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replacement of housing are in § 570.606 
and 24 CFR part 42. 

[61 FR 11477, Mar. 20, 1996] 

§ 570.489 Program administrative re-
quirements. 

(a) Administrative and planning costs— 
(1) State administrative costs. (i) The 
state is responsible for the administra-
tion of all CDBG funds. The state shall 
pay from its own resources all adminis-
trative costs incurred by the state in 
carrying out its responsibilities under 
this subpart, except that the state may 
use CDBG funds to pay such costs in an 
amount not to exceed $100,000 plus 50 
percent of such costs in excess of 
$100,000. States are therefore required 
to match such costs in excess of 
$100,000 on a dollar for dollar basis. The 
amount of CDBG funds used to pay 
such costs in excess of $100,000 shall not 
exceed 2 percent of the aggregate of the 
state’s annual grant, program income 
received by units of general local gov-
ernment (whether retained by the unit 
of general local government or paid to 
the State) and funds reallocated by 
HUD to the state. 

(ii) For determining the amount of 
CDBG funds available in past years for 
administrative costs incurred by the 
state, the following schedule applies: 

(A) $100,000 per annual grant begin-
ning with FY 1984 allocations; 

(B) Two percent of program income 
returned by units of general local gov-
ernment to the State after August 21, 
1985; and 

(C) Two percent of program income 
received by units of general local gov-
ernment after February 11, 1991. 

(iii) The state has the option of se-
lecting its approach for demonstrating 
compliance with this requirement. Re-
gardless of the approach selected by 
the state, the state will be required to 
pay its 50 percent of administrative 
costs in excess of $100,000 in the same 
amount and at the same time at which 
it draws CDBG funds for such costs 
after the expenditure of the $100,000. 
Any state for which it is determined 
that matching costs contributions are 
in arrears on the use of CDBG funds for 
administrative costs will be required to 
bring matching cost expenditures up to 
the level of CDBG expenditures for 
such costs within one year of the effec-

tive date of this subpart. A state grant 
may not be closed out if the state’s 
matching cost contribution is not at 
least equal to the amount of CDBG 
funds in excess of $100,000 expended for 
administration. Funds from any year’s 
grant may be used to pay administra-
tive costs associated with any other 
year’s grant. The two approaches are: 

(A) Cumulative accounting of admin-
istrative costs incurred by the state 
since its assumption of the Program. 
Under this approach, the state will 
identify, for each grant it has received, 
the CDBG funds eligible to be used for 
administrative costs as well as the 
maximum amount of matching funds 
which the state is required to pay. The 
amounts will then be aggregated for all 
grants received. The state must keep 
records demonstrating the actual 
amount of CDBG funds from each grant 
received which was used for adminis-
trative costs as well as matching 
amounts paid by the state. These 
amounts will also be aggregated for all 
grants received. The state will be con-
sidered to be in compliance with the re-
quirement if the aggregate of actual 
amounts spent for administrative costs 
does not exceed the maximum amount 
allowable and the amount which the 
state has paid in matching funds is at 
least equal to the amount of CDBG 
funds in excess of $100,000 (for each ap-
plicable allocation) drawn for adminis-
trative purposes. Any administrative 
amounts associated with a particular 
state grant shall be deducted from the 
aggregate totals upon closeout of that 
state grant. 

(B) An accounting process developed 
and implemented by the state which 
provides sufficient information to dem-
onstrate that the requirements of this 
subsection are met. 

(2) The state may not charge fees of 
any entity for processing or consid-
ering any application for CDBG fund, 
or for carrying out its responsibilities 
under this subpart. 

(3) The state and its funded units of 
general local government shall not ex-
pend for planning, management and ad-
ministrative costs more than 20 per-
cent of the aggregate amount of the 
annual grant, plus program income and 
funds reallocated by HUD to the State 
which are distributed during the time 
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the final Statement for the annual 
grant is in effect. Administrative costs 
are those described at § 570.489(a)(1) for 
states, and for units of general local 
government those described at sections 
105(a)(12) and (a)(13) of the Act. 

(b) Reimbursement of pre-agreement 
costs. The state may permit, in accord-
ance with such procedures as the State 
may establish, a unit of local govern-
ment to incur costs for CDBG activi-
ties before the establishment of a for-
mal grant relationship between the 
State and the unit of general local gov-
ernment and to charge these pre-agree-
ment costs to the grant, provided that 
the activities are eligible and under-
taken in accordance with the require-
ments of this subpart and 24 CFR part 
58. 

