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Prologue:  A Message to CDBG SubrecipientS

As Community Development Block Grant (CDBG) subrecipients, you are an indispensable part of the CDBG Entitlement program. You provide grantees and the U.S. Department of Housing and Urban Development (HUD) with assurance that the diverse communities, groups, and individuals whom the CDBG program is intended to serve are in fact reached by the program. Your participation provides:

· Access to, and knowledge of, the specific neighborhoods and beneficiaries served by the program.

· Technical and managerial capabilities that might not otherwise be available to grantees.

· A mechanism for assuring citizen participation by involving the intended beneficiaries in the design and delivery of those services.

Without your continued involvement and support, the CDBG program could not address the broad range of needs in our communities. Whether you are a governmental agency, a non-profit organization, or a for-profit entity, HUD and the more than 1,000 CDBG Entitlement grantees count on you to make sure that needed services are delivered in a cost-effective way. This is not an easy task. Despite numerous accomplishments in program delivery, many of you have encountered administrative problems in achieving your mission; hence, the motive for this handbook.

Common Subrecipient Problems

The majority of difficulties experienced by subrecipients lay in the area of financial management, administrative systems, documentation, and record keeping. Many of these problems are attributed to:

· Limited experience in dealing with Federally-funded programs.

· Lack of adequate staffing or financial resources available on a consistent basis.

· Limited understanding about how to meet the complex administrative requirements that must be satisfied in using Federal funds for CDBG activities.

· Limited oversight, communication, or management support from grantees.

Subrecipient Responsibilities

You and your grantees share joint responsibility for carrying out permitted activities in conformance with applicable Federal requirements. Grantees and subrecipients are partners. Both partners must accept the fact that there is no such thing as a “free lunch.”  In return for Federal funding, grantees and subrecipients agree to comply with the laws and regulations governing the use of those funds. A central principle is that most of the Federal requirements imposed on the grantee are passed along to you, the subrecipient. As more experienced subrecipients can attest, the more you know about the rules, the more efficient you can be in designing and conducting your activities. Playing by the rules does not detract from your performance; it enhances it (and enables you to continue receiving funds).

Regulatory compliance and performance go hand-in-hand. Performance measurement is an effective management technique that enables grantees to analyze the benefits of their investments. It is a mechanism that tracks the progression of projects and evaluates their overall program effectiveness. The CDBG program requires that each grantee submit a performance and evaluation report concerning the use of CDBG funds, together with an assessment of the relationship of the use of funds to the objectives identified in the grantee’s Consolidated Plan. Subrecipients should also establish goals and measure their performance in a manner consistent with the grantee’s performance measurement system.

In using Federal funds the cardinal rule is: documentation. The achievement of program goals and the completion of activities must be supported by adequate documentation of the facts. If your activities, personnel, procedures, expenditures, and results are not documented properly, from the Federal Government’s perspective, you have not done your job, regardless of your accomplishments. Appropriate records are the lifeblood of all successful CDBG agencies. 

Finally, successful CDBG programs depend upon the commitment of grantees and subrecipients to effective management practices. These include:  (1) supporting cooperative, problem-solving relationships among HUD, grantees, and subrecipients; (2) working toward continuous improvement in regulatory compliance and timely program performance; (3) maintaining open and frequent communications among all participants; and (4) focusing on preventing problems first, rather than curing them later. Such a commitment to effective management will assure that the “minimum requirements” specified in the handbook and the training do not become “maximums” for either grantees or subrecipients.

This handbook is designed to help you understand the administrative requirements that apply to the use of Federal funds for the delivery of CDBG programs and activities. Not surprisingly, you will find the bulk of these requirements reflect common sense and good business practices, like balancing your checkbook or shopping for the lowest price. We hope that what you learn from this handbook about meeting CDBG administrative requirements will save you from major headaches later on. 

You will also recognize that most of the standards presented in this handbook represent the minimum requirements prescribed by Federal regulations, not optimum or maximum. Therefore, we hope your agency will resist the temptation to allow these standards to become “maximums” for its activities, but rather, will seek to use these regulations as a path to optimum performance and full achievement of all your goals.

This handbook had not been updated since its first printing in 1993. The changes currently being made reflect the incorporation of OMB Circulars A-102 and A-110 into the HUD Common Rule at 24 Code of Federal Regulations (CFR) Parts 84 and 85, as well as changes to the CDBG regulations that were made between 1993 and 2003.

Experience has shown that activities undertaken by subrecipients are potentially high risk. Many subrecipients have excellent intentions but use volunteers or inexperienced staff who don’t know Federal requirements. In our efforts to promote timely expenditure of CDBG funds, we also found that delays in subrecipient activities were a cause for grantee failure to comply with the timeliness requirements at 24 CFR 570.902.

Over 10 years have passed since CPD first issued the three related publications dealing with subrecipients. This material is now being updated because in the intervening years, some administrative requirements have changed, grantees and subrecipients have experienced staff turnover, and new subrecipients are participating in the program. It is again time to focus grantees’ attention on their responsibilities for subrecipient oversight and to encourage entitlement communities to take a fresh look at their internal processes for subrecipient selection, training, management, and monitoring.

This is an opportunity for grantees to distribute copies of Playing by the Rules to all their subrecipient organizations and to conduct training for both grantee and subrecipient staff, using the newly issued Training CDBG Subrecipients in Administrative Systems as a guide. Because both these publications are available from the HUD Web site*, it has been made easier for grantees to distribute materials and to conduct this training. In addition to promoting program compliance, the sound management practices advocated in these publications can also serve to facilitate the development of performance measures for project implementation. Such actions will result in improved delivery of CDBG programs to the intended program beneficiaries, the low- and moderate-income residents of the community.

*http://www.hud.gov/offices/cpd/communitydevelopment/library/index.cfm

CHAPTER 1.0:  INTRODUCTION

The purpose of this handbook is to provide subrecipients of CDBG Entitlement funds with an explanation of the basic administrative requirements of the CDBG program. A “subrecipient” is a public agency, a private non-profit organization, in some circumstances a Community-Based Development Organization (CBDO), or perhaps even a for-profit entity that has been provided CDBG funds by the local “grantee” (the city or county) to carry out agreed upon activities that are eligible under the Federal regulations. While you may not technically meet the CDBG definition of a “subrecipient,” your grantee may want to treat you like one to achieve its own objectives. In the administration of its CDBG funds, each subrecipient must meet the administrative requirements covered in this handbook. 

The CDBG Entitlement program for metropolitan cities and urban counties is a “block grant” program. Through the block grant approach, the Federal Government offers localities a great deal of flexibility in the way they may use their funds, and in the activities they support, either directly or through subrecipients. 

Since the start of the CDBG program over 30 years ago, HUD has issued numerous rules and regulations governing the program to ensure that the intent and requirements of the law are fulfilled, and that the opportunities for fraud, waste, mismanagement, and abuse of program resources are minimized. Although the regulations cover administrative and program requirements for both grantees and subrecipients, this handbook is primarily concerned with:  

· The regulations that apply to internal management and financial systems of subrecipients; and

· Subrecipients’ responsibilities to document and report their CDBG-funded activities.

The administrative systems that are the subject of this handbook are critical to a subrecipient’s ability to comply with CDBG program requirements. For example, a non-profit organization may indeed be providing highly effective public services to its low-income clientele; but it is only through its record-keeping and financial systems that the subrecipient will be able to justify its use of CDBG funds by showing that the activities were both eligible and consistent with its Subrecipient Agreement with the grantee, and that its expenses were appropriate and allowable under the program guidelines. 

For those subrecipient organizations having little prior experience with Federal grant programs, the complexity of regulations that mandate specific procedures (“means”) for achieving program objectives (“ends”) can be daunting. The emphasis on specific procedures and extensive record keeping may appear on the surface to be bureaucratic red tape. However, many of the required systems and procedures are based on widely-accepted standards for good business practices that are extensively observed in the private sector. They are also designed to help ensure that every entity administering CDBG funds has basic management controls and financial safeguards in place to reduce the likelihood of mismanagement in the use of public funds. With the oversight and analytic capacity that these systems provide, many program managers find they are able to adjust their operations continuously and improve their performance on a regular basis. 

1.1
How to Use This Handbook

This Handbook is organized into chapters corresponding to particular components of a subrecipient’s administrative operations:

· Financial Management (Chapter 2.0).

· Procurement and Contracting (Chapter 3.0).

· Property Management and Disposition (Chapter 4.0).

· Record-Keeping and Reporting Requirements (Chapter 5.0).

· Other Administrative and Program Requirements (Chapter 6.0).

· Audits (Chapter 7.0).

· Closeout (Chapter 8.0).

Each chapter begins with a brief explanation of the underlying management principles that apply to that facet of program administration, followed by the basic standards that must be met as specified in the applicable regulations or circulars. 

It is important to note that sometimes differences exist in the specific requirements for governmental versus nongovernmental subrecipients. In such cases, the set of requirements that is generally more stringent or detailed is described first and then any exceptions to such rules are discussed. For example, the rules for procurement spelled out in Parts 84 and 85 of Title 24 of the Code of Federal Regulations (CFR) for nongovernmental and governmental subrecipients, respectively, distinguish how the rules differ depending on the type of subrecipient. Therefore, the chapter on procurement first outlines the requirements of 24 CFR Part 85 for governmental subrecipients and then discusses how those in Part 84 for nongovernmental subrecipients differ. 

To the extent feasible, performance standards have been listed in order from the most basic requirements to the most specialized. This has been done to facilitate use of the handbook as a checklist for building administrative systems “from the ground up,” and/or for reviewing existing systems for their adequacy in meeting the standards.

Subrecipients (and grantees) are cautioned to use this handbook as a supplement to, not a replacement for, the applicable regulations. It is assumed that the reader has access to, or copies of, the basic regulations identified in Section 1.2, which follows. Over time, use of the handbook as a reference tool should help the recipient de-mystify the regulations and become more familiar with the requirements of the CDBG program. This knowledge, in turn, should assist the subrecipient avoid the pitfalls (and penalties) of noncompliance.

Readers of this handbook may notice some duplication from chapter to chapter. This reflects the overlap that occasionally occurs in the regulations themselves and was retained in the text to minimize the amount of cross-referencing.

1.2
Summary of Principal Regulations Governing CDBG Administrative Systems

The key regulations that form the basic administrative requirements of the CDBG Entitlement program are summarized here to acquaint the reader with the various sources for the following standards described throughout the remainder of this handbook. At the end of this chapter, Exhibit 1–1 describes the regulatory framework for the CDBG program. Regulations are developed in response to, or in fulfillment of, Federal statutes that govern the CDBG Entitlement program, both those specific to the CDBG program and those addressing other Federal laws or policies that apply to the CDBG program (e.g., National Environmental Policy Act, Americans with Disabilities Act, Davis-Bacon Act).

The basic program regulations governing management and financial systems for the CDBG program are contained in 24 CFR Part 570, Subparts J and K. They are applicable both to grantees and subrecipients in the public and private sectors:

a) Subpart J (24 CFR 570.500–570.513) addresses general responsibilities for grant administration, including the applicability of uniform administrative requirements, provisions of Subrecipient Agreements, program income, use of real property, record keeping and reporting, and closeout procedures.

b) Subpart K (24 CFR 570.600–570.613) deals with other program requirements of the CDBG program, including civil rights; labor standards; environmental standards; flood insurance; relocation; displacement; acquisition; employment and contracting opportunities; lead-based paint; use of debarred, suspended, or ineligible contractors; uniform administrative requirements and cost principles; and conflicts of interest.

In addition to the basic regulations of the CDBG program contained in 24 CFR Part 570, there are three other categories of requirements that affect the administrative systems and procedures subrecipients must have in place to receive support:  

· Federal regulations governing administrative and audit requirements for grants and cooperative agreements (governmental subrecipients) for which HUD has oversight responsibilities.

· Administrative circulars from the Office of Management and Budget (OMB) and Department of the Treasury governing cost principles, administrative systems, fiscal procedures, and audit requirements for grantees and subrecipients. 

· Executive Orders from the Office of the President implementing various equal employment opportunity and environmental policies.

The applicability of these administrative requirements depends upon the public or private status of the organization receiving funds. For subrecipients that are private, non-profit organizations,
 the key regulations defining administrative requirements are:  
24 CFR Part 84 “Uniform Administrative Requirements for Grants and Agreements with Institutions of Higher Education, Hospitals, and Other Non-profit Organizations” 2:  These regulations implement OMB Circular A-110 and specify standards relative to cash depositories, bonding and insurance, retention and custodial requirements for records, financial management systems, monitoring and reporting on performance, property management, and procurement.

OMB Circular A-122 “Cost Principles for Non-profit Organizations”:  A publication of OMB, this document establishes principles for determining costs that are allowed to be charged to Federal grants, contracts, and other agreements with non-profit organizations (except educational institutions). The principles are designed to ensure that the Federal Government will bear its fair share of costs except where restricted or prohibited by law. 

OR,

OMB Circular A-21 “Cost Principles for Educational Institutions”:  This document covers much of the same subject matter as OMB Circular A-122, only it is aimed at educational institutions (public and private). 

AND,

OMB Circular A-133 “Audits of States, Local Governments and Non-profit Organizations”:  This circular defines audit requirements for both governments and non-profits receiving Federal funds. The document addresses mandated frequency and scope of audits, allowability of audit costs, and the process of auditor selection. 

For “governmental subrecipients” (a public agency that is independent of the grantee government, such as a public housing authority, parks commission, or a jurisdiction cooperating with an urban county CDBG grantee3), the key administrative requirements are:

24 CFR Part 85 “Uniform Administrative Requirements for Grants and Cooperative Agreements to State, Local, and Federally-recognized Indian Tribal Governments” (also known as “the Common Rule”) 
:  For governmental entities and public agencies, Part 85 of Title 24 of the CFR details standards for financial management systems, payment, allowable costs, property management, procurement, monitoring and reporting program performance, financial reporting, record retention, and termination.
 

OMB CircularA-87 “Cost Principles for State and Local Governments”:  For governmental entities receiving CDBG or other Federal funds, this document is the equivalent of OMB Circular A-122. The circular establishes the principles for determining the allowable costs of programs administered by public entities under grants or contracts from the Federal Government. The principles are designed to provide the basis for a uniform approach to determining costs and to promote efficiency.

OMB-133 “Audits of State, Local Governments and Non-profit Organizations”:  

For state and local governments which receive Federal aid, this document describes audit requirements, including frequency and scope of audit, audit standards, and auditor selection procedures.

The above referenced sections of Title 24 regulations and OMB circulars may be accessed at the HUD Web site at http://www.hudclips.org/cgi/index.cgi.

Exhibit 1–1:  Regulatory Framework for CDBG Entitlement Program

$=Funds provided. M=Monitoring required. *Includes §204(c)(2) for-profit CBDOs.

CHAPTER 2.0:  FINANCIAL MANAGEMENT

When subrecipients first begin providing services under the CDBG program and drawing down funds, few have financial systems in place that meet all pertinent Federal requirements. For many of you, putting together a financial system both that serves your needs and meets Federal requirements may have been a matter of trial and error. This kind of “ad hoc” approach is dangerous, however, because you may not find out about the inadequacies of your system until it is too late, such as when you run into a major problem with an overspent budget or a serious audit finding.

This chapter provides you with a summary of the required elements of financial systems for managing Federal funds. Before you plunge into the details of the Federal requirements, you may want to ask yourself the following eight sets of questions to find out if there are particular areas where you may need help. 

1) Internal controls:
Does your agency have a written set of policies and procedures that define staff qualifications and duties, lines of authority, separation of functions, and access to assets and sensitive documents?  Does your agency have written accounting procedures for approving and recording transactions?  Are financial records periodically compared to actual assets and liabilities to check for completeness and accuracy? 

2) Accounting records:
Does your agency maintain an adequate financial accounting system, the basic elements of which should include:  (a) a chart of accounts, (b) a general ledger, (c) a cash receipts journal, (d) a cash disbursements journal, (e) a payroll journal, (f) payable and receivable ledgers, and (g) job cost journals (if involved in construction)?  Does your accounting system provide reliable, complete, and up-to-date information about sources and uses of all funds?  Are “trial balances” performed on a regular basis (at least quarterly)? 

3) Allowable costs:
Does your agency have a clearly defined set of standards and procedures for determining the reasonableness, allowability, and allocability of costs incurred that’s consistent with the basic Federal rules (OMB Circulars A-87 or A-122)?  Does your agency know which specific types of expenditures are prohibited under the CDBG program?  Does your agency have an approved indirect cost allocation plan?

4) Source documentation:
Does your agency maintain up-to-date files of original source documentation (receipts, invoices, canceled checks, etc.) for all of your financial transactions, including those involving obligations incurred and the use of CDBG program income?

5) Budget controls:
Does your agency maintain an up-to-date (approved) budget for all funded activities, and perform a comparison of that budget with actual expenditures for each budget category?  Does your agency regularly compare progress toward the achievement of goals with the rate of expenditure of program funds? 

6) Cash management:  
Does your agency have a regular procedure for accurately projecting the cash needs of the organization that will serve to minimize the time between the receipt of funds from the grantee and their actual disbursement?  Can your agency ensure that all CDBG program income is used for permitted activities, and that such program income is used before further drawdowns are made from the grantee for the same activity?

7) Financial reporting:
Is your agency able to provide accurate, current, and complete disclosure of the financial results of each Federally-sponsored project or program in accordance with the reporting requirements of the grantee and HUD?

8) Audits:
When was your last Independent Public Accountant (IPA) audit and what were the results?  Does your agency have a copy of the management letter? 

If your answer is “yes” to all of these questions, then your agency has established a laudable degree of control over its financial affairs. If you were not able to give an affirmative answer to all of the questions in the preceding section, then this chapter will help you to understand the minimum Federal requirements for financial management and to identify where your systems need strengthening. Once these areas have been identified, you can work with your financial staff, your auditor and/or your grantee to develop the systems and expertise you need to gain control of your agency’s financial affairs and meet the Federal requirements.

AS YOU READ THIS CHAPTER, THINK ABOUT …

1.
Checking your systems against the standards described here.

2.
Reviewing the capabilities of your current bookkeeping or accounting staff to fulfill their responsibilities under these requirements, and listing the areas where they may need support.

3.
Talking to your present accountant/auditor to find out if he or she has fully evaluated the adequacy of your systems and is familiar with the requirements outlined here.

4.
Getting the names of people to contact in your grantee’s agency (e.g., city or county Community Development agency) who can answer questions and help you strengthen your systems.

5.
Paying attention to any warning signs that may signal a need for help (for example, unexplained expenditures, unrecorded program income, expenditures occurring much more rapidly than progress is attained.)

2.1
Overview

The requirements for financial management systems and reporting are found in 24 CFR Part 85.20 for governmental subrecipients1 and in 24 CFR Part 84.21-28 as amended by 570.502, for non-profit subrecipients. The purpose of these requirements is to ensure that a subrecipient receiving Federal funds has a financial management system sufficient to:

a) Provide effective control over and accountability for all funds, property, and other assets.

b) Identify the source and application of funds for Federally-sponsored activities, including verification of the “reasonableness, allowability, and allocability” of costs and verification that the funds have not been used in violation of any of the restrictions or prohibitions that apply to this Federal assistance.

c) Permit the accurate, complete, and timely disclosure of financial results in accordance with the reporting requirements of the grantee or HUD.

d) Minimize the time elapsing between the transfer of funds from the U.S. Treasury and disbursement by the subrecipient.

