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CHAPTER 2. PCLI G ES GOVERNI NG DI VERSE CLCSEQUT TOPI CS

Thi s chapter describes several diverse topics relating to UDAG
Cl oseouts. Briefly, the chapter addresses the distinction

bet ween UDAG program i ncone and mi scel | aneous revenues; the
eligible uses of UDAG | oan repaynents and ot her paynent funds;
the expanded role of HUD staff in the period between signing

the Cl oseout Agreenent and issuing the Certificate of Conpletion
and the provision of technical assistance by HUD staff.

PROGRAM | NCOVE AND M SCELLANEQUS REVENUES. This section sets forth
policies regarding the distinction between programincone and

m scel | aneous revenue funds received by the Recipient. A description

of each fund category and the differences between these categories

f ol | ow bel ow.

A

Program I ncome. Programinconme consists of UDAG | oan repaynents,
as well as other paynents and revenues received by the Recipient
either before 1) conpletion of UDAG funded Recipient activities
or 2) execution of the C oseout Agreenent. The key factor is the
year in which prelininary approval of the project occurred i.e.
whet her the project was funded 1) before or 2) during FY 1989.
The list of those projects funded during FY 1989 is included as
Appendi x 7 of this Handbook.

1. Projects Funded Before FY 1989. Any UDAG | oan repaynments or
ot her paynents or revenues received and expended by the
Reci pi ent before the conpletion of UDAG funded Reci pi ent
activities are classified as programincone.

2. Projects Funded During FY 1989. Regul atory revisions which
occurred in 1988 established a different tine period for the
classification of |oan repaynents and ot her paynents and
revenues received by the Recipient as programincone.

Specifically, repaynents or other paynents to the Recipient
whi ch are received and expended before the execution of a
Cl oseout Agreenent are deened program i ncone.

In the early years of the UDAG program the G ant Agreenent

Ri der to Sections 2.04, 9.01, 9.02 and 9.03 required any
program i ncone funds generated to be escrowed until conpletion

of UDAG funded Recipient activities. This requirenent provided

a mechani sm by which Line of Credit (previously Letter of

Credit) funds could be drawn down for eligible project activities
wi thout first using the programincone funds held in the escrow
account .
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Unl i ke programincome stipul ati ons under the CDBG program UDAG
program i ncone funds are not required to be disbursed before Line
of credit advances when the escrow provision set forth in the
Grant Agreenent is in place

Part 570 Applicability. Regardless of the year in which the

proj ect received prelimnary approval, if the Recipient expends
the escrowed funds when they are characterized as programincong,
it my fund any activity which is eligible under Title | of the
Housi ng and Community Devel opnent Act of 1974, as anmended. In
addition, these programincome funds nust be spent in accordance
with Part 570 of Title 24 Code of Federal Regul ations.

The Part 570 requirements of Title 24 CFR incl ude genera
provisions, eligibility, grant adm nistration and recordkeepi ng
procedures, and other programrequirenents such as | abor and

envi ronnment al standards, relocation, displacenent and acquisition
provi sions, flood insurance, etc. These requirenents al so
enconpass the criteria for neeting the national objectives set
forth in Part 570.208 of the CDBG regul ations.

In short, the use of programincone funds, since those funds are
subject to Part 570 requirenents, is considerably nore restrictive
than the use of m scell aneous revenues.

Convertibility of Program |ncome to M scell aneous Revenues.
This section highlights a fundanental policy clarification with
respect to the different points at which programincone funds
convert to m scell aneous revenues. The classification of these
funds changes at two different points, depending on whether the
proj ect which generates these repaynents was funded 1) before
FY 1989 or 2) during FY 1989.

1. Projects Funded Before FY 1989. Any programincone funds
which are a) received by the Recipient before conpletion of
UDAG- f unded Reci pient activities, b) held in an escrow
account, and c¢) not spent during the tinme period preceding the
conpl eti on of UDAG funded Recipient activities do, in fact,
convert from programincone to mscell aneous revenues once
compl eti on of UDAG funded Recipient activities has occurred.
The funds convert to mscell aneous revenues regardl ess of
whet her a C oseout Agreenent has been execut ed.

2. Projects Funded During FY 1989. Wth the inplenentation
of the August 1988 regul ati ons, repaynment and ot her paynent
funds remai n programincone until the Cl oseout Agreenent is
executed. It is not until after the execution of the
Cl oseout Agreenent that programincone converts to
m scel | aneous revenues for these projects.
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The revised Rider to Sections 2.04, 9.01, 9.02 and 9.03
included in Exhibit Ato the Grant Agreenents for these
projects reflects the different tinmng for the
convertibility of these funds.

