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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 and technical as-
sistance costs. (i) The state is respon-
sible for the administration of all 
CDBG funds. The state shall pay from 
its own resources all administrative ex-
penses incurred by the state in car-
rying out its responsibilities under this 
subpart, except as provided in this 
paragraph (a)(1)(i) of this section, 
which is subject to the time limita-
tions in paragraph (a)(1)(iv) of this sec-
tion. To pay administrative expenses, 
the state may use CDBG funds not to 
exceed $100,000, plus 50 percent of ad-
ministrative expenses incurred in ex-
cess of $100,000. Amounts of CDBG 
funds used to pay administrative ex-
penses in excess of $100,000 shall not, 
subject to paragraph (a)(1)(iii) of this 
section, exceed 3 percent of the sum of 
the state’s annual grant, program in-
come received by units of general local 
government during each program year, 
regardless of the fiscal year in which 
the state grant funds that generate the 
program income were appropriated 
(whether retained by units of general 
local government or paid to the state), 
and of funds reallocated by HUD to the 
state. 

(ii) To pay the costs of providing 
technical assistance to local govern-
ments and nonprofit program recipi-
ents, a state may, subject to paragraph 
(a)(1)(iii) of this section, use CDBG 
funds received on or after January 23, 
2004, in an amount not to exceed 
3 percent of the sum of its annual 
grant, program income received by 
units of general local government dur-
ing each program year, regardless of 
the fiscal year in which the state grant 
funds that generate the program in-
come were appropriated (whether re-
tained by units of general local govern-
ment or paid to the state), and funds 
reallocated by HUD to the state during 
each program year. 

(iii) The amount of CDBG funds used 
to pay the sum of administrative costs 
in excess of $100,000 paid pursuant to 
paragraph (a)(1)(i) of this section and 

technical assistance costs paid pursu-
ant to paragraph (a)(1)(ii) of this sec-
tion must not exceed 3 percent of the 
sum of a state’s annual grant, program 
income received by units of general 
local government during each program 
year, regardless of the fiscal year in 
which the state grant funds generate 
the program income were appropriated 
(whether retained by the unit of gen-
eral local government or paid to the 
state), and funds reallocated by HUD to 
the state. 

(iv) In calculating the amount of 
CDBG funds that may be used to pay 
state administrative expenses prior to 
January 23, 2004, the state may include 
in the calculation the following ele-
ments only to the extent that they are 
within the following time limitations: 

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

(B) Two percent of the sum of a 
state’s annual grant and funds reallo-
cated by HUD to the state within a pro-
gram year, without limitation based on 
when such amounts were received; 

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

(D) Two percent of program income 
received and retained by units of gen-
eral local government after February 
11, 1991. 

(v) In regard to its administrative 
costs, the state has the option of se-
lecting its approach for demonstrating 
compliance with the requirements of 
this paragraph (a)(1) of this section. 
Any state whose matching cost con-
tributions toward state administrative 
expense matching requirements are in 
arrears must bring matching cost con-
tributions up to the level of CDBG 
funds expended for such costs. 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 ex-
pended for administration. Funds from 
any year’s grant may be used to pay 
administrative costs associated with 
any other year’s grant. The two ap-
proaches for demonstrating compliance 
with this paragraph (a)(1) of this sec-
tion are: 

(A) Cumulative accounting of adminis-
trative costs incurred by the state since its 
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assumption of the CDBG program. Under 
this approach, the state will identify, 
for each grant it has received, the 
CDBG funds eligible to be used for 
state administrative expenses, as well 
as the minimum amount of matching 
funds that the state is required to con-
tribute. The amounts will then be ag-
gregated for all grants received. The 
state must keep records demonstrating 
the actual amount of CDBG funds from 
each grant received that were used for 
state administrative expenses, as well 
as matching amounts that were con-
tributed by the state. The state will be 
considered to be in compliance with 
the applicable requirements if the ag-
gregate of the actual amounts of CDBG 
funds spent on state administrative ex-
penses does not exceed the aggregate 
maximum allowable amount and if the 
aggregate amount of matching funds 
that the state has expended is equal to 
or greater than the aggregate amount 
of CDBG funds in excess of $100,000 (for 
each annual grant within the subject 
period) spent on administrative ex-
penses during its 
3- to 5-year Consolidated Planning pe-
riod. If the state grant for any grant 
year within the 3- to 5-year period has 
been closed out, the aggregate amount 
of CDBG funds spent on state adminis-
trative expenses, the aggregate max-
imum allowable amount, the aggregate 
matching funds expended, and the ag-
gregate amount of CDBG funds in ex-
cess of $100,000 (for each annual grant 
within the subject period) will be re-
duced by amounts attributable to the 
grant year for which the state grant 
has been closed out. 

