CH 6

ECONOMIC
DEVELOPMENT
Introduction

Business Development Assistance is available to units of local government for
economic development projects that improve economic competitiveness and
create opportunities for economic productivity, particularly through projects that
will create new jobs, retain existing employment, stimulate private investment
and revitalize or facilitate the competitiveness of the local economy.
CDBG funds may also be used in a variety of ways to encourage economic
development and support new and existing businesses. Communities may
provide assistance to support small and local businesses including retail and
commercial. Depending on the funding year, recipients may undertake
commercial revitalization projects which include façade improvement programs
to rehabilitate commercial storefronts.
The purpose of this chapter is to explain the requirements and essential program
elements needed to carry out business/economic development projects and
administer commercial façade improvement activities or other activities that help
overcome barriers to economic development.
DUNS Numbers
According to new federal government policy, every business that receives CDBG
assistance must have a DUNS number, which is a unique 9-digit identifying
number assigned by Dun & Bradstreet (D&B). HUD requires that this number be
reported as part of grant close out; however, the grantee should ensure that
each business has a DUNS number before the assistance is provided. If a
business does not have a DUNS number, they can obtain one at
https://iupdate.dnb.com/iUpdate/viewiUpdateHome.htm.

Section 1 – Small Business Development
Small businesses have become increasingly important to the growth of national,
regional, and local economies. Small businesses often provide critical sources of
new or improved job opportunities, new or expanded goods and services,
increased personal income, and new tax revenue to a local economy. In addition,
small business ownership can offer an important path to economic selfsufficiency for low- and moderate-income and other disadvantaged
entrepreneurs. Providing the resources and services for small businesses
contributes to the creation of sustainable communities through economic
opportunity.
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Eligibility
A small business can be defined in a variety of ways depending on its size in
relation to other producers or providers of similar goods or services. The Small
Business Act defines a small business as “one that is independently owned and
operated and which is not dominant in its field of operation.” Generally, a small
business is considered to have fewer than 100 employees.
The term
“microenterprise” is different from a small business in that it is defined as a
commercial enterprise that has five or fewer employees, one or more of whom
owns the enterprise.
The difference in the two definitions is important when determining a CDBG
project’s eligible activities. Some of the possible activities may qualify as follows:
 Building: If CDBG funds the renovation of a public building to serve as a
small business resource center, it could qualify as a public facility activity
under 105(a) (2), depending on the services provided and if it is open to
the public and serves the community as a whole; or under 105 (a) (14),
economic development activities undertaken by a public/non-profit entity,
which would trigger the public benefit standard described in the Business
Development section. If qualifying under 105 (a) (2), the building must
be generally open to the public during normal business hours. CDBG will
not fund operating costs.
 Assistance to For-Profit Business: If a project assists new or existing small
businesses directly through training, or counseling (for nonmicroenterprises), it will be considered eligible as an economic
development activity under 105(a) (17). In this case, the economic
development underwriting and public benefit standards will apply.
 Microenterprise Assistance: A project being undertaken as a
microenterprise activity under 105(a) (22), such as counseling or training,
can only assist a business that meets the definition of microenterprise.
The public benefit standards do not apply to projects conducted in the
microenterprise activity category.
 Entrepreneurship Training: Individuals that want to start a business could
be assisted by training under 105 (a) (8) public services. The individual
must qualify as low and moderate income. Public benefit standards would
not apply.
Generally, there are two types of assistance: building and non-financial. Nonfinancial assistance for small businesses can include training technical assistance,
counseling, peer support, networking, business support services, business plan
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development assistance, feasibility analysis, marketing assistance, financial
analysis, or management assistance.

Buildings/Facilities
Depending on the year of funding, CDBG funds may be used to build or renovate
facilities to house programs and services for small businesses. Requirements for
CDBG-funded facilities are as follows:


The project must indicate the services and/or activities that will be carried
out in the facility. These services/activities must be identified in the CDBG
application along with the providers of services. Services being provided
from such a facility should not duplicate existing services. See also
considerations listed under non-financial assistance below.



Costs to operate and maintain public facilities, such as leases and
personnel, are not eligible under CDBG, but the funds for these must be
demonstrated as available. Proposed operating budgets and sources of
funding for a one, three, and five-year period will be required with
applications for funding.
If a project involves an incubator or farmers’ market for small businesses,
the operating entity must also submit its business plan, pro forma budget,
operations and maintenance plan, and a plan for marketing the program.



The ownership of facilities must be addressed at the time of application.
In most circumstances, local governments must own a facility if they are
funded as public facilities under CDBG eligibility guidelines. As a public
facility, the local government is responsible for ensuring the ongoing
operation and maintenance of the building for public use. On a case-bycase basis, and when there is a demonstrated compelling need, it may be
permissible for a non-profit organization to own the facility. If a nonprofit organization will own the facility, the same requirements apply as
those listed under Public Facilities. A subrecipient agreement, lease or
other contractual document must be executed between the local
government and any non-profit organization that will own, operate or
maintain the facility. When a public facility is not to be owned by the local
government (i.e., the non-profit will own or operate it), Grants
Administration may require a lien or some restrictive covenant on the
building to ensure the continued use as a public facility. This agreement
must be approved by Grants Administration.
Fees for using such facilities may be charged, but the fees must be
reasonable and not preclude or restrict low and moderate-income persons
from using the facility. User fees are considered CDBG program income.
Generally, applicants will be allowed to keep the program income if their
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program income plan (PIP) proposes that the income be used for
continued operation and maintenance of the building as a CDBG eligible
public service or if the income earned is less than $35,000 per calendar
year and is not part of a Revolving Fund. (See Chapter 4 for more
information on program income.) The facility must be operated during
normal business hours.
Refer to Chapter 5 on public facilities for more information about these types of
projects.

