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Foreword

The Section 108 Program allows grantees of the Community Development
Block Grant (CDBG) Program to borrow Federally-guaranteed funds for community
development purposes. Section 108 borrowers obtain up to five times the amount
of their annual CDBG grants by pledging to repay Section 108 loans with future
CDBG grants in the event of a default. Section 108 thus enables grantees to undertake
substantially larger community development projects than CDBG grants alone would
support.

This study examined projects funded by the Section 108 Program during fiscal years 2002 through
2007 using administrative records, a survey of the local administrators of Section 108 loans, and site visits
to Section 108 communities. The findings answer concerns once raised in a program review by the Office of
Management and Budget. Unique aspects of Section 108 ensure that it fills a niche not duplicated by other
federal economic development programs. Further, jurisdictions are found to have used the credit guarantee
offered by Section 108 to good effect, and HUD has never had to use its full faith and credit authority as a
backstop.

During the study period, Section 108 funds provided an important source of funding for economic
development and to a lesser extent for public facilities and housing projects. Three quarters of survey
respondents reported that projects would not have been carried out without Section 108 funds, as the funds
leverage substantial resources from private and governmental sources.

Local jurisdictions have been facing major fiscal challenges during the sluggish macroeconomic
conditions that followed the collapse of the housing bubble. To strengthen the Section 108 program for meeting
these challenges, it will be important to consider recommendations in this report for improving administrative
data collection. More detailed information is needed with respect to program execution and default as well as
program accomplishments such as job creation and neighborhood impacts. Such data will establish a stronger
base of evidence and enable even more positive program outcomes as Section 108 loan guarantees continue to
fill a crucial role in developing America’s communities for future generations.

Raphael W. Bostic, Ph.D.
Assistant Secretary for Policy
Development and Research
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Executive Summary

This report examines how the Section 108
Loan Guarantee program has been used as a source
of financing for local economic development, housing
rehabilitation, public facilities, and large-scale
physical development projects, and what resulted
from these investments, which are designed to
benefit low- to moderate-income (LMI) persons. The
program is designed to encourage private economic
activity, providing the initial resources or simply the
confidence that private firms and individuals may
need to invest in distressed areas. This report also
examines whether Section 108 funds were uniquely
suited to the funded activities or whether other
programs could do the job.

Enacted by Congress in 1974, the U.S.
Department of Housing and Urban Development’s
(HUD) Section 108 Loan Guarantee program is
the loan guarantee provision of the Community
Development Block Grant (CDBG) program.' The
Section 108 program is a financing tool that allows
communities and states to expand the size of their
CDBG programes. It allows communities to transform
a small portion of their CDBG funds into federally
guaranteed loans large enough to pursue physical
and economic revitalization projects that can renew
entire neighborhoods. HUD’s Financial Management
Division within the office of Community Planning
and Development administers the program.

! The program was authorized by the Housing and Community
Development Act of 1974 (42 U.S. Code Section 5308).
Regulatory and Statutory Citations: 24 CFR 570, Subpart M—
Loan Guarantees.

HUD finances Section 108 obligations
through underwritten public offerings, and an interim
lending facility, established by HUD, provides
financing between public offerings. Through the
Section 108 loan mechanism, HUD guarantees a
loan between the private sector lender and a state or
local government borrower. The guarantee is backed
by the full faith and credit of the United States.
The public offering, coordinated by the Financial
Management Division, specifies the terms of Section
108 loan repayment, which may include a maximum
repayment period of 20 years. HUD can structure
the principal amortization to match the needs of
the project and borrower. During the course of this
study, the research team visited and interviewed
communities about the Section 108 program and
asked follow-up questions on Section 108 loan
repayment.

An entitlement grantee (a local government
that receives CDBG funds directly from HUD
on a formula basis) can borrow up to five times its
annual approved CDBG entitlement amount.® Non-
entitlement entities may participate if governing
states are willing to pledge future CDBG funds or
apply for loan guarantee assistance on their behalf.
Appropriations acts since 2009 have also authorized
HUD to guarantee loans made directly to states,
provided the local funds are distributed to non-
entitlement units of general local government. The
local government may relend the funds, which must
be repaid, to third parties to undertake eligible CDBG
activities (typically economic development) or use
the funds to implement eligible CDBG activities
directly. CDBG allocations are pledged as security
for the loan to the local government, enabling HUD
to guarantee the loan. The grantee can repay the loan
with CDBG funds, program income, and/or other
revenues.

Because Section 108-funded projects
involve CDBG—even if not intended as the primary
repayment source—each activity must meet one of
CDBG's three National Objectives:

e Principally benefit LMI people.

e Assist in the elimination or prevention of slum
and blight conditions.

2 Although Section 108 reporting is not available in HUD’s
Integrated Disbursement and Information System (IDIS), it has
the capability of recording planned and unplanned repayment
amounts on the Section 108 principal.

3 See http://www.hud.gov/offices/cpd/communitydevelopment/
programs/108/index.cfm (accessed on July 10,2011).
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*  Meet other community development needs that
have a particular urgency and are of very recent
origin.

This report examines the Section 108 loans
authorized from fiscal year (FY) 2002 through
FY 2007, reporting on the characteristics of the
projects funded, how Section 108 funds are used,
and whether the Section 108 funds that have been
used were uniquely suited to the funded activities
or whether other federal program funds could have
done the job. The report also explores the suitability
of the loan guarantee, a unique feature of the Section
108 loan program. In addition, although developing
performance measures for economic development
programs such as Section 108 is difficult, this study
makes preliminary suggestions for measuring
program performance.

For the analysis of outcomes, the study
team surveyed grantees responsible for 296 unique
projects funded from FY 2002 through FY 2007.#
The team did not survey the projects in Puerto Rico,
the Pennsylvania Consortium projects, two projects
under federal investigation, and projects that were
identified as not using Section 108 funds prior to
the survey launch. Of the 296 projects surveyed,
grantees responsible for 170 projects (57 percent)
responded in some manner. However, the team used
only 118 survey responses (40 percent) because those
respondents indicated that they used the Section 108
funds and provided complete responses.” The team
also conducted site visits to 10 Section 108 projects
and five HUD field offices.

Findings

HUD committed a total of approximately
$1.4 billion in Section 108 funds to 296 projects from
FY 2002 through FY 2007. The average Section
108 loan amount was $4.9 million. Loan amounts
ranged from $159,000 to rehabilitate a community
center in California to more than $59 million for
a “Comprehensive Infrastructure Improvement

4 There were 328 loans approved in this time period; one loan
number was replaced by another for a total of 329 loan numbers.
The study team did not have access to 21 of the administrative
files at HUD Headquarters at the time of the review. The study
team reviewed information from the 307 administrative files
to develop an overall description of the Section 108 projects.

5 Within the group, data for some variables are missing. There
are more than 260 variables in the analysis. For the questions
that should be answered (i.e., not part of a skip pattern), the
rate of missing values, on average, is less than five percent. The
missing values are randomly distributed across observations.

Strategy” in St Antonio, TX that included street
and drainage repairs, park development, and
improvements to health, recreation, literacy, and
social service facilities. The most common use of
Section 108 loans was for economic development
projects. Public facilities and, to a lesser degree,
housing developments, constituted a larger total
number of individual projects, but used only a quarter
of the total funding.

