March 2007 Supportive Housing for the Elderly HUD

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
CFDA 14.157 SUPPORTIVE HOUSING FOR THE ELDERLY (SECTION 202)
l. PROGRAM OBJECTIVES

The objective of Supportive Housing for the Elderly isto provide Federal capital advances and
project rental assistance under Section 202 of the National Housing Act of 1959 for development
of housing projects serving elderly households.

. PROGRAM PROCEDURES
Prior to 1991 - Elderly and Disabled
Loans

Prior to 1991 the Department of Housing and Urban Development (HUD) provided direct loans
to finance the construction or rehabilitation of supportive housing for the elderly and disabled,
including the cost of real property acquisition, conversion, demolition, relocation, and other
related expenses.

Assistance

The project-based rental assistance is provided under Section 8 (not part of this CFDA 14.157)
and isthe calculation of project operating costs including debt servicing. Hence, the rental
assistance includes payments to principal and interest on the direct loan. The Fair Market Rent
(FMR) is used as an upper limit constraint on the amount of rental assistance. Generally, the
rental assistance may not exceed FMR unless the project obtains HUD approval to apply afactor
of up to 120 percent of gross rent.

The borrower receives assistance from HUD on vacant rental assistance units at arate 80 percent
of the contract rent under for the first 60 days of vacancy, given certain conditions are met

(24 CFR section 891.650). For vacancies exceeding 60 days, the owner may apply for payment
in an amount equal to the debt servicing principle and interest payments required to amortize that
portion of the debt service attributable to the vacant unit (24 CFR section 891.650).

Subsequent to 1990 - Elderly Only
Capital Advances

After 1990, under Pub. L. No. 101-625 (November 28, 1990), HUD capital advances replaced
the direct loan method of funding project construction and the assistance to projects for the
disabled were moved to CFDA 14.181 Supportive Housing for Persons with Disabilities (Section
811). The capital advances are awarded to non-profit organizations and are used to finance the
construction or rehabilitation of supportive housing for the elderly, including the cost of real
property acquisition, conversion, demolition, relocation, and other related expenses.
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The owner-entity is required to put up a minimum capital investment under the capital advance
program. Thisamount is one-half of one percent of the HUD-approved capital advance. The
owner’ sinvestment may not exceed $10,000, or $25,000 if the owner has a national sponsor or
co-sponsor (24 CFR section 891.145).

The amount of the capital advance approved by HUD may not exceed an appropriate
development cost limit, determined by HUD. Ownersincurring total development costs under
this limit may retain 50 percent of this difference, which isrequired to be deposited into areserve
for replacement account. A 75 percent retention is allowed where the owner adds energy
efficiency features (24 CFR section 891.140).

HUD holds a non-amortizing mortgage on the property under the terms of the Capital Advance.
No repayment is required so long as the owner complies with the Regulatory Agreement with
HUD to make available rental housing to very low-income elderly persons for 40 years (24 CFR
section 891.170). Failure to comply with the terms of the Capital Advance and HUD’ s business
agreements may result in foreclosure under the mortgage.

Rental Assistance

The project-based rental assistance is provided under a Project Rental Assistance Contract
(PRAC) and is calculated based on operating cost standards established by HUD (24 CFR
section 891.150). The owner submits monthly vouchers to HUD for payment of rental

assistance. The total amount of assistance equals total HUD-approved operating expenses for the
project minus the tenant payments received for al units (PRAC paragraph 2.4(f)(1)).

Tenants are generally required to pay rent, which is the highest of 30 percent of adjusted gross
income, 10 percent of grossincome, or the portion of welfare assistance designated to meet
housing costs (42 USC 1437a).

The owner receives assistance from HUD on vacant rental assistance units at arate of 50 percent
of Operating Expense for aunit under PRAC (PRAC paragraph 2.4 b) for the first 60 days of
vacancy, given certain conditions are met (24 CFR section 891.445).

Sour ce of Gover ning Requirements

This program is authorized under Section 202 of the Housing Act of 1959, as amended, which is
codified at 12 USC 1701q. Implementing regulations for this program are 24 CFR part 891,
subparts A, B, and D.

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a federal
program, the auditor should first look to Part 2, Matrix of Compliance requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.
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A. Activities Allowed or Unallowed

1. The project shall provide the necessary services for the occupants, which may
include, but not limited to, health, education, welfare, informational, recreational,
homemaking, meals, counseling, and referral services (12 USC 1701q; 24 CFR
sections 891.225 and 891.500).

2. Project funds may be used only for expenses that are reasonable and necessary to
the operation of the project as provided for in the Regulatory Agreement between
HUD and the project owner.

3. Project facilities may not include infirmaries, nursing stations, or spaces for
overnight care (24 CFR section 891.220).

4, Project must be modest in design and as such, the following are not to be funded
with capital advance funds: individual unit balconies or decks, dishwashers,
washers, dryers, trash compactors, swimming pools, saunas, and jacuzzis.
Sponsors may include certain excess amenities but these must be paid for with
other than capital advance funds. Associated operating costs must also be paid for
by sources other than the project rental assistance contract (24 CFR section
891.120).

D. Davis-Bacon Act

All laborers and mechanics (other than volunteers under the conditions set out in 24 CFR
part 70) employed by contractors and subcontractors in the construction (including
rehabilitation) of housing with 12 or more units assisted under this program shall be paid
wages at rates not less than those prevailing in the locality, as determined by the
Secretary of Labor in accordance with the Davis-Bacon Act. A group home for persons
with disabilitiesis not covered by these labor standards (24 CFR section 891.155(d)).

E. Eligibility
1 Eligibility for Individuals

Section 202 (CFDA 14.157) of the National Housing Act was designed to provide
housing for the elderly and disabled (prior to 1991). Section 811 (CFDA 14.181)
of the National Housing Act was created to provide separate funding for housing
for persons with disabilities (subsequent to 1990).

To qualify as elderly, one or more members of the household must be 62 years of
age or more at the time of initial occupancy (24 CFR section 891.205).

To qualify as disabled (prior to 1991 Section 202’s), the household must consist
of at least one person who is an adult (18 years or older) with a disability, two or
more persons with disabilities living together, or a surviving household member
under certain circumstances (42 USC 1437a(b)(3); 24 CFR section 891.505).
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3.

Very low-income eligibility applies to the elderly subsequent to 1990 and the
owner isresponsible to annually reexamine incomes for households occupying
assisted units or residential space and make appropriate adjustments to the tenant
payment and the project rental assistance payment (24 CFR section 891.410).
Assistance applicants shall submit signed consent forms upon initial application
and at reexamination (24 CFR section 5.230).

Eligibility of Group of Individualsor Area of Service Delivery — Not
Applicable

Eligibility for Subrecipients— Not Applicable

L. Reporting

1.

2.

Financial Reporting — Not Applicable
Performance Reporting

HUD 60002, Section 3 Summary Report, Economic Opportunities for Low- and
Very Low-Income Persons (OMB No. 2529-0043) — For each grant over $200,000
that involves housing rehabilitation, housing construction, or other public
construction, the prime recipient must submit Form HUD 60002 (24 CFR sections
135.3(a) and 135.90).