Non-Financial Assistance
Depending on the year of funding, providing services for small businesses and
microenterprises may be eligible for with CDBG funds, but 100 percent of the
costs cannot be covered by CDBG. The small business or microenterprise is also
expected to contribute (generally 10 percent of the total cost). Programs also
may wish to include requirements for successful completion of any training
programs by individuals. Collaboration with existing programs or services is
essential for efficient delivery. Since there are programs already in place to
provide counseling or training to small businesses, projects should incorporate
these existing services whenever possible and not attempt to create new or
duplicative programs. Training programs should be provided by approved or
accredited providers. Counseling programs may involve collaboration with or
expansion of Small Business Development Centers funded through the Small
Business Administration.
More information on the Small Business
Administration’s programs in South Carolina can be found at
http://www.sba.gov/sc/.
When designing a non-financial assistance program, a feasibility plan for
operations and service delivery is necessary. The feasibility plan must consider
the experience and capacity for providers to deliver the proposed services.
Programs for non-financial assistance must incorporate performance measures to
ensure successful service delivery. For example, a program should track the
number of people who begin small business counseling and then the number of
people who complete the counseling courses. Measuring service delivery is
important so that good programs can be duplicated and non-performing
programs can be improved. Service delivery can be improved by establishing
incentives for completion of counseling. Incentives would increase the rate of
completion and encourage more people to participate. Such considerations in
project design will improve the success of the program or services for both the
participants and the providers.
Programs for non-financial assistance must incorporate performance measures to
ensure successful service delivery. For example, a program should track the
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number of people who begin small business counseling and then the number of
people who complete the counseling courses.

National Objective
During the project design stage it will be important for partners planning small
business assistance to carefully determine how the project will work and to
whom the assistance will be targeted. Generally, most projects will meet LMI
Limited Clientele (microenterprise) or LMI Job Creation National Objective
depending on how structured.
The LMI Limited Clientele category can be used to qualify a microenterprise
assistance activity but only if it serves microenterprises that are owned by LMI
persons. The microenterprise activity may qualify under LMI Job Creation if 51
percent of the jobs are held by LMI. Generally, the assistance should not exceed
$10,000 per job. A program may target either microenterprises or nonmicroenterprises to make the documentation of National Objectives more simple
and uniform.
Services that assist small business that do not meet the definition of
microenterprise will typically have to qualify as an economic development
activity, which triggers the underwriting and public benefit standards described
later in this chapter, and further have to meet the LMI Jobs National Objective.
This means that 51 percent of jobs created must be held by persons from low
and moderate-income families. A prior written commitment to hire or retain LMI
persons must be obtained for each assisted business. Refer to Chapter 13 for
detailed information on documenting compliance with the jobs national objective.
Conflict of Interest
In small towns and other communities receiving CDBG funds, it is possible that
conflicts of interest may arise when undertaking programs that provide
assistance to small businesses in the downtown or community. Local recipients
should be aware of the applicable conflict of interest requirements when
administering economic development programs.
These provisions are designed to ensure that persons that are directly affiliated
with the local government, as well as their family members or business
associates, will not inappropriately benefit from the administration and
distribution of CDBG funds. See Chapter 14 for more detailed information on the
conflict of interest provisions. The recipient should identify any potential
conflicts early in the planning process before a grant application is submitted in
order to take appropriate steps to disclose and/or avoid the conflict in
compliance with CDBG regulations and state law as described in Chapter 14.
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Section 2 – Commercial Revitalization
Façade Improvement Programs
A Commercial Revitalization Project is designed to increase economic
competitiveness and stimulate private investment by conserving or revitalizing
commercial and downtown areas. These projects help communities strengthen
the local economy by stimulating business activity and development, and
improving the appearance and functioning of the downtown or commercial area.
Depending on the CDBG funding year, eligible activities may include public
improvements such as streets, parking, sidewalks, utilities, water/sewer, lighting,
and streetscaping as well as the construction or renovation of buildings to be
used as public facilities.
All commercial revitalization projects must be part of an overall commercial
downtown strategy. These activities are discussed in detail in Chapter 5, along
with the general requirements that apply to Commercial Revitalization Projects.
Another type of Commercial Revitalization activity is commercial façade
improvements. A façade improvement program may be eligible under 105(a)
(4), Rehabilitation to Private Property. These programs are designed to provide
assistance for the renovation of storefronts. Only the exterior of the building is
eligible under this activity. Interior renovations or improvements are not eligible
as a commercial façade activity.
Because façade improvements are typically made to privately-owned buildings,
the local recipient must either:


Obtain a façade easement allowing the local government to undertake the
improvements, which would include handling the procurement and
construction process; or



Design a program of assistance that involves grants, loans, or grant/loan
combinations to private business owners who will be responsible for
carrying out the improvements in accordance with State program
requirements and local program design guidelines.