(B) Year-to-year tracking and limitation 
on drawdown of funds. For each grant 
year, the state will calculate the max-
imum allowable amount of CDBG funds 
that may be used for state administra-
tive expenses, and will draw down 
amounts of those funds only upon its 
own expenditure of an equal or greater 
amount of matching funds from its own 
resources after the expenditure of the 
initial $100,000 for state administrative 
expenses. The state will be considered 
to be in compliance with the applicable 
requirements if the actual amount of 
CDBG funds spent on state administra-
tive expenses does not exceed the max-
imum allowable amount, and if the 

amount of matching funds that the 
state has expended for that grant year 
is equal to or greater than the amount 
of CDBG funds in excess of $100,000 
spent during that same grant year. 
Under this approach, the state must 
demonstrate that it has paid from its 
own funds at least 50 percent of its ad-
ministrative expenses in excess of 
$100,000 by the end of each grant year. 

(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 
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 general local 
government to incur costs for CDBG 
activities before the establishment of a 
formal 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 part and 24 CFR part 58. 
A state may incur costs prior to enter-
ing into a grant agreement with HUD 
and charge those pre-agreement costs 
to the grant, provided that the activi-
ties are eligible and are undertaken in 
accordance with the requirements of 
this part, part 58 of this title, and the 
citizen participation requirements of 
part 91 of this title. 

(c) Federal grant payments. The state’s 
requests for payment, and the Federal 
Government’s payments upon such re-
quests, must comply with 31 CFR part 
205. The state must use procedures to 
minimize the time elapsing between 
the transfer of grant funds and dis-
bursement of funds by the state to 
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units of general local government. 
States must also have procedures in 
place, and units of general local gov-
ernment must use these procedures to 
minimize the time elapsing between 
the transfer of funds by the state and 
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.’’ 

(A) A state that opts to satisfy this 
requirement for fiscal controls and ad-
ministrative procedures by applying 
the provisions of part 85 must comply 
with the requirements therein. 

(B) A state that opts to satisfy this 
requirement for fiscal controls and ad-
ministrative procedures by applying 
the provisions of part 85 of this title 
must also ensure that recipients of the 
state’s CDBG funds comply with part 84 
of this title, ‘‘Uniform Administrative 
Requirements for Grants and Agree-
ments with Institutions of Higher Edu-
cation, Hospitals, and Other Non-Profit 
Organizations,’’ as applicable. 

(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 subgrantee of 
the unit of general local government 
that was generated from the use of 
CDBG funds, regardless of when the 
CDBG funds were appropriated and 
whether the activity has been closed 
out, 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 must be prorated to reflect 
the percentage of CDBG funds used 
(e.g., a single loan supported by CDBG 
funds and other funds; or a single par-
cel of land purchased with CDBG funds 
and other funds). Program income in-
cludes, but is not limited to, the fol-
lowing: 

(i) Proceeds from the disposition by 
sale or long-term lease of real property 
purchased or improved with CDBG 
funds, except as provided in paragraph 
(e)(2)(v) of this section; 

(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 subgrantee of the 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 
other entity carrying out a CDBG ac-
tivity that was constructed or im-
proved with CDBG funds, less the costs 
incidental to the generation of the in-
come; 

(v) Payments of principal and inter-
est on loans made using CDBG funds, 
except as provided in paragraph 
(e)(2)(iii) of this section; 