Key Line Items—

a 3. Dollar Amount of Award

b. 8. Program Code

C. Part I, Column C —Total Number of New Hires that are Sec. 3 Residents
d. Part 11, Contracts Awarded, 1. Construction Contracts

Q) A. Tota dollar amount of construction contracts awarded on the
project

2 B. Total dollar amount of construction contracts awarded to
Section 3 businesses

3 D. Total number of Section 3 businesses receiving construction
contracts

e Part |1, Contracts Awarded, 1. Non-Construction Contracts

(1) A. Tota dollar amount of all non-construction contracts awarded
on the project/activity
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2 B. Total dollar amount of non-construction contracts awarded to
Section 3 businesses

(©)) D. Tota number of Section 3 businesses receiving non-
construction contracts

3. Special Reporting — Not Applicable
N. Special Testsand Provisions
1. Use of Project Funds

Compliance Requirement — Owners are required to establish and maintain a separate
project account in federally insured depository. All rents, charges, income, and revenues
arising from the project operation shall be deposited into this account. Project funds must
be used for the operation of the project (including required insurance coverage), to make
required principal and interest payments on the Section 202 loan, and to make required
deposits to replacement reserve and the residual receipts accounts (24 CFR sections
891.400(e) and 891.600(€)).

Audit Objectives— Determine whether the project fund was properly established,
required deposits were made into this fund, and disbursements were only for allowed
purposes.

Suggested Audit Procedures

a Ascertain if the project funds recel pts account has been established in afederally
insured depository.
b. Perform tests to ascertain if al rents, charges, income, and revenues arising from

the project operation were deposited into the fund.

C. Test asample of disbursements from the fund ascertain if they were used only for
the operation of the project or to make required deposits to the replacement
reserve or the residual receipts account.

2. Replacement Reserve

Compliance Requirement — Owners shall establish and maintain a replacement reserve
to aid in funding extraordinary maintenance and repair and replacement of capital items.
The replacement reserve funds must be deposited in afederally insured depository in an
interest-bearing account. All earnings including interest on the reserve must be added to
the reserve. An amount as required by HUD will be deposited monthly in the reserve
fund (Regulatory Agreement, item 5 A). All disbursements from the reserve must be
approved by HUD (24 CFR sections 891.405 and 891.605).
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Audit Objectives— Determine whether the replacement reserve was properly
established, required monthly deposits were made, and disbursements were only for HUD
approved purposes.

Suggested Audit Procedures

a Ascertain if areplacement reserve account has been established in afederally
insured depository in an interest bearing account.

b. Ascertain if the required monthly deposits have been made to the replacement
reserve account.

C. Ascertain if interest earnings from the reserve were retained in the replacement
reserve account.

d. Test a sample of disbursements from the replacement reserve account and
ascertain if they were approved by HUD and were made for the approved
purpose.

3. Residual Receipts Account

Compliance Requirement — Any fundsin the project funds account (including earned
interest) at the end of the fiscal year shall be deposited in afederally insured account
within 60 days following the end of the fiscal year. Withdrawals from this account may
be made only for project purposes and with the approval of HUD (24 CFR sections
891.400(e) and 891.600(€)).

Audit Objectives — Determine whether the residual receipts account was properly
established, the required deposit was made within 60 days following year-end, and
disbursements were only for project purposes and the approval of HUD.

Suggested Audit Procedures

a Ascertain if residual receipts account has been established in afederally insured
depository.

b. Ascertain if the required annual deposit was made within 60 days following year-
end.

C. Test asample of disbursements from the residual receipts account and ascertain if

they were used for project purposes and approved by HUD.
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V. OTHERINFORMATION

To protect itsinterest in a capital advance, HUD requires a note and mortgage, generally
for a40-year term. The owner is not required to repay the principal or pay interest and
the note is forgiven at maturity, aslong as the owner provides housing for the designated
class of people in accordance with applicable HUD requirements. However, the full
outstanding balance on the note should be considered Federal awards expended, included
in determining Type A programs, and reported as |oans on the Schedule of Expenditures
of Federal Awards or accompanying notes in accordance with OMB Circular A-133.
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
CFDA 14169 HOUSING COUNSELING ASSISTANCE PROGRAM
l. PROGRAM OBJECTIVES

The Housing Counseling Assistance Program supports the delivery of awide variety of housing
counseling services to homebuyers, homeowners, low- to moderate-income renters, and the
homeless. The primary objectives of the program are to expand homeownership opportunities
and improve access to affordable housing. Counselors provide guidance and advice to help
families and individuals improve their housing conditions and meet the responsibilities of
tenancy and home ownership. Counselors also help borrowers avoid inflated appraisals,
unreasonably high interest rates, unaffordable repayment terms, and other conditions that can
result in aloss of equity, increased debt, default, and eventually foreclosure. Applicants funded
through this program may also provide Home Equity Conversion Mortgage (HECM) counseling
to elderly homeowners who want to convert equity in their homes into income that can be used
to pay for home improvements, medical costs, living expenses, or other expenses.

. PROGRAM PROCEDURES

This program has two distinct components: (1) HUD-approval and (2) housing counseling
grants. To participate in the program, organizations must first be approved by HUD as
counseling agencies. Approval entails meeting various requirements relating to experience and
capacity. Currently there are approximately 730 approved local housing counseling agencies
(LHCAYS), which have 580 branch offices. Additionally, there are 23 HUD-approved national
and regional intermediaries with approximately 450 affiliates and 100 branches. Approved
agencies use HUD’ s approval to receive referrals and market their services. Approved agencies
are provided training (depending on available resources), and are eligible to apply for ahousing
counseling grant. The application and approval processis provided on HUD’ s website at
http://www.hud.gov/offices/hsg/sfh/hcc/hecprof13.cfm.

Additionally, HUD issues ayearly Notice of Funding Availability (NOFA) in the Federal
Register, under which there is a competition for housing counseling grants. The Housing
Counseling Assistance Program provides funds to HUD-approved LHCAs, HUD-approved
national and regional intermediaries; and State Housing Finance Agencies (SHFAS). LHCAs are
funded directly by HUD to provide services within their communities. Intermediaries and
SHFAs manage the use of HUD housing counseling funds by subgrantees, including local
affiliates and branches.

Sour ce of Gover ning Requirements

HUD's Housing Counseling Assistance Program is authorized by Section 106 of the Housing and
Urban Development Act of 1968 (12 USC 1701x). There are no regulations governing this
program.
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Availability of Other Program Information

Pertinent information regarding the Housing Counseling Program is available on HUD’ s website,
at http://www.hud.gov/offices/hsg/sfh/hcc/hcc_home.cfm.

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor afederal
program, the auditor should first look to Part 2, Matrix of Compliance requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

The NOFA published on March 8, 2006 (71 FR 11800-11813) contains detailed
information regarding the activities for which grantees and sub-grantees can be
reimbursed. Section 106 of the Housing and Urban Development Act of 1968 (12 USC
1701x) also addresses allowable and unallowable activities. Only the following activities
generaly are allowed under the statute:

1 Individual counseling or group education or classes regarding:

a Pre-purchase/home buying;

b. Resolving or preventing mortgage delinquency or default;
C. Non-delinquency post-purchase;
d. L ocating, securing, or maintaining residence in rental housing; and
e Shelter or services for the homeless.
2. Home equity conversion mortgage counseling.
3. Marketing and outreach initiatives.
4, Training.

5. Computer equipment/systems.
6. Administrative costs.
J. Program Income

The auditor should be alert to the fact that, in the performance of the award, the recipient
may be being reimbursed directly or indirectly from other sources for services provided.
This reimbursement generally should be treated as program income using the deduction
method. Recipients may include in their vouchers only that portion of its services for
which it does not receive reimbursement from any other funding source.
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L. Reporting

1 Financial Reporting

a

b

C.

d.

