To each this determi-
nation, the recipient’s reviewer
would conduct a financial under-
writing analysis of the project,
including reviews of appropriate
projections of revenues, expenses,
debt service and returns on equity
investments in the project. The
extent of this review should be
appropriate for the size and com-
plexity of the project and should use
industry standards for similar proj-
ects, taking into account the unique
factors of the project such as risk
and location.

ii. Because of the high cost of
underwriting and processing loans,
many private financial lenders do
not finance commercial projects that

are less than $100,000. A recipient
should familiarize itself with the
lending practices of the financial
institutions in its community. If the
project’s total cost is one that would
normally fall within the range that
financial institutions participate,
then the recipient should normally
determine the following:

A. Private debt financing—
whether or not the participating pri-
vate, for-profit business (or other
entity having an equity interest) has
applied for private debt financing
from a commercial lending institu-
tion and whether that institution has
completed all of its financial under-
writing and loan approval actions
resulting in either a firm commit-
ment or its funds or a decision not
to participate in the project; and

B. Equity participation—whether
or not the degree of equity partici-
pation is reasonable given general
industry standards for rates of return
on equity for similar projects with
similar risks and given the financial
capacity of the entrepreneur(s) to
make additional financial invest-
ments.

iii. If the recipient is assisting a
microenterprise owned by a low- or
moderate-income person(s), in con-
ducting its review under this para-
graph, the recipient might only need
to determine that non-Federal
sources of financing are not avail-
able (at terms appropriate for such
financing) in the community to
serve the low- or moderate-income
entrepreneur.

4. Financial feasibility of the
project. i. The public benefit a
grantee expects to derive from the
CDBG assisted project (the subject
of separate regulatory standards)
will not materialize if the project is
not financially feasible. To deter-
mine if there is a reasonable change
for the project’s success, the recipi-
ent should evaluate the financial
viability of the project. A project
would be considered financially
viable if all of the assumptions
about the project’s market share,
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sales levels, growth potential, pro-
jections of revenue, project expens-
es and debt service (including
repayment of the CDBG assistance
if appropriate) were determined to
be realistic and met the project’s
break-even point (which is generally
the point at which all revenues are
equal to all expenses). Generally
speaking, an economic development
project that does not reach this
break-even point over time is not
financially feasible. The following
should be noted in this regard:

A. some projects make provi-
sions for a negative cash flow in the
early years of the project while
space is being leased up or sales
volume built up, but the project’s
projections should take these factors
into account and provide sources of
financing for such negative cash
flow; and

B. it is expected that a financially
viable project will also project suffi-
cient revenues to provide a reason-
able return on equity investment.
The recipient should carefully
examine any project that is not eco-
nomically able to provide a reason-
able return on equity investment.
Under such circumstances, a busi-
ness may be overstating its real
equity investment (actual costs of
the project may be overstated as
well), or it may be overstating some

of the project’s operating expenses
in the expectation that the difference
will be taken out as profits, or the
business may be overly pessimistic
in its market share and revenue pro-
jections and has downplayed its
profits.

ii. In addition to the financial
underwriting reviews carried out
earlier, the recipient should evaluate
the experience and capacity of the
assisted business owners to manage
an assisted business to achieve the
projections. Based upon its analysis
of these factors, the recipient should
identify those elements, if any, that
pose the greatest risks contributing
to the project’s lack of financial fea-
sibility

5. Return on equity investment.
To the extent practicable, the CDBG
assisted activity should provide not
more than a reasonable return on
investment to the owner of the
assisted activity. This will help
ensure that the grantee is able to
maximize the sue of its CDBG
funds for its economic development
objectives. However, care should
also be taken to avoid the situation
where the owner is likely to receive
too small a return on his/her invest-
ment, so that his/her motivation
remains high to pursue the business
with vigor. The amount, type and
terms of the CDBG assistance

should be adjusted to allow the
owner a reasonable return on his/her
investment given industry rates of
return for that investment, local
conditions and the risk of the proj-
ect.

6. Disbursement of CDBG funds
on a pro rate basis. To the extent
practicable, CDBG funds used to
finance economic development
activities should be disbursed on a
pro rate basis with other funding
sources. Recipients should be guid-
ed by the principle of not placing
CDBG funds at significantly greater
risk than non-CDBG funds. This
will help avoid the situation where
it is learned that a problem has
developed that will block the com-
pletion of the project, even though
all or most of the CDBG funds
going in to the project have already
been expended. When this happens,
a recipient may be put in a position
of having to provide additional
financing to complete the project or
watch the potential loss of its funds
if the project is not able to be com-
pleted. When the recipient deter-
mines that it is not practicable to
disburse CDBG funds on a pro rate
basis, the recipient should consider
taking other steps to safeguard
CDBG funds in the event of a
default, such as insisting on securi-
tizing assets of the project.