The Federal regulations provide specific requirements in connection with the eight areas previously identified in this chapter, namely, internal controls, accounting records, allowable costs, source documentation, budget controls, cash management, financial reporting, and audits. The first seven areas are discussed in Sections 2.2 to 2.8. Auditing standards are described separately in Chapter 7.0. 

2.2
Internal Controls (see 24 CFR 85.20(b)(3) and 84.21(a)(3))

The soundness of any organization’s financial management structure is determined by its system of internal controls. “Internal controls” consist of a combination of procedures, specified job responsibilities, qualified personnel, and records that together create accountability in an organization’s financial system and safeguard its cash, property, and other assets. Through its system of internal controls, an agency’s management can ensure that:

· Resources are used for authorized purposes and in a manner consistent with applicable laws, regulations, and policies.

· These resources are protected against waste, mismanagement, or loss.

· Reliable information on the source, amount, and use of resources are secured, 

up-to-date, and recorded.

Accordingly, some of the basic elements that a subrecipient should consider in developing its system of internal control include:  

· An organizational chart setting forth the actual lines of responsibility of individuals involved in approving or recording financial transactions.

· Written definition of the duties of key employees.

· A formal system of authorization and supervision sufficient to provide accounting control over assets, liabilities, receipts, and expenditures. This should include:
· Maintenance of a policy manual specifying approval authority for financial transactions and guidelines for controlling expenditures.

· Written procedures for the recording of transactions as well as an accounting manual and a chart of accounts (see Accounting Records, in the following section).

The system of authorizations should provide a way for management to ensure supervisory approval of transactions and documentation of these transactions for accounting purposes. A system of authorizations can be general, as in a procedures manual that explains how accounting functions are to be performed, or very specific, as in identifying who has the authority to sign a contract on behalf of the organization or to sell a piece of equipment.

· Adequate separation of duties, so no one individual has authority over an entire financial transaction. Separation of duties specifically involves the separation of three types of functional responsibilities:  (a) authorization to execute a transaction, (b) recording of the transaction, and (c) custody of the assets involved in the transaction. No one person should have control of more than one of these functional responsibilities.2
· Hiring policies to ensure that staff qualifications are commensurate with job responsibilities.

· Control over access to assets, blank forms, and confidential documents. Physical access to records, blank forms, cash, and other assets should be limited to authorized personnel only. For example, access to accounting records should be limited to only those individuals having record-keeping or supervisory responsibility for them.

· Periodic comparisons of financial records to actual assets and liabilities (reconciliation), with corrective action taken in response to any discrepancies. As with separation of duties, this is a crucial exercise to uncover and correct inadvertent record-keeping errors in a timely manner. It is also essential for identifying potential weaknesses in an organization’s system for safeguarding resources as well as possible instances of fraud or misuse of assets.

2.3
Accounting Records (see 24 CFR 85.20(b)(2) and 84.21) 

Subrecipients are required to have accounting records that adequately identify the source and application of CDBG funds provided to them. To meet this requirement, a subrecipient’s accounting system should include at least the following elements:  

· A chart of accounts. This is a list of names and the numbering system for the individual accounts that contains the basic information about particular classifications of financial transactions for the organization. Accounts are created and, in turn, used to summarize the financial transaction data, according to some common characteristics. For example, a typical chart of accounts might have separate account categories for describing assets (cash in a checking account, accounts receivable, prepaid insurance, etc.); liabilities (loans, accounts payable, obligated funds, etc.); revenue (drawdowns from CDBG awards, cash contributions, proceeds from sales, other program income, etc.); and expenses (rent, wages, heat, telephone, etc.). 

A cash receipts journal.3 This journal documents chronologically when funds were received, in what amounts, and from what sources.

· A cash disbursements journal. This journal documents chronologically the expenditures of the organization (e.g., when the expense was incurred, how much was spent, to whom funds were paid, and for what purpose).

· A payroll journal. This journal documents the organization’s expenses on salaries and benefits and distinguishes different categories for regulatory purposes.

· A general ledger. After a transaction is entered in a journal, that information also should be transferred to the proper accounts contained in the general ledger. The general ledger summarizes chronologically the activity and financial status of all the accounts of an organization. The process of transferring transaction information from a journal to a ledger is known as “posting.” The entries in the journal and ledger should be cross-indexed to permit the tracing of any recorded transaction (i.e., an “audit trail”).

Periodically, a “trial balance” is performed, to test the mathematical accuracy of the ledger and to prepare a statement of the financial position of an organization as of a particular date.

Sources and Uses of Funds 

For the CDBG program, these accounting records must contain reliable and up-to-date information about the sources and uses of funds, including:  

· Federal grant awards (or subgrant allocations) received by the organization.

· Current authorizations and obligations of CDBG funds.

· Unobligated balances (funds remaining available for distribution).

· Assets and liabilities.

· Program income.

· Actual outlays or expenditures, with further breakdowns by:

· The grant program from which the funds are derived.4 

· The “eligible activity” classifications specified in 24 CFR 570.201–570.206 (housing rehabilitation, economic development, public facilities, public services, etc.) or similar classifications which clearly indicate use of program funds for eligible activities. 

Maintenance of Records  

The internal control requirements provide for the separation of duties and the secure storage of accounting records in limited access areas. In maintaining these accounting records a subrecipient should also ensure that:

· Journal entries are properly approved and explained/supported.

· Posting and trial balances are performed regularly.

· Fidelity bond coverage is obtained for responsible officials of the organization.

The grantee may require the subrecipient to purchase additional fidelity bond coverage in cases where it believes the normal policy coverage is not sufficient to protect the interest of the Government.

2.4
Allowable Costs (see 24 CFR 85.22 and 84.27)

The standards for determining the reasonableness, allowability, and allocability of costs incurred as part of CDBG-financed activities are found in OMB Circular A-87 for governmental subrecipients, OMB Circular A-122 for non-profit subrecipients, and OMB Circular A-21 for educational institutions. 

According to basic guidelines contained within these OMB circulars, a cost is allowable under the CDBG program if: 

1. The expenditure is necessary, reasonable, and directly related to the grant.

This standard applies equally to such items as salaries and administrative services contracts, as well as to real property and equipment purchases or leases, travel, and other administrative expenditures. In determining the reasonableness of a given cost, consideration shall be given to: 

a) Whether the cost is of a type generally recognized as ordinary and necessary for the operation of the organization or the performance of the award.

b) The restraints or requirements imposed by such factors as generally accepted sound business practices, arms length bargaining, Federal and state laws and regulations, and terms and conditions of the award.

c) Whether the individuals concerned acted with prudence in the circumstances, considering their responsibilities to the organization, its members, employees and clients, the public at large, and the Government.

d) Significant deviations from the established practices of the organization that may unjustifiably increase the award costs.

2. The expenditure has been authorized by the grantee (the city or county that provides the CDBG funds to the subrecipient), generally through approval of the budget for the activity.

For example, grantees generally are limited by HUD to obligating no more than 15 percent of any year’s CDBG award on public services expenses. Therefore, in their agreement with a subrecipient, the grantee will stipulate how much the particular subrecipient will be allowed to obligate on such activities to keep the grantee’s overall public services expenditures within the 15-percent ceiling. Any obligations by the subrecipient on such activities exceeding the approved amount may be disallowed by the grantee based upon the provisions of the Subrecipient Agreement.

3. The expenditure is not prohibited under Federal, state, or local laws or regulations.

For example, OMB Circular A-87, Attachment B, and OMB Circular A-122, Attachment B, explicitly prohibit expenditure of Federal funds for entertainment, contributions and donations, fines and penalties, and bad debts.5
In addition, the regulations specific to the CDBG program (at 24 CFR 570.207) prohibit the use of program funds for:

· Buildings used for the general conduct of government

· General governmental expenses
· Political activities

This section of the program regulations also specifies that the following activities may not be assisted with CDBG funds unless authorized as a special economic development activity under 24 CFR 570.203, or when carried out by 

Community-Based Development Organizations (CBDOs) under the provisions of 24 CFR 570.204, or when the other special conditions noted in the following section after each category are met:

· Purchase of construction equipment (unless purchased for use as part of a solid waste disposal facility, which is eligible under 24 CFR 570.201(c)).

· Personal property, furnishings, fixtures, or motor vehicles (unless these items constitute part or all of a public services activity under 24 CFR 570.201(e), are eligible as fire fighting equipment under 24 CFR 570.201(c), or are necessary in the administration of activities assisted with CDBG funds).

· Operating and maintenance expenses (except for expenses associated with public service, “In Rem,” and interim assistance activities, or office space for program staff employed in carrying out the CDBG program).

· New housing construction (unless performed in accordance with the “last resort” housing provisions of 24 CFR Part 42, or carried out by a CBDO under Section 570.204).

· Income payments (this prohibition does not preclude payments made under 24 CFR 570.201(n) to facilitate and expand homeownership by low- and moderate-income persons or emergency grant payments made over a period of up to 3 consecutive months to the provider of such items as food, clothing, housing, or utilities).

4. The expenditure is consistently treated, in the sense that the subrecipient applies generally accepted accounting standards in computing the cost, and utilizes the same procedures in calculating costs as for its non-Federally assisted activities. 

5. The cost must be allocable to the CDBG program. A cost is allocable to a particular cost objective (e.g., grant, program, or activity) in proportion to the relative benefits received by that objective. This means that:

· If an office is utilized by two programs during the same hours, the costs of the office should be allocated between the two programs on an equitable basis.

· The same expense cannot be claimed against more than one grant (i.e., double-billing is prohibited). In addition:

· A cost originally allocable to a particular Federal grant program cannot be shifted to another Federal grant program to overcome funding deficiencies, to avoid restrictions imposed by the grant or by law, or for any other reasons.

· In accordance with the guidance found in OMB Circulars A-87 and   A-122, the composition of direct and indirect costs must be clear. Direct costs must be identified specifically with a particular activity. Indirect costs are those incurred for common objectives that benefit more than one activity (e.g., salaries of executive officers, accounting and auditing, other costs of general administration). The subrecipient’s indirect costs must be supported by an indirect cost proposal/cost allocation plan prepared in accordance with U.S. Department of Health and Human Services Circular OASMB-5 (for non-profit subrecipients) or OASC-10 (for governmental subrecipients). 

6. The cost is net of all applicable credits. Any credits such as purchase discounts or price adjustments must be deducted from total costs charged. The subrecipient is not allowed to make a profit from any costs charged to CDBG funds. 

2.5
Source Documentation

The general standard is that all accounting records must be supported by source documentation (see 24 CFR 85.20(b)(6) and 84.21(b)(7)). Supporting documentation is necessary to show that the costs charged against CDBG funds were incurred during the effective period of the subrecipient’s agreement with the grantee, were actually paid out (or properly accrued), were expended on allowable items, and had been approved by the responsible official(s) in the subrecipient organization.

The source documentation must explain the basis of the costs incurred as well as show the actual dates and amount of expenditures. For example:

· With respect to payrolls, source documentation should include employment letters and all authorizations for rates of pay, benefits, and employee withholdings. Such documentation might include union agreements or minutes from board of directors’ meetings where salary schedules and benefit packages are established, copies of written personnel policies, W-4 forms, etc. For staff time charged to the CDBG program activity, time and attendance records should be available. If an employee’s time is split between CDBG and another funding source, there must be time distribution records supporting the allocation of charges among the sources. Canceled checks from the employees, insurance provider, etc., or evidence of direct deposits will document the actual outlay of funds.

· With respect to the cost of space and utilities, space costs must be supported by documentation such as rental or lease agreements. Utility costs will be supported by bills from the utility companies. Both types of expenses will be supported by canceled checks. If the cost of space or utilities is split between the CDBG program and other sources, there must be a reasonable method in place to allocate the charges fairly among the sources, consistent with the guidelines covering allocable costs in Section 2.4.

· With respect to supplies, documentation would include purchase orders or requisition forms initiated by an authorized representative of the subrecipient, an invoice from the vendor (which has been signed-off by the subrecipient to indicate the goods were received), the canceled check from the vendor demonstrating payment was made, and information regarding where the supplies are being stored and for what cost objective(s) they are being used.

Some additional requirements related to source documentation include:

· All source documentation does not have to be located in the CDBG project files, but it must be readily available for review by the grantee, HUD, or other authorized representatives at all times. For example, employment letters and salary schedules are not likely to be maintained in a subrecipient’s CDBG files but instead will be kept in the organization’s central personnel files.

· The subrecipient must ensure that either (a) an encumbrance/obligation is recorded whenever a contract is signed or a purchase order is issued or (b) up-to-date information on the status of all obligations is otherwise readily accessible.

· The subrecipient must maintain a complete, accurate, and up-to-date record of the receipt and use of CDBG-generated program income. (See Chapter 6.0.)

2.6
Budget Controls

Subrecipients must have procedures in place to monitor obligations and expenditures against their approved budget(s) for CDBG-funded activities. Depending on the language of the Subrecipient Agreement, the grantee may be under no obligation to reimburse a subrecipient for expenditures that exceed approved budget line items or the overall budget for CDBG-assisted activities. Therefore, the subrecipient needs to have an ongoing system to compare actual receipts, encumbrances, and expenditures with the CDBG budget to ascertain in a timely fashion whether it will be necessary to initiate a formal budget revision. In addition, since the budget reflects the subrecipient’s best estimate of the resources necessary to accomplish the CDBG project scope of services, any pattern of line item overruns should prompt a careful re-assessment of whether the available resources will still be sufficient to achieve the agreed-upon objectives.

To compare and control expenditures to approved budgets, a subrecipient must:

· Maintain in its accounting records the amounts budgeted for eligible activities.

· Include unexpended/unobligated balances for budgeted categories, as well as obligations and expenditures.

· Periodically compare actual obligations and expenditures to date against planned obligations and expenditures, and against projected accomplishments for such outlays.

Obviously, these comparisons should be made on an ongoing basis, and not after a majority of funds have been committed. In addition, it is critical that subrecipients maintain a close watch over the progress achieved for the amount of funds expended. It does little good to stay within the budget line if the actual accomplishments lag far behind in terms of the units of service delivered. 

2.7
Cash Management

Subrecipients are required to have procedures in place to minimize the time elapsed between receipt of funds from the grantee and the actual disbursement of those funds. This requirement is intended to curtail unnecessary drawdowns of CDBG funds (through the grantee) from the U.S. Treasury and minimize the cost of financing the CDBG program by the Federal Government. 

Grantees have two general methods available to transfer CDBG grant funds to subrecipients:  the reimbursement method and the cash advance method. 

· The reimbursement method entails a transfer of grant funds to the subrecipient based on actual expenditures by the subrecipient before the request for funds.
· The cash advance method involves the transfer of CDBG funds from the grantee based upon the subrecipient’s request (and information on obligations) before the actual cash disbursements have been made by the subrecipient.
Both methods must be implemented in compliance with the cash management requirements. In accordance with 24 CFR 85.21 or 570.502(b)(3)(i), as applicable, and 31 CFR Part 2056, these requirements include:

· A subrecipient must include accurate information in its drawdown request to a grantee. This requirement is intended to address the intentional falsification of drawdown information. The Federal Government is also concerned that all subrecipients have adequate financial record-keeping systems in place to be able to determine reliably how much cash they have on hand and what their immediate cash needs will be.

· Although there is no explicit regulation for cash advances, the general standard is that the subrecipient must disburse the funds to pay for CDBG program costs within 3 business days of the receipt of those funds from the grantee. The subrecipient should also maintain written justification in its files for each instance in which disbursement of an advance took longer than a 3-day period.

· A subrecipient must return erroneously drawn funds to the grantee in a timely fashion. This applies to both advances and reimbursement payments when it is determined that the transfer resulted in more funds being drawn down than what was required by the subrecipient’s immediate disbursement needs.

For example, if a subrecipient drew down CDBG funds in anticipation of the start of a public facilities project, and the project’s commencement was delayed, the subrecipient is required to return the CDBG funds to the grantee and re-initiate the drawdown process at a later point. 

· If CDBG grant advances are placed in an interest-bearing account by a subrecipient, the subrecipient must return this interest income to the U.S. Treasury via the grantee (per 24 CFR 85.21(i) or 570.502(b)(3)(i), as applicable, and 24 CFR 570.500(a)(2)). Such interest income is not considered program income. Similarly, if a subrecipient uses a “revolving loan fund account” under the CDBG program, the funds must be deposited in an interest bearing account, and all interest earned on funds on deposit must be returned to the Treasury via the grantee no less frequently than annually  (24 CFR 570.500(b)).

· Program income (other than program income deposited in a revolving fund) must be disbursed in payment of program costs before requesting further drawdowns from the grantee (24 CFR 570.504(b)(2)(ii) and 570.504(c)).

· If program income is put in an approved revolving fund by a subrecipient, the subrecipient must disburse this program income for the same activity for which the revolving fund was established, before making further cash drawdown requests to the grantee for the activity. The account must be interest bearing, and interest earned or funds held in the account must be remitted to the grantee at least annually (24 CFR 570.504(b)(2)(i) and 570.500 (b)).

· Funds held in an escrow account for rehabilitation activities generally must be disbursed within 10 days (24 CFR 570.511(a)(4)).

While avoiding excessive drawdowns, a subrecipient should also exercise care that the legitimate cash needs of its CDBG activities are being met. As noted in the preceding section, a subrecipient needs to be able to forecast accurately what its project expenses are going to be. If its CDBG activities are relatively stable (the same type and level of activities from month to month), a subrecipient can begin with the previous month’s financial activity as a starting point for its estimate of current period cash needs. This estimate, however, should be modified for periodic expenses or seasonal variations in costs, such as for heating and electricity. If a subrecipient’s activities are expanding or exhibit irregular fluctuations in expenses, then it is important to devote more careful attention to predicting future cash requirements. 

It should be noted that, in the private sector, the “cash requirements report” is a standard management tool for anticipating the monthly (or even weekly) cash flow needs of a business. When a subrecipient is not able to plan its expenditures and encounters large fluctuations in the disbursement of obligated funds (as can happen, for example, in construction activities), there is a tendency to invade other non-CDBG funds, or alternatively to “temporarily borrow” CDBG funds for non-CDBG purposes. Such inter-fund transfers that result in using CDBG funds for non-CDBG purposes are not allowed and may result in program sanctions or termination of the CDBG contract by the grantee.
2.8
Financial Reporting

Financial reports prepared by a subrecipient must be accurate, timely, current, and represent a complete disclosure of the financial activity and status in each Federal grant program under which assistance is received (24 CFR 85.20(b) and 85.41(c) and (d), or 84.21 and 24 CFR 570.502(b)(3)(i), as applicable).