Grantees said they used a variety of
repayment methods, including CDBG, payments
from third-party borrowers, and revenue generated by
the project. They generally use CDBG when projects
default, when no other source of project income is
available, or when there is a delay in payment.

From the 118 grantee survey responses, the
study team learned the following:

e Section 108 is an important source of funds.
Up to three-quarters of the respondents said
that projects would not have happened had the
Section 108 financing been unavailable.

*  Most grantees (106/118) provided information on
the total funds accorded to their projects. From
that information, the team was able to determine
that those who leveraged other funding sources
(private, federal, state, and local) with Section
108 funds, on average, secured $4.62 of additional
funds for every $1.00 of Section 108 funding.

* Nearly all grantees that had time to reach results
had positive results to report. Approximately 75
percent of Section 108 projects produced some
positive results. Some projects recorded multiple
accomplishments. The most frequently cited
accomplishments involved revitalization, job
creation, and leveraging additional funds for
further development. Grantees overseeing the
other 25 percent of the projects either did not
answer the question or indicated they did not
have results to report because the project was
in the development process. Some grantees said
that although their projects achieved positive
outcomes, they may have fallen short of their
goals. Projects that fell short of their goals
reportedly encountered unanticipated problems,
had insufficient time to achieve accomplishments,
were hampered by poor economic conditions,
faced shifting community needs, and became
tangled in local laws and regulations.



Grantees representing approximately 72 percent
of the respondent projects noted they would
consider applying for another Section 108 loan.
The average size of the loan for those that would
consider applying for another Section 108 loan
was approximately $6 million. This group of
grantees included multiple reasons for their
willingness to apply. Grantees said the loans
provided a cost-effective source of funds (88),
other funds were not available (71), and the loans
allowed grantees to borrow large amount of
funds (70).

Grantees representing 16 percent of the projects
said their jurisdictions would not consider
applying for another Section 108 loan. The
average loan amount for these grantees was
approximately $3.3 million. Most said they
did not want to include CDBG funds in the
repayment plan (16) and/or risk losing CDBG
funds if they could not meet their repayment
plan (10). Six grantees noted that the application
process is too cumbersome.

From the 10 site visits to grantees in

the Boston, Philadelphia, Seattle, Los Angeles,
and Oklahoma areas, the study team learned the
following:

All of the grantees had positive remarks
regarding the Section 108 program, including
the following:

¢ The Section 108 program works well in their
communities.

¢ Section 108 tends to lead to additional job
creation and retention, increases income
for residents, forms a broader tax base, and
enhances social and cultural amenities.

¢ Grantees consider the Section 108 program
unique in that it allows local governments
to take greater risks, and this is sometimes
necessary for successful economic develop-
ment.

¢ Grantees in the Philadelphia area explained
that the Section 108 program is particularly
valuable early in a project because HUD
is willing—with backing from CDBG—to
make acommitment on a project. The Section
108 program allows local governments to go
to other state and federal sources to obtain
other funds needed to complete the larger

project. Grantees prefer Section 108 for
larger projects because the limit on funds
available is much higher than CDBG and
other federal programs. Section 108 funds
are also relatively easy to access and can be
used for a wide range of activities.

The reasons the grantees gave for why the
Section 108 funds were important varied, but
they revolved around a limited number of themes:
very large projects could not be completed using
Section 108 only, and without Section 108 funds
grantees would not have been able to leverage
additional funding to complete the project; funds
were cost effective/low cost to borrow; no other
funds were available; the program allowed great
flexibility; and grantees could borrow a large
amount of funds. The following examples clearly
illustrate the thinking:

0 A grantee responsible for a $168.1 million
project to redevelop a hotel (located in a
downtown area of a depressed inner city) into
a mixed-use site consisting of a hotel/retail
component, a residential component, and a
parking garage said the project could have
not been accomplished without the Section
108 funds. The Section 108 funds, totaling
$18 million, financed the construction
portion of the garage. The grantee said that
without the Section 108 funds, “the project
would have been delayed or not happened at
all”

0 A grantee responsible for a $67 million
project ($7.5 million in Section 108 funds)
to finance revitalization of a business center
and a housing activity noted that without the
Section 108 funds, the project “could not
entice private development to be an active
player, and that had been proven in the many
years that the community residents worked
through a small area plan with no outside
interest shown.”

¢ A grantee responsible for a $50 million
project to develop affordable housing
restricted to families at extremely low and
very low incomes said the project would not
have been completed in a timely manner,
would have been smaller, or not happened
at all without the Section 108 loan of $10.7
million to secure the land.
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0 A grantee responsible for a $31.8 million
project to develop a conference center in an
urban renewal area said that the Section 108
loan of $7.9 million filled a financing gap
that could not be filled by another source at
that time.

e Although field offices do not formally collect
data on accomplishments of Section 108 projects,
the field offices visited for this report were well
informed as to the overall status of projects.
The field offices that the team visited had good
working relationships with their grantees, which
are forthcoming with information related to the
success or failure of projects.

e Generally, onsite monitoring of Section 108
projects does not occur on a routine basis.
HUD field offices perform risk assessments of
CDBG grantees and based on the assessment,
determine which grantees to monitor. The risk
assessment does not normally flag Section 108
projects for monitoring unless another grant (e.g.,
Brownfields Economic Development Initiative) is
used on the same project.® Field offices estimate
that fewer than 15 percent of Section 108 projects
are subject to onsite monitoring each year.

e Field offices are stretched for resources, and the
addition of new programs created in recent years,
such as the CDBG-Recovery program, Homeless
Prevention and Rapid Re-housing Program, and
Neighborhood Stabilization Program, has made
it more difficult to keep up with Section 108
responsibilities.

e Grantees faced barriers before, during, or after
the approval process, including the following:

0 The field office staff in Puerto Rico said
that projects located in the coastal area are
the most difficult because of the number of
permits and regulations required, as well as
the time it takes to acquire permits.

¢ Grantees in New England, southern
California, and the Pacific Northwest noted
the effects of the economic downturn on their
investments or the willingness to invest. One
grantee said that in some instances, projects
that were conceived in an economic upturn
took so long for HUD to approve that the

® The risk assessment process for the CDBG program does
assign points toward potentially monitoring if the grantee is
carrying out a project financed under Section 108.

economic downturn made loans unattractive
to the borrowers. Another grantee termed
the HUD approval process inefficient, as
the six-month approval period caused a deal
to go from profitable to marginal. Another
grantee related it to the lack of confidence
from the private sector to get viable projects.
And yet another said that in a downturn, no
enterprise is willing to take a chance and
take a first step.

¢ Grantees in Puerto Rico reportedly needed
additional technical assistance beyond
what the field office was able to provide.
Some field office staff members verified
that some grantees are not prepared to deal
with local requirements such as obtaining
permits during the development phase and
Section 108 requirements on recordkeeping
and reporting during the operational phase.
Although the field office is available for
consultation, it has limited time to devote to
this task, given its workload.

In 2007, the U.S. Office of Management
and Budget (OMB) conducted an assessment of
the Section 108 program using their Program
Assessment Rating Tool. OMB found that: (1) the
Section 108 program is duplicative of other federal,
state, or local programs; (2) the program has inherent
weaknesses relative to better designed credit loan
guarantee programs (“with this design, the federal
government bears 100 percent of any losses”); and
(3) the program does not have long-term outcome
performance measures. The study team did not find
compelling evidence to support or categorically
refute the issues raised by OMB. However, the study
team did find the following:

e Section 108 does not appear to duplicate (i.e.,
completely overlap) other community and
economic development funding sources. While
it is not completely unique, it does have some
unique features, and in many instances, it is
used in conjunction with and complements other
programs to achieve desired community and
economic development objectives.