M scel | aneous Revenues. M scel | aneous revenues are UDAG | oan
repaynents and ot her paynents and revenues which are received
by the Recipient either 1) after conpletion of UDAG funded
Reci pient activities, for those projects funded before FY 1989
or 2) after execution of the C oseout Agreement, for those
proj ects approved during FY 1989

1. Projects Funded Before FY 1989. Prior to revisions introduced

by the August 29, 1988 UDAG regul ations, for those projects

whi ch were funded before FY 1989 and which are governed by the
provisions of the original Rider to Sections 2.04, 9.01, 9.02
and 9.03 in Exhibit A of the Grant Agreenent, |oan repaynents
and ot her paynments in the Recipient's escrow account "convert"

fromprogramincome to mscell aneous revenues at the point
when UDAG funded Recipient activities are conpleted. This
hol ds true even if the C oseout Agreenent is not executed
until significantly |ater

Field Ofice staff should advise Recipients to note in their
records the point in tine when UDAG funded Reci pi ent
Activities were conpl eted.

2. Projects Funded During FY 1989. Wth the inplenentation
of the August 1988 regul ati ons, repaynent and ot her paynent
funds remai n programincone until the C oseout Agreenent is

executed. It is not until after the execution of the C oseout

Agreenent that programinconme converts to m scel |l aneous
revenues.

This change was reflected in a revision to the G ant
Agreenent's Rider to Sections 2.04, 9.01, 9.02 and 9.03
included in the Grant Agreenents for those projects funded
after the August 1988 regul ati ons were published.

It is inportant to note, however, that while

m scel | aneous revenue funds are not governed
by the Part 570 requirenents which pertain to
program i ncone, and which are discussed on
page 2-2 of this Handbook, the Recipient nust
comply with the eligibility provisions of Part
570, if it uses niscellaneous revenues to fund
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2-2

activities which are ineligible for UDAG funding
but can otherw se be determni ned eligible under
24 CFR 570. 203 or 570.204 of the CDBG regul ations.

The charts at the end of this chapter describe such
activities.

Eligible Uses of M scell aneous Revenues. The follow ng section

di scusses eligible uses of repaynents and ot her paynents received
by the Recipient after convertibility. These funds are considered
m scel | aneous revenues.

A

Types of Eligible Uses. Activities eligible under Title

of the 1974 Housing and Community Devel opnment Act are found

at Part 570 Subpart C of the CDBG regul ati ons and Part 570
Subpart G of the UDAG regul ations. Geater flexibility to
undertake certain other activities is also provided at Section
570. 455(a) of the UDAG regul ati ons, wherein UDAG funds are
permitted to be spent”...for any eligible activity specified
in Subpart C which supports econom c recovery" (underscoring
added) .

The coupling of Subparts C and G of Part 570 results in a
broad array of devel opnent projects which the Recipient may
undertake with repaynent and other funds classified as

m scel | aneous revenues, particularly if the project can be
deened to support economic recovery. Eligible uses, therefore,
can include new housing construction activities and worki ng
capital and inventory financing, for exanple. New housing
construction is generally ineligible under CDBG rul es, but
is eligible pursuant to UDAG regul ations, while working
capital and inventory financing, which are both ineligible
uses of UDAG funds, can be deternmined eligible under either
Section 570.203 or Section 570.204 of the CDBG regul ati ons.

The above policy regarding eligible activities is applicable
as well to the revised R der provisions concerning

m scel | aneous revenues received by the Recipient fromprojects
funded during FY 1989. Flexibility is preserved because the
Ri der permits mscell aneous revenues to be spent on econonic
devel opnment activities eligible under either Section 105(a)

of the 1974 Act or the UDAG program

The charts begi nning on page 2-8 of this Handbook illustrate
the types of activities for which the Recipient may spend

m scel | aneous revenues. The lists are not all inclusive; see
the CDBG and UDAG regul ati ons for nore detail ed provisions.
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B. | npact of New Legislation on Eligible Uses. On Novenber 28,
1990, the Cranston-Conzal ez National Affordabl e Housing Act was
passed, which has inpacts regarding Section 105(a) of Title
of the 1974 HCD Act. Specifically, this |egislation anended
Section 105(a)(17) of the HCD Act, which sets forth severa
criteria in order to deternmine that the provision of CDBG funds
to assist private, for-profit entities in undertaking econonic
devel opnent projects is an eligible activity.

The inplication of this |egislative change for m scell aneous
revenue funds generated from FY 1989 projects is that, if the
Reci pi ent chooses to spend these miscell aneous revenues on
activities eligible under Section 105(a) of the HCD Act, and not
under the UDAG program as the revised Rider |anguage pernits,
the project nmust meet one of the objectives noted in (A) through
(F) of Section 105(a)(17) to make the activity an eligible

use of m scellaneous revenue funds.