SF-269, Financial Status Report — Not Applicable
SF-270, Request for Advance or Reimbursement — Not Applicable

SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable

SF-272, Federal Cash Transactions Report — Not Applicable

2. Performance Reporting — Not Applicable

3. Special Reporting — Not Applicable
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

CFDA 14181  SUPPORTIVE HOUSING FOR PERSONSW!ITH DISABILITIES
(SECTION 811)

l. PROGRAM OBJECTIVES

The objectives of Supportive Housing for Persons with Disabilities areto: (1) provide Federal
capital advances under Section 811 of the National Affordable Housing Act (NAHA) for
development of housing projects serving persons with disabilities; and (2) provide tenant-based
rental assistance to low income persons with disabilities for payment of housing on the private
market.

. PROGRAM PROCEDURES
Capital Advances

After 1990, under Pub. L. No. 101-625 (November 28, 1990), Department of Housing and Urban
Development (HUD) capital advances replaced the direct loan method of funding project
construction under the Section 202 of the National Housing Act (NHA) (12 USC 1702 et seq).
Section 811 of NAHA was created as a separate program for the development of housing for
persons with disabilities. Capital advances are awarded to non-profit organizations and are used
to finance the construction or rehabilitation of supportive housing for persons with disabilities
(24 CFR section 891.300).

HUD holds a non-amortizing mortgage on the property under the terms of the Capital Advance.
No repayment is required so long as the owner complies with the Regulatory Agreement with
HUD to make available rental housing to very low-income persons with disabilities for at least
40 years (24 CFR section 891.170). Failureto comply with the terms of the Capital Advance
and HUD' s business agreements may result in foreclosure under the mortgage.

Rental Assistance

Project rental assistance is used to cover the difference between the HUD-approved operating
costs of the project and the tenants' contributions toward rent (24 CFR section 891.410).

Project rental assistance is provided under a Project Rental Assistance Contract (PRAC) and is
calculated based on operating cost standards established by HUD (24 CFR section 891.150).

The owner submits monthly vouchersto HUD for payment of rental assistance. The total amount
of assistance equals total HUD-approved operating expenses for the project minus the tenant
payments received for all units (PRAC paragraph 2.4(f)(1)).

Tenants are generally required to pay rent in accordance with the Housing Assistance Payment
Contract.

The owner receives assistance from HUD on vacant rental assistance units at arate of 50 percent
of Operating Expense for a unit under PRAC (PRAC paragraph 2.4b) for the first 60 days of
vacancy, given certain conditions are met (24 CFR section 891.445).
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Sour ce of Gover ning Requirements

This program is authorized under Section 811 of the National Affordable Housing Act (42 USC
8013). Implementing regulations for this program are 24 CFR part 5, subpart H, and part 891,
subparts A, C, and D.

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a federal
program, the auditor should first look to Part 2, Matrix of Compliance requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

1 Project funds may be used only for expenses that are reasonable and necessary to
the operation of the project as provided for in the Regulatory Agreement between
HUD and the project owner (24 CFR section 891.400(€)).

2. Project facilities may not include infirmaries, nursing stations, spaces dedicated to
the delivery of medical treatment or physical therapy, padded rooms, or space for
respite care or sheltered workshops, even if paid for from sources other than the
HUD capital advance. Except for office space used by the owner exclusively for
the administration of the project, project facilities may not include office space.
(24 CFR section 891.315).

3. Project must be modest in design and, as such, the following are not to be funded
with capital advance funds; individual unit balconies or decks, dishwashers,
washers, dryers, trash compactors, swimming pools, saunas, or jacuzzis.

Sponsors may include certain excess amenities but these must be paid for with
other than capital advance funds. Associated operating costs must also be paid for
by sources other than the project rental assistance contract (24 CFR section
891.120).

D. Davis-Bacon Act

All laborers and mechanics (other than volunteers under the conditions set out in 24 CFR
part 70) employed by contractors and subcontractors in the construction (including
rehabilitation) of housing with 12 or more units assisted under this program shall be paid
wages at rates not less than those prevailing in the locality, as determined by the
Secretary of Labor in accordance with the Davis-Bacon Act. A group home for persons
with disabilitiesis not covered by these labor standards (24 CFR section 891.155(d)).
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E.

Eligibility

1.

3.

Eligibility for Individuals

Section 202 (CFDA 14.157) of the National Housing Act was designed to provide
housing for the elderly and disabled (prior to 1991). Section 811 (CFDA 14.181)
of the National Housing Act was created to provide separate funding for housing
for persons with disabilities (subsequent to 1990) (42 USC 8013).

To qualify as disabled (prior to 1991 Section 202), the household must consist of
at least one person who is an adult (18 years or older) with adisability, two or
more persons with disabilities living together, or a surviving household member
under certain circumstances (42 USC 1437a(b)(3); 24 CFR section 891.505).

Very low-income eligibility applies to persons with disabilities subsequent to
1990 and the owner is responsible to annually reexamine incomes for households
occupying assisted units or residential space and make appropriate adjustments to
the tenant payment and the project rental assistance payment (24 CFR section
891.410). Assistance applicants shall submit signed consent forms upon initial
application and at reexamination (24 CFR section 5.230).

Eligibility for Group of Individualsor Area of Service Delivery — Not
Applicable

Eligibility for Subrecipients— Not Applicable

Reporting

1.
2.

Financial Reporting — Not Applicable
Performance Reporting

HUD 60002, Section 3 Summary Report, Economic Opportunities for Low- and
Very Low-Income Persons (OMB No. 2529-0043) — For each grant over $200,000
that involves housing rehabilitation, housing construction, or other public
construction, the prime recipient must submit Form HUD 60002 (24 CFR sections
135.3(a) and 135.90).

Key Line Items —

a 3. Dollar Amount of Award

b. 8. Program Code

C. Part |, Column C — Total Number of New Hires that are Sec. 3 Residents

d. Part |1, Contracts Awarded, 1. Construction Contracts
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Q) A. Tota dollar amount of construction contracts awarded on the
project

2 B. Total dollar amount of construction contracts awarded to
Section 3 businesses

(©)) D. Total number of Section 3 businesses receiving construction
contracts

e Part |1, Contracts Awarded, 1. Non-Construction Contracts

Q) A. Total dollar amount of al non-construction contracts awarded
on the project/activity

(2 B. Total dollar amount of non-construction contracts awarded to
Section 3 businesses

3 D. Total number of Section 3 businesses receiving non-
construction contracts

3. Special Reporting —Not Applicable
N. Special Testsand Provisions
1 Use of Project Funds

Compliance Requirement — Owners are required to establish and maintain a separate
project account in federally insured depository. All rents, charges, income, and revenues
arising from the project operation shall be deposited into this account. Project funds must
be used for the operation of the project (including required insurance coverage), and to
make required deposits to replacement reserve and the residual receipts accounts (24 CFR
section 891.400(€)).

Audit Objectives— Determine whether the project fund was properly established,
required deposits were made into this fund, and disbursements were only for allowed
purposes.

Suggested Audit Procedures

a Ascertain if the project funds recei pts account has been established in afederally
insured depository.
b. Perform tests to ascertain if rents, charges, income, and revenues arising from the

project operation were deposited into the fund.

C. Test asample of disbursements from the fund to ascertain if they were used only
for the operation of the project or to make required deposits to the replacement
reserve or the residual receipts account.
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2. Replacement Reserve

Compliance Requirement — Owners shall establish and maintain a replacement reserve
to aid in funding extraordinary maintenance and repair and replacement of capital items.
The replacement reserve funds must be deposited in afederally insured depository in an
interest-bearing account. All earnings including interest on the reserve must be added to
the reserve. An amount as required by HUD will be deposited monthly in the reserve
fund (Regulatory Agreement, item 5 (a@)). All disbursements from the reserve must be
approved by HUD (24 CFR section 891.405).