Property owners are expected to invest in the cost of the improvements as
follows:
 A match of 10% of the assistance will be required if there is 1 façade
proposed for assistance.
 A match of 30% of the assistance will be required if an owner owns 2-4 of
the facades to be assisted.
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 A match of 50% of the assistance must be provided if an owner owns 5 or
more of the facades to be assisted.
The building owner must also agree to maintain the improvements for a period
of 5 years, or longer depending on the level of assistance, to show their
commitment to the project.
Façade improvements must be compatible with the character and architecture of
the individual building, as well as other buildings along the street on which the
participating storefront is located (to the extent appropriate). This is particularly
important for historic buildings and streetscapes. Grants Administration
encourages the improvement of multiple facades within a given block (or specific
area) so that impacts are maximized. Façade improvements are generally
inappropriate for “strip mall” developments because of the different architectural
and functional traits of such developments, but there may be specific situations
where they are appropriate (contact Grants Administration for additional
guidance).
The street level of facades should be “pedestrian-friendly”, with abundant
windows and inviting entrances. Maintaining the design integrity of individual
buildings is strongly encouraged. Façade programs should not ignore upper
stories of buildings, and should take them into account for both maintenance and
design. Building design should take into account the surrounding structures,
seeking and preserving elements that link buildings within a block, such as
height, cornices, window patterns, or materials.
Eligible improvements under the program are limited to those that will be made
to the exterior front and/or sides of buildings that visually impact the aesthetics
of the property. Interior work may not be done under this program. All buildings
receiving assistance must be free of blighted conditions once the work is
complete.
Generally, façade improvements should only occur on the main entrance to the
building or where other street level improvements are being undertaken. There
may be limited instances where a building has two entrances (i.e., front and
rear) that are regularly used by the general public. If a locality proposes to make
façade improvements to front and rear entrances to buildings, this should be
clearly indicated in the application and cost estimates, and will be considered 2
façades. Additionally, the recipient should consider whether or not a corner
building is considered to have 2 façades if there is only one entrance.
All improvements must comply with any standards set forth in the recipient’s
zoning ordinance and building codes, any state building codes, the Americans
with Disabilities Act (ADA), and any design guidelines established by the
recipient. The recipient should develop and adopt local design guidelines in
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advance of providing
recommended that a
design guidelines. An
developing the local
procedures.

assistance for building façade improvements. It is
design professional assist in the development of local
advisory committee may also be established to assist in
design guidelines as well as the program operating

Recipients must develop written policies and procedures to govern the operation
of the CDBG façade program. These procedures must be submitted to Grants
Administration for approval prior to beginning the program. Once approved by
Grants Administration the procedures should be adopted locally. Issues to be
included in the program policies and procedures include but are not limited to:
 Design guidelines,
 Type and terms of assistance,
 Owner match requirements,
 Eligible buildings/businesses (to include whether or not vacant buildings
will be allowed),
 Eligible/ineligible improvements,
 Application process,
 Cost limits per building,
 Procurement and construction requirements,
 Minimum quality standards for the work (workmanship, material
guarantees/warranties), and
 Owner agreements / façade easements / maintenance commitment.
Type and Terms of Assistance / Owner Match
The recipient must determine whether their façade program should be set up as
a grant or loan. Loan repayments are considered program income. In either
case, the cash match from building owners is required prior to work beginning.
The recipient may require forgivable loans, whereby the loans are forgiven a
certain percentage each year as long as the building is occupied during the term.
If the building is sold during the loan term, the repayment and maintenance
obligation must be passed to the new owner (and approved by the recipient), or
the remaining portion not forgiven must be repaid to the recipient. It is
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recommended that the term be a minimum of five years and longer if the
amount of assistance is significant.
Eligible Buildings / Businesses
Local policies should establish when buildings or businesses are eligible for
assistance including consistency with local business district goals.
Assisted businesses are required to individually meet a national objective. If the
façade program has been approved on the basis of LMI area benefit then the
assistance must be determined to benefit all the residents of an LMI residential
area. An example would be facade assistance to downtown businesses such as
grocery stores and laundromats, serving a town of 950 people, 62% of whom
are LMI. Buildings for the general conduct of government are not eligible for
façade improvements except to address handicap accessibility.
If the façade program will meet the area slum and blight national objective, it
must be included in the designated area, and shown to be a contributing factor
to the blighting conditions. See the National Objective Chapter for more details.
Generally, assistance should only be provided to occupied buildings. If there is a
compelling rationale to allow assistance to vacant buildings, then the following
policies are required:
 Provide a statement that the previous occupant was not displaced as a
result of CDBG assistance to the property.
 Repayment of the total funds spent on the façade will be required if the
building is not occupied by a business within 90 days after work is
completed.
The recipient may want to implement additional qualifications for eligible
buildings such as:
 Owners of buildings must be up-to-date on all municipal taxes in order to
be considered for assistance.
 Recipient must verify ownership of building, document the legitimacy of
the business (incorporation records or other legal documentation), confirm
the business has a valid license, and disclose any business or personal
relationship the business might have with members of the recipient
(conflict of interest).
 Properties must meet local building codes in order to be eligible for
assistance.
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 For building owners who lease space, the owner may require a long term
lease agreement with the current business.
Eligible Improvements
Grants Administration considers the following as eligible façade improvements:


Removal of older, non-contributing facades,



Sign renovation, replacement, and repainting,



Exterior wall repair, painting, and cleaning,



Exterior lighting,



Door replacement/modification,



Window replacement/modification,



Cloth or fabric awnings or canopies,



Landscaping features where appropriate, such as window boxes or
planters,



Removal of handicapped barriers to the building façade, and



Other exterior improvements that help bring the building into
conformance with the historic nature of the majority of buildings in the
downtown area.