* A grantee would have to fail to provide repayment
funds from primary sources identified in the
Section 108 application and secondary sources
also pledged in the application (such as current
and future CDBG funds, project generated
income, tax increments, or developer cash flow)



before HUD’s guarantee would be considered.
The HUD guarantee is not called unless the
grantee fails to pay. HUD has never had to
invoke its full faith and credit guarantee, nor has
it utilized the credit subsidy it funds each year to
reserve for future loss.

At the time of the study, definitive project
accomplishment/outcome data was not uniformly
available from existing HUD data. HUD does
collect and maintain all relevant financial
information (such as contracts and promissory
notes) for the loans guaranteed under Section
108 in separate files. Headquarters staff depends
on field office staff members for information
on Section 108, and HUD has issued guidance
on reporting Section 108 activities. However,
the team found that although field offices
visited are in contact routinely with grantees,
they do not always maintain all the documents
called for in the guidance. Field office staff
members contend that they are disadvantaged
by the loss of Economic Development Specialist
positions. The team believes that if provided
the resources, HUD would be able to maintain
current accomplishment/outcome reporting by
incorporating this type of reporting for Section
108 into the Integrated Disbursement and
Information System (IDIS)

Grantees report accomplishments to HUD
in their Consolidated Annual Performance
and Evaluation Report (CAPER), but besides
the amount repaid on the Section 108 loan,
information on Section 108 accomplishments is
not consistently available. Although field office
staff members are able to provide outcome data
on a project-by-project basis, there is virtually no
computerized outcome data available. However,
the Section 108 Headquarters office does
maintain a data base that contains expected job
creation/retention information.

Performance measurement and accomplishment
reporting have the potential to validate the
success of a program. HUD may want to consider
instituting performance measures so that it can
monitor the program to be able to demonstrate
the program’s public value, as well as to assess
and improve program implementation, efficiency,
and effectiveness.

" IDIS is to be modified in 2012 to incorporate reporting on
Section 108-funded activities.

Conclusion and Recommendations

Performance Measurement

Performance measurement and accomplishment
reporting have the potential to validate the
success of a program. HUD might consider the
following:

Instituting performance measures so that the
Department could demonstrate the Section 108
program’s public value, as well as to assess and
improve program implementation, efficiency,
and effectiveness.

Providing guidance to future Section 108
applicants regarding a requirement that they
identify outcome measures for proposed projects,
as well as how capturing such data would be
integrated into HUD oversight procedures.

Developing  across-the-board  performance
measures for community development programs,
covering the range of eligible Section 108 and
CDBG activities, including job creation and
other economic development, housing, and
public facilities.

Testing initial performance measures identified in
this study using existing data at the Headquarters
and field office levels.

Conducting a full impact evaluation of the
program to understand what the outcomes would
have been or what would happen without the
program.

Reporting

Because HUD relies on the field offices

for grantee accomplishment reports, it is difficult
for HUD to be able to assess performance. If HUD
considered incorporating Section 108 loans into a
reporting system such as IDIS, program outcome
measurement could be more transparent and
complete. HUD might consider the following:

Requesting sufficient resources to provide ad-
ditional, periodic, hands-on technical support
to field offices and grantees for measuring and
reporting project status and accomplishments in
the form of more field office resources to provide
monitoring and oversight of reporting.

EXECUTIVE SUMMARY




Enforcing across-the-board data-reporting re-
quirements to track outcomes or accomplish-
ments and inform community development poli-
cy within HUD. A more structured approach and
definition of outcome measurement could serve
many purposes. Having a system of performance
measurement would help to determine whether a
grantee is reacting appropriately to a changing
market or community. This calls for integrating
Section 108 reporting into a reporting system,
such as IDIS or another reporting system specifi-
cally suited to Section 108.

Requiring a short (one- or two-page) “close-out”
report when a project is completed.



Chapter 1: Introduction

Section 108 Program Overview

The U.S. Department of Housing and Urban
Development’s (HUD) Section 108 program was
enacted as part of the Housing and Community
Development Act of 1974 as the loan guarantee
provision of the Community Development Block
Grant (CDBG) program." The Section 108 program
offers local governments a flexible source of financing
for economic development, housing rehabilitation,
public facilities, and large-scale physical development
projects. HUD regards this program as one of the most
potent and important public investment tools offered
to local governments. It allows them to transform a
small portion of their CDBG funds into federally
guaranteed loans large enough to pursue physical
and economic revitalization projects that can renew
entire neighborhoods. HUD views Section 108 loans
as a source of public investment that is often needed
to inspire private economic activity, providing
the initial resources or simply the confidence that
privte firms and individuals may need to invest in
distressed areas.> HUD’s Financial Management
Division within the office of Community Planning
and Development (CPD) administers the program.

Through the Section 108 loan mechanism,
HUD guarantees a loan between the private sector
and a state or local government. The guarantee
is backed by the full faith and credit of the United
States. An entitlement grantee (i.e., a local
government that receives CDBG funds directly from
HUD on a formula basis) can borrow up to five times

!'See http://www.hud.gov/offices/cpd/communitydevelopment/
programs/108/index.cfm (accessed on July 10, 2011).
2 Ibid.

its annual approved CDBG entitlement amount.’?
Non-entitlement entities may participate if governing
states are willing to pledge future CDBG funds
or to apply for loan guarantee assistance on their
behalf. The local government may relend the funds
to third parties to undertake eligible CDBG activities
(typically economic development) or use the funds
to implement eligible CDBG activities directly.
The local government’s CDBG allocations are
pledged as security, enabling HUD to guarantee the
loan. Because Section 108-funded projects involve
CDBG—even if not intended as the repayment
source—each activity must meet one of CDBG’s
three National Objectives:

Principally benefit low- and moderate-income
(LMI) people.

e Assist in the elimination or prevention of slum
and blight conditions.

*  Meet other community development needs that
have a particular urgency and are of very recent
origin.

Grantees may use funds for a number of
eligible activities, including the following:

*  Acquisition of real property.

* Rehabilitation of property owned by the
entitlement grantee or its designated public
agency.

* Housing rehabilitation eligible under the CDBG
program.

e Special economic development activities under
the CDBG program.

e Interest payments on the guaranteed loan and
issuance costs of the public offering.

* Acquisition,  construction,  reconstruction,
rehabilitation, or installation of public facilities.

*  Assistance for public facilities in colonias.

* Debt service reserves for repayment of the
Section 108 loan.

e Other related activities, including demolition and
clearance, relocation, payment of interest, and
insurance costs.

3 Ibid.
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When determining eligibility, CDBG rules
and requirements apply.* The following are examples
of funded Section 108 projects (loan amounts in
parentheses):

¢ A $38.1 million conference center in an urban
renewal area ($7.9 million).

* A $50 million affordable-housing development
on 2.7 acres ($10.7 million).

* A $168.1 million project to redevelop a hotel
into a mixed-use site consisting of a hotel/retail
component, a residential component, and a
parking garage ($18 million).