Audit Objectives— Determine whether the replacement reserve was properly
established, required monthly deposits were made, and disbursements were only for
HUD-approved purposes.

Suggested Audit Procedures

a Ascertain if areplacement reserve account has been established in afederally
insured depository in an interest bearing account.

b. Ascertain if the required monthly deposits have been made to the replacement
reserve account.

C. Ascertain if interest earnings from the reserve were retained in the replacement
reserve account.

d. Test a sample of disbursements from the replacement reserve account and
ascertain if they were approved by HUD and were made for the approved
purpose.

3. Residual Receipts Account

Compliance Requirement — Any fundsin the project funds account (including earned
interest) at the end of the fiscal year shall be deposited in afederally insured account
within 90 days following the end of the fiscal year. Withdrawals from this account may
be made only for project purposes and with the approval of HUD (24 CFR section
891.400(e)).

Audit Objectives— Determine whether the residual receipts account was properly
established, the required deposit was made within 90 days following year-end, and
disbursements were only for project purposes and the approval of HUD.

Suggested Audit Procedures

a Ascertain if residual receipts account has been established in afederally insured
depository.

b. Ascertain if the required annual deposit was made within 90 days following year-
end.
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C. Test asample of disbursements from the residual receipts account and ascertain if
they were used for project purposes and approved by HUD.

V. OTHERINFORMATION

To protect itsinterest in a capital advance, HUD requires a note and mortgage, generally
for a40-year term. The owner is not required to repay the principal or pay interest and
the note is forgiven at maturity, aslong as the owner provides housing for the designated
class of people in accordance with applicable HUD requirements. However, the full
outstanding balance on the note should be considered Federal awards expended, included
in determining Type A programs and reported as |oans on the Schedul e of Expenditures
of Federal Awards or accompanying notes in accordance with OMB Circular A-133.
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

CFDA 14.182 SECTION 8 NEW CONSTRUCTION AND SUBSTANTIAL
REHABILITATION

CFDA 14195 SECTION 8 HOUSING ASSISTANCE PAYMENTS PROGRAM —
SPECIAL ALLOCATIONS

CFDA 14249 SECTION 8 MODERATE REHABILITATION SINGLE ROOM
OCCUPANCY

CFDA 14.856  LOWER INCOME HOUSING ASSISTANCE PROGRAM—SECTION
8 MODERATE REHABILITATION

l. PROGRAM OBJECTIVES

The objective of the Section 8 rental assistance programsisto help eligible low-income families
or individuals obtain decent, safe, and sanitary housing through a system of rental subsidies
(24 CFR sections 880.101, 881.101, 882.401, 882.801, 883.101, 884.101, 886.101, and 886.301).

. PROGRAM PROCEDURES

Under this project-based cluster, the rental subsidy istied to a specific unit and when afamily
moves from the unit, it has no right to continued assistance.

Certain project-based programs are administered by State, local, or other governmental entities
qualifying as Public Housing Agencies (PHAS). The Department of Housing and Urban
Development (HUD) entersinto annual contributions contracts with PHAs which enter into
Housing Assistance Payments (HAP) contracts with private owners. The owners rent housing to
eligible low-income families who typically pay rent which is the highest of 30 percent of
adjusted gross income, 10 percent of grossincome, or the portion of welfare assistance
designated to meet housing costs. The remaining portion of the rent for the unit is paid to the
owner by the PHA or HUD through the HAP contract. The PHA isthen reimbursed by HUD
through the annual contributions contract. HUD also provides funds for PHA administration of
the Section 8 programs.

PHAs are required to maintain a HAP contract register or similar record in which to record the
PHA'’ s obligation for monthly housing assistance payments. Thisrecord shall provide
information asto: the name and address of the family; the name and address of the owner;
dwelling unit size; the effective and expiration dates of the lease; the monthly contract rent
payable to the owner; monthly rent payable by the family; and the monthly housing assistance
payment. The record shall also provide data as to the date the family vacates and the number of
daysthe unit isvacant, if any. Thisrequirement is applicable to PHASs that are administering
Housing Assistance Payments Program Projects pursuant to the provisions of Annual
Contributions Contracts. It isnot applicable to Section 8 projects on which HUD has executed a
HAP contract directly with an owner or PHA.
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The Moderate Rehabilitation (Mod Rehab) program (including the Single Room Occupancy
(SRO) program for homeless individuals) assists low income families in affording decent, safe
and sanitary housing by encouraging property owners to rehabilitate substandard housing and
lease the units with rental subsidiesto low income families. The PHA and the owner execute an
Agreement to Enter into Housing Assistance Payments Contract under which the owner agrees to
rehabilitate the unit to be subsidized and the PHA agrees to subsidize the units upon satisfactory
completion of rehabilitation. Upon completion of the rehabilitation, the PHA and the owner
execute aHAP contract. The PHA refersinterested eligible families on its Section 8 waiting list
to the owner to fill vacancies in moderate rehabilitation units.

Mod Rehab program assistance is considered a project-based subsidy because the assistance is
tied to specific units under an assistance contract with the owner for a specified term. A family
that moves from a unit with project-based assistance does not have any right to continued
assistance.

Under the Mod Rehab SRO program, eligible applicants are PHAS or non-profit organizations,
which must contract with a PHA to administer the rental assistance. Eligible individuals must be
homeless according to HUD’ s definition and may be located through owner outreach as well as
from the PHA waiting list (24 CFR 882.808). No single project may contain more than 100
assisted units. The SRO program is administered under an initial 10-year HAP term, with the
possibility of subsequent one-year renewals. The program is administered at HUD Headquarters
by the Office of Community Planning and Development (CPD).

In accordance with HUD’ s Uniform Financial Reporting Standards rule, annually, a PHA is
required to submit its financial statement, prepared in accordance with generally accepted
accounting principles (GAAP), in the electronic format specified by HUD. The unaudited
financia statement is due 2 months after the PHA’ sfiscal year end and the audited financial
statement is due 9 months after its fiscal year end (24 CFR section 5.801). The financial
statement must include the financial activities of the programs in this cluster.

Sour ce of Gover ning Requirements

These programs (other than the Mod Rehab SRO program) are authorized by the U.S. Housing
Act of 1937, as amended (42 USC 14374, c, and f; 42 USC 3535(d); 42 USC 12701; and 42 USC
13611 through 13619). Implementing regulations are 24 CFR parts 880 through 884 and 24 CFR
part 886. The Moderate Rehabilitation SRO program is authorized under section 441 of the
McKinney-Vento Homeless Assistance Act, 42 USC 11401, and is subject to program
regulations at 24 CFR part 882, subpart H.