Applications and Review Process
An application process should be developed. It is recommended that a façade
committee be established to meet on a regular basis and review/approve the
applications and the work proposed. Only building owners may apply for
assistance under the façade program, though the required match may be
contributed by either the building or business owner.
Cost Limits
The recipient may want to establish dollar limits on façade improvements per
building. Generally, façade improvements should only occur on the main
entrance to the building or where other street level improvements are being
undertaken. There may be limited instances where a building has two entrances
(i.e., front and rear) that are regularly used by the general public. If a locality
proposes to make façade improvements to front and rear entrances to buildings,
this must have been clearly indicated in the application and cost estimate, and
will be considered 2 facades. Additionally, the recipient should also consider
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whether or not a corner building is considered to have 2 facades if there is only
one entrance.
Procurement and Construction Requirements
Improvements may either be bid out by the recipient, or by each individual
business. It is important to note that CDBG procurement requirements apply if
the recipient conducts the procurement. If the recipient bids out the work, the
recipient, contractor, and owner may want to execute a three-party contract
before any work begins. Three party agreements are not required, but if the
recipient uses this type of agreement, Grants Administration must approve the
standard agreement in advance. Alternatively, the recipient and contractor may
execute one master contract for all the work.
If the individual business owner is responsible for procurement, then CDBG
procurement requirements do not apply. However, it may be appropriate to
have procedures for the grantee to require businesses to obtain a minimum of
three bids/quotes so that a cost reasonableness determination can be made prior
to providing the assistance. The building owner will be responsible for making
payments to the contractor and obtaining reimbursement from the recipient for
eligible expenses.
If a recipient decides to set up their program so that each building owner
procures his/her own contractor, the recipient must determine the program
specifics. At a minimum, the recipient is required to:


Obtain certification from the building owner that no work will start prior to
all required approvals.



Require documentation that the selected contractor has all required
licensing and insurance.



Each property must comply with all local building permit requirements
before construction begins.



Review and approve the contract between the owner and contractor.



Require that construction begin within thirty (30) days of the recipient’s
approval of the contract, and be complete within ninety (90) days after
receiving Notice to Proceed from the building owner.



Obtain invoices showing the work performed and payments made, as well
as any required Davis-Bacon/labor documentation, prior to reimbursing
the owner for any payments to the contractor. Any additional work to the
building being done by the owner should be contracted separately from
the CDBG eligible improvements.
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Obtain a final statement from the building owner that the work is
complete and satisfactory.



Obtain a final statement from the contractor indicating he/she has been
paid for all work performed, and that all subcontractors (if any) have been
paid in full and there are no construction liens.



Conduct a visual inspection of the property prior to reimbursing the owner
for any payments to the contractor.

It is important to note that all Federal Labor Standards requirements
apply for construction contracts over $2,000 using any CDBG funds
(whether the property owner or recipient bids the work). A preconstruction conference is required to ensure the contractor is made
aware of all Federal Labor Standards provisions.
Inspections
In order to control quality of work, the recipient should establish a way to
monitor the work. This applies whether or not the recipient bids the work.
Quality control should be accomplished through periodic inspections by the
project architect and local building official. All inspections should be documented
in writing and evidence of the inspections maintained in the grant files.
Owner Agreements / Façade Easements / Maintenance Commitments
There must be a formal agreement between the recipient and the owner
outlining the terms and conditions of assistance. This agreement must be
obtained before any work begins on the building.
If the recipient will be the one that contracts for improvements to a privately
owned building, the recipient must obtain written permission from the owner
(“temporary easement”). The easement gives the recipient the right to work on
the property during the term of the construction contract. The easement may be
included as part of the three-party agreement, or may be a separate document.
The provisions of the URA do not apply to temporary easements needed solely to
perform work intended exclusively for the benefit of the property owner.
Whether or not the recipient contracts for the work (or allows the business to
procure their own contractor to do the work), the recipient is responsible for
ensuring the work is maintained. The recipient may want to consider placing a
long-term lien on the building to ensure the improvements are properly
maintained, and that no changes to the improved façade are made without
written approval from the recipient. The lien should be recorded and run with
title of the property, and should include language about repayment if the
property is sold or not maintained. For example, if the improvements are
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substantially altered, destroyed, or changed prior to the end of the lien period,
the owner may have to pay back a pro-rata share of the construction cost. It is
important to note that the recipient may want to grant exceptions for special
circumstances, such as fire or bankruptcy.
As with all CDBG-funded activities, commercial façade improvement programs
must meet a national objective. For this type program, each assisted business
must be treated as a separate activity and each business must qualify under one
of the national objectives. There are several options:


The prevention or elimination of slums/blight on an area basis which
requires:


A resolution and ordinance from the applicant governing body
designating the area as slum and blighted, providing a description of
the conditions which qualified the area at the time of designation and
providing a description of how the conditions contributed to the area's
deterioration.



A map and description of the boundaries of the designated area
showing the location of all buildings and public improvements that are
deteriorated.



Inventory and detailed description (linear feet of sidewalks, number of
light fixtures, etc.) that public improvements are in a general state of
deterioration. Deterioration of a single element of infrastructure, such
as a road or a sidewalk, does not meet this criterion.



Inventory and detailed description of buildings that are substandard,
as well as a parcel inventory of all buildings in the target area and their
condition. Include the total number of buildings, the type of buildings,
and the percentage of buildings that are deteriorated in the area as
well as vacancy rates.



Evidence that the activity being proposed for CDBG assistance
addresses one or more of the conditions that contributed to the
deterioration of the area. Refer to Chapter 13 for detailed information
on documenting compliance.

OR


LMI area benefit IF the improvements benefit an area that is primarily
residential and 51 percent LMI.