(vi) Proceeds from the sale of loans 
made with CDBG funds, less reasonable 
legal and other costs incurred in the 
course of such sale that are not other-
wise eligible costs under sections 
105(a)(13) or 106(d)(3)(A) of the Act; 

(vii) Proceeds from the sale of obliga-
tions secured by loans made with 
CDBG funds, less reasonable legal and 
other costs incurred in the course of 
such sale that are not otherwise eligi-
ble costs under sections 105(a)(13) or 
106(d)(3)(A) of the Act; 
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(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 nonresiden-
tial properties and properties owned 
and occupied by households not of low 
and moderate income, if the special as-
sessments 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-
grantee of the unit of general local 
government from the ownership inter-
est in a for-profit entity acquired in re-
turn for the provision of CDBG assist-
ance. 

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

(i) The total amount of funds, which 
does not exceed $35,000 received in a 
single year from activities, other than 
revolving loan funds that is retained by 
a unit of general local government and 
its subgrantees (all funds received from 
revolving loan funds are considered 
program income, regardless of 
amount); 

(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) Payments of principal and inter-
est made by a subgrantee carrying out 
a CDBG activity for a unit of general 
local government, toward a loan from 
the local government to the sub-
grantee, to the extent that program in-
come received by the subgrantee is 
used for such payments; 

(iv) The following classes of interest, 
which must be remitted to HUD for 
transmittal to the Department of the 
Treasury, and will not be reallocated 
under section 106(c) or (d) of the Act: 

(A) Interest income from loans or 
other forms of assistance provided with 
CDBG funds that are used for activities 
determined by HUD to be not eligible 
under § 570.482 or section 105(a) of the 
Act, to fail to meet a national objec-
tive in accordance with the require-
ments of § 570.483, or to fail substan-
tially to meet any other requirement 
of this subpart or the Act; 

(B) Interest income from deposits of 
amounts reimbursed to a state’s CDBG 
program account prior to the state’s 
disbursement of the reimbursed funds 
for eligible purposes; and 

(C) Interest income received by units 
of general local government on depos-
its of grant funds before disbursement 
of the funds for activities, except that 
the unit of general local government 
may keep interest payments of up to 
$100 per year for administrative ex-
penses otherwise permitted to be paid 
with CDBG funds. 

(v) Proceeds from the sale of real 
property purchased or improved with 
CDBG funds, if the proceeds are re-
ceived more than 5 years after expira-
tion of the grant agreement between 
the state and the unit of general local 
government. 

(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. 
Except as described in paragraph 
(e)(3)(ii)(A) of this section, the state 
may require the unit of general local 
government that receives or will re-
ceive program income to return the 
program income to the state. Program 
income that is paid to the state is 
treated as additional CDBG funds sub-
ject to the requirements of this sub-
part. Except for program income re-
tained and used by the state for admin-
istrative costs or technical assistance 
under paragraph (a) of this section, 
program income paid to the state must 
be distributed to units of general local 
government in accordance with the 
method of distribution in the action 
plan under § 91.320(k)(1)(i) of this title 
that is in effect at the time the pro-
gram income is distributed. To the 
maximum extent feasible, the state 
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must distribute program income before 
it makes additional withdrawals from 
the Department of the Treasury, ex-
cept as provided in paragraph (f) of this 
section. 

(ii) Program income retained by a unit 
of general local government. A state may 
permit a unit of general local govern-
ment that receives or will receive pro-
gram income to retain the program in-
come. Alternatively, subject to the ex-
ception in paragraph (e)(3)(ii)(A) of this 
section, a state may require that the 
unit of general local government pay 
any such income to the state. 