Availability of Other Program Information

HUD maintains a page on its web site (http://www.hud.gov/funds/index.cfm) that provides
general information about these programs.
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1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

E. Eligibility
1. Eligibility for Individuals
a The PHA or owner, as applicable, must:

Q) Verify the eligibility of applicants by: (a) obtaining signed
applications that contain the information needed to determine
eligibility (including designation as elderly, disabled, or homeless,
if applicable), income, rent, and order of selection; (b) conducting
verifications of family income and other pertinent information
(such as assets, full time student and immigration status, and
unusual medical expenses) through third parties; (c) documenting
inspections and tenant certifications, as appropriate; and, (d)
determining that tenant income did not exceed the maximum limit
set by HUD for the PHA' sjurisdiction, as shown in HUD’s
published notice transmitting the Limits for Low-Income and Very
Low-Income Families Under the Housing Act of 1937. For the
Mod Rehab SRO program, eligible individuals must be homeless
upon entry into the program. (24 CFR sections 880.603, 881.601,
882.514, 882.808, 833.701, 884.214, 886.119, and 886.318)

2 Determine the total tenant rent payment in accordance with
24 CFR section 5.613.

3 Select participants from the waiting list in accordance with the
admission policiesin its administrative plan and maintain
documentation which shows that, at the time of admission, the
family actually met the preference criteriathat determined the
family’s place on the waiting list. For the Mod Rehab SRO
program, eligible individuals may be referred to the PHA for
eligibility determination as aresult of the owner’ s/sponsor’s
outreach or through the PHA waiting list. (24 CFR sections
880.603, 881.601, 882.514, 882.808(b)(2), 883.701, 884.214, and
886 subparts A and C)

4 Reexamine family income and composition at |least once every 12
months and adjust the total rent payment and housing assistance
payment, as necessary (24 CFR sections 5.617, 880.603, 881.601,
882.515, 884.218, 886.124, and 886.324).
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2. Eligibility for Group of Individualsor Area of Service Delivery — Not
Applicable

3. Eligibility for Subrecipients— Not Applicable

L. Reporting

1. Financial Reporting

a

b.

SF-269, Financial Status Report — Not Applicable
SF-270, Request for Advance or Reimbursement — Not Applicable

SF-271, Outlay Report and Request for Reimbur sement for Construction
Programs— Not Applicable

SF-272, Federal Cash Transactions Report — Not Applicable

In lieu of the standard reports, the following reports are required on
Section 8 project-based programs involving PHA/private-owners and
HUD/PHA owners.

Q) HUD-52663, Requisition for Partial Payment of Annual
Contributions (OMB No. 2577-0169) — submitted quarterly.

(2 HUD-52681, Voucher for Payment of Annual Contributions and
Operating Statement (OMB No. 2577-0169) — submitted annually.

3 HUD-52595, Balance Sheet for Section 8 and Public Housing
(OMB No. 2577-0169) — submitted annually.

2. Performance Reporting — Not Applicable

3. Special Reporting

a

HUD-50058, Family Report (OMB No.2577-0083) — The PHA isrequired
to submit this form electronically to HUD each time the PHA completes
an admission, annual reexamination, interim reexamination, portability
move-in, or other change of unit for afamily. The PHA must also submit
the Family Report when afamily ends participation in the program or
moves out of the PHA’ s jurisdiction under portability.

Key Line Items — The following line items contain critical information:
Q) Line 2a— Type of Action
2 Line 2b — Effective Date of Action

3 Line 3b, 3c — Names
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(4)
()
(6)
(7)
(8)
(9)
(10)

Line 3e— Date of Birth

Line 3n — Social Security Numbers
Line 5a— Unit Address

Line 5h, 5i — Unit Inspection Dates
Line7i — Total Annual Income
Line 13h — Contract Rent to Owner

Line 13k or 13x — Tenant rent

b. HUD-50059, Owner’ s Certification of Compliance With HUD’ s Tenant
Eligibility and Rent Procedures (OMB No. 2502-0204) — Thisreport is
submitted electronically to HUD.

C. For Moderate Rehabilitation SRO only: HUD-40118, Annual Progress
Report (OMB No. 2506-0145) — This report is due from each non-Federal
recipient of assistance within 90 days after the end of its operating year

(24 CFR section 882.808(p)).

Key Line Items:

Q) Line 4 — Non-homel ess persons

2 Line 6b — Chronically homeless persons

3 Line 10 — Prior Living Stuation

4) Line 11 — Amount and Source of Monthly Income at Entry and at
Exit

) Line 12a,b — Length of Stay in Program

(6) Line 14 — Destination

N. Special Testsand Provisions

1 Contract Rent Adjustments

Compliance Requirement -The PHA or owner applies or ensures annual adjustments to
contract rents are applied. The HAP contract specifies the method to be used to
determine rent adjustments. Adjustments must not result in material differences between
rents charged for assisted units and comparable unassisted units except as those
differences existed at contract execution. Special adjustments to contract rents, within
the original contract term, may also be made to the extent deemed necessary by the PHA
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or HUD (24 CFR sections 880.609, 881.601, 882.410, 882.808(¢), 883.701, 884.109,
886.112, and 886.312).

Audit Objective — Determine whether contract rents are being adjusted properly.
Suggested Audit Procedures

a Review the procedures for applying annual adjustment factors and handling
specia adjustment requests.

b. Select a sample of contracts and the related files with annual and special rent
adjustments and test the supporting data and certifications that were submitted to
support the adjustments.

C. Review the selected HAP contract files or tenant files to verify that annual and

special adjustments were applied correctly and that rent adjustments did not result
in material differences between the rents charged for assisted and comparable
unassisted units.

2. Tenant Utility Allowances

Compliance Requirement — The PHA or owner must (a) establish or ensure tenant
utility allowances based on utility consumption and rate datafor various sized units,
structure types, and fuel types, (b) make an annual review of tenant utility allowances to
determine their reasonableness, and (c) adjust the allowances, when appropriate (24 CFR
sections 5.603, 880.610, 881.601, 882.510, 882.808(k), 883.701, 884.220, 886.126, and
886.326).

Audit Objective — Determine whether tenant utility allowances are properly established.
Suggested Audit Procedures

a Examine the procedures used to establish and annually review utility allowances,
handl e adjustment requests, and notify tenants of utility allowance adjustments.

b. Select a sample of units with tenant utility allowances and their related tenant files
for review.
C. Test owner requests, PHA determinations, and supporting documentation for

utility determinations.

d. Verify that the allowances were applied to tenants correctly.
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3. Housing Quality Standards

Compliance Requirement — The PHA or owner must provide housing that is decent,
safe, and sanitary. To achieve this end, the PHA must perform housing quality
inspections at the time of initial occupancy and at least annually thereafter to assure that
the units are decent, safe, and sanitary (24 CFR sections 880.612, 881.601, 882.516,
882.808(n), 883.701, 884.217, 886.123, and 886.323).

Audit Objective — Determine whether the PHA or owner performs the required
inspections to assure that units meet housing quality standards.

Suggested Audit Procedures

a Examine the procedures used by the PHA or owner to identify those units on
which housing quality inspections are due.

b. Select a sample of units on which HAP contracts were executed and examine
inspection reports.

C. Examine records and ascertain that the PHA or owner assures that the inspections
and any needed repairs are completed timely.

d. Verify that the PHA reviewed the evidence of completion submitted by the owner
on newly constructed or rehabilitated units accepted for occupancy.

4. Vacant Units

Compliance Requirement — The PHA or owner must reduce claims for assistance on
vacant units under certain circumstances. However, there are instances where special
claims are allowed for vacancy losses, unpaid rent, and tenant damages on eligible units
(24 CFR sections 880.611, 881.601, 882.411, 882.808(f), 883.701, 884.106, 886.109, and
886.309).

Audit Objective — Determine whether payments to owners are reduced for vacant units
and whether payments for special claims are proper.

Suggested Audit Procedures

a Examine the procedures used by the PHA or owner to provide the current
occupancy status of the units receiving Section 8 assistance.

b. Select a sample of units that were vacated during the audit period and verify that
payments to owners were reduced, as prescribed.