The creation or retention of jobs, 51 percent of which must be held by
persons from low and moderate-income families. A prior written
commitment to hire or retain LMI persons must be obtained for each
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assisted business. Refer to Chapter 13 for detailed information on
documenting compliance with the jobs national objective.

Section 3 – Business Development Programs
Eligible Activities
This program creates a competitive environment for business by providing
financial resources for local governments to pursue opportunities to create new
jobs, retain existing employment, stimulate private investment and revitalize or
facilitate the competitiveness of the local economy. There is an emphasis upon
expanding employment opportunities for persons from low and moderate income
families.

Projects Involving Essential Goods and Services
Depending on the year of CDBG funding, a local government or non-profit entity
may use CDBG funds to assist local businesses that provide essential goods and
services needed by and affordable to LMI residents. There must be a
demonstrated market need. Activities may include acquisition and/or
rehabilitation of vacant, in town buildings for lease to a committed tenant.

Projects Involving Job Creation
The types of activities that may be undertaken include the following:


Infrastructure Support: A local government may use CDBG funds to
provide public infrastructure or other public assets to serve new or
expanding businesses. Infrastructure includes off-site water, sewer,
roads, drainage, railroad spurs and other types of public facilities. These
types of improvements are often necessary in rural areas where
infrastructure is not always available.
CDBG requires that the
infrastructure provide services necessary to serve a specific business.
Speculative projects or projects that involve future growth are generally
not eligible.
As discussed in Section 5 of this chapter, when CDBG funds are used for
economic development projects or infrastructure improvements carried
out for the purpose of retaining/creating jobs for LMI persons, the CDBG
rules also require the application of Public Benefit Standards. The Public
Benefit Standards are a “cost per job” calculation used to determine if the
CDBG financial assistance per job created/retained is appropriate. The
State’s general standard is no more than $10,000 of assistance per job.
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Direct Assistance: A local government may provide eligible business
development assistance directly in the form of a grant and/or loan
combination or a loan, or it may provide the assistance through public or
private non-profit organizations.
Such assistance may include site
improvements, building, equipment, and working capital. Debt repayment
is not eligible.
A request for Direct Assistance should contain a business plan and
financial information with the following key elements:










General Information
 Business name, name of principals, and the business address.
 Purpose of the project - exactly what the assistance will be used for
and why.
 Amount proposed - the exact amount needed to achieve the
purpose.
Business Description
 History and nature of the business- details of what kind of business
it is, its age, number of employees and current business assets.
 Ownership structure - details on company’s legal structure.
Management Profile
 A short statement on each principal in the business; provide
background, education, experience, skills and accomplishments.
Market Information
 Clearly define company’s products as well as markets.
 Identify the competition and explain how this business competes in
the marketplace.
 Profile customers and explain how this business can satisfy their
needs.
Financial Information
 Financial statements- balance sheets, profit and loss statement,
and cash flow analysis for the past two years plus year-to-date
information for the current year. If the business is starting out,
provide a projected pro forma balance sheet and financial
projections for three years, including any proposed expansions,
asset and debt additions to balance sheet, and changes to income
statement.
 Personal financial statements of principal owners of the business.
 Collateral to be pledged as security for the assistance.
 Source, description, and status of all existing or proposed funding
sources and uses of funds.
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For any direct assistance or local business providing essential goods and
services activities, it is required that the recipient conduct a financial
analysis in accordance with HUD and State guidelines to determine the
appropriateness of such direct assistance. Businesses will be required to
submit the above listed financial and other information that documents
the level of assistance needed. (See Section 4 of this Chapter for
additional information.)
Grants Administration must determine the need for public assistance in
offsetting private sector expenses. A lack of financial need does not
preclude CDBG assistance being made available, if other factors warrant
the assistance. However, the underwriting is necessary to determine the
level of assistance that may be appropriate when all factors are
considered. This underwriting must be conducted for any proposed
activity that provides direct assistance to a business where the activity
does not involve a public facility or improvement.
Additionally, the business will be required to enter into a performance
agreement and loan agreement, as applicable, to include terms of the
assistance and job creation requirements (performance).
Generally, projects to support job creation through the location or expansion of
retail and/or services type projects (shopping centers, truck stops, etc.) may only
be considered in areas which qualify under HUD’s presumption criteria for low
and moderate income benefit or in predominately low and moderate income
communities. See Chapter 13, National Objectives, for information on how to
qualify jobs using HUD’s presumption criteria.
Projects which involve the relocation of a business from another state, in
accordance with HUD requirements, where there would be a significant job loss
in the labor market area will not be funded. Additional projects involving the
relocation of a business from one jurisdiction to another within the State will
generally not be considered unless there are exceptional circumstances (e.g.,
where relocation is necessary to retain an existing business or to permit
significant expansion of employment and such relocation will not have substantial
negative impact on the local economy and employment.)
Job Requirements
HUD regulations require that at least 51 percent of any jobs to be created and/or
retained as a direct result of CDBG assistance be for persons whose total family
income is low to moderate (LMI Jobs). Any business that will create or retain
jobs directly as a result of any project undertaken with CDBG assistance must
provide a written commitment of the total number of jobs to be created or
retained as a result of the grant funded activities.
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 For new jobs, the employer must commit to hiring at least 51 percent of
the employees from low and moderate income families.
 For jobs to be retained, the employer must establish that 51 percent of
the jobs to be retained are, or within a reasonable time period will be,
held by persons from LMI families.
Where appropriate, Grants Administration will make a preliminary determination
of the potential for LMI jobs to be created by reviewing the entry-level job skills,
educational requirements, and job training opportunities to be provided and
average wage. For retained jobs, there must also be clear and objective
evidence that permanent jobs would be lost without the CDBG assistance. Jobs
must be created within a reasonable time frame of the assistance, when the
business becomes operational (generally 24 months from the time of assistance).
Grants Administration requires a legally binding performance agreement which
outlines the terms of the assistance including repayment of a portion or all of the
CDBG funds awarded for a project if the jobs creation/retention commitment and
LMI hiring requirement is not met.
Generally, projects to support job creation through the location or expansion of
retail and/or services type projects (shopping centers, truck stops, etc.) may only
be considered in areas which qualify under HUD’s presumption criteria for low
and moderate income benefit.

