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be performed under 24 CFR part 50 or 24 
CFR part 58, as applicable, shall be de-
termined as part of the closeout proc-
ess. 

(f) Termination for cause. In cases in 
which the Secretary terminates the re-
cipient’s grant under the authority of 
subpart O of this part, or under the 
terms of the grant agreement, the 
closeout policies contained in this sec-
tion shall apply, except where the ap-
proved grant is cancelled in its en-
tirety. The provisions in 24 CFR 85.43(c) 
on the effects of termination shall also 
apply. HUD shall determine whether an 
environmental assessment or finding of 
inapplicability is required, and if such 
review is required, HUD shall perform 
it in accordance with 24 CFR part 50. 

[53 FR 8058, Mar. 11, 1988, as amended at 56 
FR 56128, Oct. 31, 1991; 60 FR 1916, Jan. 5, 1995; 
60 FR 16379, Mar. 30, 1995] 

§ 570.510 Transferring projects from 
urban counties to metropolitan cit-
ies. 

Section 106(c)(3) of the Act authorizes 
the Secretary to transfer unobligated 
grant funds from an urban county to a 
new metropolitan city, provided: the 
city was an included unit of general 
local government in the urban county 
immediately before its qualification as 
a metropolitan city; the funds to be 
transferred were received by the coun-
ty before the qualification of the city 
as a metropolitan city; the funds to be 
transferred had been programmed by 
the urban county for use in the city be-
fore such qualification; and the city 
and county agree to transfer responsi-
bility for the administration of the 
funds being transferred from the coun-
ty’s letter of credit to the city’s letter 
of credit. The following rules apply to 
the transfer of responsibility for an ac-
tivity from an urban county to the new 
metropolitan city. 

(a) The urban county and the metro-
politan city must execute a legally 
binding agreement which shall specify: 

(1) The amount of funds to be trans-
ferred from the urban county’s letter of 
credit to the metropolitan city’s letter 
of credit; 

(2) The activities to be carried out by 
the city with the funds being trans-
ferred; 

(3) The county’s responsibility for all 
expenditures and unliquidated obliga-
tions associated with the activities be-
fore the time of transfer, including a 
statement that responsibility for all 
audit and monitoring findings associ-
ated with those expenditures and obli-
gations shall remain with the county; 

(4) The responsibility of the metro-
politan city for all other audit and 
monitoring findings; 

(5) How program income (if any) from 
the activities specified shall be divided 
between the metropolitan city and the 
urban county; and 

(6) Such other provisions as may be 
required by HUD. 

(b) Upon receipt of a request for the 
transfer of funds from an urban county 
to a metropolitan city and a copy of 
the executed agreement, HUD, in con-
sultation with the Department of the 
Treasury, shall establish a date upon 
which the funds shall be transferred 
from the letter of credit of the urban 
county to the letter of credit of the 
metropolitan city, and shall take all 
necessary actions to effect the re-
quested transfer of funds. 

(c) HUD shall notify the metropoli-
tan city and urban county of any spe-
cial audit and monitoring rules which 
apply to the transferred funds when the 
date of the transfer is communicated 
to the city and the county. 

§ 570.511 Use of escrow accounts for 
rehabilitation of privately owned 
residential property. 

(a) Limitations. A recipient may with-
draw funds from its letter of credit for 
immediate deposit into an escrow ac-
count for use in funding loans and 
grants for the rehabilitation of pri-
vately owned residential property 
under § 570.202(a)(1). The following addi-
tional limitations apply to the use of 
escrow accounts for residential reha-
bilitation loans and grants closed after 
September 7, 1990: 

(1) The use of escrow accounts under 
this section is limited to loans and 
grants for the rehabilitation of pri-
marily residential properties con-
taining no more than four dwelling 
units (and accessory neighborhood- 
scale non-residential space within the 
same structure, if any, e.g., a store 
front below a dwelling unit). 
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(2) An escrow account shall not be 
used unless the contract between the 
property owner and the contractor se-
lected to do the rehabilitation work 
specifically provides that payment to 
the contractor shall be made through 
an escrow account maintained by the 
recipient, by a subrecipient as defined 
in § 570.500(c), by a public agency des-
ignated under § 570.501(a), or by an 
agent under a procurement contact 
governed by the requirements of 24 
CFR 85.36. No deposit to the escrow ac-
count shall be made until after the 
contract has been executed between 
the property owner and the rehabilita-
tion contractor. 