To securitize new loans, Section 108
provides an interim financing facility for originating
the loans. The Section 108 program provides both
the actual financing for the securities and a credit
enhancement (i.e., the federal guarantee backed by
the pledge of CDBG grants). Payments on the loans
are passed through to the Section 108 note holders.
Using Section 108 could generate higher net proceeds
from the securitization than could be realized
from an unsubsidized sale of whole loans or from
conventional securitization because the use of Section
108 involves a lower discount rate (the interest rate of
Section 108 obligations is only slightly higher than
rates on comparable Treasury obligations). A lower
discount rate generates a higher present value (or sales
proceeds amount). Furthermore, the issuance costs
for Section 108 obligations could be lower than the
costs (e.g., accounting, legal, or credit enhancement)
associated with conventional securitization. While
Section 108 is taxable borrowing, the interest rate on
the loans typically does not exceed the usual Treasury
borrowing rates by more than 15 to 20 basis points.
Though most guaranteed loans are repaid using an
income stream from the activity assisted by the loan
proceeds, borrowers can use CDBG grant funds (and
program income) to repay the loans.

Section 108 loans are not risk-free. As
mentioned previously, local governments borrowing
funds guaranteed by Section 108 must pledge their
current and future CDBG allocations as security
for the loan. In addition, HUD offers Economic
Development Initiative (EDI) and Brownfields
Economic Development Initiative (BEDI) grants,
awarded competitively, that can add funds, create
loss reserves, or provide other kinds of credit

* See http://portal .hud.gov/hudportal/ HUD?src=/hudprograms/
section108 (accessed August 17,2011).

enhancement to grantees to mitigate risk.> There
are known advantages to grantees that are willing
to accept the risk of borrowing under Section 108 to
advance their community development objectives,
including the following: ©

* Immediate access to funds without giving up
CDBG entitlement.

e The fact that Section 108 obligations generally
do not affect a community’s debt limit.

e The ability to fund project activities as they
occur.

* The ability to spread costs over time (as grantees
can extend the loan term to 20 years).’

* Avoiding state prohibitions related to lending
tax-generated public funds to private concerns.

*  Access to financing at a lower rate than otherwise
available in the market.

e Access to funds at a fixed interest rate.

Since 1995, grantees must also provide
evidence to HUD that they have pledged sufficient
security to ensure payment in the event that CDBG
funds are materially reduced or eliminated.

Purpose and Scope of this Study

Congress  enacted the  Government
Performance and Results Act (GPRA) in 1993 to
increase the effectiveness and accountability of
federal programs.® The Program Assessment Rating
Tool (PART) was the standard questionnaire applied

> HUD does receive appropriations for EDI and BEDI in every
year. The Department issued a Notice of Funding Availability
(NOFA) for the BEDI program throughout the study period
years from FY 2002 through FY 2007, making BEDI funding
available for grantees applying for Section 108 loans from FY
2002 through FY 2007.

¢ CPD training “Basically CDBG”: Chapter 8: Economic
Development and Section 108.

7 HUD can structure the principal amortization to match the
needs of the project and borrower. Each annual principal
amount will have a separate interest rate associated with it.
Permanent financing interest rates are pegged to yields on U.S.
Treasury obligations of similar maturity plus additional costs
that are determined on a case-by-case basis. Interim period
interest rates are priced by the 3-month London Interbank
Offered Rate (LIBOR), as published in the Wall Street Journal.
8 The requirements have changed with the passage of the GPRA
Modernization Act of 2010 (GPRAMA), requiring government
agencies to use performance measure information to achieve
“priority goals” of the federal government agency.



by the U.S. Office of Management and Budget
(OMB) to assess the efficiency and effectiveness
of government programs based on performance
and management criteria. In 2007, OMB’s PART
evaluation of the Section 108 program raised
concerns about whether the program is redundant
or duplicative of other government programs and
whether the program’s accomplishments and
outcomes can be more effectively measured and
tracked.” The PART evaluation noted the following
findings:

e The Section 108 program lacks long-term
performance measures that focus on outcomes
and meaningfully reflect the purpose of the
program.

e The Section 108 program has not demonstrated
adequate progress in achieving its long-term
performance goals.

e The Section 108 program provides insufficient
evidence to draw a strong conclusion regarding
how Section 108 compares to other similar
programs.

e The Section 108 program has some inherent
weaknesses relative to better-designed credit
loan guarantee programs. HUD found that a
100-percent loan guarantee level was necessary
to attract financing for these community projects
that potentially would not be undertaken.
However, with this design, the federal government
bears 100 percent of any losses. In this case, the
program pledges CDBG grant allocations, which
are still federal dollars.! Also, private lenders do
not share the risks of loss from default, meaning
that the program encourages private lenders to
exercise less caution than they otherwise would.

The study is designed to answer the following
three core questions:

1. Does the Section 108 program overlap with
economic development programs operated by
other federal agencies?

® See http://georgewbush-whitehouse.archives.gov/omb/

expectmore/detail/10009066.2007.html (accessed on July 10,
2011).

19 A counterargument, though, is that pledging CDBG
allocations results in no loss to the federal government because
a grantee will spend its CDBG funds anyway. Whether it
uses its allocation to repay a loan or fund other community
development activities does not affect HUD’s outlays.
However, it is also true that there are opportunity costs (cost of
an alternative that must be forgone in order to pursue a certain
action) in drawing down CDBG funds unwisely.

The issues to be examined here are the extent
and nature of the overlap between Section 108
and other federal programs and whether such
overlap is functional or not.

2. What types of projects are being funded
through Section 108 guaranteed loans?
Communities have used the program to support
a wide range of projects, such as neighborhood
commercial centers, small business incubators,
industrial park rehabilitations, affordable
housing activities, and office center construction.
The issues to be examined here are the types of
projects most commonly funded and Section
108’s role in these projects.

3. What are the results of the Section 108
projects?
What quantifiable and qualitative results have
Section 108-backed investments produced—
ranging from jobs created to local revenues
generated, from sites cleaned and cleared
to buildings constructed and infrastructure
upgraded?

In addition, the study provides recommen-
dations for performance measures to address OMB’s
past concern that the program lacks long-term per-
formance measures that focus on outcomes.

Approach

The study involves the following tasks:

e Reviewing the literature to identify key issues
raised by community development experts and
policymakers.

*  Conducting a file review of HUD’s Section 108
projects to identify candidates for the study.

*  Conduct a Web-based survey of approximately
300 grantees with Section 108 projects funded
between FY 2002 and FY 2007 to gain insights
into the program’s operation and outcomes.

e  Conducting site visits to 10 Section 108 projects
and five HUD field offices to supplement the
survey findings and provide more in-depth
information on program overlap and monitoring
performance.

To address the programmatic issues of
overlap and the effectiveness of a guaranteed loan
program, this study draws on previous research, a
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survey, and site visit interviews. To address program
accomplishments and outcomes, this study defines a
framework for reliably capturing and reporting data
on how grantees use Section 108 funds and their
suitability for meeting community needs, both now
and retrospectively. The conceptual approach for the
evaluation is as follows:

Develop a database from existing HUD files and
information from Section 108 program managers
to describe Section 108 loans approved from FY
2002 through FY 2007.