Section 4 – Economic Development Underwriting Criteria
Applicability and Overview
The CDBG regulations contain Guidelines and Objectives for Evaluating Project
Costs and Financial Requirements. These guidelines are designed to assist
recipients in underwriting economic development projects and in determining
which projects are financially viable and will result in the most efficient use of
CDBG funds. Local governments must use the guidelines provided as an
appendix to the CDBG regulations at 24 CFR Part 570 for basic financial
underwriting of projects being considered for funding under economic
development. Note that these guidelines do not apply to public facilities or
microenterprise activities.
There are six criteria:


Project costs are reasonable.



All sources of project financing are committed.



To the extent practicable, CDBG funds are not substituted for non-federal
financial support.
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Project is financially feasible.



To the extent practicable, the return of the owner’s equity investment will
not be unreasonably high.



To the extent practicable, CDBG funds are disbursed on a pro-rata basis
with other finances provided to the project.

Each of these six criteria is discussed below.
Project Costs are Reasonable
A breakdown of all costs associated with the project (including working capital
requirements) should be evaluated to determine the reasonableness of each
cost. This will help to avoid providing too much or too little CDBG assistance for
the proposed project.
If the budget is overstated there is probably no need for public resources.
Conversely, if the budget is understated, the quality of the project may be
adversely affected which could also reduce income available for debt service. In
extreme cases, the project may go unfinished.
Recipients can control these risks in the following ways:


Receive project quotes from independent third parties,



Look at costs of comparable projects,



Compare CDBG costs to capital investment,



Use guaranteed contracts, performance bonds or letters of credit, and



Use retainages for contractor’s fee, developer’s fee or leasing reserve.

Sources Are Committed
The grantee should verify that sufficient sources of funds have been identified to
finance the project (including debt and equity).


All other sources of funds do not have to be on hand prior to application.
However, the authorization of the public assistance may be made
contingent upon conventional financing being obtained.



Avoid the risk of approving and disbursing funds for a portion of the
project without sufficient funds from other sources to complete the
development.
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CDBG Funds Are Not Substituted for Non-Federal Funds
In general, the recipient should clearly establish that there is a need for the
investment of public resources. Incentive funds are far too scarce and valuable
to waste. Typically, a project has one or two types of funding gaps:


Financing gap, or



Rate of return gap.

Financing Gap
Calculating the financing gap determines the least amount of public funds
needed for the project. A financing gap is determined as follows:


Step 1: Determine the budget.



Step 2: Calculate the amount of debt the project can support.



Step 3: Compute the amount of equity the project can generate or the
owner has available.


If the budget is greater than/equal to the sum of debt plus equity,
then there is a financing gap. Public funds may be invested.



If the budget is less than the sum of debt plus equity, there is no
financing gap and, therefore, no need for public investment.

The concept sounds complicated but is quite simple. As an example, assume
someone contracts to buy a house for $100,000. They go to a lender who will
loan $80,000 based on income. They have $12,000 in equity. Since their
budget of $100,000 (ignoring closing costs for simplicity) is greater than the sum
of debt and equity ($92,000) the transaction cannot occur since there is a
financing gap. However, if they access an additional $8,000, they can complete
the deal.

Rate of Return Gap
A rate of return gap is a variation of the financing gap. The rate of return gap is
the ratio of income received by the owner to the equity invested by the owner
and is determined as follows:


Step 1: Determine the budget.



Step 2: Calculate debt project can support.



Step 3: Compute amount of equity necessary to complete the project.
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Step 4: Compare the benefits of the project to the equity invested. Is the
return a market rate?


If the market rate is greater
than/equal to the rate of the
prospective project, a gap exists.
Public funds should be invested.



If the market rate is less than the
rate of the prospective project,
there is no gap and thus no need for public investment.

Note that the rate of return
method is more applicable to
real estate transactions than
business deals, particularly
for smaller projects.

A simple example of how this would work: A rental house costs an investor
$100,000 and will have a debt of $80,000. The equity required to complete the
house is $20,000. The benefits are estimated at $1,000 per year in a return
market that is averaging 10 percent. The return on this property is five percent
($1,000/$20,000). If the market is demanding a 10 percent return, why would a
rational investor accept a prospective project with a five percent return? Thus, a
rate of return gap exists and public funds can be injected to drive the investor’s
return to a market rate.
Financial Feasibility
Once a recipient has established the need for public funds, it must determine
repayment terms. If the terms are too harsh, the survival of the venture is
jeopardized. If the terms of repayment are too lenient, the public funds will over
compensate the project.
The financial viability can be evaluated based on assumptions about the project’s
market share, sales levels, growth potential, revenue projections, project
expenses, and debt service to determine if the project will break even. This
should also take into consideration that:


Some negative cash flow in the early years may be normal but project
financing should take this into consideration,



A financially viable project will also project sufficient revenues to
provide a reasonable return on equity investment, and



Experience and capacity of the business owners should be assessed.