Although the format and frequency of the financial reports required of subrecipients may differ from locality to locality, a subrecipient must have the capacity to provide at least the following information for each CDBG activity:
· Amount budgeted.

· Advances/reimbursements received to date.

· Program income and other miscellaneous receipts in the current period and to date.

· Actual expenditures/disbursements in the current period and cumulatively to date, for both program income and regular CDBG grant funds.

· Current encumbrances/obligations in addition to disbursements.

· Unpaid requests for payment previously submitted at time of latest drawdown.

In addition, a subrecipient’s accounting and record-keeping system must be able to support the data included in (a) its drawdown requests, (b) its other financial and progress reports, and 

(c) the grantee’s Consolidated Annual Performance and Evaluation Report (CAPER) submitted to HUD. 

2.9
Other Miscellaneous Requirements for Subrecipient Financial Management Systems

· Loan servicing:  A subrecipient must have a system for properly servicing all CDBG-funded loans, where applicable, including:

· Loan agreements with clear repayment terms and default definitions, descriptions of how defaults can be resolved, what actions will be taken if a loan is in default, and what is pledged as security for each loan.

· Collection procedures that provide for recognition of all current amounts due and when past payments were received, notification when payments are overdue, as well as a procedure for taking further action to collect overdue amounts and criteria for writing off bad debts.

· Cash depositories:  Regular banking procedures may be followed without any separate bank account or special bank eligibility requirements. Subrecipients are advised, however, to obtain information on bank ratings before depositing CDBG funds with a financial institution.7 

In addition, subrecipients are encouraged to use minority-owned financial institutions in conjunction with their CDBG activities whenever possible.

· Real property:  The subrecipient must:

· Keep track of CDBG-acquired real property to ensure that program income from sales or rental of such property or assets is properly recorded and reported (24 CFR 570.503(b)(3)).

· Have procedures for ensuring ongoing compliance with the National Objectives requirements associated with real property acquired or improved with CDBG funds in excess of $25,000 (24 CFR 570.503(b)(7)).

Exercise for Chapter 2.0 — Financial Management

Circle the Correct Answer

1. Which of the following are components of an organization’s system of internal controls for financial management? 

(a) Written procedures and policies.

(b) Specified job responsibilities.

(c) Job qualifications.

(d) Accounting records.

(e) All of the above.

2. The sole purpose of accounting records is to provide reliable and up-to-date information on the cash controlled by an organization or agency. 

TRUE                         FALSE
3. An expenditure by a subrecipient will be considered an allowable CDBG expense if it is necessary to carry out an approved activity and is not explicitly prohibited by Federal, state, or local regulations. 

TRUE                         FALSE
4. Source documentation does not have to be located in the CDBG project files.


TRUE                         FALSE
5. An effective system of budget controls requires a periodic comparison of actual obligations and expenditures to planned obligations and expenditures, and to projected accomplishments for such outlays. 

TRUE                         FALSE

6.
Interest income from CDBG advances and revolving loan accounts may be retained by the subrecipient as program income. 
TRUE                         FALSE
The answers are on next page.

Exercise for Chapter 2.0 — Financial Management (continued)

Answers to questions from preceding pages

1. “(e) All of the above.”

2. FALSE. The purpose of accounting records is to provide information not only on cash but also on all the assets and liabilities of an organization, including property, receivables, payables, and other obligations. 

3. FALSE. The fact that an expenditure is both necessary and not explicitly prohibited by law and program regulations is only part of the criteria that must be met for it to be considered an allowable CDBG expense. In addition, the expenditure must:  

· Have been authorized by the grantee (through an approved budget or other mechanism).

· Be reasonable.

· Have been treated by the subrecipient in a manner consistent with its normal procedures for computing costs.

· Be allocable to an approved-CDBG cost objective.

· Be net of all applicable credits.

4. TRUE. Source documentation does not have to be stored in the CDBG project files if it is readily available to be reviewed by the grantee, HUD, or other authorized representatives. In general, however, subrecipients will find that it is more efficient in the long run to maintain as much project information as possible in files specifically dedicated to their CDBG activities. 

5. TRUE.
6. FALSE. One of the primary purposes of a subrecipient’s cash management system is to minimize the time between receipt of CDBG funds and their disbursement; therefore, if the subrecipient’s system is working efficiently, there shouldn’t be any interest income generated on cash advances. In fact, 24 CFR 570.500(a)(2) makes explicit that the definition of program income does not include interest earned on the investment of the initial proceeds of a grant advance, including funds advanced from a grantee to a subrecipient, and any such funds must be promptly remitted to the U.S. Treasury. Moreover, 570.500(b) makes it clear that cash balances held in a revolving fund must be held in an interest-bearing account and that any interest earned on funds held in such an account will be considered to be interest income generated on a cash advance and must be remitted to the Treasury at least annually.

CHAPTER 3.0:  PROCUREMENT AND CONTRACTING

This chapter outlines the requirements for using Federal funds to purchase materials, products, or services under the CDBG Entitlement program. Whether you are a small agency purchasing occasional office supplies or a large organization contracting for millions of dollars of construction services, the requirements governing the purchasing process are designed to ensure that you:

· Follow a free and open competitive process in securing those products or services.

· Properly document your purchasing activities and decisions.

· Observe the special rules for particular kinds of purchases (small purchases, competitive sealed bids, competitive proposals, and sole source procurements).

· Properly bond and insure work involving large construction contracts and/or subcontracts.

· Use local businesses and contract with small, minority and/or women-owned businesses to the maximum extent feasible.

When it comes to spending the taxpayer’s money, no matter how little the amount, it is important to ensure that the prices you pay are competitive, and that you (and the taxpayer) are getting good value. The rules don’t require that you get a bargain every time you buy, but only that you pay a fair price. They don’t require that you always get the latest in technology at the lowest possible cost, but only that you shop around and get what you paid for. This means that you should seek to buy with CDBG funds only what is necessary under the terms of your Subrecipient Agreement, and no more. You should also be able to ensure the integrity of your purchasing decisions; to document the history, results, and decisions behind your purchases; to follow the rules for certain kinds of transactions; and to offer opportunities to local and disadvantaged firms to respond to your purchasing needs. By following these requirements you are helping to guarantee the fairness and the vitality of our free market system, and to ensure that taxpayer resources are not being wasted. 

By observing the basic rules, you’ll also find your purchasing decisions can be more efficient. For example, if you set up a standardized purchasing system for securing price quotations and preparing purchase orders, you won’t have to reinvent the wheel every time you want to buy materials and supplies. These efficiencies in turn can help make your limited purchasing budgets go much farther. You’ll also have the satisfaction of knowing you paid a fair price for every purchase.

In addition, when you use CDBG funds to purchase materials or services, it is not sufficient simply to state that you got the lowest possible price and followed the rules. You have to be able to prove it. Therefore, to avoid disallowed costs and/or recapture of payments, it is necessary that you document the background, need, and the details of every purchasing decision, whether it involves renting an office or buying two-by-fours. At first, this may appear  burdensome, but full documentation can only help you avoid serious problems and a lot of extra work in the long run. 

AS YOU READ THIS CHAPTER, THINK ABOUT …

1. Planning how would you set up a purchasing system if you were spending your own money and wanted to spend it efficiently.

2.
Updating the list of vendors and contractors from whom you plan to purchase materials, supplies, equipment, and services over the next 12 months (if you don’t have such a list, think about developing one for all vendors and contractors you might buy from).

3.
Developing (or expanding) your own written procurement manual describing your procedures and a code of conduct for all employees involved in purchasing.

4.
Identifying ways to ensure that all purchasing documents such as cost and price solicitations, purchase orders, contracts, delivery receipts, invoices, payables records, and check vouchers are integrated into one system.

5.
Ensuring the honesty and fairness of your purchasing decisions.

3.1
General Procurement Provisions
The standards and procedures for procurement are intended to ensure that supplies, equipment, construction and other services acquired in whole or in part with Federal funds are: 

a) Obtained as efficiently and economically as possible.

b) Procured in a manner that provides, to the maximum extent practical, open and free competition.

Solicitations must clearly explain all requirements that the bidder/offeror must fulfill in order for his or her bid/offer to be evaluated by the subrecipient. Solicitations for goods and services must be based on a clear and accurate description of the material, product, or service to be procured, and cannot contain features which unduly restrict competition. Some of the situations considered to be restrictive of competition include, but are not limited to:  

· Placing unreasonable qualifying requirements on firms.

· Requiring unnecessary experience and excessive bonding.

· Specifying only “brand name” products instead of allowing “an equal” product.

· Noncompetitive pricing practices between firms or affiliated companies.

· Noncompetitive awards to consultants on retainer contracts.

Awards are to be made to the bidder/offeror whose bid/offer is responsive to the solicitation and is most advantageous to the subrecipient, price and other factors considered. Any and all bids may be rejected when it is in the subrecipient’s interest to do so. The subrecipient must ensure that the award is only made to responsible contractors possessing the ability to perform successfully under the terms and conditions of the proposed procurement. Consideration should be given to such matters as contractor integrity, compliance with public policy, record of past performance, and financial and technical resources. 

The Federal guidelines for contracting are designed to further ensure that contracts are structured and managed in a way that is consistent with good administrative practices and sound business judgment.

The Federal requirements for these administrative areas are found in 24 CFR 85.36 for governmental subrecipients and in 24 CFR 84.40-48 for subrecipients that are non-profit organizations. Because the procurement standards in 24 CFR Part 85 are generally more specific than those found in Part 84, the former will be used as the principal basis for this chapter’s presentation of applicable requirements. Whenever there is a clear distinction between the requirements of 24 CFR Parts 85 and 84, the text will distinguish between the two sets of requirements. However, in general, the standards set forth in 24 CFR Part 85 for procurement may be viewed as a “safe harbor” for satisfying the Federal requirements. 

The general requirements for procurement include the following:  

· According to 24 CFR 85.36(b)(9), a subrecipient must maintain records to detail the significant history of a procurement. These records include, not are not limited to, files on the rationale for selecting the methods of procurement used, selection of contract type, the contractor selection/rejection process, and the basis for the cost or price of a contract (for non-profit subrecipients, 24 CFR 84.46 specifies that procurement records and files for purchases in excess of the small purchase threshold fixed at 41 U.S.C. 403(ii), currently $100,000, must include the basis for contractor selection, justification for lack of competition when competitive bids or offers are not obtained, and the basis for the award cost or price).

· Pre-qualified lists of vendors/contractors, if used, must be current, developed through open solicitation, include adequate numbers of qualified sources, and must allow entry of other firms to qualify at any time during the solicitation period (24 CFR 85.36(c)(4)).

· As part of its efforts to eliminate unfair competitive advantage, a subrecipient should exclude contractors that develop or draft specifications, requirements, statements of work, invitations for bids, and/or requests for proposals from competing for such procurement (24 CFR 84.43).

· A subrecipient must ensure that awards are not made to any party which is debarred or suspended or is otherwise excluded from or ineligible for participation in Federal assistance programs under Executive Order 12549, “Debarment and Suspension” (24 CFR 85.35).

· There must be written selection procedures for procurement transactions, and the procedures must be adequate to ensure that:

· The purchase of unnecessary or duplicate items is avoided. Where appropriate, an analysis should be made of lease versus purchase alternatives (24 CFR 85.36(b)(4) and 84.44(a)(1)-(2)); 

· Whenever possible, use of Federal excess and surplus property or intergovernmental agreements for procurement or use of common goods and services should be considered as a way to foster greater economy and efficiency (24 CFR 85.36(b)(5) and (6));

· All purchase orders (and contracts) are signed by the authorized official(s) of the subrecipient; 

· Items delivered and paid for are consistent with the purchase order and/or contract for the goods or services; 

· Timely payment to vendors occurs once the order is delivered, inspected, accepted, and payment authorized; 

· A cost or price analysis is performed for every procurement action, including contract modifications, and documentation to that effect is maintained in the subrecipient files. The method and degree of analysis is dependent on the facts surrounding the particular procurement situation, but as a starting point, subrecipients must make independent estimates before receiving bids or proposals (24 CFR 85.36(f) and 84.45); 

· Profit or fee is negotiated separately from price where competition is lacking or whenever a cost analysis is performed. To establish a fair and reasonable profit, consideration will be given to the complexity of the work to be performed, the risk borne by the contractor, the contractor’s investment, the amount of subcontracting, the quality of past performance, and industry rates for the area (24 CFR 85.36(f)(2)); and, 

· The list of provisions in 24 CFR 85.36(i) or 84.48, as applicable, must be included in any contracts. 

· Subrecipients must not use “cost plus a percentage of cost” pricing for contracts (24 CFR 85.36(f)(4) and 84.44(c)); in addition, subrecipients should use “time and material” type contracts only after a determination is made that no other contract is suitable and the contract includes a ceiling price that the contractor exceeds at its own risk (24 CFR 85.36(b)(10)). 

· Subrecipients must have protest procedures in place to handle and resolve disputes relating to their procurement and in all instances report such disputes to the grantee (24 CFR 85.36(b)(12)). 

· There must be a documented system of contract administration for determining the adequacy of contractor performance (24 CFR 85.36(b)(2)). 

· A subrecipient must have a written code of conduct governing employees, officers, or agents engaged in the award or administration of contracts (24 CFR 85.36(b)(3) and 84.42).

3.2
Permitted Approaches to Procurement

Depending on the scarcity of the item or service desired, and the size of the purchase, different methods of procurement are available for use by subrecipients under the Federal regulations.1
· Small purchases may be used for procurement of $100,000 or less in the aggregate:

(24 CFR 85.36(d)(1) and 84.44(e)(2))

· Small purchases are made through the use of purchase orders. Competition is sought through oral or written price quotations. A subrecipient must document the receipt of an adequate number of price or rate quotations from qualified sources.

· A procurement of more than $100,000 may not be inappropriately broken up into smaller components solely to qualify for the less complicated procedures followed under the “small purchases” approach.

· Competitive sealed bids (formal advertisement, 24 CFR 85.36(d)(2)):

· The procurement must lend itself to a firm, fixed price contract (lump sum or unit price) where the selection can be principally made on the basis of price.

· A subrecipient must advertise the Invitation for Bid (IFB) in publications of general circulation.

· The IFB must include complete and accurate specifications and pertinent attachments and clearly define items or services needed, in sufficient detail for the bidders to properly respond.

· Bids must be opened publicly at the time and place stated in the IFB.

· A subrecipient must receive at least two or more responsible bids for each procurement transaction.

· If awarded, the contract must be given to the lowest responsive and responsible bidder (the subrecipient, however, can decide not to make the award to any of the bidders).

The competitive sealed bid method is the preferred approach for procuring construction services.

· Competitive proposals (24 CFR 85.36(d)(3)):

· A subrecipient should use this method only when conditions are not appropriate for the use of formal advertising.

· The Request for Proposal (RFP) must clearly and accurately state the technical requirements for the goods and services required.

· A subrecipient must publicize the RFP, and to the maximum extent practicable, honor reasonable requests by parties to have an opportunity to compete.

· Proposals must be solicited from an adequate number of qualified sources, consistent with the nature and requirements of the procurement.

· The subrecipient must conduct a technical evaluation of the submitted proposals to identify the responsible offerors. 

· As necessary, the subrecipient conducts negotiations with those offerors who are deemed responsive and responsible and fall within a competitive price range, based on the subrecipient’s evaluation of the bidders’ pricing and technical proposals. After negotiations, these bidders may be given the opportunity to submit a “best and final” offer.

· The subrecipient must award the contract to the most responsive and responsible offeror after price and other factors are considered through scoring the proposals (or “best and final” offers) according to predetermined evaluation criteria. The successful proposal/offeror must clearly be the “most advantageous” source of the goods and services for the subrecipient. 

For procurement involving architecture or engineering (A/E) services, subrecipients may use competitive proposal procedures whereby competitors’ qualifications are evaluated and the most qualified competitor is selected, subject to negotiation of fair and reasonable compensation. In these instances, price is not used as a selection factor. Once the most-qualified firm is identified, only that firm is asked for a price proposal that is subject to negotiation of a fair and reasonable price. If negotiations with the selected firm are unsuccessful, this process is repeated with the next highest-ranked firm, until a fair and reasonably priced contract can be awarded. The subrecipient must be careful to document the bases for its determination of the most qualified competitor and the reasonableness of the contract price. This qualifications-based approach to the competitive proposals method may not be used to purchase other than A/E services. (See 24 CFR 85.36(d)(3)(v).)2
In addition, the Federal procurement regulations generally discourage the use of local geographical preferences in the evaluation of bids or proposals (except where mandated by Federal statutes), due to the restrictions on open competition which result. However, in procuring A/E services, geographic location is permitted as a selection criteria provided this criterion leaves an appropriate number of qualified firms (24 CFR 85.36(c)(2)).

· Noncompetitive proposals/sole source procurement (24 CFR Part 85.36(d)(4)):

Noncompetitive negotiations may be utilized only under very limited circumstances. The subrecipient must show that another method of procurement was infeasible because:  

· The item or service was only available from a single source.

· A public emergency or condition requiring urgency existed which did not permit the use of competitive procurement.

· Competition was determined to be inadequate after receiving proposals from numerous sources.

Among the procurement approaches described in the preceding section, the competitive sealed bid resulting in a firm, fixed price contract is the preferred procurement approach when there are a number of available and qualified providers, when the requirements and specifications are thoroughly detailed and are unlikely to change, and where the subrecipient has the opportunity to make the provider assume a large share of the risk for non-performance. 

In other instances, for example, complicated rehabilitation projects, or unique human service activities, other forms of competitive and noncompetitive procurement may be necessary or desirable. In cases where price is not the single most important objective, it is still important to try to assure the highest possible quality of procurement at the lowest reasonable price through “open and free competition.”

3.3
Bonding

The requirements for bonding in procurement are as follows:

· For construction or facility improvement (sub)contracts exceeding $100,000, the following minimum Federal requirements (24 CFR 85.36(h) or 84.48(c)) for bid guarantees, performance bonds, and payment bonds must be met. These include:

· A bid guarantee from each bidder equivalent to 5 percent of the bid price. The “bid guarantee” must be a firm commitment in the form of a bid bond, certified check, or other negotiable instrument as assurance that the bidder is prepared to execute a contract within the time specified for the bid amount.

· A performance bond from the (sub)contractor for 100 percent of the contract price to secure the (sub)contractor’s fulfillment of all obligations under the contract.

· A payment bond from the (sub)contractor for 100 percent of the contract price to assure payment of all persons supplying labor and material under the contract.

· For non-profit subrecipients, 24 CFR 84.48(c) states that for contracts or subcontracts awarded for construction or facility improvement equal to or less than $100,000, a subrecipient must follow its own policies for bid guarantees, performance bonds, and payment bonds.

For both non-profit subrecipients and governmental subrecipients, however, the Subrecipient Agreement may mandate compliance with the grantee’s bid guarantee, bonding, and insurance requirements in instances of contracts or subcontracts for construction or facility improvements with a value equal to or less than $100,000.