Gather information from CPD field offices,
grantees, and other appropriate local officials
about how the program has worked, what
challenges it entails, what alternative programs
might have been considered, if Section 108 filled

any unique project financing gaps, and what
benefits it has generated.

* Analyze key alternative economic development
programs that also can be used to meet the same
economic development objectives as Section
108.

* Develop performance measures that could be
used to more accurately and systematically
determine Section 108 benefits and results.

This study identifies a variety of outputs—
uses of the program funds—and then presents
outcomes in light of program objectives. Table 1
provides an overview of the key research questions,
data sources, and analytical approach.

Table 1. Research Questions, Data Sources, and Analysis

Research Questions

Does the Section 108
program overlap with
economic development
programs operated by
other federal agencies?

Data Sources

Literature search,
Web searches,

U.S. Government
Accountability
Office (GAO) study

Administrative data
files and program
descriptions

Web survey

Site visits

Analysis

Study whether selected programs fill the same economic
development objectives as Section 108.

Examine which economic development programs grantees
might have used instead of Section 108 and elicit opinion on
the advantages or disadvantages of the programs.

What types of projects
are being funded
through Section 108
guaranteed loans?

Administrative data
files and program
descriptions

Web survey
Site visits

U.S. Census

and American
Community Survey
(ACS) data

Examine administrative data files and existing/available
HUD files, as well as interview Headquarters and field office
Section 108 staff members to develop a database to profile
project characteristics and analyze project outcomes and
program performance.

Identify all the additional sources of funds, other than the
Section 108, that grantees secured in order to carry out the
projects.

Explore whether the 100-percent loan guarantee level
iS appropriate.

Continued on next page




Table 1. Research Questions, Data Sources, and Analysis (Cont.)

Research Questions Data Sources Analysis

What are the results of *  Administrative data | Conduct survey research to understand how outcomes are

the Section 108 projects? files and program being measured, reported, and documented and to develop
descriptions basic performance measures to more accurately and

systematically determine Section 108 benefits and results.
*  Web survey

Conduct site visits to 10 Section 108 grantees (and a wide
range of projects) to explore the redevelopment context,
financing methods and partners used, immediate and long-
term benefits realized, and local perspectives on whether
program overlap exists.

e Site visits

e U.S. Census and
ACS data

e CPD Outcome
Performance
Measurement
System (for
community
development grant
programs)

e Integrated
Disbursement
and Information
System (IDIS) as a
model for capturing
Section 108
information in the
future!!

Address loan repayment strategies that may affect future
opportunities or program activities that contribute to or
expand economic development.

Compare proposed outcomes from application files to actual
outcomes.

Examine the outcomes/ accomplishments realized with
respect to program objectives (creating suitable living
environments, decent housing, and economic opportunities),

as measured by Web survey questions on outcomes.

Methodology

'"IDIS is a nationwide database that provides HUD with current The study team used a four-part approach
information regarding program activities underway across the to conducting research on the Section 108 program
nation, including funding data. HUD uses the information in consisting of analysis of HUD administrative data, a

IDIS to report to Congress and to monitor grantees. IDIS is . . .
the draw-down and reporting system for the four Community Web survey to grantees, discussions with HUD field

Planning and Development formula grant programs: CDBG, office personnel, and site visits. A brief summary of
HOME, Emergency Shelter Grants (ESG), and Housing  the methodology and data sources follows, and the
Opportunities for Persons with AIDS (HOPWA) Chapter 5 methodology ls dlscussed in detall in Appendlx A'l2
includes an explanation of how IDIS can be used to inform
program administrators about program accomplishments and 12 Due to their size, appendixes are provided at the end of this
costs. report.
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HUD Headquarters Administrative
Data

The basis of the sample of Section 108
projects analyzed was from a dBase file, maintained
by the program office, which tracks each Section
108 project. The team combined information from
the dBase file with other HUD administrative
data, including information extracted from project
administrative files in HUD Headquarters and project
summaries maintained by HUD on its Web site. A
discussion of each source of HUD administrative
data follows:

e dBaseFile (November 10,2009).” HUD program
staff maintains a dBase file tracking financial
information on all Section 108 projects. The
dBase file includes project numbers, recipient
jurisdiction names and states, loan amount and
other financial information, application year,
approval year, and HUD field office. The study
team used these data to determine which projects
to examine for this report. All 329 projects are
included in the dBase file.

e HUD Web Site Project Descriptions (September
and October 2009). The Financial Management
Division prepares summaries of approved
Section 108 applications for internal use and
public relations. These summaries can be found
on the HUD Web site."* The study team copied
the summary text and additional information
(e.g., project category, Section 108 amount,
total project cost, grantee, state, and year) into
an Excel spreadsheet. The team could not find a
project description for five of the 329 projects on
the HUD Web site.

e Administrative File Review (November and
December 2009). The study team used an
electronic data collection tool to capture
key information from HUD Headquarters
administrative files for the Section 108 projects.
Key information collected from these files
includes project sources and uses of funds,
National Objective, public benefit standard and
eligible activities. The team did not have access
to 21of the 329 projects’ administrative files at
HUD Headquarters at the time of the review;

3 As noted in Appendix A, the dBase file has since been
converted to an Excel file, which is used by the program staff
and is available on the Section 108 Web site.
1Seehttp://www.hud.gov/offices/cpd/communitydevelopment/
programs/108/index.cfm (accessed May 17, 2011).

another 12 files were incomplete and of limited
use. Because of this, the study team included 296
Section 108 projects in the universe. All 296
received surveys; 118 responded.”

Web Survey

The study team conducted a Web survey
of grantees representing 296 projects to confirm
information in HUD’s administrative files, gather
information on project implementation (including
outcomes and outputs), inquire about funding
sources, and learn about the grantees’ experience
with and opinion of the Section 108 program.
Grantee respondents provided data on 118 projects,
and grantees representing another 22 projects replied
that those projects have not used their approved
Section 108 funds.

The Web survey was the primary source of
information used in this study for information on the
actual activities, accomplishments, and outcomes of
Section 108 projects. The survey was also used to
collect original information needed for the analysis
of program overlap. The survey received OMB
approval on September 16, 2010 (OMB Approval
Number 2528-0261). The team launched the survey
on November 3, 2010, and closed the survey on April
22,2011.

The survey was 58 questions long (not
including sub-questions), although the use of skip
logic means that most respondents were asked about
half as many. The survey questions related to the
Section 108 experience. Neither the questions nor
the results were weighted, and all items were treated
equally. The survey questions were straightforward
designed to be answered by local staff—including
representatives from cities, sub-recipients, and other
local entities involved in implementation of a Section
108 project—without difficulty. The survey did not
require respondents to provide an answer to each
question before being allowed to answer subsequent
questions. This allowed the respondent to answer
questions for which he or she had information on
hand prior to answering those that required the
respondent to seek additional information from other
sources. Grantees were given confidentiality in their
survey responses.

15 One grantee removed all identifiers from the response. The
missing information was from Section A of the survey. In some
instances, that project was excluded from the analysis.