(A) A state must permit the unit of 
general local government to retain the 
program income if the program income 
will be used to continue the activity 
from which it was derived. A state will 
determine when an activity will be 
considered to be continued, and HUD 
will give maximum feasible deference 
to a state’s determination, in accord-
ance with § 570.480(c). In making such a 
determination, a state may consider 
whether the unit of general local gov-
ernment is or will be unable to comply 
with the requirements of paragraph 
(e)(3)(ii)(B) of this section or other re-
quirements of this part, and the extent 
to which the program income is un-
likely to be applied to continue the ac-
tivity within the reasonably near fu-
ture. When a state determines that the 
program income will be applied to con-
tinue the activity from which it was 
derived, but that the amount of pro-
gram income held by the unit of gen-
eral local government exceeds pro-
jected cash needs for the reasonably 
near future, the state may require the 
local government to return all or part 
of the program income to the state 
until such time as the program income 
is needed by the unit of general local 
government. When a state determines 
that a unit of local government is not 
likely to apply any significant amount 
of program income to continue the ac-
tivity within a reasonable amount of 
time, or that it will not likely apply 
the program income in accordance with 
applicable requirements, the state may 
require the unit of general local gov-
ernment to return all of the program 
income to the state for disbursement 
to other units of local government. A 
state that intends to require units of 

general local government to return 
program income in accordance with 
this paragraph (e)(3)(ii)(A) of this sec-
tion must describe its approach in the 
state’s action plan required under 
§ 91.320 of this title or in a substantial 
amendment if the state intends to im-
plement this option after the action 
plan is submitted to and approved by 
HUD. 

(B) Program income that is received 
and retained by the unit of general 
local government is treated as addi-
tional CDBG funds and is subject to all 
applicable requirements of this sub-
part, regardless of whether the activity 
that generated the program income has 
been closed out. If the grant that gen-
erated the program income is still open 
when the program income is generated, 
program income permitted to be re-
tained will be considered part of the 
unit of general local government’s 
grant that generated the program in-
come. If the grant is closed, program 
income permitted to be retained will be 
considered to be part of the unit of gen-
eral local government’s most recently 
awarded open grant. If the unit of gen-
eral local government has no open 
grants, the program income retained 
by the unit of general local govern-
ment will be counted as part of the 
state’s grant year in which the pro-
gram income was generated. A state 
must employ one or more of the fol-
lowing methods to ensure that units of 
general local government comply with 
applicable program income require-
ments: 

(1) Maintaining contractual relation-
ships with units of general local gov-
ernment for the duration of the exist-
ence of the program income; 

(2) Closing out the underlying activ-
ity, but requiring as a condition of 
closeout that the unit of general local 
government obtain advance state ap-
proval of either a unit of general local 
government’s plan for the use of pro-
gram income, or of each use of program 
income by grant recipients via regu-
larly occurring reports and requests for 
approval; 

(3) Closing out the underlying activ-
ity, but requiring as a condition of 
closeout that the unit of general local 
government notify the state when new 
program income is received; or 
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(4) With prior HUD approval, other 
approaches that demonstrate that the 
state will ensure compliance with the 
requirements of this subpart by units 
of general local government. 

(C) The state must 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. 

(iii) Transfer of program income to En-
titlement program. A unit of general 
local government that becomes eligible 
to be an Entitlement grantee may re-
quest the state’s approval to transfer 
State CDBG grant-generated program 
income to the unit of general local gov-
ernment’s Entitlement program. A 
state may approve the transfer, pro-
vided that the unit of general local 
government: 

(A) Has officially elected to partici-
pate in the Entitlement grant program; 

(B) Agrees to use such program in-
come in accordance with Entitlement 
program requirements; and 

(C) Has set up Integrated Disburse-
ment Information System (IDIS) ac-
cess and agrees to enter receipt of pro-
gram income into IDIS. 

(iv) Transfer of program income of 
grantees losing Entitlement status. Upon 
entry into the State CDBG program, a 
unit of general local government that 
has lost or relinquished its Entitle-
ment status must, with respect to pro-
gram income that a unit of general 
local government would otherwise be 
permitted to retain, either: 

(A) Retain program income generated 
under Entitlement grants and continue 
to comply with Entitlement program 
requirements for program income; or 

(B) Retain the program income and 
transfer it to the State CDBG program, 
in which case the unit of general local 
government must comply with the 
state’s rules for program income and 
the requirements of this paragraph (e). 

(4) The state must report on the re-
ceipt and use of all program income 
(whether retained by units of general 
local government or paid to the state) 
in its annual performance and evalua-
tion report. 