(c) Federal grant payments—(1) Pay-
ments. The state shall be paid in ad-
vance in accordance with Treasury Cir-
cular 1075 (31 CFR part 205). The State 
shall use procedures to minimize the 
time elapsing between the transfer of 
grant funds and disbursement of funds 
by the State to units of general local 
government. Units of general local gov-
ernment shall also use procedures to 
minimize the time elapsing between 
the transfer of funds by the State and 
disbursement for CDBG activities. 

(2) Interest on advances. Interest 
earned by units of general local govern-
ment on grant funds before disburse-
ment of the funds for activities is not 
program income and must be returned 
to the Treasury, except that the unit of 
general local government may keep in-
terest amounts of up $100 per year for 
administrative expenses. However, the 
state shall not be held accountable for 
interest earned on grants for which 
payments are made in accordance with 
paragraph (c)(1) of this section pending 
disbursement for CDBG activities. 

(d) Fiscal controls and accounting pro-
cedures. (1) A state shall have fiscal and 
administrative requirements for ex-
pending and accounting for all funds 
received under this subpart. These re-
quirements must be available for Fed-
eral inspection and must: 

(i) Be sufficiently specific to ensure 
that funds received under this subpart 
are used in compliance with all appli-
cable statutory and regulatory provi-
sions: 

(ii) Ensure that funds received under 
this subpart are only spent for reason-
able and necessary costs of operating 
programs under this subpart; and 

(iii) Ensure that funds received under 
this subpart are not used for general 
expenses required to carry out other 
responsibilities of state and local gov-
ernments. 

(2) A state may satisfy this require-
ment by: 

(i) Using fiscal and administrative re-
quirements applicable to the use of its 
own funds; 

(ii) Adopting new fiscal and adminis-
trative requirements; or 

(iii) Applying the provisions in 24 
CFR part 85 ‘‘Uniform Administrative 
Requirements for Grants and Coopera-
tive Agreements to State and Local 
Governments.’’ 

(e) Program income. (1) For the pur-
poses of this subpart, ‘‘program in-
come’’ is defined as gross income re-
ceived by a state, a unit of general 
local government or a subrecipient of a 
unit of general local government that 
was generated from the use of CDBG 
funds, except as provided in paragraph 
(e)(2) of this section. When income is 
generated by an activity that is only 
partially assisted with CDBG funds, 
the income shall be prorated to reflect 
the percentage of CDBG funds used 
(e.g., a single loan supported by CDBG 
funds and other funds; a single parcel 
of land purchased with CDBG funds and 
other funds). Program income includes, 
but is not limited to, the following: 

(i) Proceeds from the disposition by 
sale or long term lease of real property 
purchased or improved with CDBG 
funds; 

(ii) Proceeds from the disposition of 
equipment purchased with CDBG funds; 

(iii) Gross income from the use or 
rental of real or personal property ac-
quired by the unit of general local gov-
ernment or a subrecipient of a unit of 
general local government with CDBG 
funds; less the costs incidental to the 
generation of the income; 

(iv) Gross income from the use or 
rental of real property owned by the 
unit of general local government or a 
subrecipient of a unit of general local 
government, that was constructed or 
improved with CDBG funds, less the 
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costs incidental to the generation of 
the income; 

(v) Payments of principal and inter-
est on loans made using CDBG funds; 

(vi) Proceeds from the sale of loans 
made with CDBG funds; 

(vii) Proceeds from the sale of obliga-
tions secured by loans made with 
CDBG funds; 

(viii) Interest earned on funds held in 
a revolving fund account; 

(ix) Interest earned on program in-
come pending disposition of the in-
come; 

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

(xi) Gross income paid to a unit of 
general local government or sub-
recipient from the ownership interest 
in a for-profit entity acquired in return 
for the provision of CDBG assistance. 