3.4
Use of Local Businesses; Contracting with Small, Minority, and/or 
Women-Owned Businesses 

Federal regulations, both CDBG and non-CDBG, make it very clear that subrecipients should make every effort to use local business firms and contract with small, minority-owned and/or women-owned businesses in the procurement process. Specifically, 

· A subrecipient must take affirmative steps to use small firms, minority-owned firms, women-owned firms, or labor surplus area firms in its CDBG-financed activities (24 CFR 85.36(e) or 84.44(b)). The efforts which a subrecipient should make include:  

· Incorporating such businesses in solicitation lists whenever they are potential sources.

· Ensuring that such businesses are solicited when identified as potential sources.

· Dividing procurement requirements, when economically feasible, to permit maximum participation of such businesses.

· Requiring prime contractors, when subcontracts are let, to take affirmative steps to select such firms.

· In conformance with the requirements of Section 3 of the Housing and Community Development Act of 1968, to the greatest extent feasible, subrecipients must award contracts for work to be performed to eligible business concerns located in or owned by residents of the target area to ensure that the employment and other economic opportunities generated by Federal financial assistance for housing and community development programs shall, to the greatest extent feasible, be directed toward low- and very low-income persons, particularly those who are recipients of governmental assistance for housing (see 24 CFR 570.607(b)).

Subrecipients should note, however, that the desire to award contracts to local firms is not a legitimate excuse for avoiding an open and competitive procurement process.

Exercise for Chapter 3.0 — Procurement and Contracting

Circle the Correct Answer

1. The reason for Federal competitive procurement requirements is:

(a) To ensure that supplies, equipment, and services are acquired efficiently.

(b) To help guarantee a “fair” price for items or services bought with Federal funds.

(c) To give the public confidence in the procurement practices of Federal assistance programs.

(d) To allow more firms, particularly local firms, small businesses, and minority- or women-owned businesses, to have an opportunity to compete for work under Federal programs.

(e) All of the above.

2. A cost or price analysis and documentation of the procurement process is only required for major purchases. 

TRUE                         FALSE
3. A governmental subrecipient is justified in breaking up a procurement into components of $100,000 or less to utilize the “small purchase” procedures if the procurement process for each purchase is still competitive. 

TRUE                         FALSE
4. The “Section 3” requirements for awarding work to local business concerns takes precedence over the competitive procurement requirements. 

TRUE                         FALSE
The answers are on next page.

Exercise for Chapter 3.0 — Procurement and Contracting (continued)

Answers to questions from preceding page
4. “(e) All of the above.”

2. FALSE. A subrecipient must do a cost or price analysis and maintain documentation of the procurement process for every procurement. However, the level of complexity of the analysis and detail of the documentation should vary by the size of the procurement and the extent of competitiveness in the process. Therefore, the purchase of desktop stationary supplies will require that the subrecipient maintain a very modest level of documentation of how comparative prices were analyzed (through catalogs and/or price quotes). A sole source procurement, on the other hand, will require much more extensive documentation to justify the noncompetitive process and to demonstrate that the price incurred was fair.

3. FALSE. The standard for “small purchases” is that the procurement is for services, supplies, or property does not exceed $100,000 in the aggregate. Therefore, for example, it is not allowable to break up arbitrarily a $150,000 procurement of weatherization materials into three $50,000 purchases just to be able to use the less complicated “small purchase” procedures. The purchase of such materials should be handled through a sealed bid method of procurement, with the larger purchase volume entailed in this approach likely to result in lower per unit prices.

4. FALSE. Both sets of requirements must be satisfied. Therefore, the competitive procurement procedures adopted by the subrecipient also must be designed to facilitate and encourage local businesses to compete for the proposed work.

CHAPTER 4.0:  PROPERTY MANAGEMENT AND DISPOSITION
If you use CDBG funds to acquire real or personal property, Federal regulations make you, the subrecipient, responsible for ensuring that the property continues to be used for its intended (and approved) purpose, that you keep track of it, that you take care of it, and that if you sell it, you reimburse the grantee for the CDBG share of the property’s value. 

This fairly straightforward proposition about the ownership, use, management, and disposition of property is complicated by two facts. First, the rules about property management and disposition differ slightly depending on whether you are a public-sector or private-sector subrecipient. (The rules are generally more explicit for governmental subrecipients). Second, the rules depend on the nature of the property. Real property (e.g., land, buildings) is treated differently than personal property (e.g., equipment, supplies, intangible property like copyrights). 

This chapter outlines the rules for subrecipients regarding the ownership, management, and disposition of real and personal property. Despite the different treatments, there are several key themes applicable to most property that should be emphasized at the outset:  

· Property can only be acquired with CDBG funds for a specific purpose that must be approved by the grantee and should be made a part of the Subrecipient Agreement.

· The use of that property for the approved purpose must continue; in the case of personal property, generally for if the subrecipient owns it and the property is needed for the CDBG activity, and in the case of real property (acquired or improved with CDBG funds in excess of $25,000), generally for at least 5 years following the expiration of the Subrecipient Agreement.

· If you own the property, you should keep accurate records for it (e.g., purchase date, price, location, physical description, maintenance history and condition, original and current use, and other inventory types of data).

· You have to control the use of the property (in accordance with its intended purpose) and take good care of it (that is, take adequate steps to prevent its damage, theft, or loss).

· If you no longer need the property, you can dispose of it but only according to specific rules (such as paying back the grantee, accounting for program income, etc.).

The following chart summarizes the applicability of specific sections of the regulations to particular categories of property for governmental and private subrecipients and shows the relevant regulations affecting its ownership, use, and disposition.

Exhibit 4-1:  Rules for Property Management and Disposition

	Property Management and Disposition Regulations

24 CFR 570.503—all subrecipients (subs)

24 CFR 85.32–85.34, govt. subs

24 CFR 84.32–84.34, non-profit subs
	Real Property (Acquired with CDBG funds)
	Personal Property

Acquired with CDBG funds

	
	
	Tangible
	Intangible

	
	
	Nonexpendable
	Expendable
	

	Typical Example
	Land/Buildings
	Cars/Equipment
	Office Supplies
	Copyrights

	Ownership
	See property acquisition, 24 CFR 570.201(a), 201(c), 202, 203(a)
	Vested in subs
	Vested in subs
	Nonexclusive license to govt.

	
	
	24 CFR 85.32
	24 CFR 85.33
	24 CFR 85.34

	
	
	24 CFR 84.34
	24 CFR 84.35
	24 CFR 84.36

	Use & Management
	24 CFR 570.505 governs grantees; subrecipients follow 503(b)(7) *
	24 CFR 85.32
	24 CFR 85.33
	

	
	
	24 CFR 84.34
	24 CFR 84.35
	

	Disposition
	24 CFR 570.503(b)(7)
	Generally, fair-market value or proceeds returned to grantee; with grantee approval, proceeds retained as program income
	Residual inventories
	Nonexclusive license to use remains with govt.

	
	
	24 CFR 85.32 and 24 CFR 570.502(a)(8)
	24 CFR 85.33
	

	
	
	24 CFR 84.34 as modified by 570.502(b)(3)(vi)
	24 CFR 84.35
	


* 570.501(b) requires that units of general local government participating with, or as part of, an urban county, or as part of a metropolitan city, follow the same requirements as are applicable to subrecipients, except that the 5-year period identified under 570.503(b)(7)(i) begins with the date that the unit of general local government is no longer considered by HUD to be a part of the urban county or metropolitan city, instead of the date that the subrecipient agreement expires.
AS YOU READ THIS CHAPTER, THINK ABOUT …

1.
Whether your agency would care for the property differently if it were purchased with agency funds rather than CDBG funds.

2.
Whether your agency’s records are up to date in documenting the ownership, use, management, and/or disposition of its property.

3.
Whether the procedures for maintaining and protecting the agency’s property are adequate or need strengthening.

4.
If you are planning to dispose of any property, whether your agency has taken appropriate steps to ensure that the applicable disposition rules are followed for the particular type of property involved.

4.1
Overview

The relevant Federal regulations governing the management and disposition of property are 24 CFR 570.503 for all subrecipients, 24 CFR 84.34(g) as amended by 570.502(b)(3)(vi) for private sector subrecipients, and 85.32, as modified by 570.502(a)(8), and 85.33-34 for governmental subrecipients.

For the purposes of these Federal regulations, “property” is classified according to the following distinct categories:

· Real property:   “real property” means land, including any improvements to and structures located on the land, but excluding any movable machinery or equipment.

· Personal property:  “personal property” is basically any kind of property other than real property. Personal property can be tangible (such as supplies, furniture, and equipment), or intangible (such as copyrights, patents, and inventions).

Further distinctions can be made between:  

· Non-expendable personal property, which generally is considered to include tangible personal property having a useful life of more than 1 year and an acquisition cost of $300 or more per unit.

· Expendable personal property, which includes all tangible personal property other than non-expendable personal property.

The Federal requirements relating to property are organized according to title (ownership), use, and disposition. In general, a subrecipient’s property management system must provide for accurate records, the conduct of regular inventories, adequate maintenance and control, and proper sales procedures. Subrecipients must follow sales procedures that provide for competition, to the extent practicable, and that result in the highest possible return. 

4.2
Real Property

For grantees, the use of real property is governed by 24 CFR 570.505. For real property acquired or improved in whole or in part with CDBG funds in excess of $25,000, the grantee cannot change the use or planned use of the property (including the beneficiaries of such use) without first providing affected citizens notice and opportunity to comment, and determining that either:

a) The contemplated new use meets one of the National Objectives and is not a building for the general conduct of government.

b) The contemplated new use is deemed appropriate (after consultation with affected citizens) but will not meet a National Objective. In this latter case, the grantee must reimburse the CDBG program in the amount of the current fair market value of the property, less the value attributable to the non-CDBG portion of the acquisition or improvements.

The Subrecipient Agreement must be explicit about the use of any real property under the subrecipient’s control that was acquired or improved in whole or in part with CDBG funds in excess of $ 25,000. For such instances, 24 CFR 570.503(b)(7) mandates that such real property either:

· Must be used by the subrecipient to continue to meet one of the CDBG program’s National Objectives for at least 5 years after the expiration of the Subrecipient Agreement (or a longer time as specified by the grantee in the Subrecipient Agreement); or

· If a National Objective is not met during this time period, the grantee must be reimbursed for the current fair market value, less any portion of the value attributable to non-CDBG funds.

4.3
Personal Property — Equipment

For governmental subrecipients (24 CFR 85.32):

· Title:  Title to equipment acquired with CDBG funds is vested in the subrecipient, subject to the conditions described in the following section.

· Use:  Equipment purchased with CDBG funds or other forms of Federal assistance must be used by the subrecipient in the program or project for which it was acquired, and as long as needed, whether or not the program or project continues to be supported by Federal funds.

· When no longer needed for the original program or project, the equipment may be used in other activities currently or previously supported by a Federal agency.

· The subrecipient also must make the acquired equipment available for use on other projects or programs currently or previously supported by the Federal Government provided that such use will not interfere with the work on the project or program for which the equipment was originally acquired.
· A subrecipient is prohibited from using CDBG-acquired equipment to provide services for a fee to compete unfairly with private companies that provide equivalent services unless specifically authorized by Federal statute.

· With the approval of the grantee, equipment acquired with CDBG funds may be used as a trade-in on replacement property.
· Management requirements:  For equipment (including replacement equipment) acquired in whole or in part with CDBG funds, the subrecipient must have procedures and control systems in place to:

· Keep adequate equipment records, which must include information on:  

· Property description.

· Identification.

· Funding source (grant number).

· Title holder.

· Acquisition date and cost.

· Federal share of cost.

· Location, use, and condition.

· Unit acquisition cost.

· Disposition data.

· Conduct a physical inventory of the property no less often than every 2 years, with a reconciliation of the inventory results with the equipment records.

· Ensure adequate safeguards for preventing loss, damage, or theft of property.

· Maintain the equipment in good condition.
· Disposition:  When original or replacement equipment acquired with CDBG funds is no longer needed for the original project or program or for other activities currently or previously assisted with Federal funds, the following rules of disposition will apply to governmental subrecipients:
1) Equipment with a current per-unit fair market value of less than $5,000 may be retained, sold, or otherwise disposed of by the subrecipient after notice to the grantee, subject to the conditions in 3) in the following section.

2) Equipment with a current per-unit fair market value of $5,000 or more may after notice to the grantee be retained or sold by the subrecipient with the grantee having the right to compensation in an amount equal to multiplying the current fair market value or the proceeds from sale by the Federal share (percentage) in the original acquisition price of the equipment.

3) The grantee may reserve the right to transfer title of the equipment to the Federal Government or a third party (24 CFR 85.32(g)).

In addition, per 24 CFR 570.502(a)(8), in all cases when equipment purchased with CDBG funds is sold, the net proceeds are considered program income.
For non-profit subrecipients (24 CFR 84.34):  

· Title:  Title to personal property acquired with CDBG funds is vested with the subrecipient, subject to the following conditions:

1) In all cases in which personal property is no longer needed by the subrecipient for CDBG activities, it must be transferred to the grantee for the CDBG program or can be retained by the subrecipient after compensation to the grantee (per 24 CFR 570.502(b)(3)(vi)(B)).

2) The grantee may reserve the right to transfer title of the equipment to the Federal Government or a third party (84.34(g)(4)).

3) In all cases in which personal property is sold, the proceeds will be considered program income (24 CFR 570.502(b)(3)(vi)(A)).

4.4
Personal Property — Supplies

For governmental subrecipients (24 CFR 85.33):

· Upon termination of the subrecipient’s agreement with or award from the grantee, if there is a residual inventory of unused supplies exceeding $5,000 in total aggregate fair market value, and if such supplies are not needed for any other Federally sponsored programs or project, the subrecipient must compensate the grantee for the share of such supplies which were acquired with CDBG funds.

For non-profit subrecipients, the requirements of 24 CFR 84.35 apply; that is,

· The residual inventory of unused supplies exceeding $5,000 not needed by the subrecipient for CDBG activities must be transferred to the grantee for the CDBG program or can be retained after compensating the grantee.

· In all cases in which the residual inventory of supplies is sold, the proceeds are considered program income.
4.5
Personal Property — Copyrights

For governmental subrecipients (24 CFR 85.34) and for non-profit subrecipients (84.36):  

· The Federal Government reserves a royalty-free, nonexclusive, and irrevocable license to reproduce, publish, or otherwise use and to authorize others to use, for Federal Government purposes:

· The copyright to any work developed with CDBG funds.

· Any rights of copyright which a subrecipient or a contractor purchases with CDBG support.

Exercise for Chapter 4.0 — Property Management and Disposition

Circle the Correct Answer
1. For real property controlled by a subrecipient and acquired or improved with CDBG funds in excess of $25,000, what is the minimum period of time following the expiration of the Subrecipient Agreement that such property must be used to continue to meet a National Objective?

(a) 1 year.

(b) 3 years.

(c) 5 years.

(d) 10 years.

(e) As long a period as the grantee feels is appropriate.

2. When are the proceeds from a subrecipient’s sale of equipment purchased with CDBG funds considered to be program income? 

(a) Never.

(b) When the proceeds are returned to the grantee as compensation for the original CDBG funding.

(c) When the net proceeds exceed the compensation due to the grantee.

(d) When the depreciated value of the equipment exceeds the CDBG portion of the original acquisition cost.

(e) Always.

3. A non-profit subrecipient has in its inventory a computer acquired with CDBG funds that is worth less than $500. The subrecipient may retain it without paying the grantee for its current value if the grantee does not need it for any other Federally sponsored program or project. 

4. The Federal Government’s copyright license for any written work developed by a subrecipient with CDBG funds does not preclude the subrecipient from reproducing or otherwise publishing such work. 

TRUE                         FALSE
The answers are on next page.

Exercise for Chapter 4.0 — Property Management and Disposition (continued)

Answers to questions from preceding pages

1. The correct answer is “(c) 5 years.” Although a grantee may stipulate a longer time period (in a closeout agreement, for example), 5 years is the minimum period during which such property must continue to be used to address a CDBG National Objective. If, on the other hand, during that time period a national objective is no longer being met or the subrecipient chooses to dispose of the real property, the subrecipient must reimburse the grantee for the fair market value of the property, less any portion attributable to non-CDBG funds.

2. The correct answer is “(e) always,” with the qualification that if a portion of the equipment purchase was financed with non-CDBG funds, only the CDBG portion of the proceeds would be program income for the purposes of the CDBG program. 

3. FALSE. The pertinent regulations for non-profit subrecipients (24 CFR 570.502(a)(8) and (b)(3)(vi)) require that, regardless of dollar value, equipment acquired with CDBG funds and no longer needed by the subrecipient for CDBG activities must be transferred to the grantee or retained by the subrecipient only after compensating the grantee.

4. TRUE. Although the Federal Government reserves a copyright license on such work, it is a nonexclusive license.

CHAPTER 5.0:  RECORD-KEEPING AND 
REPORTING REQUIREMENTS

Accurate record keeping and reporting are crucial to the successful management of your CDBG-funded activities. The failure to maintain adequate documentation of CDBG-funded activities continues to be one of the most serious administrative issues undermining program performance and regulatory compliance of subrecipients in the CDBG Entitlement program. 

Without adequate record keeping, you and your grantee cannot track performance against your contract goals and your grantee cannot provide adequate management support in its oversight of your activities. Insufficient documentation and reporting on your part leads to serious monitoring findings, and those findings are likely to be much more difficult to resolve in cases where records are missing, inaccurate, or otherwise deficient. 

It is very important, therefore, that you adhere to the record-keeping and reporting requirements of the Entitlement program and other pertinent regulations. Adequate documentation means knowing:

· What information needs to be collected and why.

· When that information should be collected (and how often).

· How the information should be acquired, organized, and stored.

· How the information should be reported.

· The required retention period for records.

This chapter addresses the minimum standards for documentation with respect to general record-keeping requirements, file organization and maintenance, retention of records, access to records, and reporting requirements. The end of the chapter contains a comprehensive chart identifying key records for each of three record types:  administrative records, financial records and project records.  

AS YOU READ THIS CHAPTER, THINK ABOUT …

1.
Whether your agency has a clearly defined process for acquiring, organizing, storing, retrieving, and reporting information, especially about your CDBG-funded activities.

2.
How you can strengthen your documentation and reporting systems to meet the requirements outlined in this chapter.

3.
Who in your agency is responsible for the majority of record-keeping and reporting tasks, and whether they are properly trained and supported.

4.
How you can streamline your record-keeping and reporting procedures by standardizing the process and removing duplication of records from your system.

5.
How your agency might begin to automate (computerize) some of the record-keeping and reporting tasks if it has not already done so.

5.1
General Record-Keeping Requirements

Every subrecipient is required to establish and maintain at least three major categories of records:  

· Administrative records:  These are files and records that apply to the overall administration of the subrecipient’s CDBG activities. They include the following:

· Personnel files.

· Property management files.

· General program files:  files relating to the subrecipient’s application to the grantee, the Subrecipient Agreement, program policies and guidelines, correspondence with grantee and reports, etc.

· Legal files:  articles of incorporation, bylaws of the organization, tax status, board minutes, contracts and other agreements.