Furt hernmore, since any subsequent amendnents to the
Cranst on- Gonzal ez Act or the passage of other |egislation may

al so nodify Section 105(a) of the HCD Act, Recipients nust be
aware of these prospective inpacts and conply with all applicable
eligibility requirenents of Section 105(a) which are in effect as
of the date of execution of the O oseout Agreenment for each of
the 85 projects funded during FY 1989.

C. Title | "ldentity" Regarding M scell aneous Revenues. Conpliance
with the appropriate Title | eligibility requirenments governs
only the initial use of mscellaneous revenues. "Reuse" of

| oan funds or expenditures through other recycling nechanisns
is not subject to the provisions of Title |I eligibility which
are inposed on the "first" use of m scellaneous revenues.

D. Ti mel y Reuse of M scell aneous Revenues. All C oseout Agreenents
executed after October 1, 1990 must include specific requirements
concerning the tinmely use of miscellaneous revenues. Unless
ot herwi se provided for by the Recipient in a detailed statenent
submitted to HUD, which is included as part of the Annual Post
Grant C oseout Report, these specific requirenments shoul d
descri be how and when the miscell aneous revenue funds are to
be used.

The provision instructing the Recipient regarding the tinely
use of m scel |l aneous revenues, which nmust be incorporated
verbatimin the C oseout Agreement, is as follows;
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HUD requires you to use, and not accumul at e,
m scel | aneous revenues generated fromthis
project for eligible Title | activities in a
tinmely fashion. However, in the event that
you have a specific use for which you are
reserving or setting aside some or all of
your m scel |l aneous revenues, provide HUD with
a detail ed description of how and when you
pl an to use the funds.

Expanded Rol e of HUD Bet ween Cl oseout Agreenent and Certificate of
Conpl eti on.

A Reservation of HUD Approval Authority. HUD Headquarters and
Field staff have additional post-closeout nonitoring
responsibilities for those projects which are cl osed out after
Cctober 1, 1990. Accordingly, conmrencing with those projects
whi ch are closed out during Fiscal Year 1991, HUD nust reserve
the right to approve certain cl osed-out project elenments as part
of its ongoing project nonitoring and provision of technica
assistance to Recipients. This is nore fully discussed in
Chapter 3 paragraph 3-3 of this Handbook

B. Approval Reservation Review. In the event any of the
situations, described fully in Chapter 3 of this Handbook
arises after being reserved in the C oseout Agreement, the
Reci pi ent nust obtain HUD s approval regarding the contenpl ated
change(s).

After all prerequisites to closeout and all requirenents set
forth in the O oseout Agreenent have been acconplished, a
Certificate of Conpletion will be issued which will terminate
any further Federal interest or involvenent in the project other
than the annual reporting requirenents which will be set forth
in the C oseout Agreenent.

Techni cal Assistance. HUD staff should be available to provide
ongoi ng techni cal assistance to Recipients, Devel opers and other
Participating Parties, as needed. The provision of technical
assistance is particularly inportant in light of the enlarged HUD
role and increased responsibilities in the post-closeout stages of a
proj ect .

A Qut st andi ng Performance bligations. HUD staff should
continue to provide advice and gui dance to Recipients after
execution of the Cl oseout Agreement to facilitate the
realization of any pending perfornmance requirenents of the
project. These requirenents typically include job generation
col l ection

7/ 91 2-6




6511. 02 REV-1

of tax revenues and paynments in |lieu of taxes, an audit pursuant
to OMB Circular A-128, and any Pocket of Poverty requirenents,
i f applicable.

B. Reservation of Approval for Changes to C osed-Qut Project
Elements. In addition to hel ping Recipients to acconplish the
obl i gati ons noted above, HUD has a nore active technica
assi stance and nonitoring role in advising Recipients on
prospective changes to those project el enments which have been
reserved in the C oseout Agreenent. Both Field and Headquarters
staff will be inportant participants in the review and approva
process regardi ng selected revisions to the terns and conditions
of those projects closed out on or after October 1, 1990.

C. Tinmely Use of UDAG Repaynents and Ot her Payments. HUD
Headquarters and Field Ofice staff have expanded technica
assi stance responsibilities in advising Recipients on the
col l ection, managenent, and tinely reuse of UDAG repaynents and
ot her paynents.

It may be hel pful for HUD staff to ensure that Recipients,
when designing their systens and accounts, are mndful of the
convertibility of programincone to m scellaneous revenues,
and the different points at which the convertibility occurs.