(2) ‘‘Program income’’ does not in-
clude the following: 

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

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

(iii) Amounts generated by activities 
that are financed by a loan guaranteed 
under section 108 of the Act and meet 
one or more of the public benefit cri-
teria specified at § 570.482(f)(3)(v) or are 
carried out in conjunction with a grant 
under section 108(q) of the Act in an 
area determined by HUD to meet the 
eligibility requirements for designa-
tion as an Urban Empowerment Zone 
pursuant to 24 CFR part 597, subpart B. 
Such exclusion shall not apply if CDBG 
funds are used to repay the guaranteed 
loan. When such a guaranteed loan is 
partially repaid with CDBG funds, the 
amount generated shall be prorated to 
reflect the percentage of CDBG funds 
used. Amounts generated by activities 
financed with loans guaranteed under 
section 108 of the Act which are not de-
fined as program income shall be treat-

ed as miscellaneous revenue and shall 
not be subject to any of the require-
ments of this part. However, such 
treatment shall not affect the right of 
the Secretary to require the section 108 
borrower to pledge such amounts as se-
curity for the guaranteed loan. The de-
termination whether such amounts 
shall constitute program income shall 
be governed by the provisions of the 
contract required at § 570.705(b)(1). 

(3) The state may permit the unit of 
general local government which re-
ceives or will receive program income 
to retain the program income, subject 
to the requirements of paragraph 
(e)(3)(ii) of this section, or the state 
may require the unit of general local 
government to pay the program income 
to the state. The state, however, must 
permit the unit of general local gov-
ernment to retain the program income 
if the program income will be used to 
continue the activity from which the 
program income was derived. The state 
will determine when an activity will be 
considered to be continued. 

(i) Program income paid to the state. 
Program income that is paid to the 
state is treated as additional CDBG 
funds subject to the requirements of 
this subpart and must be distributed to 
units of general local government in 
accordance with the method of dis-
tribution in the state’s final State-
ment. To the maximum extent feasible, 
program income shall be distributed 
before the state makes additional with-
drawals from the Treasury, except as 
provided in paragraph (f) of this sec-
tion. 

(ii) Program income retained by a unit 
of general local government. (A) Program 
income that is received and retained by 
the unit of general local government 
before closeout of the grant that gen-
erated the program income is treated 
as additional CDBG funds and is sub-
ject to all applicable requirements of 
this subpart. 

(B) Program income that is received 
and retained by the unit of general 
local government after closeout of the 
grant that generated the program in-
come is not subject to the require-
ments of this subpart, except: 

(1) If the unit of general local govern-
ment has another ongoing CDBG grant 
from the state at the time of closeout, 
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the program income continues to be 
subject to the requirements of this sub-
part as long as there is an ongoing 
grant; and 

(2) If program income is used to con-
tinue the activity that generated the 
program income, the requirements of 
this subpart apply to the program in-
come as long as the unit of general 
local government uses the program in-
come to continue the activity; 

(3) The state may extend the period 
of applicability of the requirements of 
this subpart. 

(C) The state shall require units of 
general local government, to the max-
imum extent feasible, to disburse pro-
gram income that is subject to the re-
quirements of this subpart before re-
questing additional funds from the 
state for activities, except as provided 
in paragraph (f) of this section. 

(f) Revolving funds. (1) The state may 
permit units of general local govern-
ment to establish revolving funds to 
carry out specific, identified activities. 
A revolving fund, for this purpose, is a 
separate fund (with a set of accounts 
that are independent of other program 
accounts) established to carry out spe-
cific activities which, in turn, generate 
payments to the fund for use in car-
rying out such activities. These pay-
ments to the revolving fund are pro-
gram income and must be substantially 
disbursed from the revolving fund be-
fore additional grant funds are drawn 
from the Treasury for revolving fund 
activities. Such program income is not 
required to be disbursed for non-revolv-
ing fund activities. 

(2) The state may establish a revolv-
ing fund to distribute funds to units of 
general local government to carry out 
specific, identified activities. A revolv-
ing fund, for this purpose, is a separate 
fund (with a set of accounts that are 
independent of other program ac-
counts) established to fund grants to 
units of general local government to 
carry out specific activities which, in 
turn, generate payments to the fund 
for additional grants to units of gen-
eral local government to carry out 
such activities. Program income in the 
revolving fund must be disbursed from 
the fund before additional grant funds 
are drawn from the Treasury for pay-
ments to units of general local govern-

ment which could be funded from the 
revolving fund. 

(3) A revolving fund established by ei-
ther the State or unit of general local 
government shall not be directly fund-
ed or capitalized with grant funds. 

(g) Procurement. When procuring 
property or services to be paid for in 
whole or in part with CDBG funds, the 
state shall follow its procurement poli-
cies and procedures. The state shall es-
tablish requirements for procurement 
policies and procedures for units of 
general local government, based on full 
and open competition. Methods of pro-
curement (e.g., small purchase, sealed 
bids/formal advertising, competitive 
proposals, and noncompetitive pro-
posals) and their applicability shall be 
specified by the state. Cost plus a per-
centage of cost and percentage of con-
struction costs methods of contracting 
shall not be used. The policies and pro-
cedures shall also include standards of 
conduct governing employees engaged 
in the award or administration of con-
tracts. (Other conflicts of interest are 
covered by § 570.489(h).) The state shall 
ensure that all purchase orders and 
contracts include any clauses required 
by Federal statutes, executive orders 
and implementing regulations. 