· Financial records:  These include the chart of accounts, a manual on accounting procedures, accounting journals and ledgers, source documentation (purchase orders, invoices, canceled checks, etc.), procurement files, bank account records, financial reports, audit files, etc.

· Project/case files:  These files document the activities undertaken with respect to specific individual beneficiaries, property owners, and/or properties. 

Since previous chapters of this handbook have provided information about the elements necessary for financial and general administrative records, this chapter focuses primarily on CDBG requirements as they relate to project files or case files. Exhibit 5-1 at the end of the chapter provides a checklist of the most important files that should be maintained by both subrecipients and grantees for monitoring purposes.

The general CDBG standard for record keeping is that records must be accurate, complete and orderly. A grantee must establish the specific requirements for record keeping in its Subrecipient Agreement (24 CFR 570.503(b)(2)). Grantees frequently specify record keeping requirements for their subrecipients that are very similar to those found in 24 CFR 570.506, so that for the activities undertaken by subrecipients, the grantee will be able to demonstrate compliance with all applicable program requirements. Therefore, a subrecipient should anticipate having to maintain records sufficient to:

Provide a full description of each activity assisted with CDBG funds, including the location where the activities occur, the amount of CDBG funds budgeted, obligated, and expended for the activity and the regulatory provision under which the activity is eligible.

· Demonstrate that each activity undertaken meets one of the National Objectives for the CDBG program (24 CFR 570.208 and particularly the record-keeping requirements at 570.506(b)(1) - (12)).

· Show that the subrecipient has made all necessary determinations required for the eligibility of certain activities under the CDBG program, including but not limited to

24 CFR 570.201(f) for interim assistance, 570.201(i)(2) for relocation, 570.201(p) for technical assistance, 570.202(b)(3) for loans to refinance existing indebtedness secured by a property being rehabilitated, 570.204 for activities carried out by CBDOs, and 570.206(f) for the preparation of applications for other Federal programs, and 570.209 for special economic development activities. 

· Document compliance with the program rules regarding any change of use of real property acquired or improved with CDBG assistance (24 CFR 570.505 and 570.503(b)(7)(i) and (ii)).

· Demonstrate compliance with the program requirements regarding acquisition, displacement, relocation, and replacement housing (24 CFR 570.606).

· Detail the subrecipient’s fair housing activities and equal opportunity compliance.

· Maintain all necessary information relative to the other program requirements specified in Subpart K of 24 CFR Part 570 (which includes labor standards; national flood insurance; employment and contracting opportunities; lead-based paint; use of debarred, suspended, or ineligible contractors or subrecipients; and conflict of interest).
It should be noted that subrecipients are not responsible for providing documentation for the initial environmental review of an activity, because they cannot assume the grantee’s environmental responsibilities (24 CFR 570.503(b)(5)). However, actions that a subrecipient provides to the grantee in order for it to carry out these responsibilities and other actions the subrecipient takes to abate or address environmental findings must be documented.

5.2
File Organization and Maintenance

A subrecipient should structure its project/case files and other records to comply with the general requirements specified in the preceding section and to facilitate preparation of progress and other reports, including all submissions necessary for the grantee’s input into the Integrated Disbursement and Information System (IDIS) and its Consolidated Annual Performance and Evaluation Report (CAPER).

In setting up (or reviewing the adequacy of) its record-keeping system, a subrecipient should use this handbook to develop a list of all the items for which it must maintain documentation on a case/project basis and/or an activity basis. For example, if a subrecipient is carrying out a housing rehabilitation program using private contractors, each project case file should contain appropriate records, including:

· The owner’s application for assistance, including the address of the property.

· Household size and income documentation for the owner and other households in the structure (if a multi-unit building) and other information to determine program eligibility and the appropriate level of financial assistance (underwriting).

· Other demographic information on the anticipated and actual beneficiaries of the activity for this project/case.

· The work write-up on the property.

· Evidence of any required owner contribution or private loan match.

· The financial assistance agreement between the subrecipient and owner (specifying levels of assistance, intended uses for funds, matching requirements, general program requirements, repayment and recapture procedures, requirements for occupancy by low- and moderate-income households if rental property, etc.).

· Evidence of liens to secure loan.

· Documentation of contractor solicitation and selection.

· Documentation of rent affordability, where applicable.

· A copy of executed construction contract, with all necessary provisions.

· Documentation of compliance, as applicable, with historic preservation, flood insurance, lead-based paint, Davis-Bacon, relocation/anti-displacement, and other relevant program rules.

· Evidence of the subrecipient’s periodic on-site inspection and sign-off on rehabilitation work, including final inspection.

· Copies of all change orders, with proper authorization.

· Records of disbursements made for completed and approved work. (In regard to this last item, a subrecipient must ensure that the data in its project files agree with its financial records.)

For each type of activity undertaken, a subrecipient in consultation with the grantee should determine the comparable data that must be maintained in the individual case files and establish a system for ensuring that every file contains the necessary information. Although the list will vary from activity to activity, each project or case file should include documentation of the National Objective being met, the characteristics and location of beneficiaries, the eligibility of the activity, the compliance with special program requirements, the allowability of the costs, and the status of the case/project. 
A subrecipient must also devote attention to implementing an efficient method for compiling cumulative data on its activities for inclusion in periodic reports required by the grantee. The subrecipient should develop logs for recording and totaling programmatic data (by type of activity, for units of service, numbers of beneficiaries, etc.) as cases are initiated and as they progress to avoid searching through all of its individual case files to obtain aggregate statistics every time a progress report is due. The establishment of such logs at the commencement of a CDBG activity, based on the reporting requirements specified by the grantee (see Section 5.5 in the following section), can save a subrecipient considerable time and effort over the course of the activity. 

With an automated reporting system, it is critical to structure the computer database to permit the collection and manipulation of all data elements (i.e., characteristics of projects and beneficiaries) necessary for the production of currently required reports and reports that may be desired in the future. This requires a careful appraisal of current and anticipated future operations and an assessment of the “interface” between the computer system and the individuals who will input the data and those who will use the generated reports.

5.3
Retention of Records 

To avoid monitoring findings and facilitate audit reviews, subrecipients are required to retain their records for extended periods of time, even though an activity may be completed for some time:  

· For all subrecipients: 24 CFR 85.42 as modified by 570.502(a)(16), or 24 CFR 84.53(b) as modified by 570.502(b)(3)(ix) (A) and (B), as appropriate:  

In general, records are to be retained for 4 years from the date of submission of the grantee’s CAPER in which the specific activity is reported for the last time, unless there is litigation, claims, audit, negotiation, or other actions involving the records, which has started before expiration of the 4-year period. In such cases, the records must be retained until completion of the action and resolution of all issues which arise from it or the end of the regular 4-year period, whichever is longer. 

5.4
Access to Records

· Representatives of the grantee, HUD, the Comptroller General of the United States, or of other authorized governmental agencies have the right of access to any pertinent records of a subrecipient to make audits, examinations, excerpts, and transcripts. (24 CFR 85.10 (e) and 84.53 (e))

· Consistent with applicable state and local laws regarding privacy and obligations of confidentiality, the subrecipient also must provide citizens with reasonable access to records on the past use of CDBG funds (24 CFR 570.508).

5.5
Reporting Requirements

A subrecipient’s reporting requirements must be specified by the grantee in the Subrecipient Agreement (24 CFR 570.503(b)(2)). These reporting requirements must be consistent with the provisions of 24 CFR 85.40(a) and (e) and 85.41 (c) and (d) for governmental subrecipients or 24 CFR 84.51(a) for non-profit subrecipients.

Although it has broad discretion over the type and frequency of reports, a typical grantee is likely to request three kinds of reports from its subrecipients:  information on drawdown requests, regular progress reports, and CAPER data.

· As part of a subrecipient’s periodic drawdown requests, all grantees should require the subrecipient to provide information on the financial status of the latter’s operations, which should include (for each activity) the amount of:

· Funds budgeted.

· Funds received in drawdowns to date.

· Funds obligated in most recent period and to date.

· Funds expended in most recent period and to date.

· Cash on hand (including program income identified as such).

· Previous drawdowns requested but not yet received.

· Most grantees will also require regular progress reports from subrecipients. These reports generally will be required monthly or quarterly and will usually be designed to track actual project accomplishments, obligations, and spending patterns against planned operations and accomplishments as specified in the project schedule and budget portions of the Subrecipient Agreement.

· In addition, grantees will need information from their subrecipients in connection with the grantee’s input to IDIS and for preparation of its CAPER, which it must submit to HUD. Although for some grantees the information contained in the subrecipient progress reports may be sufficient to satisfy their CAPER needs, others may need to supplement these regular reports with requests to their subrecipients for special reports. In IDIS and in its CAPER, the grantee must provide the following information on each CDBG activity funded:

· The activity’s name, matrix code, description, and location.

· The National Objective being met.

· The amount expended during the program year.

· The total cost of each multi-unit housing and 570.203(b) economic development activity.

· The amount of unliquidated obligations for each public service and planning and administration activity if CDBG funds are not disbursed during the 90 days after the end of the grantee’s program year.

· Activity status and specific units of accomplishments, including compliance with the applicable National Objective, during each program year.

· For rehabilitation activities, the CAPER also requires information (organized separately for single-units and each multi-unit property) on:  

· Activity delivery costs expended in carrying out rehabilitation may be included as part of the cost of the rehab activity or may be reported as a separate activity.

· Number of units proposed and completed.

· Number of units in each multi-unit structure initially occupied by low- and moderate-income households following rehab.

· For multi-unit properties, the amount proposed and expended from CDBG, other public, and private sources.

· The CAPER also requires data on:  

· The characteristics of beneficiaries of direct benefit activities (expressed in total households/persons assisted, number of extremely low-income, low-income, and moderate-income households/persons, and ethnic characteristics of beneficiaries).

· The source and amount of program income received during the program year.

· Number and total dollar amount of loans outstanding.

· CDBG-acquired parcels of property to be sold.

· Households displaced in connection with CDBG activities.

As mentioned in Section 5.2 in the preceding section, a subrecipient should carefully identify its complete CDBG reporting responsibilities as part of the process of designing its record-keeping system for CDBG-funded activities. 

A final area of reporting not discussed in this chapter concerns annual audits. This subject is addressed in detail in Chapter 7.0.

Exhibit 5–1:  Record-Keeping Checklist for Tracking Activities

· This form should be initiated when grantee awards a subgrant to a subrecipient.

· The date at the top should indicate the last time the checklist was updated.

· This form should be updated after internal project review, after monitoring visits by the grantee, or when key documents are modified or received from/sent to the grantee.

Date Checklist Last Updated:  _________________

	Documents to be Maintained
	Document Source
	Status

	
	Source
	Date
	Complete?
	Location

	Project Application
	
	
	Y
N
	

	
Original Application
	Subrecipient
	_____
	

	_______

	
Amendments to Application
	Subrecipient/Grantee
	_____
	

	_______

	
Approval of Amendments
	Grantee
	_____
	

	_______

	
Notice of Award
	Grantee
	_____
	

	_______

	
Correspondence
	Subrecipient/Grantee
	_____
	

	_______

	Pre-Award Documentation
	
	
	Y
N
	

	
Articles of Incorporation/Bylaws
	Subrecipient
	_____
	

	_______

	
Non-profit Determination
	Subrecipient
	_____
	

	_______

	
List of Board of Directors
	Subrecipient
	_____
	

	_______

	
Authorization to Request Funds
	Subrecipient
	_____
	

	_______

	
Authorized Official
	Subrecipient
	_____
	

	_______

	
Organizational Chart
	Subrecipient
	_____
	

	_______

	
Résumés of Chief Admin. and Chief Fiscal Officers
	Subrecipient
	_____
	

	_______

	
Financial Statement and Audit
	Subrecipient
	_____
	

	_______

	
Conflict of Interest Statement
	Subrecipient
	_____
	

	_______

	
Plan for Compliance with National Objectives
	Subrecipient
	_____
	

	_______

	
Lobbying Statement
	Subrecipient
	_____
	

	_______

	Subrecipient Agreement
	
	
	Y
N
	

	
Subgrant/Subaward Amount
	Grantee
	_____
	

	_______

	
Date of Subgrant/Subaward
	Grantee
	_____
	

	_______

	
Statement of Work
	Subrecipient
	_____
	

	_______

	
Budget by Task/Activity
	Subrecipient
	_____
	

	_______

	
Schedule by Task/Activity
	Subrecipient
	_____
	

	_______

	
Standard Provisions Included?
	Grantee
	_____
	

	_______

	
Amendments (Dates)
	Grantee
	_____
	

	_______

	
	
	
	
	

	Financial Records
	
	
	Y
N
	

	
Current Approved Budget
	Subrecipient/Grantee
	_____
	

	_______

	
Authorization Letter/Signatures
	Subrecipient
	_____
	

	_______

	
Financial Management Systems (accounting books, software, reporting systems)
	Subrecipient
	_____
	

	_______

	
Chart of Accounts
	Subrecipient
	_____
	

	_______

	
List of Source Documents to be Maintained
	Subrecipient
	_____
	

	_______

	
Financial Status Report (total budget, amount expended, unliquidated obligations, unobligated balance)
	Subrecipient
	_____
	

	_______

	
Drawdown Request Forms
	Subrecipient
	_____
	

	_______

	
Drawdown Request Reports
	Subrecipient
	_____
	

	_______

	
Executed Contracts/Bid Docs
	Subrecipient
	_____
	

	_______

	
Board Minutes for Approval of Contracts or Bids
	Subrecipient
	_____
	

	_______

	
Copy of Most Recent Audit Report
	Subrecipient
	_____
	

	_______

	
Certification of Insurance Coverage/Bonding
	Subrecipient
	_____
	

	_______

	
CDBG Payroll Records
	Subrecipient
	_____
	

	_______

	
Certified Construction Payroll Records (Davis-Bacon applicable)
	Subrecipient
	_____
	

	_______

	
Approved Cost Allocation Plan
	Subrecipient/Grantee
	_____
	

	_______

	
Relevant Financial Correspondence
	Subrecipient/Grantee
	_____
	

	_______

	Project Monitoring and Control
	
	
	Y
N
	

	
Completed Monitoring Reports
	Grantee
	_____
	

	_______

	
National Objectives Documentation
	Subrecipient
	_____
	

	_______

	
Eligible Activities Documentation
	Subrecipient
	_____
	

	_______

	
Activity Status Report (scope, cost, schedule/actual vs. agreement)
	Subrecipient
	_____
	

	_______

	
Drawdown Requests/Reports
	Subrecipient
	_____
	

	_______

	
Subrecipient Staffing
	Subrecipient
	_____
	

	_______

	
Meeting Minutes
	Subrecipient
	_____
	

	_______

	
Telephone Log/Notes
	Subrecipient
	_____
	

	_______

	
Correspondence
	Subrecipient
	_____
	

	_______

	
	
	
	
	

	
	
	
	
	

	Regulatory Compliance File
	
	
	Y
N
	

	
HUD Monitoring Results
	HUD/Grantee
	_____
	

	_______

	
Real Property Inventory, Management and Change of Use
	Subrecipient
	_____
	

	_______

	
Anti-discrimination, Fair Housing, EEO, ADA/504 Certifications
	Subrecipient
	_____
	

	_______

	
Procurement, Bonding, Insurance
	Subrecipient
	_____
	

	_______

	
Labor Standards
	Subrecipient
	_____
	

	_______

	
Acquisition, Displacement, Relocation, Replacement Housing
	Subrecipient
	_____
	

	_______

	
Environmental Review
	Grantee
	_____
	

	_______

	
Loan Status Reports (Economic Development, Rehabilitation)
	Subrecipient/Grantee
	_____
	

	_______

	
Administrative Activities
	Subrecipient
	_____
	

	_______

	
Flood Insurance Purchase
	Subrecipient
	_____
	

	_______

	Other Project/Activity Files
	
	
	Y
N
	

	
Plans and Specs (rehabilitation, historic preservation)
	Subrecipient
	_____
	

	_______

	
Orientation and Training
	Subrecipient
	_____
	

	_______

	
Special Case Records
	Subrecipient
	_____
	

	_______


Exercise for Chapter 5.0 — Record-Keeping and Reporting Requirements 

Review the following examples and indicate whether the approach being taken is adequate or inadequate. Where you feel the approach is “inadequate,” explain why and what might be done differently. 

1. John Smith, the program director for the CDBG-funded housing rehabilitation activities of Housing Alliance, Inc., worked diligently with his staff to ensure that every case file contained the information specified in the Subrecipient Agreement for necessary records. As a result, in preparing periodic progress reports, Mr. Smith was able to review each case file and be confident of finding all the data necessary to be included in the reports. 

· Adequate? 

· Inadequate?
Comment:  


2. Four years had passed since the submission of the grantee’s final Consolidated Annual Performance and Evaluation Report detailing Family Support, Inc.’s counseling services. The independent public accountant (IPA) audit performed for Family Support for the time period in question had not included any findings or questioned costs relating to this project. Joanne White, the executive director of Family Support, Inc., consequently directed her staff to discard the records of this CDBG-funded activity. 

· Adequate? 

· Inadequate?
Comment:  


3. Delroy Blaise wanted his subrecipient agency to take advantage of the efficiencies of automated data processing for its record-keeping and reporting functions but did not have anybody on his staff with computer expertise. Therefore, he hired a computer consultant who assisted the agency in purchasing a microcomputer, wrote specific software for entering data and generating reports for all the information currently required by the grantee, and trained the staff in its use. 

· Adequate? 

· Inadequate?
Comment:  


The answers are on next page.
Exercise for Chapter 5.0 — Record-Keeping and Reporting Requirements (continued) 

Answers to questions from preceding page 

Each of the three cases on the previous page is an example of a situation where the subrecipient in all probability is in technical compliance with the requirements for record keeping and reporting but may not be taking sufficient action to maximize the efficiency of its operations or to avoid future problems. 

1. Although John Smith has taken pains to ensure that his agency could provide the grantee with the required report data, the necessity of having to search through each case file each time a report is due might be not an efficient use of his agency’s personnel resources.   Mr. Smith’s organization should also have developed summary sheets of the case files and chronological program logs with key characteristics, from which periodic aggregate tallies could be derived much more efficiently. 

2. The 4-year retention rule for records might best be viewed as a minimum. It is always theoretically possible that an entity like the HUD Office of the Inspector General (OIG) or the General Accounting Office (GAO) may show up to perform an audit after the 4 years have elapsed and request access to such records in support of some questionable costs. Therefore, even after the 4 years, for your own protection,  it is probably best to place the records in storage for a year or so rather than to discard or destroy them.

3. When automating record-keeping and reporting functions, a key consideration is ongoing flexibility. In this case, because the software was designed specifically for the current records/reporting requirements, if the data desired by either the subrecipient or the grantee changed, it is not clear whether the agency had the technical capacity to modify its computer system accordingly. The agency may have been better served if it had purchased a more “user friendly” generic software package that its own staff could learn to modify. 

These examples have been included to remind the reader that the requirements contained in this handbook represent minimum standards for administrative, financial, and management systems. These minimums should not automatically become your maximums. Although HUD cannot require grantees and subrecipients to go beyond these regulatory standards, it is often in your agency’s interest to strive for the “best management practice” possible, or to build an extra margin into your systems, in recognition of the fact that there will always be some unexpected demand on these systems or other problems that will arise over time.