C. Select a sample of payments for special claims and verify that documentation
exists to support the payments.
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5. Replacement Reserve

Compliance Requirement — The owner shall establish and maintain a replacement
reserve to aid in funding extraordinary maintenance and repair and replacement of capital
items. The replacement reserve funds must be deposited in an interest-bearing account.
All earnings including interest on the reserve must be added to the reserve. All
disbursements from the reserve must be as approved or directed by HUD or the State
Agency for 24 CFR part 883 projects, as applicable. Anamount as required by HUD or
the State Agency for 24 CFR part 883 projects, as applicable, shall be deposited monthly
in the reserve fund in accordance with the Regulatory Agreement or HAP contract

(24 CFR sections 880.601, 880.602, 881.601 and 883.701).

Audit Objectives— Determine whether the replacement reserve was properly
established, required monthly deposits were made, and disbursements were only for
approved purposes.

Suggested Audit Procedures

a Ascertain if reserve has been established in an interest bearing account.

b. Ascertain if the required monthly deposits have been made to the reserve.

C. Ascertain if interest earnings from the reserve were retained in the reserve.

d. Test asample of disbursements from the reserve and ascertain if they were made

for an approved purpose.
6. Residual Receipts Account

Compliance Requirement — Any project funds in the project funds account (including
earned interest) at the end of the fiscal year shall be deposited with the mortgagee or
other HUD-approved depository in an interest bearing account. For projects under 24
CFR part 883, the funds must be deposited with the State Agency or other Agency-
approved depository in an interest bearing account. Withdrawals from this account may
be made only for project purposes and with the approval of HUD or the State Agency for
24 CFR part 883 projects, as applicable (24 CFR sections 880.601, 881.601, and
883.701).

Audit Objectives— Determine whether the residual receipts account was properly
established, the required deposit was made within 60 days following year-end, and
disbursements were only for approved project purposes.
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Suggested Audit Procedures

a Ascertain if residual receipts account has been established in an interest-bearing
depository.

b. Ascertain if the required annual deposit was made within 60 days following year-
end.

C. Test asample of disbursements from the residual receipts account and ascertain if

they were used for an approved project purpose.
V. OTHER INFORMATION

See Appendix VI for program waivers related to Hurricanes Katrina and Rita.
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

CFDA 14.218 COMMUNITY DEVELOPMENT BLOCK GRANTS/ENTITLEMENT
GRANTS

CFDA 14219 COMMUNITY DEVELOPMENT BLOCK GRANTS/SMALL CITIES
PROGRAM (HUD-Administered Small Cities)

l. PROGRAM OBJECTIVES

The primary objective of the Community Development Block Grant (CDBG) Entitlement
Program (large cities and urban counties) (24 CFR part 570 subpart D) and HUD-Administered
Small Cities Programs (24 CFR part 570 subpart F) isto develop viable urban communities by
providing decent housing, a suitable living environment, and expanded economic opportunities,
principally for persons of low and moderate income. This objective isto be achieved in two
ways. First, agrantee can only use funds to assist eligible activities that meet one of three
national objectives of the program: benefit low- and moderate-income persons, aid in the
prevention or elimination of slums and blight, or meet community development needs having a
particular urgency. Second, the grantee must spend at least 70 percent of its funds, over a period
of up to three years as specified by the grantee in its certification, for activities that address the
national objective of benefiting low- and moderate-income persons (24 CFR sections 570.200,
570.420, and 570.430).

. PROGRAM PROCEDURES

The CDBG Entitlement Program provides grants to metropolitan cities and urban counties which
must submit certain certifications and a one-year action plan as to how they propose to use the
funds for community development activities. The grant amount is determined by the higher of
two formulas that consider a community’ s population, poverty level, extent of overcrowded
housing, age of housing, and growth lag (42 USC 5306(b)).

Only the State of Hawaii is an ongoing participant in the HUD-Administered Small Cities
Program because this State has permanently elected to have HUD administer the non-entitlement
portion of its CDBG Program. In Hawaii, HUD provides CDBG funds to non-entitlement units
of general local government using aformula described in 24 CFR section 570.429. The State of
New Y ork also participated in the HUD-Administered Small Cities Program through its FY 1999
funding. In FY 2000, the State of New Y ork began receiving and administering its own non-
entitlement area funds through the State CDBG Program described under CFDA 14.228. The
requirements of 14.219 as described in this supplement continue to apply to the State of New

Y ork’s HUD-administered projects funded before FY 2000 and related program income. The
CDBG Entitlement Program and the HUD-Administered Small Cities Program covering the
State of Hawaii and pre-2000 activities for the State of New Y ork largely share regulatory
requirements in the following areas: definitions, eligible activities, grants administration, and
performance reviews.

Sour ce of Gover ning Requirements

These programs are authorized by Title | of the Housing and Community Development Act of
1974, as amended (42 USC 5301). Implementing regulations are located at 24 CFR part 570.
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1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

1 All activities undertaken must meet one of three national objectives of the CDBG
program, i.e., benefit low- and moderate-income persons, prevent or eliminate
slums or blight, or meet community development needs having a particular
urgency (24 CFR sections 570.200 and 570.208).

2. CDBG funds are to be used for the following activities: (a) the acquisition of real
property; (b) the acquisition, construction, reconstruction, rehabilitation or
installation of public works, facilities and sites, or other improvements, including
removal of architectural barriersthat restrict accessibility of elderly or severely
disabled persons; (c) clearance, demolition, and removal of buildings and
improvements; (d) payments to housing owners for losses of rental income
incurred in temporarily holding housing for the relocated; () disposition of real
property acquired under this program; (f) provision of public services (subject to
limitations contained in the CDBG regulations); (g) payment of the non-Federal
share for another grant program for activities that are otherwise eligible;

(h) interim assistance where immediate action is needed prior to permanent
improvements or to alleviate emergency conditions threatening public health and
safety; (i) payment to complete a Title 1 Federal Urban Renewal project;

(j) relocation assistance; (k) planning activities; (I) administrative costs;

(m) acquisition, construction, reconstruction, rehabilitation, or installation of
commercial or industrial buildings; (n) assistance to community-based
development organizations; (0) activities related to privately-owned utilities;

(p) assistance to private, for-profit businesses, when appropriate to carry out an
economic development project; (g) construction of housing assisted under Section
17 of the United States Housing Act of 1937; (r) reconstruction of properties;

(s) direct homeownership assistance to low and moderate income households to
facilitate and expand homeownership; (t) technical assistance to public or private
entities for capacity building (exempt from the planning/administration cap);

(u) housing services related to HOME-funded activities; (v) assistance to
ingtitutions of higher education to carry out eligible activities; (w) assistance to
public and private entities (including for-profits) to assist micro-enterprises;

(x) payment for repairs and operating expenses for acquired “in Rem” properties;
(y) residential rehabilitation, including code enforcement in deteriorated or
deteriorating areas, |ead-based paint hazard evaluation, and removal; and

(2) construction or improvement of tornado-safe shelters for residents of
manufactured housing and provision of assistance to non-profit and for-profit
entities for such construction or improvement (42 USC 5305(a); 24 CFR sections
570.200 through 570.207).
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3. Each float-funded activity must meet all of the same requirements that apply to
CDBG-assisted activities generally (24 CFR section 570.301).