(h) Conflict of interest—(1) Applica-
bility. (i) In the procurement of sup-
plies, equipment, construction, and 
services by the States, units of local 
general governments, and subrecipi-
ents, the conflict of interest provisions 
in paragraph (g) of this section shall 
apply. 

(ii) In all cases not governed by para-
graph (g) of this section, this para-
graph (h) shall apply. Such cases in-
clude the acquisition and disposition of 
real property and the provision of as-
sistance with CDBG funds by the unit 
of general local government or its sub-
recipients, to individuals, businesses 
and other private entities. 

(2) Conflicts prohibited. Except for eli-
gible administrative or personnel 
costs, the general rule is that no per-
sons described in paragraph (h)(3) of 
this section who exercise or have exer-
cised any functions or responsibilities 
with respect to CDBG activities as-
sisted under this subpart or who are in 
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a position to participate in a decision-
making process or gain inside informa-
tion with regard to such activities, 
may obtain a financial interest or ben-
efit from the activity, or have an inter-
est or benefit from the activity, or 
have an interest in any contract, sub-
contract or agreement with respect 
thereto, or the proceeds thereunder, ei-
ther for themselves or those with 
whom they have family or business 
ties, during their tenure or for one year 
thereafter. 

(3) Persons covered. The conflict of in-
terest provisions for paragraph (h)(2) of 
this section apply to any person who is 
an employee, agent, consultant, officer, 
or elected official or appointed official 
of the state, or of a unit of general 
local government, or of any designated 
public agencies, or subrecipients which 
are receiving CDBG funds. 

(4) Exceptions: Thresholds requirements. 
Upon written request by the State, an 
exception to the provisions of para-
graph (h)(2) of this section involving an 
employee, agent, consultant, officer, or 
elected official or appointed official of 
the state may be granted by HUD on a 
case-by-case basis. In all other cases, 
the state may grant such an exception 
upon written request of the unit of gen-
eral local government provided the 
state shall fully document its deter-
mination in compliance with all re-
quirements of paragraph (h)(4) of this 
section including the state’s position 
with respect to each factor at para-
graph (h)(5) of this section and such 
documentation shall be available for 
review by the public and by HUD. An 
exception may be granted after it is de-
termined that such an exception will 
serve to further the purpose of the Act 
and the effective and efficient adminis-
tration of the program or project of the 
state or unit of general local govern-
ment as appropriate. An exception may 
be considered only after the state or 
unit of general local government, as 
appropriate, has provided the fol-
lowing: 

(i) A disclosure of the nature of the 
conflict, accompanied by an assurance 
that there has been public disclosure of 
the conflict and a description of how 
the public disclosure was made; and 

(ii) An opinion of the attorney for the 
state or the unit of general local gov-

ernment, as appropriate, that the in-
terest for which the exception is 
sought would not violate state or local 
law. 

(5) Factors to be considered for excep-
tions. In determining whether to grant 
a requested exception after the require-
ments of paragraph (h)(4) of this sec-
tion have been satisfactorily met, the 
cumulative effect of the following fac-
tors, where applicable, shall be consid-
ered: 

(i) Whether the exception would pro-
vide a significant cost benefit or an es-
sential degree of expertise to the pro-
gram or project which would otherwise 
not be available; 

(ii) Whether an opportunity was pro-
vided for open competitive bidding or 
negotiation; 

(iii) Whether the person affected is a 
member of a group or class of low or 
moderate income persons intended to 
be the beneficiaries of the assisted ac-
tivity, and the exception will permit 
such person to receive generally the 
same interests or benefits as are being 
made available or provided to the 
group or class; 

(iv) Whether the affected person has 
withdrawn from his or her functions or 
responsibilities, or the decisionmaking 
process with respect to the specific as-
sisted activity in question; 

(v) Whether the interest or benefit 
was present before the affected person 
was in a position as described in para-
graph (h)(3) of this section; 

(vi) Whether undue hardship will re-
sult either to the State or the unit of 
general local government or the person 
affected when weighed against the pub-
lic interest served by avoiding the pro-
hibited conflict; and 

(vii) Any other relevant consider-
ations. 