CHAPTER 6.0:  OTHER ADMINISTRATIVE AND 

PROGRAM REQUIREMENTS

Federal regulations mandate that all CDBG-funded activities conducted by grantees and subrecipients must be eligible and must meet one of three National Objectives. These requirements form the regulatory backbone of the CDBG Entitlement program while leaving flexibility to localities to adapt the funding to their needs. There are, however, numerous other administrative and program requirements that govern your use of CDBG funds. Some of these fall into the area of prohibitions (for example, not using CDBG funds to conduct political activities). Others outline actions that must be taken (for example, taking positive steps to assure civil rights, equal opportunity, and fair housing protections). 

You may find that, at any given time, some of these requirements do not directly affect your program or your activities. However, in the interest of preventing future problems, it is always a good idea to familiarize yourself with these sections of the CDBG regulations before you encounter situations where they apply. The consequence of ignorance is rarely bliss. For example, not observing the restrictions regarding lead-based paint, Davis-Bacon labor standards, or relocation requirements can result in very expensive outcomes for your program. By knowing the rules ahead of time, you will be prepared to avoid the problems and the costs of noncompliance and achieve your objectives with minimal difficulties. 

This chapter provides an overview of 14 additional administrative and program requirements specified in Subparts J and K of 24 CFR Part 570 that apply to subrecipients as well as grantees. They are:

· Program Income (24 CFR 570.503 and 570.504).

· Programmatic and Budget Changes.

· Civil Rights and Fair Housing; Employment and Contracting Opportunities (24 CFR 570.601, 570.607 and 570.614).

· Labor Standards (24 CFR 570.603).

· Environmental Requirements (with respect to the use of funds, 24 CFR 570.604).

· Historic Preservation.

· National Flood Insurance Program (24 CFR 570.605).

· Floodplain Management (24 CFR Part 55).

· Relocation, Real Property Acquisition, and One-for-One Housing Replacement 

(24 CFR 570.606).

· Lead-based Paint (24 CFR 570.608).

· Political Activity (24 CFR 570.207(a)(3)).

· Conflict of Interest (24 CFR 570.611).

· Program Monitoring (24 CFR 570.501(b), 24 CFR 85.40(a) and (e), and 24 CFR 84.51(a)).

· Suspension and Termination (24 CFR 570.503 (b) (6), 24 CFR 85.43 and 44, and 24 CFR 84.62).

The purpose of this chapter is to outline the specific requirements and areas of responsibility contained in these sections of the CDBG program regulations. For a more complete explanation of the standards and procedures relevant to any particular requirement, you should refer to the regulations themselves, to the Executive Orders or laws cited, and to your written Agreement with the grantee.

AS YOU READ THIS CHAPTER, THINK ABOUT … 

1.
Which of your agency’s activities may involve or be affected by the 14 requirements summarized in this chapter.

2.
Whether any of these requirements might require a change in the way you currently conduct your CDBG-assisted activities, and if so, how.

3.
Ways you should adapt your procedures (e.g., through staff training or changes in systems) to comply with the regulations and ensure that none of these requirements will provide a barrier to fulfilling the objectives of your Subrecipient Agreement.

4.
What sort of technical assistance might be helpful to you in understanding and implementing the requirements of Subparts J and K of the CDBG regulations.

5.
Whether your current Subrecipient Agreement adequately addresses the requirements summarized here.

6.1
Program Income (24 CFR 570.503(a), (b)(3) and (7), and 570.504)

· The term “program income” means any gross income received by the subrecipient that was directly generated from the use of CDBG funds (24 CFR 570.500(a)). This includes, but is not limited to:

· Proceeds from the sale or long-term lease of real property purchased or improved with CDBG funds.

· Proceeds from the disposition of equipment purchased with CDBG funds.

· Gross income from the use or rental of property acquired by the grantee or subrecipient with CDBG funds, less the costs incidental to the generation of such income.

· Gross income from the use or rental of property owned by the grantee or subrecipient that was constructed or improved with CDBG funds, less any costs incidental to the generation of such income.

· Payments of principal and interest on loans made using CDBG funds.

· Proceeds from the sale of loans made with CDBG funds.

· Proceeds from the sale of obligations secured by loans made with CDBG funds.

· Interest earned on program income, pending the disposition of such program income.

· Funds collected through special assessments made against properties owned and occupied by households not of low- and moderate-income, where such assessments are used to recover part or all of the CDBG portion of a public improvement.

Program income does not include (except for funds in lump-sum drawdown accounts), the interest earned on cash advances from the grantee or funds held in a revolving loan fund account. Such interest must be returned to the grantee for remittance to HUD.

When income is generated by an activity that is only partially assisted with CDBG funds, the income must be prorated to reflect the percentage of CDBG funds used to determine the portion that is program income. 

· The written agreement between the subrecipient and the grantee will specify whether any program income received by the subrecipient is to be returned to the grantee or retained by the subrecipient for use in carrying out CDBG activities.
· If the program income is to be retained by the subrecipient, the written agreement will also specify what CDBG-eligible activities the subrecipient may undertake with the program income. 

· The receipt and expenditure of program income must be recorded by the subrecipient as part of its records of financial transactions. 

· When a subrecipient retains program income, such income must be used for any authorized activity before drawing down additional grant funds from the grantee, except in the case of a revolving fund. In the case of program income in a revolving fund, the subrecipient must use the program income for the activity for which the revolving fund was established, before drawing down additional grant funds for that activity. 

· At the expiration of the Subrecipient Agreement, any program income on hand or subsequently received by the subrecipient must be returned to the grantee.

6.2
Programmatic and Budget Changes 

The Subrecipient Agreement and/or the grantee’s written policies must specify when prior approval of the grantee is necessary for a programmatic or budget change relative to the subrecipient’s CDBG-funded activities. For example, prior approval and/or a written amendment to the Agreement usually will be necessary when any of the following are anticipated:  

· A revision to the scope or objectives of the CDBG activities, including purpose, location, or beneficiaries.

· The need to extend the period of availability of funds.

· Changes in key personnel when specified in the application package or grant award.

· In non-construction projects, when contracting out a portion of the activity to a third party, unless specified in the application.

· A revision that would result in the need for additional funding.

· Cumulative transfers among direct cost categories or, if applicable, among separately budgeted activities or projects which exceed 10 percent (unless this requirement is waived by the grantee).

· Expenditures on items for which the applicable cost principles (OMB Circulars A-87 and A-122) require prior approval, see 570.200(h) for pre-award/pre-agreement costs.

6.3
Civil Rights and Fair Housing; Employment and Contracting Opportunities 
       (24 CFR 570.601-602, 570.607)

The Subrecipient Agreement must require the subrecipient to administer its CDBG funds in compliance with the following Federal laws and Executive Orders, and implementing regulations:  

· Title VI of the Civil Rights Act of 1964 (Public Law 88-352 implemented in
24 CFR Part 1):  This law states that no person shall, on the grounds of race, color, or national origin, be excluded from participation in, be denied the benefits of, or be subjected to discrimination under any program or activity receiving Federal financial assistance. 

· Fair Housing Act, Title VIII of the Civil Rights Act of 1968 (Public Law 90-234): The Fair Housing Act prohibits discrimination in housing practices on the basis of race, color, religion, sex, and national origin. The Fair Housing Act was amended in 1988 to provide protections from discrimination in any aspect of the sale or rental of housing for families with children and persons with disabilities. The Fair Housing Act also establishes requirements for the design and construction of new rental or for-sale multi-family housing to ensure a minimum level of accessibility for persons with disabilities.

· Executive Order 11063, as amended by Executive Order 12259 (implemented in 24 CFR Part 107):  This order and its implementing regulations require HUD to take all actions necessary to prevent discrimination because of race, color, religion, sex, or national origin in the use, occupancy, sale, leasing, rental, or other disposition of residential property assisted with Federal loans, advances, grants, or contributions.

Section 104(b) of Title I of the Housing and Community Development Act of 1974, as amended (42 U.S.C. 5301 et. seq.):  This law provides that any grant under Section 106 shall be made only if the grantee certifies to the satisfaction of the Secretary of HUD that the grantee will, among other things, affirmatively further fair housing.

· Section 109 of Title I of the Housing and Community Development Act of 1974, as amended (42 U.S.C. 5301 et. seq., particularly 42 U.S.C. 6101 et. seq., and 29 U.S.C. 794):  This law mandates that no person on the grounds of race, color, national origin, sex, or religion shall be excluded from participation, denied the benefits of, or otherwise be subject to discrimination under any activity funded in whole or part with CDBG funds.

· Section 3 of the Housing and Community Development Act of 1968 (12 U.S.C. 1701u):  This section implemented at 24 CFR Part 135 requires that, to the greatest extent feasible, a subrecipient must:  

· Ensure that opportunities for training and employment arising in connection with a housing rehabilitation (including reduction and abatement of lead-based paint hazards), housing construction, or other public construction project are given to low- and very low-income persons residing within the metropolitan area in which the CDBG-funded project is located; where feasible, priority should be given to low- and very low-income residents within the service area of the project or the neighborhood in which the project is located, and to low- and very low-income participants in other HUD programs.

· Award contracts for work undertaken in connection with a housing rehabilitation (including reduction and abatement of lead-based paint hazards), housing construction, or other public construction project are given to business concerns that provide economic opportunities for low- and very low-income persons residing within the metropolitan area in which the CDBG-funded project is located; where feasible, priority should be given to business concerns which provide economic opportunities to low- and very low-income residents within the service area or the neighborhood in which the project is located and to low- and very low-income participants in other HUD programs.

· Section 504 of the Rehabilitation Act of 1973, as amended (implemented at        24 CFR Part 135):  This section specifies that no otherwise qualified individual shall solely by reason of his or her handicap be excluded from participation (including employment), denied program benefits, or subjected to discrimination under any program or activity receiving Federal assistance. Part 8 requires that recipients ensure that their programs are accessible to and usable by persons with disabilities. Part 8 also prohibits recipients from employment discrimination based upon disability.

· The Americans with Disabilities Act  (ADA) of 1990:  This law prohibits discrimination on the basis of disability in employment by state and local governments and in places of public accommodation and commercial facilities. The ADA also requires that facilities that are newly constructed or altered, by, on behalf of, or for use of a public entity, be designed and constructed in a manner that makes the facility readily accessible to and usable by persons with disabilities. The Act defines the range of conditions that qualify as disabilities and the reasonable accommodations that must be made to assure equality of opportunity, full participation, independent living, and economic self-sufficiency for persons with disabilities.

· The Age Discrimination Act of 1975, as amended:  This law provides that no person shall be excluded from participation, denied program benefits, or subjected to discrimination on the basis of age under any program or activity receiving Federal assistance.

· Executive Order 11246 (as amended by Executive Orders 11375 and 12086) — Equal Opportunity Under HUD Contracts and HUD-assisted Construction Contracts:  This order requires that grantees and subrecipients and their contractors and subcontractors agree not to discriminate against any employee or applicant for employment because of race, color, religion, sex, or national origin.

· The Architectural Barriers Act of 1968:  The Architectural Barriers Act  (ABA) of 1968 (ABA) (42 U.S.C. _151-4157) requires that certain buildings financed with Federal funds must be designed, constructed, or altered in accordance with standards that ensure accessibility for persons with physical disabilities. The ABA covers any building or facility financed in whole or in part with Federal funds, except privately owned residential structures. Covered buildings and facilities designed, constructed, or altered with CDBG funds are subject to the ABA and must comply with the Uniform Federal Accessibility Standards.

6.4
Labor Standards (24 CFR 570.603)

· All laborers and mechanics employed by contractors or subcontractors on construction work in excess of $2,000 and financed in whole or in part with CDBG funds must be paid “prevailing wages” that have been determined in accordance with the Davis-Bacon Act as amended (40 U.S.C. 276a–276a-5). The Contract Work Hours and Safety Standards Act (40 U.S.C. 327–333) also applies to such activities. 

· These labor standards shall apply only to the rehabilitation of residential property if the property contains not less than eight (8) units. 

Subrecipients are strongly encouraged to consult closely with their grantee during the planning of any construction or rehabilitation projects to assure that all the requisite labor standards will be properly observed. Grantees and subrecipients should pay particular attention to the technical complexities entailed in:  

· Determining whether a project might be subject to Davis-Bacon requirements.

· Obtaining the appropriate prevailing wage rates and inserting the wage determination and the appropriate labor standards provisions in the contract.

· Requesting additional wage rate classifications that may not appear on a wage decision.

· Conducting an adequate pre-construction conference.

· Monitoring the work-site and contractor/subcontractor payrolls to document compliance with these requirements, including on-site employee wage interviews.

6.5
Environment Requirements (24 CFR 570.604) 

In their use of CDBG funds, grantees are required to assume responsibility for environmental review, decision making, and other action that would otherwise apply to HUD under the National Environmental Policy Act of 1969 and other related provisions of law. The CDBG regulations explicitly prohibit subrecipients from assuming the grantee’s environmental responsibilities (see 24 CFR 570.503(b)(5)(i)).

However, under the applicable regulations for any project receiving CDBG assistance, no party involved with the project, including subrecipients, may commit funds to the project, including incurring project costs, until the grantee completes the appropriate environmental review and public notification process, and HUD approves a certification of compliance with environmental laws and request for release of funds from environmental conditions. Activities not subject to this restriction are those the regulations define as exempt from environmental review. However, before any party involved with the project can incur costs, even for activities that are exempt, the grantee must first make a formal determination that the activity(ies) is exempt. (The list of activities that are exempt from environmental review are found in 24 CFR part 58.34 and 58.35(b).)

6.6
Historic Preservation

Subrecipients must be careful not to violate provisions of the Historic Preservation Act and related laws and Executive Orders. Before commitments are made to make any physical improvements or alterations or to demolish any building, a subrecipient should receive assurances from the grantee that the grantee is in compliance with the Act. 

Part of the grantee responsibility requires it to consult with the State Historic Preservation Officer as to whether the property:  (1) is or could be declared a historic property; (2) is located in a historic district or an area which could be declared a historic district; and (3) involves proposed changes that could adversely affect historic properties or neighborhoods or properties or neighborhoods which could be declared historic. 

If historic properties could be adversely affected, an agreement must be reached on appropriate mitigating measures with all parties identified in 36 CFR Part 800.

6.7
National Flood Insurance Program (24 CFR 570.605)
If a community has had notice for more than a year that an area has been identified by the Federal Emergency Management Agency (FEMA) as having special flood hazards, CDBG funds cannot be spent for acquisition or construction purposes in the area unless the community is participating in the National Flood Insurance Program and such insurance has been purchased for the properties in question. Note that there is a statutory prohibition against providing Federal assistance to a person who had previously received Federal flood disaster assistance conditioned on obtaining and maintaining flood insurance and the person failed to obtain and maintain such insurance. (24 CFR 58.6(b)).

6.8
Floodplain Management

Subrecipients should select sites that are located outside of special flood hazard areas for projects proposing new construction or substantial improvement of existing buildings. Executive Order 11988, Floodplain Management, directs agencies “to avoid direct or indirect support of floodplain development wherever there is a practicable alternative” (24 CFR Part 55).

Note that the guidance relating to environmental requirements is available on the HUD Web site at: http://www.hud.gov/offices/cpd/environment/index.cfm.

6.9
Relocation, Real Property Acquisition, and One-for-One Housing Replacement
(24 CFR 570.606 (b) and (c))
A subrecipient must comply with (1) the Uniform Relocation Assistance and Real Property Acquisition Policies Act of 1970, as amended (URA), 24 CFR 570.606(b), and 49 CFR Part 24; and (2) the requirements of 24 CFR 570.606(c) and 24 CFR Part 42 governing the Residential Antidisplacement and Relocation Assistance Plan (Plan) under Section 104(d) of the HCD Act. 

Under the URA and the Plan, the subrecipient must provide relocation assistance to persons (families, individuals, businesses, non-profit organizations, and farms) that are displaced as a direct result of acquisition, rehabilitation, demolition, or conversion for a CDBG-assisted project. All property occupants must be issued certain notices on a timely basis. (Failure to issue timely notices may result in unnecessary expenses.)

The Plan also requires the one-for-one replacement of any occupied or vacant occupiable low/moderate-income housing that is demolished or converted to another use in connection with a CDBG-assisted project. Finally, the Plan requires the identification of the steps that will be taken to minimize displacement. 

Real property acquisition requirements are described in 49 CFR 24, Subpart B.

6.10
Lead-Based Paint (24 CFR 570.608 and Part 35)
CDBG-funded activities, such as the acquisition, construction, or rehabilitation of residential structures, may not use lead-based paint.

Certain requirements apply to the use of CDBG funds for the rehabilitation of a residential property that was constructed before 1978. At a minimum, grantees are required to: (a) notify a purchaser or lessee of the presence of any known lead-based paint and/or lead-based paint hazards; (b) paint test surfaces to be disturbed or removed during rehabilitation for the presence of lead-based paint, or presume lead-based paint and notify the occupants of the results within 15 days of when the evaluation report is received or the presumption is made; (c) provide each occupied dwelling unit discussed in (a) and (b) in the preceding section with the EPA-approved lead hazard information pamphlet Protect Your Family From Lead in Your Home or EPA-approved equivalent; (d) reduce lead hazards as required by the applicable subparts of Part 35; and (e) perform clearance testing, including dust testing, before reoccupancy after all but minimal (“de minimis”) amounts of paint disturbances. (See in the following section for details.)

The CDBG regulation at 24 CFR 570.608 states that the following subparts of Part 35 apply to the use of CDBG funds in pre-1978 housing: 

· A -  (Disclosure of Known Lead-Based Paint and/or Lead-Based Paint Hazards Upon Sale or Lease of Residential Property),

· B - (General Lead-Based Paint Requirements and Definitions for All Programs),

· J  - (Rehabilitation),

· K - (Acquisition, Leasing, Support Services, or Operation), and

· R  - (Methods and Standards for Lead-Based Paint Hazard Evaluation and Hazard Reduction Activities).
Part 35, Subpart A, is called the Lead Disclosure Rule; and Part 35, Subparts B through R, are called the Lead Safe Housing Rule.

Certain properties are exempt from the requirements of the Lead Safe Housing Rule. They include:

· Housing built on or after January 1, 1978;

· Zero-bedroom dwellings, including efficiency apartments, single-room occupancy housing, dormitories, or military barracks;

· Housing exclusively for the elderly or people with disabilities, unless a child under age 6 resides or is expected to reside there;

· Units that have been found to be free of lead-based paint by a certified lead-based paint inspector;

· Units where all lead-based paint has been removed;

· Unoccupied housing that will remain vacant until it is demolished;

· Non-residential portions of mixed-use buildings, except that spaces serving both residential and non-residential uses are covered by the rule;

· Units that are to be rehabilitated without disturbing a painted surface; and

· Units that are subject to emergency repair action needed to safeguard against imminent danger to human life, health or safety, or to protect the property from further structural damage;

For properties that are covered by the Lead Safe Housing Rule, the lead-based paint requirements for rehabilitation depend on the amount of Federal rehabilitation assistance provided. The amount of Federal rehabilitation assistance is the average per unit amount of Federal funds for the hard costs of rehabilitation, excluding lead-based paint hazard evaluation and hazard reduction activities. In calculating this assistance amount, you must consider both the total amount of Federal assistance to be used (including CDBG and other funds) and the hard costs of rehabilitation (including Federal and non-Federal funds). Whenever these two amounts are not the same, the smaller of the two determines the type and level of lead-based paint requirement. For a structure with more than one dwelling unit, the thresholds are applied against the average amount of Federal assistance per unit or the average hard cost of rehabilitation per unit, whichever is lower.