(3) All funds withdrawn under this 
section shall be deposited into one in-
terest earning account with a financial 
institution. Separate bank accounts 
shall not be established for individual 
loans and grants. 

(4) The amount of funds deposited 
into an escrow account shall be limited 
to the amount expected to be disbursed 
within 10 working days from the date 
of deposit. If the escrow account, for 
whatever reason, at any time contains 
funds exceeding 10 days cash needs, the 
grantee immediately shall transfer the 
excess funds to its program account. In 
the program account, the excess funds 
shall be treated as funds erroneously 
drawn in accordance with the require-
ments of U.S. Treasury Financial Man-
ual, paragraph 6–2075.30. 

(5) Funds deposited into an escrow 
account shall be used only to pay the 
actual costs of rehabilitation incurred 
by the owner under the contract with a 
private contractor. Other eligible costs 
related to the rehabilitation loan or 
grant, e.g., the recipient’s administra-
tive costs under § 570.206 or rehabilita-
tion services costs under § 570.202(b)(9), 
are not permissible uses of escrowed 
funds. Such other eligible rehabilita-
tion costs shall be paid under normal 
CDBG payment procedures (e.g., from 
withdrawals of grant funds under the 
recipient’s letter of credit with the 
Treasury). 

(b) Interest. Interest earned on escrow 
accounts established in accordance 
with this section, less any service 
charges for the account, shall be remit-
ted to HUD at least quarterly but not 
more frequently than monthly. Inter-

est earned on escrow accounts is not 
required to be remitted to HUD to the 
extent the interest is attributable to 
the investment of program income. 

(c) Remedies for noncompliance. If HUD 
determines that a recipient has failed 
to use an escrow account in accordance 
with this section, HUD may, in addi-
tion to imposing any other sanctions 
provided for under this part, require 
the recipient to discontinue the use of 
escrow accounts, in whole or in part. 

[55 FR 32369, Aug. 8, 1990] 

§ 570.512 [Reserved] 

§ 570.513 Lump sum drawdown for fi-
nancing of property rehabilitation 
activities. 

Subject to the conditions prescribed 
in this section, recipients may draw 
funds from the letter of credit in a 
lump sum to establish a rehabilitation 
fund in one or more private financial 
institutions for the purpose of financ-
ing the rehabilitation of privately 
owned properties. The fund may be 
used in conjunction with various reha-
bilitation financing techniques, includ-
ing loans, interest subsidies, loan guar-
antees, loan reserves, or such other 
uses as may be approved by HUD con-
sistent with the objectives of this sec-
tion. The fund may also be used for 
making grants, but only for the pur-
pose of leveraging non-CDBG funds for 
the rehabilitation of the same prop-
erty. 

(a) Limitation on drawdown of grant 
funds. (1) The funds that a recipient de-
posits to a rehabilitation fund shall not 
exceed the grant amount that the re-
cipient reasonably expects will be re-
quired, together with anticipated pro-
gram income from interest and loan re-
payments, for the rehabilitation activi-
ties during the period specified in the 
agreement to undertake activities, 
based on either: 

(i) Prior level of rehabilitation activ-
ity; or 

(ii) Rehabilitation staffing and man-
agement capacity during the period 
specified in the agreement to under-
take activities. 

(2) No grant funds may be deposited 
under this section solely for the pur-
pose of investment, notwithstanding 
that the interest or other income is to 
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