(i) Closeout of grants to units of general 
local government. The State shall estab-
lish requirements for timely closeout 
of grants to units of general local gov-
ernment and shall take action to en-
sure the timely closeout of such 
grants. 

(j) Change of use of real property. The 
standards described in this section 
apply to real property within the unit 
of general local government’s control 
(including activities undertaken by 
subrecipients) which was acquired or 
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improved in whole or in part using 
CDBG funds in excess of the threshold 
for small purchase procurement (24 
CFR 85.36, ‘‘Administrative Require-
ments for Grants and Cooperative 
Agreements to State, Local and Feder-
ally Recognized Indian Tribal Govern-
ments’’). These standards shall apply 
from the date CDBG funds are first 
spent for the property until five years 
after closeout of the unit of general 
local government’s grant. 

(1) A unit of general local govern-
ments may not change the use or 
planned use of any such property (in-
cluding the beneficiaries of such use) 
from that for which the acquisition or 
improvement was made, unless the 
unit of general local government pro-
vides affected citizens with reasonable 
notice of and opportunity to comment 
on any proposed change, and either: 

(i) The new use of the property quali-
fies as meeting one of the national ob-
jectives and is not a building for the 
general conduct of government; or 

(ii) The requirements in paragraph 
(j)(2) of this section are met. 

(2) If the unit of general local govern-
ment determines, after consultation 
with affected citizens, that it is appro-
priate to change the use of the prop-
erty to a use which does not qualify 
under paragraph (j)(1) of this section, it 
may retain or dispose of the property 
for the changed use if the unit of gen-
eral local government’s CDBG program 
is reimbursed or the state’s CDBG pro-
gram is reimbursed, at the discretion 
of the state. The reimbursement shall 
be in the amount of the current fair 
market value of the property, less any 
portion of the value attributable to ex-
penditures of non-CDBG funds for ac-
quisition of, and improvements to, the 
property, except that if the change in 
use occurs after grant closeout but 
within 5 years of such closeout, the 
unit of general local government shall 
make the reimbursement to the State’s 
CDBG program account. 

(3) Following the reimbursement of 
the CDBG program in accordance with 
paragraph (j)(2) of this section, the 
property no longer will be subject to 
any CDBG requirements. 

(k) Accountability for real and personal 
property. The State shall establish and 
implement requirements, consistent 

with State law and the purposes and 
requirements of this subpart (including 
paragraph (j) of this section) governing 
the use, management, and disposition 
of real and personal property acquired 
with CDBG funds. 

(l) Debarment and suspension. As re-
quired by 24 CFR part 24, each CDBG 
participant shall require participants 
in lower tier covered transactions to 
include a certification that neither it 
nor its principals are currently 
debarred, suspended, proposed for de-
barment, declared ineligible, or volun-
tarily excluded from participation in 
the covered transaction, in any pro-
posal submitted in connection with the 
lower tier covered transactions. A par-
ticipant may rely on the certification, 
unless it knows the certification is er-
roneous. 

(m) Audits. Audits of the state and 
units of general local government shall 
be conducted in accordance with 24 
CFR part 44 which implements the Sin-
gle Audit Act (31 U.S.C. 7501–07). States 
shall develop and administer an audits 
management system to ensure that au-
dits of units of general local govern-
ment are conducted in accordance with 
24 CFR part 44. 

[57 FR 53397, Nov. 9, 1992, as amended at 60 
FR 1952, Jan. 5, 1995; 61 FR 54922, Oct. 22, 1996; 
67 FR 15112, Mar. 29, 2002] 

§ 570.490 Recordkeeping requirements. 
(a) State records. (1) The state shall 

establish and maintain such records as 
may be necessary to facilitate review 
and audit by HUD of the state’s admin-
istration of CDBG funds under § 570.493. 
The content of records maintained by 
the state shall be as jointly agreed 
upon by HUD and the states and suffi-
cient to enable HUD to make the deter-
minations described at § 570.493. For 
fair housing and equal opportunity pur-
poses, and as applicable, such records 
shall include data on the racial, ethnic, 
and gender characteristics of persons 
who are applicants for, participants in, 
or beneficiaries of the program. The 
records shall also permit audit of the 
states in accordance with 24 CFR part 
85. 

(2) The state shall keep records to 
document its funding decisions reached 
under the method of distribution de-
scribed in 24 CFR 91.320(j)(1), including 
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