(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 one or 
more state revolving funds to dis-
tribute grants to units of general local 
government throughout a state or a re-
gion of the state to carry out specific, 
identified activities. A revolving fund, 
for this purpose, is a separate fund 
(with a set of accounts that are inde-
pendent of other program accounts) es-
tablished to fund grants to units of 
general local government to carry out 
specific activities which, in turn, gen-
erate payments to the fund for addi-
tional grants to units of general local 
government to carry out such activi-
ties. Program income in the revolving 
fund must be disbursed from the fund 
before additional grant funds are drawn 
from the Treasury for payments to 
units of general local government 
which could be funded from the revolv-
ing 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 
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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 
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; 
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(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 
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. The re-
quirements in 2 CFR part 2424 are ap-
plicable. CDBG funds may not be pro-
vided to excluded or disqualified per-
sons. 

(m) Audits. Notwithstanding any 
other provision of this title, audits of a 
state and units of general local govern-
ment shall be conducted in accordance 
with § 85.26 of this title, which imple-
ments the Single Audit Act (31 U.S.C. 
7501–07) and incorporates OMB Circular 
A–133. States shall develop and admin-
ister an audits management system to 
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ensure that audits of units of general 
local government are conducted in ac-
cordance with OMB Circular A–133, if 
applicable. 

(n) Cost principles and prior approval. 
(1) A state must ensure that costs in-
curred by the state and by its recipi-
ents are in conformance with the fol-
lowing cost principles, as applicable: 

(i) ‘‘Cost Principles for State, Local, 
and Indian Tribal Governments (OMB 
Circular A–87),’’ which is codified at 2 
CFR part 225; 

(ii) ‘‘Cost Principles for Non-Profit 
Organizations (OMB Circular A–122),’’ 
which is codified at 2 CFR part 230; and 

(iii) ‘‘Cost Principles for Educational 
Institutions (OMB Circular A–21),’’ 
which is codified at 2 CFR part 220. 

(2) All cost items described in Appen-
dix B of 2 CFR part 225 that require 
federal agency approval are allowable 
without prior approval of HUD, to the 
extent that they otherwise comply 
with the requirements of 2 CFR part 
225 and are otherwise eligible under 
this subpart I, except for the following: 

(i) Depreciation methods for fixed as-
sets shall not be changed without the 
express approval of HUD or, if charged 
through a cost allocation plan, of the 
cognizant federal agency. 

(ii) Fines and penalties (including pu-
nitive damages) are unallowable costs 
to the CDBG program. 

[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; 72 FR 73496, Dec. 27, 
2007; 77 FR 24143, Apr. 23, 2012] 

§ 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 
all the criteria used to select applica-
tions from local governments for fund-
ing and the relative importance of the 
criteria (if applicable), regardless of 
the organizational level at which final 
funding decisions are made, so that 
they can be reviewed by HUD, the In-
spector General, the Government Ac-
countability Office, and citizens pursu-
ant to the requirements of § 570.490(c). 

(3) Integrated Disbursement and Infor-
mation System (IDIS). The state shall 
make entries into IDIS in a form pre-
scribed by HUD to accurately capture 
the state’s accomplishment and fund-
ing data, including program income, 
for each program year. It is rec-
ommended that the state enter IDIS 
data on a quarterly basis and it is re-
quired to be entered annually. 

(b) Unit of general local government’s 
record. The State shall establish rec-
ordkeeping requirements for units of 
general local government receiving 
CDBG funds that are sufficient to fa-
cilitate reviews and audits of such 
units of general local government 
under §§ 570.492 and 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. 

(c) Access to records. (1) Representa-
tives of HUD, the Inspector General, 
and the General Accounting Office 
shall have access to all books, ac-
counts, records, reports, files, and 
other papers, or property pertaining to 
the administration, receipt and use of 
CDBG funds and necessary to facilitate 
such reviews and audits. 

(2) The State shall provide citizens 
with reasonable access to records re-
garding the past use of CDBG funds and 
ensure that units of general local gov-
ernment provide citizens with reason-
able access to records regarding the 
past use of CDBG funds consistent with 
State or local requirements concerning 
the privacy of personal records. 
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