4, Entitlement and HUD-Administered Small Cities Program grantees may have
loans guaranteed by HUD under Section 108 of the Housing and Community
Development Act of 1974, (42 USC 5308). The guaranteed loan funds are to be
used only for the following activities. (a) acquisition of real property; (b) housing
rehabilitation; (c) rehabilitation of publicly owned real property; (d) eligible
CDBG economic development activities; (€) relocation payments, (f) clearance,
demolition, and removal; (g) payment of interest on Section 108 guaranteed
obligations; (h) payment of issuance and other costs associated with private sector
financing under this subpart; (i) site preparation related to redevelopment or use
of real property acquired or rehabilitated pursuant to this subpart or for economic
development purposes; (j) construction of housing by non-profit organizations for
home ownership under Section 17(d) of the U.S. Housing Act of 1937 (12 USC
1715(1)) or Title VI of the Housing and Community Development Act of 1987,
(K) debt service reserve; (1) acquisition, construction, reconstruction, rehabilitation
or installation of public works and site or other improvements which serve
“colonias’ (as defined in Section 916 of the Housing Act of 1990 and amended by
Section 810 of the Housing and Community Development Act of 1992); and (m)
acquisition, construction, rehabilitation, or installation of public facilities (except
for buildings for the general conduct of government), public streets, sidewalks,
and other site improvements, and public utilities (24 CFR sections 570.700
through 570.710).

5. All the activities that a grantee undertakes during its CDBG program year must be
identified in an action plan or an amended action plan (24 CFR sections 91.220
and 570.301). Inthe HUD-Administered Small Cities Programin New Y ork,
only non-housing activities must be included in the abbreviated consolidated plan.
The State of New Y ork’s previously approved HUD-Administered Small Cities
action plans continue to control the use of FY 1999 and prior allocations under
this Program. Plan amendment is only required to reflect significant changesin
activities or funding decisions for these years (24 CFR sections 91.235 and
570.427).

6. CDBG funding can only be used for special economic development projects that
meet the criteriain 24 CFR section 570.203. Grantees must have data to support
that assistance provided to carry out special economic development projectsis
appropriate by meeting the public benefit standards for job creation and provision
of goods and services described in 24 CFR section 570.209.

7. When CDBG funds are used to finance rehabilitation, the rehabilitation isto be
limited to privately owned buildings and improvements for residential purposes,
low income public housing and other publicly owned residential buildings and
improvements, publicly or privately owned commercial or industrial buildings,
structures, or other real property, equipment, and improvements under certain
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circumstances, as well as manufactured housing when it constitutes part of the
community’ s permanent housing stock (24 CFR sections 570.202 and 570.203).

D. Davis-Bacon Act

The requirements of the Davis-Bacon Act apply to the rehabilitation of residential
property only if such property contains 8 or more units. However, the requirements do
not apply to volunteer work where the volunteer does not receive compensation, or is
paid expenses, reasonable benefits or anominal fee for such services, and is not
otherwise employed at any time in construction work (42 USC 5310;

24 CFR section 570.603).

G. Matching, Level of Effort, Earmarking
1. Matching — Not Applicable
2. Level of Effort —Not Applicable
3. Earmarking

a Not less than 70 percent of the funds must be used over a period of up to
three years, as specified by the grantee in its certification, for activities
that benefit low- and moderate-income persons. 1n determining low- and
moderate-income benefits, the criteria set forth in 24 CFR sections
570.200(a)(3) and 570.208(a) are used in the Entitlement Program. The
criteria set forth in 24 CFR sections 570.420(e) and 570.430(e) are used in
the HUD-Administered Small Cities Program.

b. Not more than 20 percent of the total grant, plus 20 percent of program
income received during a program year, may be obligated during that year
for activities that qualify as planning and administration pursuant to
24 CFR sections 570.205 and 570.206 (24 CFR section 570.200(Q)).

C. The amount of CDBG funds obligated during the program year for public
services must not exceed 15 percent of the grant amount received for that
year plus 15 percent of the program income it received during the
preceding program year, except that a non-Federal entity that obligated
more CDBG funds for public services than 15 percent of its grant funded
from Federal Fiscal Years 1982 or 1983 appropriations (excluding
program income and any assistance received pursuant to Public Law 98-8)
may obligate more CDBG funds than 15 percent as long as the amount
obligated in any program year does not exceed 15 percent of the program
income it received during the preceding program year plus the percentage
or amount obligated in Federal Fiscal Y ear 1982 or 1983, whichever
method of calculation yields the higher amount (24 CFR section
570.201(e)). Inthe HUD-Administered Small Cities Program in New
Y ork, the 15 percent public services cap appliesto each year’s allocation
of non-entitlement funds for the State (24 CFR section 570.421).
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J. Program Income

1. The grantee must accurately account for any program income generated from the
use of CDBG funds and must treat such income as additional CDBG funds which
are subject to all program rules. Program income does not include income
received in asingle program year by the grantee and al of its subrecipientsif the
total amount of such income does not exceed $25,000 (24 CFR sections 570.426,
570.500, 570.504, and 570.506).

2. Making loans and collecting the payments on those loans can be a significant
source of program income for grantees. The use of income derived from loan
payments is subject to program requirements. This carries with it the
responsibility for grantees to have aloan origination and servicing systemin
effect which assures that |oans are properly authorized, receivables are properly
established, earned income is properly recorded and used, and write-offs of
uncollectible amounts are properly authorized (24 CFR sections 570.500,
570.501, 570.504, 570.506, and 570.513).

3. In the HUD-Administered Small Cities Program in New Y ork, any program
income received after closeout of the grant must be accounted for under another
grant if another grant was open at the time that the program income was received
(24 CFR sections 570.504 and 570.506). If the grantee has another ongoing
HUD-Administered Small Cities CDBG grant at the time of closeout, the program
income will be considered to be program income of the ongoing grant. The
grantee can choose which grant to credit the program income to if it has multiple
open CDBG grants (24 CFR section 570.426(b)). If the grantee has no ongoing
HUD-Administered Small Cities grant at the time of closeout, program income of
less than $25,000 will not be considered program income. Program income of
$25,000 or more will be subject to the terms of the closeout agreement (24 CFR
section 570.426(c)).

L. Reporting
1. Financial Reporting
a SF-269, Financial Satus Report — Not Applicable
b. SF-270, Request for Advance or Reimbursement — Not Applicable

C. SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable

d. SF-272, Federal Cash Transactions Report — Applicable

e Integrated Disbursement and Information System (ID1S) (OMB No. 2506-
0077) — Grantees may include reports generated by IDIS as part of their
annual performance and evaluation report that must be submitted for the
CDBG Entitlement Program 90 days after the end of a grantee’ s program
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year. Auditors are only expected to test information extracted from IDIS
in the following system-generated reports:

Q) CO4PRO3 — Activity Summary Report
2 CO4PR26 — CDBG Financial Summary
2. Performance Reporting
HUD 60002, Section 3 Summary Report, Economic Opportunities for Low- and
Very Low-Income Persons, (OMB No. 2529-0043) — For each grant over $200,000
that involves housing rehabilitation, housing construction, or other public
construction, the prime recipient must submit Form HUD 60002. (24 CFR
sections 135.3(a), 135.90, and 570.607).
Key Line Items—
3. Dollar Amount of Award
8. Program Code
Part I, Column C — Total Number of New Hiresthat are Sec. 3 Residents
Part 11, Contracts Awarded, 1. Construction Contracts
Q) A. Total dollar amount of construction contracts awarded on the
project
2 B. Total dollar amount of construction contracts awarded to
Section 3 businesses
3 D. Total number of Section 3 businesses receiving construction
contracts
Part |1, Contracts Awarded, 1. Non-Construction Contracts
Q) A. Total dollar amount of all non-construction contracts awarded
on the project/activity
2 B. Total dollar amount of non-construction contracts awarded to
Section 3 businesses
3 D. Total number of Section 3 businesses receiving non-
construction contracts
3. Special Reporting — Not Applicable
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M. Subrecipient Monitoring

Before disbursing any CDBG funds to a subrecipient, the recipient shall sign awritten
agreement with the subrecipient. The agreement shall include provisions concerning: the
statement of work, records and reports, program income and uniform administrative
requirements (24 CFR section 570.503).