Owner’s Equity Return is not Unreasonably High
CDBG should not provide more than a reasonable return on investment to an
owner, given industry rates of return, local conditions, and the risk of the
project. However, it is difficult to compute return on equity for small business
projects. The use of standardized publications to calculate rates of return for
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Page 20

CH6: ECONOMIC DEVELOPMENT
small businesses is not recommended. There are significant variations in the
data and there are many anomalies associated with small business which skew
results. This approach is more applicable to publicly–traded companies or real
estate projects.
CDBG Funds Disbursed Pro Rata
As a general rule, CDBG funds should be disbursed proportional to the
percentage of the project they fund. For example, if CDBG funds are 20 percent
of the project, CDBG funds should not exceed 20 percent of the aggregate
proceeds disbursed. One exception might be if funds are allocated to acquisition
and the property must be purchased first.

Section 5 – Public Benefit Standards
Overview and Applicability
When CDBG funds are used for economic development projects or infrastructure
improvements carried out for the purpose of creating/retaining jobs for LMI
persons, or to assist local businesses that provide essential goods and services in
predominately LMI communities, the CDBG rules require the application of Public
Benefit Standards. These standards ensure that at least a minimum level of
public benefit is obtained from the expenditure of CDBG funds. Use of these
standards is mandatory.
The Public Benefit calculation must be done before the application for assistance
is approved by Grants Administration and prior to any assistance being provided.
This requirement is separate from the national objective requirement that 51
percent of the jobs ACTUALLY created or retained be taken by LMI persons.
(The performance agreement will specify the hiring commitments and time
frames and will hold the business responsible for repayment of any CDBG funds
required due to a failure to fulfill CDBG hiring requirements.)

Projects Involving Essential Goods and Services
For projects involving assistance to local businesses that provide essential goods
and services in predominantly LMI communities, the public benefit is calculated
as the cost per person benefited.

Projects Involving Job Creation
In the case of job creation projects, the Public Benefit Standards are really a
“cost per job” calculation used to determine if the CDBG financial assistance per
job created/retained is appropriate. This requirement is separate from the
national objective requirement that 51 percent of the jobs ACTUALLY created or

Revised 11/12

Page 21

CH6: ECONOMIC DEVELOPMENT
retained be taken by LMI persons. (The performance agreement will specify the
hiring commitments and time frames and will hold the business responsible for
repayment of any CDBG funds required due to a failure to fulfill CDBG hiring
requirements.)
Calculating Public Benefit

Projects Involving Essential Goods and Services
These projects must qualify as an area wide LMI benefit. This means the area
served must consist of at least 51% LMI persons. The public benefit must be
reasonable and the cost per LMI person is limited to HUD requirements. The cost
per LMI person residing in the area served by the assisted business cannot
exceed $350, except in a census tract with at least 20% poverty or in a 70% LMI
service area. In a 20% poverty or 70% LMI service area, the cost per LMI
resident cannot exceed $1,000.

Projects Involving Job Creation
The public benefit calculation begins by determining the total number of jobs to
be created or retained as a result of the activity for each particular business for
which the activity is principally being undertaken. (For example, 10 jobs to be
created at Business A, 5 jobs to be created at Business B, etc.) When counting
jobs within each applicable business for public benefit purposes,
include all jobs to be directly created or retained as a result of each
public facility/improvement.
The total “CDBG cost per job” is then calculated by dividing:


The total dollar amount of CDBG funds to be spent for the activity (less
administrative costs), by



The total number of jobs to be created or retained as a result of each
facility/improvements by all of the businesses for which the project is
principally being undertaken.

Cost per Job is Less than $10,000
When the CDBG cost of the project is less than $10,000 per job, only those
particular businesses for which the public facility/improvement is being
undertaken must submit a commitment letter and hiring plan. Other businesses
in the service area, or those that later locate in the area, do not need to be
considered.
Where the public facility/improvement is undertaken for the principal benefit of
one business, but where other businesses might also benefit, the requirement
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may be met by demonstrating that 51 percent of the aggregate total of jobs
created or retained as a result of the facility/improvements by the assisted
businesses is for LMI persons. The principal business must meet the 51 percent
requirement when hiring is completed, and the total number of jobs actually
created should not raise the cost per job above $10,000 (unless there are
documented circumstances beyond their control that prevented the hiring of the
total number of employees committed).
Cost per Job is More than $10,000
While not likely, due to State policy, if the CDBG cost per job of the public
facility/improvements is $10,000 or more, then all jobs created or retained by all
businesses benefiting from the public facility/improvement must be tracked for
the purpose of meeting the national objective (i.e., determining that at least 51
percent of the total jobs are for LMI persons). The tracking period begins the
day funds are awarded to a recipient and ends one year after physical
completion of the public improvement/facility (approximately 24 months from the
time of the assistance).
If the CDBG cost is greater than $10,000 per job, information is needed from all
businesses within the service area of the public facility/improvement at the time
of the application. For each such business, a commitment letter and hiring plan
must be submitted, covering any expected expansion.
Businesses not
anticipating expansions must submit a letter indicating that no expansion or
increase in employment is anticipated within the next two years as a result of the
public facility/improvement.
The letter should also state that if the business subsequently determines to
increase its employment as a result of the public facility/improvement prior to
the expiration of the covered period, that the business will submit a commitment
letter and hiring plan covering the anticipated increase in employment. This
commitment letter and hiring plan must indicate that at least 51 percent of new
employees will be hired from LMI families.
The unit of local government must also submit an assurance that it will require
any business newly locating in the service area during the covered period (12
months after completion) to submit a commitment letter and hiring plan for any
anticipated increase in employment. At least 51 percent of the new employees
must be hired from LMI families. The unit of local government must provide a
description of activities to be undertaken to meet this assurance. The assurance
must also state that if the local government is unable to document to the State’s
satisfaction that at least 51 percent of the jobs created or retained (in the
aggregate) in the service area during the covered period were for LMI persons, it
may be required to repay all CDBG funds awarded to that project.
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Section 6 – Other Requirements
“Anti-Pirating” of Jobs
Section 588 of the Quality Housing and Work Responsibility Act of 1998 prohibits
States and local governments from using CDBG funds for employment relocation
activities or “job pirating”. Job pirating refers to the use of federal funds to lure
or attract a business and its jobs from one community to another community.
CDBG funds may not be used to assist for-profit businesses, including
expansions, as well as infrastructure improvement projects or business
incubators which are designed to facilitate business relocation IF:


The funding will be used to assist directly in the relocation of a plant,
facility or operation; and



The relocation is likely to result in a significant loss of jobs in the labor
market area from which the relocation occurs.

The following are definitions to assist in determining if a business location falls
under these provisions:


Labor Market Area (LMA): An LMA is an economically integrated
geographic area within which individuals can live and find employment
within a reasonable distance or can readily change employment without
changing their place of residence.



Operation: A business operation includes, but is not limited to, any
equipment, employment opportunity, production capacity or product line
of the business.



Significant Loss of Jobs:


A loss of jobs is significant if:
o The number of jobs to be lost in the LMA in which the affected
business is currently located is equal to or greater than onetenth of one percent of the total number of persons in the labor
force of that LMA.
OR in all cases
o A loss of 500 or more jobs.



A job is considered to be lost due to the provision of CDBG assistance
if the job is relocated within three years of the provision of assistance
to the business.
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Notwithstanding the above definition, a loss of 25 jobs or fewer does
not constitute a significant loss of jobs.

Written Agreement: Before directly assisting a business with CDBG
funds, a written agreement from the assisted business is required. The
written agreement includes:


A statement from the assisted business as to whether the assisted
activity will result in the relocation of any industrial or commercial
plant, facility, or operation from one LMA to another, and if so, the
number of jobs that will be relocated from each LMA;



If the assistance will not result in a relocation covered by this section,
a certification from the assisted business that neither it, nor any of its
subsidiaries, has plans to relocate jobs at the time the agreement is
signed that would result in a significant job loss as defined in this rule;
and



The agreement shall provide for reimbursement of any assistance
provided to, or expended on behalf of, the business in the event that
assistance results in a relocation prohibited under this section.

Please contact Grants Administration for assistance if a CDBG project involves an
existing business that is located outside of the locality or state.
Meeting a National Objective

Local Business Providing Essential Goods and Services
These types of projects will typically qualify either on the basis of LMI Area
benefit or LMI Job Creation/Retention. To qualify under the LMI Area Benefit
National Objective, the service area must be 51% LMI and primarily residential in
nature. There must be documentation that the business is providing essential
goods and services to that service area population. Goods and services might
include grocery stores, dry cleaners, pharmacies, health care, etc. A high end
boutique or souvenir shop would not be considered as providing essential goods
and services.

Job Creation/ Retention
A Job Creation/Retention activity is one that creates or retains permanent jobs,
51 percent of which are held by persons from low and moderate income families.
Jobs indirectly created by an assisted activity (i.e., “trickle-down” jobs) may not
be counted.


For job creation activities, the local government and the assisted business
(es) must document that permanent jobs have been created, and that at
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least 51 percent of the jobs, computed on a full time equivalent (FTE)
basis, involve the employment of low and moderate income persons.


For job retention activities, the local government must document that the
jobs would actually be lost without the CDBG assistance, and that either
or both of the following conditions apply with respect to at least 51
percent of the jobs:


The job is known to be held by a low and moderate income person; or



The job can reasonably be expected to turn over within the following
two years and that it will be filled by an LMI person upon turnover.

A prior written commitment to hire or retain LMI persons must be obtained for
each assisted business. The business must also provide a hiring plan which
details the number of jobs to be created, the number of jobs held or to be filled
by LMI persons, the type of job, average wage, any special skills or training
required, the timetable for hiring, and whether or not health care will be
provided for the position. The plan must indicate who will be responsible for
hiring and collecting required data and for any training to be provided.
Generally, it is expected that initial hiring by the business will be completed
within twenty-four (24) months from the time of the assistance. Projections for
future expansions or growth are generally not considered for purposes of
determining the number of jobs to be created.
Performance Agreement
In order to formalize the relationship between the state, the local entity, and any
assisted business proposing job creation, a Performance Agreement must be
signed and executed by all parties. The Performance Agreement is the State’s
method of ensuring that not only are all program requirements strictly followed
by local recipients and subrecipients, but that users of CDBG funds are making
sound investments that result in the desired outcomes. The performance
agreement and/or loan agreement will provide for the repayment of all or a pro
rata share of the CDBG funds awarded for a project if the job creation/retention
commitment, LMI hiring requirement, and other requirements of the assistance
are not met. See the attachments to this chapter for a copy of the Performance
Agreement.
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Attachments

Business Development Project Steps
Business Development Program Implementation Flowchart
Sample Economic Development Public Facilities Performance Agreement

Forms and resources listed here can be downloaded from www.cdbgSC.com