HUD Field Office Data

To verify and, in some cases, fill data gaps
in HUD Headquarters administrative data, the study
team attempted to collect data on Section 108 loans
and projects from field offices. HUD Headquarters
advises field offices to keep administrative folders
for the Section 108 projects within their jurisdiction.
Based on files reviewed during the site visits, the
field office folders contain Section 108 application
materials, including detailed information on the
secondary collateral pledged by the grantee, and
other information on the progress of the project
as provided by the grantee or gathered during
monitoring or review of the project. The team found
that the information was not organized in a standard
format across the five field offices visited by the study
team, nor did the files contain forms or summary
documents standardized across the five field offices.
Like the Financial Management Division, the field
offices rely on their ability to telephone grantees as
needed for information. The field offices also rely on
Consolidated Annual Performance and Evaluation
Reports (CAPERs)—which contain summaries of
HUD-funded projects and actions, prepared by
grantees—even though the information reported
lacks detail.

Site Visits

The site visits were an essential step in the
four-part approach that the team devised for this
research because some data are difficult to capture
in a written description and can be obtained only by
direct observation. In December 2009 and March
and April 2011, the study team conducted site visits
to 10 Section 108 projects—representing five field
office jurisdictions—in Pennsylvania (Berks County
and the City of Chester), Oklahoma (the City of
Oklahoma City), Washington (King County and the
City of Seattle), California (the Cities of Oceanside
and San Diego), and Massachusetts (the Cities of
Boston and Lowell). Each site visit took place over a
three-day period.

The 10 sites were purposively selected from
the pool of survey respondents. The study team made
every effort to diversify by geography, activity type,
project characteristics, and location (metropolitan
versus rural). The site visits helped the team to fully
understand the nature and effectiveness of the Section
108 program at a small number of representative sites.
The visits provided qualitative data that allowed the

team to probe for more in-depth information than
can be obtained through a survey. These follow-up
discussions with more than 40 city managers, urban
planners, mortgage bankers, and other community
development specialists at the 10 projects allowed
the study team to obtain their perspectives, probe
the survey results, and get feedback on how HUD
could help enhance community development efforts.
The site visits also allowed the team to speak with
local officials to learn more about potential program
overlap with other relevant programs. The team used
the site visits to supplement and enhance the survey
results during the analysis phase. Analysis of site visit
data contributed depth to this final report and led to
better recommendations for program operations and
future research in this area. Insight and examples
gained from the site visits are presented throughout
this report. The team offered confidentiality to
grantees during the site visits.

Limitations of Data Sources

Some data sources were more useful than
others for answering the questions. For example,
to answer the first question (“Does the Section
108 program overlap with economic development
programs operated by other federal agencies?”’) data
was not readily available. The administrative data
files provided limited information on the other federal
programs used by grantees and no information on
whether grantees would substitute another federal
program for the Section 108 program. To counteract
this void, the team decided to get the information
from publicly available sources and the survey. The
survey responses were not as useful as the team had
hoped. In the end, concerns about overburdening
the Web survey respondents resulted in limiting
the number of questions and the number of possible
federal programs that could be covered.

The planned data sources for answering the
second and third questions (“What types of projects
are being funded through Section 108-guaranteed
loans?” and “What are the results of the Section
108 projects?”) were in part useful in answering
these questions. The administrative files provided
information on almost all projects funded from
FY 2002 through FY 2007. The survey provided
complete information on 118 projects (out of 296 that
received surveys). This effort suffered from the lack
of correct grantee contact information available, the
turnover of staff members at the grantee level that
were knowledgeable about the projects, and other

CHAPTER 1: INTRODUCTION




miscellaneous barriers, such as archived files and
projects missing from the grantee files. The lack of
current contact information meant that the study
team had to call 135 of the 296 grantees in advance
of the survey being sent in order to get the correct
contact information. Very few surveys ‘“bounced
back” as nondeliverable after the 135 grantees were
contacted. The team completed all of the site visits
and conducted the full complement of interviews.

Projects in the Study

The study population consists of a cohort of
Section 108 projects funded from FY 2002 through
FY 2007.¢ In total, the team sent survey invitations
to grantees overseeing 296 projects.” However,
as discussed in the following subsection, the team
excluded both Puerto Rico and the Pennsylvania
Consortium projects from the survey.

Excluded

During the planning of the study, the
team discussed (with the Government Technical
Representative (GTR) and the Section 108 program
Director) reasons for excluding the Puerto Rico and
Pennsylvania Consortium projects from the survey.
The team realized that although grantees in Puerto
Rico used a significant amount of Section 108
funding, the island presented some significant data
collection and analytical challenges. The program
experience in Puerto Rico could differ greatly from
other Section 108 programs, which would affect
analysis and reporting. Most Section 108 loans fund
multiple subprojects in Puerto Rico (with multiple
locations), requiring multiple survey responses for
each subproject. In addition, the survey questionnaire
would have to be translated into Spanish to improve
the response rate and prevent erroneous responses,
and bilingual staff members would have to follow up
by telephone with respondents whose submissions
contained missing or incomplete answers.

With HUD’s approval, the team decided
to gather data and conduct in-depth discussions on

16 This report refers to the cohort as the universe of projects
which were eligible to participate in the survey.

17 This study uses the term “project” to mean a development.
It also uses the term “grantee” to mean an entity overseeing a
project or projects. One grantee may oversee or be in charge
of multiple projects. For example, in California one grantee
was responsible for 10 projects. The number of grantees and
projects are not equal. Eighty-three grantees represent 118
discrete projects.

project performance with the San Juan field office
instead. The team used these data, along with data
from the administrative file review, to conduct a
parallel analysis of Puerto Rico’s Section 108 activity
for inclusion in the final report. (See Appendix C.)

The Pennsylvania Consortium consists of
public entities (cities, counties, boroughs, towns, and
townships). The Consortium’s Section 108 projects
are different from the typical Section 108 projects in
that they are wide-ranging, larger projects, comprised
of distinct subprojects under a Section 108-funded
umbrella project. These projects can cover multiple
localities, regions, and even states. For example, in
a 2004 appropriation, HUD reserved $76 million in
federal Section 108 funds and another $12 million
under a 2005 appropriation for various community
and economic development projects to be undertaken
by members of the Consortium.

With HUD’s approval, the team decided to
conduct a separate analysis and provide a separate
write-up for the Pennsylvania Consortium projects.
This analysis describes the projects funded, the
advantages of structuring the loan in the chosen
fashion, what activities are funded, and what the
projects contribute. (See Appendix D.) The team sent
surveys to other Section 108 projects in Pennsylvania
that were not part of the Consortium.

Included

HUD data classify projects under the
categories of economic development, public facility,
or housing. Over half of the projects were economic
development projects, 31 percent were public
facilities, and the remaining were housing projects.
Table 2 shows the distribution of projects in the
study and projects included in the analysis by project
type. Appendix E contains a description of all these
projects.



Table 2. Projects Surveyed and Projects Included in the Analysis by Type of Project

Projects in the Universe

Projects Included in the

Type of Project Analysis of Outcomes
Number Percent Number Percent
Economic Development 177 60% 67 57%
Public Facility 92 31% 40 34%
Housing 27 9% 11 9%
Total 296! 100% 118 100%

Projects Eligible to Participate in
the Survey, Survey Respondents,
and Survey Nonrespondents

The study team sent survey invitations
to grantees overseeing the 296 projects that were
funded from FY 2002 through FY 2007. Of the 296
projects, grantees provided a core of usable responses
for 118 projects (39.9 percent) that used Section 108
funds, with an additional 22 projects (7.4 percent)
responding that Section 108 funds had not been used.
The three main reasons they did not use Section 108
funds were (1) the project was completed with other
funds; (2) the project was completed before Section
108 was approved; and (3) the project was canceled.