N. Special Testsand Provisions
1. Citizen Participation

Compliance Requirement — Prior to the submission to HUD for its annual grant, the
grantee must certify to HUD that it has met the citizen participation requirements in
24 CFR sections 91, 570.301 and 570.431, as applicable.

Audit Objective — To determine whether the grantee has devel oped and implemented a
citizen participation plan.

Suggested Audit Procedures
a Verify that the grantee has a citizen participation plan.

b. Review the plan to verify that it provides for public hearings, publication, public
comment, access to records, and consideration of comments.

C. Examine the grantee’' s records for evidence that the elements of the citizen's
participation plan were followed as the grantee certified.

2. Required Certificationsand HUD Approvals

Compliance Requirement — CDBG funds (and local funds to be repaid with CDBG
funds) cannot be obligated or expended before receipt of HUD’ s approval of a Request
for Release of Funds (RROF) and environmental certification, except for exempt
activities under 24 CFR section 58.34 and categorically excluded activities under section
58.35(b) (24 CFR section 58.22).

Audit Objective — To determine whether the grantee is obligating and expending
program funds only after HUD’ s approval of the RROF.

Suggested Audit Procedures

a Examine HUD’ s approval of the RROF and environmental certification and note
dates.
b. Review the expenditure and related records to ascertain when CDBG funds, and

local funds which were repaid with CDBG funds, were first obligated or
expended and ascertain if any funds were obligated or expended prior to HUD’s
approval of the RROF.
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3. Environmental Reviews

Compliance Requirement — Projects must have an environmental review unless they
meet criteria specified in the regulations that would exempt or exclude them from RROF
and environmental certification requirements (24 CFR sections 58.1, 58.22, 58.34, 58.35,
and 570.604).

Audit Objective — To determine whether environmental reviews are being conducted,
when required.

Suggested Audit Procedures

a Verify through areview of environmental review certifications that the
environmental reviews were made.

b. Select a sample of projects where an environmental review was not performed
and ascertain if awritten determination was made that the review was not
required.

C. Test whether documentation exists that any determination not to make an
environmental review was made consistent with the criteria contained in 24 CFR
sections 58.34 and 58.35(b).

4. Rehabilitation

Compliance Requirement — When CDBG funds are used for rehabilitation, the grantee
must assure that the work is properly completed (24 CFR section 570.506).

Audit Objective — To determine whether the grantee assures rehabilitation work is
properly completed.

Suggested Audit Procedures

a Verify that pre-rehabilitation inspections are conducted describing the
deficiencies to be corrected.

b. Ascertain that the deficiencies to be corrected are incorporated into the
rehabilitation contract.

C. Verify through areview of documentation that the grantee inspects the
rehabilitation work upon completion to assurethat it is carried out in accordance
with contract specifications.

V. OTHERINFORMATION

See Appendix VI for program waivers related to Hurricanes Katrina and Rita.
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

CFDA 14.228 COMMUNITY DEVELOPMENT BLOCK GRANTS/ISTATE'S
PROGRAM (State-Administered Small Cities Program)

l. PROGRAM OBJECTIVES

The primary objective of the Community Development Block Grant (CDBG) State Program
(State-Administered Small Cities Program) is the development of viable communities by
providing decent housing, a suitable living environment, and expanded economic opportunities,
principally for persons of low- and moderate-income. This objective can be achieved in two
ways. First, funds can only be used to assist eligible activities that fulfill one or more of three
national objectives. Second, the grantee must spend at least 70 percent of its funds over a period
of up to three years, as specified by the grantee in its certification, for activities that address the
national objective of benefiting low- and moderate-income persons (42 USC 5301(c) and
5304(b)(3)).

. PROGRAM PROCEDURES

Funds are provided, according to a statutory formula, to those States that €l ect to administer their
CDBG non-entitlement funds. The States, in turn, distribute the funds to small units of general
local government (subrecipients) that do not qualify for grants under the CDBG Entitlement
Program (24 CFR section 570.480).

In addition to Federal statutory requirements, each State has the authority to issue rules
consistent with Federal statutes and regulations. The State rules should be reviewed before
beginning the audit (24 CFR sections 570.480 and 570.481).

Sour ce of Gover ning Requirements

This program is authorized under Title | of the Housing and Community Development Act of
1974, as amended (42 USC 5301). Implementing regulations may be found at 24 CFR part 570,
subpart I.

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

1 Section 105(a) of the Housing and Community Development Act of 1974 lists the
activities eligible under the CDBG State Program (State administered small cities
program) which include: (a) the acquisition of real property; (b) the acquisition,
construction, reconstruction, or installation of public works, facilities and site, or
other improvements, including those that promote energy efficiency; (c) code
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enforcement in deteriorated or deteriorating areas; (d) clearance, demolition,
reconstruction, rehabilitation, and removal of buildings and improvements;

(e) removal of architectural barriers that restrict accessibility of elderly or
severely disabled persons; (f) payments to housing owners for losses of rental
income incurred in temporarily holding housing for the relocated; (g) disposition
of real property acquired under this program; (h) provision of public services
(subject to limitations contained in the CDBG regulations); (i) payment of the
non-Federal share for another grant program that is part of the assisted activities;
(j) payment to complete a Title 1 Federal Urban Renewal project; (k) relocation
assistance; (1) planning activities; (m) administrative costs; (n) acquisition,
construction, reconstruction, rehabilitation, or installation of commercial or
industrial buildings; (0) assistance to neighborhood-based non-profit
organizations, local development corporations, non-profit organizations serving
the development needs of communities in non-entitlement areasto carry out a
neighborhood revitalization or community economic development or energy
conservation project; (p) activities related to development of energy use
strategies; () assistance to private, for-profit businesses, when appropriate to
carry out an economic development project; (r) rehabilitation or development of
housing assisted under Section 17 of the United States Housing Act of 1937,

(s) technical assistance to public or private entities for capacity building (exempt
from the planning/administration cap); (t) housing services related to HOME-
funded activities; (u) assistance to institutions of higher education to carry out
eligible activities; (v) assistance to public and private entities (including for-
profits) to assist micro-enterprises; (w) payment for repairs and operating
expenses for acquired “in Rem” properties; (x) direct home ownership assistance
to facilitate and expand home ownership among persons of low-and moderate-
income; (y) lead-based paint hazard evaluation, and removal; and

(2) construction or improvement of tornado-safe shelters for residents of
manufactured housing and provision of assistance to non-profit and for-profit
entities for such construction or improvement (42 USC 5305;

24 CFR section 570.482(a)).

2. Each activity that the State funds must either benefit low- and moderate-income
families; aid in the prevention or elimination of slums or blight; or meet other
community development needs having a particular urgency because existing
conditions pose a serious and immediate threat to the health or welfare of the
community where other financial resources are not available. The State must
retain documentation justifying its certifications (24 CFR sections 570.483 and
570.490).

3. Non-entitlement local government grant recipients (subrecipients) may have loans
guaranteed by HUD under Section 108 of the Housing and Community
Development Act of 1974. Guaranteed loan funds may be used only for the
following activities: (a) acquisition of real property; (b) housing rehabilitation;

(c) rehabilitation of publicly owned real property; (d) eligible CDBG economic
development activity; (e) relocation payments, (f) clearance, demolition, and
removal; (g) payment of interest on Section 108 guaranteed obligations,
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(h) payment of issuance and other costs associated with private-sector financing
under this subpart; (i) site preparation related to redevelopment or use of real
property acquired or rehabilitated pursuant to t