It is therefore advisable for Recipients to establish separate
tracki ng systens for each category of repaynent or other
paynents received
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CHART 1
USES OF M SCELLANEQUS REVENUES
FOR UDAG GRANTS W TH PRELI M NARY
APPROVAL BEFCRE FY 1989**
Eligible Activities Under Title
of the Housing and Comunity Devel opnent
Act of 1974, as Anended
SECTI ON 105 OF THE ACT
CDBG Eligible Activities

1. Basic Activities 2. Eligible rehabilitation and
preservation activities



- Acquisition
- Disposition

- Public facilities and
i nprovenents

- Clearance and denolition
activities

- Public Services

- Code Enforcenent

- Paynment of non-Federal share
- Urban renewal conpletion

- Rel ocation

- Loss of rental income
- Renoval of architectural barriers

- Privately owned utilities

I nteri massi stance

- Privately owned buildings and
i mprovenents for residentia
pur poses

- Low i ncone public housing or
ot her publicly-owned residential
bui | di ngs

- Publicly-or-privately-owned
commercial or industrial buildings
limted to exterior and code
vi ol ations

Speci al econoni c devel opnent
activities

See 24 CFR 570.203 of the
regul ations for further
expl anat i on.

Special activities by certain
subreci pients

See 24 CFR 570.204 of the

regul ations for further

expl anat i on.

Pl anni ng and envi ronmental design

Pr ogram admi ni stration

**The uses listed in this chart are not all inclusive.

The chart shoul d

serve as a guide, but Recipients should be advised to ook to the statute
and regulations in addition to the Chart to deternine activities that
could be eligible uses of mscell aneous revenues.
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SECTI ON 119 OF THE ACT

UDAG Eligible Activities

Economni ¢ Devel opnent activities which aid econonic recovery and which the
Secretary deternmines to be consistent with the purposes of Section 119

of the Act.

General |y, UDAG funds may assist industrial, comrercia

and housi ng projects where there is private investnent.

- Construction/permanent financing

- Land acquisition

- Affixed capital equipnent

- Parking facilities



- Infrastructure - Interimexpenses including
i nterest, taxes, insurance
- Hard costs, including building

construction, rehabilitation, - Professional fees such as
tenant inprovements and fini shes | egal, accounting, A&E
| easi ng

UDAG Ineligible Activities

The following activities are ineligible under the UDAG program
principally because program policy does not pernit the use of UDAG funds
for these activities. Therefore, Recipients nay not cite the UDAG statute
and regul ations as the basis of an eligibility determ nation for the

foll owi ng uses of m scell aneous revenues.

- Working capital and inventory

- Reserve fund for operating deficit, debt service or interest reserve

- Non-capital equipnent (i.e., hand tools, office equipnent)

- Rolling stock (i.e., railroad cars or boats not pernmanently
noored, cars or noveabl e heavy equi pnent)

- Free standing parking facility as the only project activity
- Educational facilities
- Gnbling facilities, except on Indian reservations

- Acquisition of existing assets without additional private
devel opnent activity

- Paynment of prior debt

- Research and devel opnent activities
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CHART 2
USES OF M SCELLANEOUS REVENUES
FOR UDAG GRANTS W TH PRELI M NARY
APPROVAL DURI NG FY 1989**

Eligible Activities Under Title
of the Housing and Community Devel opnent
Act of 1974, as Anended:

SECTI ON 105 OF THE ACT



CDBG Eligible Activities

1. Special econom c devel opnent activities 2. Special activities by
certain subrecipients
See 24 CFR 570.203 of the regul ations
for further explanation. See 24 CFR 570.204 of the
regul ations for further
expl anat i on.

SECTI ON 119 OF THE ACT
UDAG Eligible Activities

Econom ¢ devel opnent activities which rmay be
assi sted under the UDAG program

See Chart #1, under UDAG Eligible
Activities

UDAG Ineligible Activities

The following activities are ineligible under the UDAG program principally
because program policy does not permt the use of UDAG funds for these
activities. Therefore, Recipients my not cite the UDAG statute and

regul ations as the basis of an eligibility deternmination for the follow ng
uses of m scell aneous revenues.

- Working capital and inventory

- Reserve fund for operating deficit, debt service or interest
reserve

- Non-capital equipnent (i.e., hand tools, office
equi prent)
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CHART 2 - Conti nued

- Rolling stock (i.e., railroad cars or boats not pernmanently
noored, cars or noveabl e heavy equi pnent)

- Free standing parking facility as the only project activity
- Educational facilities
- Gnbling facilities, except on Indian reservations

- Acquisition of existing assets wi thout additional private



devel opnment activity
- Paynment of prior debt

- Research and devel opnent activities

**The itens listed in this chart are not all inclusive. The chart
shoul d serve as a guide, but Recipients should be advised to | ook

to the statute and regulations in addition to the chart to deternine
activities that could be eligible uses of m scellaneous revenues.
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