Response rates for specific questions varied
based in part on the applicability of the question to the
grantee.” The respondents represented 83 grantees.
According to HUD records, the total amount of
Section 108 funds committed for the 118 projects
was $624.5 million. The respondents account for
approximately 46 percent of the total funds ($624.5
million/$1,367.7 million) committed to projects
eligible for the survey. The average funding for the
universe of Section 108 projects was $4.6 million.
The average for projects responding to the survey

8 The team examined the patterns of nonresponse, which
indicated that the individual items with nonresponses were
not applicable. Almost all of the highest nonresponses rates
occurred with questions prefaced by the word “if.” For
example, there was a 55-percent nonresponse rate to the
question, “If project activities are being carried out as part of
a geographically targeted revitalization effort, please describe
the effort.”

Y The team examined the patterns of nonresponse, which
indicated that the individual items with nonresponses were
not applicable. Almost all of the highest nonresponses rates
occurred with questions prefaced by the word “if.” For
example, there was a 55-percent nonresponse rate to the
question, “If project activities are being carried out as part of
a geographically targeted revitalization effort, please describe
the effort.”

was $5.2 million. The average funding amount is
slightly higher for respondents.

Comparison of Web Survey
Respondents to Nonrespondents

This section compares characteristics of
Section 108 projects with complete Web survey
responses to those with incomplete or missing
responses. The characteristics are based on the
information in a database collected (prior to the
survey) from HUD data available at Headquarters
and on the HUD Web site. Unique project numbers
connect survey responses to the database. The
comparison does not include Section 108 projects in
Puerto Rico and projects that have not used Section
108 funds as of January 2011. There are 117 complete
survey responses with a project number. One
response is disassociated from a project number and
is excluded from this comparison, but it is included
in the survey results.”® There are 156 partial or
nonrespondents that are not in Puerto Rico and that
are assumed to have used Section 108 funds.

2 The respondent is included in the analysis of outcomes
because the grantee answered the survey questions and presents
opinions pertinent to and usable in the analysis.
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Table 3. Survey Responses by Fiscal Year and by Project Type

2002 2003 2004 2005 2006 2007  COMOMiC g cing  Public
Development Facilities
Response* 24 24 24 17 15 13 67 11 39
Nonresponse 39 35 28 23 14 17 99 12 45

* N=117. Does not include one response submitted with removed identifiers, which should have indicated the year.

Overall, the survey responses had a larger
average Section 108 amount ($5.3 million) than
nonresponses ($4.4 million). The responses are
representative of the types of Section 108 projects
funded during the study period, with 40 percent of
economic development projects and nearly 50 percent
of housing and public facilities projects responding.
The responses are also fairly representative of each

FY in the study period, although the response rates
are significantly lower for projects funded in FY
2002 and 2003. This likely is due to staff attrition
at the grantee level. When contacted by telephone,
a number of grantees from this period stated that
the person most knowledgeable about the project
had retired and/or the administrative records were
unavailable.

Table 4. Survey Responses by HUD Region

1 2 3 4 5 6 7 8 9 10
Response* 8 12 18 8 17 7 2 4 35 6
Nonresponse 14 24 25 16 13 5 4 5 41 9

* N=117. Does not include one response submitted with removed identifiers, which should have denoted the HUD

region.

Survey responses by geography appear to
be representative above the grantee level. By HUD
Region, the responses are fairly representative, with
Regions 2, 4, and 7 having the lowest response rates
(33 percent for each). The states with a large number
of Section 108 projects (California, New York,
Massachusetts, Michigan, and Pennsylvania) are all
represented in the survey responses. The grantee-
level responses are divergent, as most grantees
responded to the survey for either all or none of their
Section 108 projects. The most notable absence from
the survey responses is the city of Los Angeles. The
divergence in grantee responses should not affect the
analysis of the Web survey responses at the national
level.




Figure 1. Comparison of Nonrespondents to Respondents on Number of Projects and
Section 108 Funds Committed by Project Type
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Note: The total number of projects that were
surveyed was 296. Figure 1 does not include the 49
respondents who, although they returned surveys,
were excluded from the analysis because they said
they did not use Section 108 funds or did not provide
complete responses.

With the exception of the slight differences
in proportion of Section 108 fund awards for
respondents in two categories—public facilities and
economic development—the group of nonrespondents
is similar to the group of respondents.

The study team is confident that the
slight differences between respondents and
nonrespondents do not affect the representativeness
of the respondents or significantly affect conclusions
drawn in this report.”’ The lower response rate for

2 Given the information available and the scope of this
research effort, it is possible that differences between
respondents and nonrespondents exist that the study team
was unable to identify. Most notable is the possibility that the
success rate among respondents in meeting project goals is
higher than the rate for nonrespondents. Because outcome and
performance information are not available for most projects
in any data source used in this research, Econometrica was

older projects does not appear to bias the responses
toward incomplete projects, and the slight variations
in regional distribution have no effect. While the
absence of responses from some large jurisdictions—
particularly Los Angeles”>—is unfortunate, the
analysis of survey responses presented in the
following chapters occurs at a national level and is
not affected by the absence of any one jurisdiction.

unable to ascertain the relative success rates for respondents
and nonrespondents.

22 Econometrica made multiple attempts to contact
representatives of the City of Los Angeles before and during
the Web survey.
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Chapter 2: Descriptions
of Section 108 Projects

The HUD administrative file review, other
HUD data, the Web survey, and the site visits are
the basis for the substance of this chapter, which
describes the Section 108 projects funded from
FY 2002 through FY 2007. A full description of
the projects is included in Appendix E, Section
108 Project Descriptions for Projects Funded from
FY 2002 through FY 2007. The descriptions from
the administrative files are based on what the
grantee intended to do at the application phase.
The descriptions based on the survey are what the
grantees said they did with the funds.

As noted in Chapter 1, the Section 108
program provides communities with a source of
financing for economic development, housing
rehabilitation, public facilities, and large-scale
physical development projects.” Section 108 projects
must meet one of the following three National
Objectives:**

e Principally benefit LMI people.

e Assist in the elimination or prevention of slum
and blight conditions.

2 See http://www.hud.gov/offices/cpd/economicdevelopment/
programs/rhed/gateway/pdf/Guide_Section4.pdf (accessed on
July 10, 2011).

2 See the Housing and Community Development Act of
1974 (42 U.S. Code Section 5308). Regulatory and Statutory
Citations: 24 CFR 570, Subpart M—Loan Guarantees.

*  Meet other community development needs that
have a particular urgency and are of very recent
origin.

Within the National Objective of benefitting
LMI persons, there are four categories under which
an activity may qualify:

1. Area Benefit. Although anyone can use some
types of projects, such as roads and parks, for
projects to primarily benefit LMI people on an
area basis, HUD looks at the project’s “service
area.” If 51 percent of the residents in the
activity’s service area are LMI, then the project

meets a National Objective.

2. Limited Clientele. Activities qualify when they
meet the needs of a particular class of user. A
service or facility must be designed so that at least
51 percent of the users are LMI. HUD presumes
that certain types of people are LMI, including
abused children, victims of domestic violence,
people with disabilities, illiterate individuals,
migrant farm workers, and senior citizens.