The following is a general overview of the requirements based on dollar thresholds per year per assisted housing unit:

· Up to and including $5,000—notice, provision of pamphlet, paint testing of surfaces to be disturbed or presumption of lead-based paint, safe work practices as part of rehabilitation (except for minimal amounts of paint disturbances), repair any paint that is disturbed, and clearance after the work and before reoccupancy.

· $5,001–$25,000—notice, provision of pamphlet, paint testing or presumption, risk assessment to identify lead-based paint hazards, interim control or standard treatment of lead-based paint hazards, and clearance.

· Over $25,000—notice, provision of pamphlet, paint testing or presumption, risk assessment, abatement of lead-based paint hazards, ongoing lead-based paint maintenance, and clearance.

· Minimal (“de minimis”) amounts(Safe work practices and clearance are not required when maintenance or hazard reduction activities do not disturb painted surfaces that total more than: 20 square feet on exterior surfaces; 2 square feet in any one interior room or space, or 10 percent of the total surface area on an interior or exterior type of component type with a small surface area (e.g., window sills, baseboards, and trim).
· Pamphlet(The Protect Your Family From Lead in Your Home pamphlet can be downloaded in English and Spanish from www.hud.gov/offices/lead or www.epa.gov/lead, and single paper copies can be obtained from the National Lead Information Clearinghouse at 1-800‑424‑LEAD. Persons with hearing or speech impediments may access this telephone number via TTY by calling the toll-free Federal Information Relay Service at 1-800-877-8339.

The in the preceding section description is intended to provide basic information on lead-based paint requirements. Consult the applicable portions of 24 CFR Part 35 (see www.hud.gov/offices/lead) and/or contact the HUD field office for greater detail if you are carrying out an activity subject to these requirements.
6.11
Political Activity (24 CFR 570.207(a)(3)) 

A subrecipient is prohibited from using CDBG funds to finance the use of facilities or equipment for political purposes or to engage in other partisan political activities, such as sponsoring candidate forums, distributing brochures, voter transportation, or voter registration. However, a facility originally assisted with CDBG funds may be used on an incidental basis to hold meetings, candidate forums, or voter registration, provided that all parties and organizations have access to the facility on an equal basis and are assessed equal rent or use charges, if any.

6.12
Conflict of Interest (24 CFR 570.611; 24 CFR 85.36; and 24 CFR 84.42) 
There are two sets of conflict of interest provisions applicable to activities carried out with CDBG funding. The first set, applicable to the procurement of goods and services by subrecipients, is the procurement regulations located at 24 CFR 84.42 and 85.36. (See 24 CFR 570.611(a)(1).) The second set of provisions is located at 24 CFR 570.611(a)(2). These provisions cover situations not covered by parts 84 and 85. 

With respect to procurement activities, the subrecipient must maintain written standards of conduct governing the performance of its employees engaged in the award and administration of contracts. At a minimum, these standards must:

· Require that no employee, officer, or agent may participate in the selection, award, or administration of a contract supported by Federal funds if a real or apparent conflict would be involved. Such a conflict would arise when any of the following parties has a financial or other interest in the firm selected for an award:

· an employee, officer, or agent of the subrecipient;

· any member of an employee's, officer's, or agent's immediate family;

· an employee's, agent's, or officer's partner; or

· an organization which employs or is about to employ any of the in the preceding section.

· Require that employees, agents, and officers of the subrecipient neither solicit nor accept gratuities, favors, or anything of value from contractors, or parties to subagreements. However, subrecipients may set standards for situations in which the financial interest is not substantial or the gift is an unsolicited item of nominal value.
· Provide for disciplinary actions to be applied for any violations of such standards by employees, agents, or officers of the subrecipient.

With respect to all other CDBG-assisted activities, the general standard is that no employee, agent, or officer of the subrecipient, who exercises decision-making responsibility with respect to CDBG funds and activities, is allowed to obtain a financial interest in or benefit from CDBG activities, or have a financial interest in any contract, subcontract, or agreement regarding those activities or in the proceeds of the activities. Specific provisions include that:  

· This requirement applies to any person who is an employee, agent, consultant, officer, or elected or appointed official of the grantee, a designated public agency, or a subrecipient, and to their immediate family members, and business partner(s). 

· The requirement applies for such persons during their tenure and for a period of 1 year after leaving the grantee or subrecipient organization. 

· Upon written request, exceptions may be granted by HUD on a case-by-case basis, after consideration of the cumulative effect of various factors listed at 24 CFR 570.611(d), and only with:  (a) full disclosure of the potential conflict, and (b) a legal opinion of the grantee’s attorney that there would be no violation of state or local laws in granting the exception. 

6.13
Program Monitoring (24 CFR 570.501(b), 24 CFR 85.40(a) and (e), and 24 CFR 84.51(a))
A grantee is responsible for ensuring that all CDBG funds under its oversight are used in accordance with all program requirements, and for determining the adequacy of its subrecipients’ performance. Accordingly, the grantee is empowered to make site visits and review program files as necessary to fulfill these responsibilities. 
6.14
Suspension and Termination (24 CFR 570.503(b)(6)) 

When problems arise in the performance of a subrecipient, the grantee is responsible for taking appropriate actions for correcting these deficiencies, including suspending or terminating the CDBG activities being carried out by the subrecipient (24 CFR 570.501(b)).

Consistent with 24 CFR 570.503(b)(6), the written agreement between the grantee and the subrecipient must specify that suspension or termination may occur if the subrecipient materially fails to comply with any term of the CDBG award, and that the agreement may also be terminated for convenience (also see 24 CFR 85.43–85.44 and 84.62). 

Exercise for Chapter 6.0 — Other Administrative and Program Requirements

Circle the Correct Answer

1. Available program income must be used by the subrecipient before requesting additional grant funds from the grantee. 

TRUE                         FALSE
2. Program income must be used by the subrecipient for the same CDBG-funded activity that generated it. 

TRUE                         FALSE
3. Amendments to the Subrecipient Agreement are only necessary if the amount of the CDBG funding or the period in which it will be available is to be changed. 

TRUE                         FALSE
4. Regardless of the National Objective being addressed by a CDBG-funded public construction activity, in carrying out that activity, a subrecipient must ensure that to the greatest extent feasible, jobs are made available to local low- and moderate-income persons. 

TRUE                         FALSE
5. Davis-Bacon “prevailing wage” standards apply to all CDBG-funded construction or rehabilitation projects. 

TRUE                         FALSE
6. Subrecipients are required to perform an environmental review before incurring any program expenses in connection with a CDBG-funded activity. 

TRUE                         FALSE
7. In areas identified by FEMA as having special flood hazards, the National Flood Insurance requirements apply only to CDBG-funded new construction projects. 

TRUE                         FALSE
8. The “one-for-one replacement” rule for low/moderate-income dwelling units that are demolished as a result of a CDBG-funded project only applies if the unit was occupied at the time that the CDBG project was initiated. 

TRUE                         FALSE
9. In a structure to be rehabilitated that has historic significance and is found to contain lead paint, the lead-based paint abatement requirements take precedence over the historic preservation requirements. 

TRUE                         FALSE
10. If a contractor, who sits on the board of directors of a non-profit subrecipient, offers to donate his time to perform rehabilitation on the subrecipient’s homeless shelter, there is no conflict of interest if the contractor is only reimbursed for the cost of materials. 

TRUE                         FALSE
11. A grantee may only perform an on-site monitoring at a time convenient to the subrecipient, and during that monitoring the grantee does not have a right to inspect individual client files. 

TRUE                         FALSE
The answers are on next page.

Exercise for Chapter 6.0 — Other Administrative and Program Requirements (continued) 

Answers to questions from preceding pages  

1. TRUE. According to 24 CPR 570.504(b)(2), program income on hand must be used before drawing down additional grant funds, except in the instance of program income in a revolving fund, in which case the subrecipient must use the program income for the activity for which the revolving fund was established before drawing down additional funds for that same activity. 

2. FALSE. The Subrecipient Agreement must specify whether the subrecipient will be allowed to retain program income (24 CFR 570.504(c)). The Agreement should also specify the CDBG activities for which this program income may be used, which do not have to be the same activities that generated it. For example, the Agreement could specify that program income generated from repayment of economic development loans to for-profit businesses is to be used subsequently for housing rehabilitation loans. On the other hand, the grantee could authorize the subrecipient to keep the income in a revolving fund, in which case it would have to be used for making other economic development loans.

3. FALSE. In addition to changes to the total funding and period of performance, there are a variety of other circumstances under which a formal amendment to the Agreement should be executed. For example, a formal amendment should be made if additional activities are added to the scope of work, funds are substantially re-budgeted among activities, or the performance objectives for a particular activity are modified. Although sometimes incorrectly dismissed as a mere formality, written amendments serve to protect both the grantee and the subrecipient by making explicitly clear what the current expectations and legal responsibilities are for each party to the agreement.

4. TRUE. A requirement of Section 3 of the Housing and Community Development Act of 1974, as amended, states that it is the responsibility of grantees and subrecipients to make every reasonable effort to ensure that such employment opportunities are created for low- and moderate-income persons within the area.

5. FALSE. In general, Davis-Bacon “prevailing wage” standards apply only to construction contracts in excess of $2,000 for construction work financed in whole or in part with CDBG assistance. For rehabilitation or new construction of residential properties, a CDBG-financed project is only subject to Davis-Bacon requirements if the property includes eight (8) or more units.

6. FALSE. Although a subrecipient is not allowed to incur program expenses for a CDBG project before the receipt of environmental clearance, it is the grantee that has the responsibility of completing the environmental review, not the subrecipient.

7. FALSE. The National Flood Insurance Program requirements apply to any CDBG-funded acquisition or construction project (including rehabilitation) in a community that has had notice from FEMA for more than a year that the project area has special flood hazards. 

8. FALSE. The “one-for-one replacement” requirement applies if the low/moderate-income unit had been occupiable and not just if it was actually occupied. 

9. FALSE. Both the lead-based paint abatement and the historic preservation requirements must be satisfied. If the subrecipient cannot comply with both sets of requirements with the available funding, then it cannot assist the unit. 

10. FALSE. Even if the contractor only receives reimbursement for materials “at cost,” the contractor will be considered to have a “financial interest” and therefore a conflict would exist. However, the grantee could request that HUD provide an exception in accordance with § 570.611(d) in this type of instance, where the contractor’s interest does not include payment for his or her services.

11. FALSE. In its efforts to fulfill its oversight responsibilities, a grantee is given broad discretion in the establishment of schedules for on-site visits and for examining any program records that it deems necessary for monitoring compliance with CDBG requirements. However, it is good practice to consider the subrecipient’s situation when scheduling such a visit, so as not to create too much of an inconvenience.

CHAPTER 7.0:  AUDITS

Even if your agency had its own internal sources of funds, you would still want to have some independent review of your financial and program results to let you know whether you were making adequate progress toward your goals and objectives, and that you were not wasting funds. GAO has stated that you, as a subrecipient of the CDBG Entitlement program, share a joint responsibility with your grantee to ensure that Federal program resources are applied “efficiently, economically and effectively to achieve the purposes for which the resources were furnished.”1 The financial and performance audits discussed in this chapter are designed to assure that grantees and subrecipient agencies meet this mutual responsibility and are accountable to the public. In particular:  

1. Financial audits are designed to provide an independent opinion on whether your agency’s financial statements present in a fair manner actual operating results in accordance with accepted standards, and whether your agency has complied with specific financial requirements in terms of systems and procedures. 

2. Performance audits provide an independent point of view on the extent to which your agency has faithfully, efficiently and effectively carried out its operations, and achieved the intended results or benefits of its programs. 

In general, a formal IPA audit sits at the third rung of a four-rung examination ladder. The first rung corresponds to your own internal bookkeeping systems and procedures that enable you to compile operating results for a given period of time and give you a chance to compare your agency’s financial and program results for that period, as a whole, to your goals and objectives. The second rung corresponds to an outside accountant’s compilation and review of your operating data for a given period. However, at this level, the review is still informal and may not result in the accountant’s formal opinion as to the reliability and accuracy of the results. 

The third level of examination, discussed in this chapter, corresponds to the formal IPA audit that must be performed anytime your agency expends $500,000 or more in Federal funds in a year. Its primary goal is to determine whether your agency has adequate systems in place to assure that:  

· Goals and objectives are met.

· Resources are safeguarded.

· Laws and regulations are followed.

· Reliable data are obtained, maintained, and accurately disclosed.

This level of review should always result in a formal opinion of the accuracy and reliability of the data presented as expressed in a management letter. 

The fourth level of audit corresponds to detailed evaluations by the GAO or HUD’s OIG that are designed to improve the productivity of Federal agencies and programs by identifying and correcting poor management practices among these agencies and their grantees and subrecipients. These types of audits are not discussed in detail here, but, if you are interested, your grantee or local HUD office should be able to provide you with information on GAO and OIG procedures and standards. 

This chapter summarizes Federal requirements for IPA audits of subrecipients subject to the provisions of the Single Audit Act. It discusses general audit requirements, internal control and compliance reviews, audit reports, auditor selection and procurement, audit costs, and audit review and resolution procedures. The intent is not only to summarize the procedures necessary to comply with Federal requirements, but also to show that an IPA audit gives you an excellent opportunity to measure the strengths and weaknesses of your program so you can improve your performance.

AS YOU READ THIS CHAPTER, THINK ABOUT …
1.
What kind of audit your agency is required to perform, and whether multiple funding sources are involved (Federal, non-Federal).

2.
Based on prior financial reviews or audits, whether you feel your agency has sufficient control over its financial situation and its CDBG-related activities.

3.
Whether there are any particular financial or program concerns you feel should be addressed as part of your next audit.

4.
What files, records, or procedures should be organized and updated before your next audit, so that the auditor might be more efficient in collecting and organizing the data and giving you important feedback on financial and program results.

7.1
General Audit Requirements 

Subrecipients that expend $500,000 or more in total Federal financial assistance
 in a year are responsible for obtaining an independent audit in accordance with the Single Audit Act of 1984 and OMB Circular A-133 as referenced at 24 CFR 84.26 and 85.26. The computation of the total of such assistance includes all Federal funds received by the entire entity, and not just the department or division receiving the CDBG funding. For purposes of determining the amount of Federal assistance expended, all Federal assistance shall be considered, including that which is received directly from a Federal agency, or passed through a state or local government, or through non-profit organizations, or any combination thereof. 

If a subrecipient expends less than $500,000 per year in Federal financial assistance, it is exempt from Federal audit requirements. However, the subrecipient must still have records available for review by HUD, the grantee, or GAO, and there also may be separate state or local laws prescribing additional audit requirements. 

If a subrecipient has expended more than $500,000 in a year under only one Federal program, the auditee may elect to have a program-specific audit conducted in lieu of a single audit. (A single audit is an audit that includes both the entity’s financial statements and the Federal funds it has expended.) If the subrecipient elects this option, the auditor(s) will perform the compliance testing for the individual grant program in accordance with OMB Circular 133, Subpart B—Audits §___.235 Program-specific audits.

If a subrecipient in turn provides $500,000 or more of its Federal financial assistance in a year to another subrecipient, the providing subrecipient must ensure that this second subrecipient has complied with the relevant audit requirements and applicable laws and regulations. It must also issue a management decision on audit findings within 6 months after receipt of the audit report and ensure that the subrecipient takes appropriate and timely corrective action  (see OMB Circular A-133, Subpart D, §___.400 Responsibilities, paragraph [d]).

Subrecipients will be responsible for providing the auditor with a summary schedule of any prior audit findings, whether corrective action was taken, and the status of corrective actions not yet completed.

7.2
Internal Control and Compliance Review

The Single Audit Act requires, among other things, that the independent auditor determine and report on whether the organization or governmental entity has internal control systems to provide reasonable assurance that it is managing its Federal assistance programs in compliance with applicable laws and regulations. (See also OMB Circular 133, Subpart E—Auditors, §__.500 Scope of audit, paragraph (c).) The auditor will perform tests of these controls to evaluate the effectiveness of the design and operation of the policies and procedures in preventing or detecting material noncompliance. 

The auditor will also conduct compliance testing. (OMB Circular 133, Subpart E—Auditors, §__.500 Scope of audit, paragraph (d).)  For the CDBG program, the auditor will examine a sample of transactions to determine whether:  

· The amounts reported by the subrecipient as expenditures were for allowable services, and the records show that those who received benefits or services were eligible to receive them.

· Applicable limitations (such as ceilings on administrative costs, or funding for public services, as well as allocations for activities to principally benefit low- and moderate-income individuals) were met.

· The subrecipient’s financial reports and claims for advances and reimbursements contain information that is supported by the books and records from which the basic financial statements have been prepared.

· Program income received was properly recorded and used before drawing additional grant funds.

· The expenses claimed by the subrecipient are in accordance with the applicable cost principles and uniform administrative requirements.

7.3
Audit Reports

Following the completion of the audit, an audit report must be prepared. (See OMB Circular 133, Subpart E--Auditors, §__.505 Audit reporting.)  The audit report must contain at least the following (assuming that it is a single audit as opposed to a program-specific audit):  

· An opinion as to whether the subrecipient’s financial statements are presented fairly in all material respects, and an opinion as to whether the schedule of expenditures of Federal awards is presented fairly in relation to the financial statements taken as a whole.

· A report on the subrecipient’s internal control related to the financial statements and major programs. The report would be expected to identify the significant internal accounting controls and those controls designed to provide reasonable assurance that Federal programs are being managed in compliance with applicable laws and regulations.

· A report on compliance containing:  an opinion as to whether each major Federal program was being administered in compliance with applicable laws and regulations; a statement of positive assurance for those items tested; negative assurance for those items not tested; a summary of all instances of noncompliance; and, identification of total amounts questioned.

· A schedule of findings and questioned costs, where applicable.

The audit must generally be completed within 9 months after the end of the audit period and the report submitted within 30 days of receipt of the auditor’s report(s). The subrecipient shall submit to the Federal clearinghouse designated by OMB the data collection form used in the audit along with a copy of the reporting package. It shall also submit a copy of the reporting package to HUD and the grantee.

A subrecipient should maintain copies of audit reports on file for a minimum of 4 years from the date of their issuance. Similarly, the subrecipient should ensure that its auditor maintains copies of the audit work papers for a minimum of 4 years from the date of the report issuance. If there remain unresolved audit issues at the end of this 4-year period, the subrecipient should notify the auditor in writing to extend the retention period.

7.4
Auditor Selection/Procurement 

In arranging for audit services, subrecipients must follow the procurement requirements found in 24 CFR 85.36 or 24 CFR 84.41-48, as applicable. Small audit firms and audit firms owned and controlled by minorities or women must have the maximum practicable opportunity to participate in audit contracts.

In requesting proposals for audit services, the objectives and scope of the audit should be made clear. Factors to be considered in evaluating each proposal for audit services include the responsiveness to the request for proposal, relevant experience, availability of staff with professional qualifications and technical abilities, the results of external quality control review, and price.

7.5
Audit Costs

The costs of audits made in accordance with the applicable regulations are allowable charges to Federal assistance programs. These charges can be treated as either a direct cost or an allocated indirect cost. In regard to the latter, the percentage of costs generally charged to Federal assistance programs for a single organization wide audit should not exceed the percentage that the subrecipient’s Federal funds represent of total funds expended by the entity during the applicable year. The percentage may be exceeded, however, if appropriate documentation demonstrates higher actual costs. 

7.6
Audit Review and Resolution

As noted in the preceding section, the reports from any independent audits must be forwarded by the subrecipient to the grantee (in its role as the entity providing the funds), who will review all such reports to determine whether they meet all relevant standards and are acceptable.

A subrecipient must establish a system to ensure a timely and appropriate resolution to audit findings and recommendations. This system must address both independent audits performed relative to the Single Audit Act and audits completed on the subrecipient’s operations by the HUD OIG, GAO , or other governmental bodies. 

A subrecipient’s first step in the resolution of an audit is the preparation of its “Management’s Response” to the findings and recommendations contained in the audit report. In its response, the subrecipient should provide:  

For findings/recommendations with which the subrecipient agrees:

· Information on the actions it has taken (or plans to take) to correct the specified noncompliance or financial system deficiencies.

For findings/recommendations with which the subrecipient does not agree:
· The basis (including relevant documentation) for the subrecipient’s belief that an audit finding or recommendation is inaccurate or inappropriate.

Typically, the Management Response is due within 30 days from the subrecipient’s receipt of an audit report. If, in its Management Response, the subrecipient disagreed with any of the audit findings or recommendations, the grantee will re-examine the points in question to determine whether any revisions to the report’s findings/recommendations are warranted. It will then issue a Management Decision concerning the finding or recommendation. 

For those audit findings and recommendations with which the subrecipient agrees, and for any disputed findings or recommendations in which the subrecipient’s challenge is not upheld (in the grantee’s management decision), the next step in the resolution process is the implementation of procedures to prevent the deficient conditions from re-occurring. In general, action to correct findings or to implement recommendations must be completed within 1 year of the issuance of the audit report. The grantee may perform a site visit or require documentation that the corrective action procedures have been implemented, or may require the subrecipient’s independent auditor to report whether the subrecipient has implemented the prior year’s corrective action and/or recommendations. 

A “repeat finding” (a deficiency or area of noncompliance which appears in more than one successive audit for a subrecipient) will be viewed very seriously by a grantee and can often result in special conditions being attached to the subrecipient’s CDBG funding or other sanctions. 

Occasionally, the findings from an audit will result in “questioned costs.” A subrecipient’s costs associated with its CDBG funding may be questioned for the following reasons:  

· There is inadequate documentation to support the expenditure or the amount of cost charged to the grant.

· The expenditure does not appear to be related to the grant project.

· The cost was incurred outside the effective period of the Subrecipient Agreement or was a program expense incurred by the subrecipient before environmental review clearance was achieved.

· The expense is unallowable under the program regulations and applicable cost principles.

· The cost required the prior approval of the grantee, and no prior approval was obtained.

To resolve a questioned cost, the subrecipient must:  

· Provide the missing documentation to support the expenditure and amount.

· Offer detailed explanation of how the cost relates to the grant program.

· Seek retroactive approval for an expense that required prior approval (which the grantee may or may not give).

If a subrecipient is not able to resolve a questioned cost to the satisfaction of the auditor and/or grantee, the expense will be disallowed. A disallowed expense for which Federal funds were originally used must be reimbursed from non-CDBG/non-Federal funds. On occasion, such reimbursements can be repaid on a payment schedule negotiated with the grantee or the other relevant officials (e.g., HUD/OIG representatives).

Exercise for Chapter 7.0 — Audits 

Circle the Correct Answer

1. A non-profit subrecipient that has expended $35,000 in Federal financial assistance in a year from multiple Federal programs must have:  

(a) An audit of its entire operations.

(b) A program-specific financial audit for each Federal award.

(c) Either (a) or (b).

(d) No audit is required.

2. A non-profit subrecipient that has expended a total of $550,000 in Federal financial assistance in a single year, but only from one Federal program, must have:  

(a) An audit of its entire operations.

(b) A program-specific financial audit for the Federal award.

(c) Either (a) or (b).

3. Which of the following are necessary components of a financial audit report under the Single Audit Act?  

(a) An organizational chart or description of the entity’s organizational structure.

(b) Financial statements and schedule of Federal assistance.

(c) An inventory of non-disposable property.

(d) An itemization of personnel positions and salaries.

(e) An evaluation of internal control systems.

(f) A report on compliance.

(g) An assessment of the entity’s efficiency and effectiveness in its operation of the Federal program(s).

4. A subrecipient may procure independent audit services from any source of its choosing. 

TRUE                         FALSE
5. Cost considerations must be the dominant factor in the selection of auditors. 
TRUE                         FALSE
6. Since the Single Audit Act mandates a single audit for non-profit subrecipients that expend a total of $500,000 or more in a single year from multiple Federal programs, the non-profit can charge the full cost of the audit to those Federal programs. 
TRUE                         FALSE
The answers are on next page.

Exercise for Chapter 7.0 — Audits (continued)
Answers to questions from preceding pages
1. “(d).” No audit is required because the subrecipient expended less than the $500,000 in total Federal assistance that triggers the requirement for an audit.

2. The subrecipient may have either type of audit.

3. “(b),” “(e),” and “(f).”

4. FALSE. Subrecipients must follow procurement rules in either the Federal Acquisition Regulation or in 24 CFR Parts 84 and 85, as applicable. 

5. FALSE. Cost should only be a selection factor when the other selection criteria such as the qualifications and independence of the firms being considered have been met. 

6. TRUE. Since the audit is a mandated Federal requirement, the Federal programs can pay the full cost of the audit. 

CHAPTER 8.0:  CLOSEOUT

It would be nice if the closeout process for completing your activities under a Subrecipient Agreement were as simple as closing out a bank account or making a final payment on a mortgage. Unfortunately, closeout procedures can be somewhat drawn out, depending on the complexity of the activities undertaken and the nature of any contingent assets or liabilities which may survive the completion of your CDBG-funded activities. 

What this means is that your agency may remain “on the hook” (i.e., responsible) despite having completed all requirements under its Agreement and despite having paid/received all accounts due. The key to closing out your activities effectively is “clarity.” Clarity can only be achieved if you have carefully and fully documented all of your financial and program activities up to the point of closeout. The weaker your documentation, or the more complicated your program, or the longer time that has elapsed over the life of the Agreement, the more difficult it may be to achieve a resolution of closeout issues to the satisfaction of both your agency and the grantee. 

This chapter is designed to help you understand the closeout process with respect to:  

· General issues that must be addressed.

· Specific closeout procedures typically undertaken by subrecipients.

· Adjustments made to account for final costs, cash, and other asset balances.

· Continuing subrecipient responsibilities mandated by Federal regulations.

By knowing these ahead of time, you can take appropriate steps now to assure that you and the grantee are fully aware of the likely issues to be addressed during the settlement process. You can also clear up any documentation problems that may hinder your ability to finalize activities and deliverables under your Subrecipient Agreement.

AS YOU READ THIS CHAPTER, THINK ABOUT …

1.
Whether any of your CDBG-funded activities may be ready to closeout, and what their status is.

2.
Whether your financial and progress reports are up-to-date and accurately reflect the completion of your work under the Agreement.

3.
Whether there are any outstanding monitoring issues (findings or concerns) that have not been resolved to the satisfaction of the grantee.

4.
Whether there are any commitments (e.g., affordable housing) that may survive the closeout of your activities with the grantee, and how you plan to handle them.

8.1
Overview

The closeout of a Subrecipient Agreement is the process by which the grantee determines that all required work under the Agreement has been completed. This means that all financial, administrative, and performance issues related to the activities undertaken by the subrecipient have been resolved to the satisfaction of both the grantee and the subrecipient. 

The Federal regulations applicable to the CDBG program include few specific requirements relative to the closeout of subrecipient projects. The lack of specific Federal requirements means that there will be some variation in closeout procedures among communities. Nonetheless, many grantees, through the incorporation of appropriate language in their Subrecipient Agreements, require their subrecipients to follow closeout procedures that are similar to the ones that the grantees themselves must follow pursuant to 24 CFR 570.509. The following section describes the general process detailed in 24 CFR 570.509 that is often used by grantees as a standard for the closeout of subrecipients. 

8.2
Closeout Procedures 

A grantee will usually initiate closeout procedures relative to a subrecipient when:  

· All costs to be paid with CDBG funds have been incurred, with the exception of closeout costs (e.g., audit) or contingent liability costs.

· The work to be financed with CDBG has been completed, including activities financed through escrow accounts, loan guarantees, or similar mechanisms.

· The other responsibilities of the subrecipient under its agreement with the grantee have been met, or the grantee feels that there is no further benefit in keeping the Agreement open for the purpose of securing performance.

When the grantee has determined that these criteria have been met, or upon the expiration or termination of the Subrecipient Agreement, the grantee usually will require the subrecipient to provide final versions of all financial, performance, and other reports that were a condition of the award. These reports may include but are not limited to:  

· A final performance or progress report.

· A financial status report (including all program income).

· A final request for payment.

· A final inventory of property in the subrecipient’s possession that was acquired or improved with CDBG funds.

Although an alternate deadline may be established by the grantee, frequently these reports are due within 90 days of the expiration/termination of the Subrecipient Agreement or notification by the grantee. The grantee generally will also require the subrecipient to liquidate all obligations incurred under the CDBG award before the submission of the final financial status report. 

Based on the information provided by the subrecipient in these final reports and other relevant information, the grantee may execute a closeout agreement with the subrecipient that specifies:  

· Any closeout costs or contingent liabilities subject to payment with CDBG funds after the closeout agreement is signed.

· The amount of any unused CDBG funds (see Section 8.3 regarding the disposition of these funds).

· The subrecipient’s responsibilities after closeout (see Section 8.4).

· Other provisions appropriate to any special circumstances.

8.3
Cost and Cash Adjustments (24 CFR 570.503(b)(7)) 

Upon receipt by the grantee of the reports referred to in Section 8.2 in the preceding section, the grantee will make upward or downward adjustments to the subrecipient’s allowable costs. The grantee should make prompt payment to the subrecipient for any outstanding allowable reimbursable costs.

Pursuant to 24 CFR 570.503(b)(7), the Subrecipient Agreement must specify that any grant funds that are remaining in the subrecipient’s possession at the expiration or termination of the agreement must be refunded immediately to the grantee. Similarly, any accounts receivable must be transferred to the grantee.

According to 24 CFR 85.52 (which specifically applies to subrecipients that are governmental entities), any funds paid to the subrecipient in excess of the amount to which the subrecipient is finally determined to be entitled under the CDBG program constitutes a debt to the Federal Government. If not paid by the subrecipient within a reasonable period of time, a grantee may reduce this debt by making an offset against other requests for reimbursement from the subrecipient by withholding advance payments or by other action permitted by law.

8.4
Continuing Subrecipient Responsibilities 

As specified in 24 CFR 84.72 and 85.51, the closeout of a CDBG award to a subrecipient does not affect:

· The grantee’s right to disallow costs and/or recover funds on the basis of a later audit or other review.

· The subrecipient’s obligation to return funds due to the grantee from subsequent refunds, corrections, or other transactions.

· The subrecipient’s responsibilities for records retention.

· The CDBG property management and disposition requirements.

· Audit requirements.

Exercise for Chapter 8.0 — Closeout 

Circle the Correct Answer

1. On the date that its Subrecipient Agreement with the Midtown Community Development Agency expired, the non-profit Family Services Organization submitted final performance, financial status, and inventory reports, and a final request for payment. Once the final payment is received from the grantee, can this subrecipient consider itself “closed-out”? 

YES                      NO
2. Although its CDBG-funded $500,000 housing rehabilitation effort over the last year had not yet been audited, when the funds were fully expended and assisted units completed, the Mica City Housing Authority submitted its final reports to the Mica City CD Office and received certification that the grantee considered its program to be closed-out. Must the Mica City Housing Authority still arrange for an audit of its CDBG funds?


YES                      NO
3. As a subrecipient under Central County’s CDBG program, the city of Lobos had implemented a public facilities effort aimed at removing architectural barriers, with the municipality agreeing in the Subrecipient Agreement to match the CDBG funds in the project on a dollar-for-dollar basis with city funds. The project had been formally closed out by the time that the city contracted for an IPA audit of this activity. The completed audit, however, revealed that the final costs of the public facilities effort and the amount contributed as the city’s match against the CDBG assistance were less than the figures previously submitted by Lobos in its final reports for closeout. Can the grantee still disallow some of the expenses covered with CDBG funds? 

YES                      NO

4. The subrecipient, Housing Resources, Inc., had been operating a CDBG-funded rehabilitation grant program for low- and moderate-income households. After closeout, one of the property owners that had been assisted by the program decided not to make the rehabilitated unit, which had been recently vacated, available to a low- or moderate-income tenant, and under the recapture provisions of the program, returned the amount of the assistance (plus an interest penalty) to Housing Resources, Inc. Can Housing Resources keep these funds for its own use? 

YES                      NO
The answers are on next page.

Exercise for 8.0 — Closeout (continued) 

Answers to questions from preceding pages  

1. NO. It is up to the grantee to determine when the conditions for “closeout” have been satisfied, consistent with its standard procedures (which should be spelled out in writing for subrecipients). Once these conditions have been met, the grantee should either enter into a closeout agreement with the subrecipient or send written notification to the subrecipient regarding the latter’s closeout status along with any special conditions or continuing responsibilities which the subrecipient must satisfy. Until a subrecipient receives such formal notification, it should not assume that any CDBG activity has been closed out. 

2. YES. The applicable regulations are clear that the closeout of a CDBG award does not affect the subrecipient’s audit requirements. And, according to OMB Circular A-133, any entity that expends $500,000 or more a year in Federal financial assistance must have an audit completed in accordance with the standards found in that circular. 

3. YES. 24 CFR 84.72 and 85.51 specify that even after closeout of the CDBG project, the grantee has the right to disallow costs and recover funds based on a later audit. In this case, the grantee could choose to reduce the allowable CDBG costs to a level equal to the actual amount of cash match contributed by the city of Lobos. 

4. NO. According to 24 CFR 570.503(b)(7), at the expiration of the Subrecipient Agreement, the subrecipient must transfer to the grantee any CDBG funds on hand and any accounts receivable attributable to the use of CDBG funds. The obligations of assisted property owners to reimburse the subrecipient under recapture provisions of a funding agreement would constitute accounts receivable. Therefore, the subrecipient would need to return these funds to the grantee.
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� For-profit entities organized pursuant to Section 301(d) of the Small Business Investment Act of 1958 (15 U.S.C. 681(d)) and for-profit local development corporations (LDCs) may also qualify as CBDOs under the requirements of 24 CFR 570.204 and thus serve in the role of a subrecipient under the CDBG program if so designated by the grantee. The CDBG regulations pertaining to non-profit organizations apply to such for-profit entities.





2 Not all the requirements of 24 CFR Parts 84 and 85 are applicable to CDBG subrecipients; 24 CFR 570.502(a) and (b) specify the sections and paragraphs of the Common Rule that apply to CDBG recipients and subrecipients.





3Under the CDBG program, participating units under an urban county are considered to be part of the grantee; however, the grantee is responsible for applying the same requirements to these participating jurisdictions as are applicable to subrecipients.





1 Paragraph (a) of 24 CFR 85.20, however, does not apply to subrecipients, but only to states that are recipients of Federal funds. (Per 570.502(a)(4)).


2 It is often beneficial to have different individuals or even different departments handle the various steps in the processing of transactions. First, separation of functional responsibility results in cross-checking by the individuals involved, increasing the likelihood that errors will be discovered and corrected. Second, fraud is more difficult to carry out if it requires the collusion of two persons or more. In organizations with very limited staff, however, it may be difficult to achieve optimal separation of duties. In such instances, the most critical functional areas are separation between custody for cash, record keeping for cash, and control of assets easily converted to cash.


3 A journal is a chronological record of transactions showing the charges to be recorded as a result of each transaction. Every transaction is initially recorded in a journal. Therefore, a journal is called a record or book of original entry. Each entry in the journal states the names of the individual accounts to be debited and credited, the dollar amount of each debit and credit, the date of the transaction, and any other necessary explanation of the transaction. The act of entering a transaction in a journal is called “journalizing.” Information for a journal entry can originate from a variety of sources, such as checks issued or received, invoices, cash register tapes, and time sheets. 


4 Subrecipients are encouraged, but not required by HUD, to identify expenditures by the specific grant.


5 OMB Circulars A-87 and A-122 also prohibit expenditures on interest and other financial costs except where authorized by legislation as is the case under Section 105(a)(13) of Title I of the Housing and Community Development Act of 1974, as amended, which specifically identifies “reasonable ... carrying charges related to the planning and execution of community development and housing activities” as eligible costs under the CDBG program.


6 These are the regulations of the U.S. Department of the Treasury governing withdrawal of cash from the Treasury for an advance under a Federal grant program.


7 Bank rating and research firms which provide information on the comparative financial strength of local banks and other financial institutions are found in most regions of the country. Frequently the local city or county treasurer’s office subscribes to a bank rating service and may be able to provide subrecipients with useful information on the ratings of local financial institutions.


1 Subrecipients need to be aware, however, that local or state laws or policies may require additional procedures or set lower dollar-value thresholds for some forms of procurement. Therefore, it is important to check with your grantee to learn whether any such additional procurement provisions apply.


2 It is important to note that many states have laws which require the use of qualifications-based selection (QBS) procedures when purchasing professional A/E services. In those states, the discretion afforded by 24 CFR 85.36(d)(3)(v) is removed. Absent a state QBS law, a recipient could opt to use QBS or competitive proposals. In the latter instance, prices are solicited from all contractors and considered in the selection process.


1 U.S. General Accounting Office, Government Accounting Standards (U.S. Government Printing Office: Washington, D.C., 1988) pp. 1-4.


� “Federal financial assistance” means assistance provided directly by a Federal agency to a recipient or a subrecipient or through a recipient to a subrecipient to carry out a program or activity. Such assistance may be in the form of:


Grants.


Loans.


Contracts.


Cooperative agreements.


Loan guarantees.


Property.


Interest subsidies.


Insurance.


Direct appropriations.


Other non-cash assistance.


� See OMB Circular A�133, §__.305.
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