3. Housing. Housing-related activities meet the
National Objective only if LMI people occupy
the housing units. In multifamily buildings, LMI
people must occupy at least 51 percent of the
units. In addition, the housing must be affordable
(e.g., rent no higher than 30 percent or less of a
family’s total monthly household income).

4. Job Creation or Retention. Job creation or
retention activities meet the National Objective
when at least 51 percent of the resulting jobs
are filled by or “available to”* LMI individuals.
LMI individuals receive first consideration for
filling jobs.

Section 108 PROJECTS must comply with
all key CDBG rules, including the following:

e National Objective.
e Seventy-percent LMI targeting.

e Other federal requirements, such as environmen-
tal review, Davis-Bacon, Uniform Relocation
Assistance (URA), OMB circulars, fair housing/
equal opportunity, Lead-Based Paint, and the
HUD Reform Act.

2 “Available to” means either: (1) the job does not require
special skills or a particular level of education, or (2) the
business has agreed to hire LMI persons and train them for
the jobs.
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According to HUD data, grantees intended to
use Section 108 loan guarantee funds for many types
of projects and for multiple uses. Most of the Section
108 grantees that were awarded funds from FY 2002
through FY 2007 noted in their applications that they
intended to fund projects to increase job opportunities

in LMI neighborhoods, either by creating jobs or
retaining them (see Table 5). A large category of
projects intended to revitalize communities on an
area or neighborhood basis by making more services
available, improving infrastructure, and undertaking
redevelopment activities.

Table 5. Types of Projects Funded by Section 108

Number of Section 108 Number of Section 108
Categories Grantees (Based on Grantees (Based on the
Applications) Survey)
Housing 31 16
Job Creation or Retention 139 53
Limited Clientele 46 24
Area Benefit (including Slum and Blight) 134 83

Note: Projects can be included in up to three categories. Data based on 296 applications and 118 survey

responses.

The HUD data indicate that the intended
uses of funds included the following:

e Acquisition of real property, equipment, or
working capital.

e Commercial construction.

e Infrastructure improvements.

e Site preparation or remediation.

e Professional, social, or educational services.
e Job training.

e Technical assistance.

e Microenterprise assistance.

In their applications, grantees noted that
they intended to do the following:

e Acquire property to improve public facilities
such as health or social service centers, make
land suitable for development, add to existing
structures or businesses, convert property into
affordable housing, relocate businesses, make
properties more accessible, remove blight, and
add to existing amenities.

e Develop or improve infrastructure to spur
economic activity, enhance public facilities and
commercial space, provide needed services,

complement affordable housing and commercial
construction, and help attract new business
activity.

e Expand or redevelop industrial or commercial
areas to encourage economic activity, relocate
business, provide commercial services to people
in the neighborhood, and attract more business
development.

e Create full-time or part-time jobs available to
LMI persons. In their application, grantees noted
that they expected to create or retain jobs that
ranged anywhere from single digits to thousands.

(Appendix G contains the intended uses of
Section 108 funds as described by grantees in the
survey responses.)

Grantees responding to the survey were
more specific in listing their accomplishments.
Respondents said that in meeting the National
Objectives, they were able to replace outdated
infrastructure, rehabilitate buildings or downtown
areas, create new or save existing jobs, provide
additional social services, increase or preserve
additional housing stock, preserve historical sites,
add retail and commercial space, and provide gap
financing. These accomplishments increased the
community’s tax base and allowed grantees to
leverage additional funds to encourage additional
development.



The remainder of this chapter describes
the Section 108 projects based on the information
contained in HUD’s administrative files.

Descriptions of Section 108 Projects
Based on HUD’s Administrative

Trends in Section 108 Funding From
FY 2002 through FY 2007

Over the course of the study period, the
number of Section 108 projects funded in each FY
has declined, but the average amount of Section

108 funds per project has increased (see Table 6).
The decrease in the number of projects eclipses
the increase in per-project funding, so that the total
amount of Section 108 funding has declined.

Records

The study period covers Section 108 projects
funded from FY 2002 through FY 2007. Based on a
dBase file maintained by the Financial Management
Division, HUD approved a total of 329 Section 108
projects over the study period, as indicated by unique
grant®® numbers. Of these 329 projects, two are under
investigation, two cover the Pennsylvania Consortium,
and one project had two grant numbers. The first four
projects are excluded from the following analysis,
and information associated with the older grant
number is excluded for the other project, leaving a
universe of 324 Section 108 projects,” each with one
unique grant or project number. Furthermore, of the
324 projects, 22 are located in Puerto Rico, and 28
projects have not used their Section 108 funding (26
never used the funding, and two have not used their
Section 108 funds as of January 2011).

Table 6. FY 2002 through FY 2007 Section 108 Projects and Approved Funding Amounts
by Year (dBase, Administrative Files)

Percent of Section

Total Section

Year ng‘;‘;?e‘;‘;;’f Pﬁ‘r’f);;‘ctt‘;f 108 Amount (in 108 Funding Avl‘agagAelf(fﬁgfn
Millions) (FY 2002-07)
2002 73 23% $308 19% $4,218,822
2003 65 20% $334 21% $5,133,585
2004 66 20% $289 18% $4,380,030
2005 47 15% $242 15% $5,144,617
2006 36 11% $220 14% $6,120,028
2007 37 11% $201 13% $5,424,838
Total 324 100% $1,594 100% $4.918.444

2 Technically the Section 108 funds are assigned HUD grant
numbers. Throughout this document, the terms grant number
and project number are used interchangeably.

" Here, “universe” refers to all approved Section 108 project
applications between FY 2002 and FY 2007, less two under
investigation, two from the Pennsylvania Consortium, and
one that was assigned two grant numbers and whose current
status could not be clarified.. In contract, in Chapter 1,
Table 2, “universe” refers only to those projects for which the
study team was able to obtain contact information and send a
Web survey invitation.
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Table 7 rearranges Table 6 by listing projects
in Puerto Rico and projects identified during the
Web survey as not using approved Section 108 funds
in separate rows. Separating the projects in Puerto
Rico and the projects that did not use Section 108

Without including those projects, the average
amount of Section 108 funds per project falls by
more than $1 million in 2002 but increases in 2004
and 2005. In effect, projects that do not get started at
all tend to be smaller than average.

funds shows that the number of projects in FY 2002
decreased by 10 and in FY 2004 decreased by 14.
The total amount of Section 108 funding in FY 2002
decreased by more than $100 million.

Table 7. FY 2002 through FY 2007 Section 108 Projects and Approved Funding Amounts
by Year, whether the Project Is in Puerto Rico, and whether Section 108 Funds Were Used
(dBase, Administrative Files, Web Survey)

Percent of Section

Total Section

Number

of ng)‘?“tt"f 108 Amount 108 Funding Avlf)%agAe Se“‘f“
Projects JECIS  (in Millions) (FY 2002-07) ot
2002 63 19% $202 13% $3,207,413
2003 59 18% $287 18% $4.,869,203
2004 52 16% $258 16% $4,968,558
2005 40 12% $227 14% $5,687.425
2006 29 9% $175 11% $6,046,552
2007 30 9% $159 10% $5,310,133
ﬁ;’eg)g Funds 29 9% $66 4% $2,280.828
Puerto Rico 22 T% $218 14% $9,889,364
Total 324 100% $1,594 100% $4.918.,444

to decrease). The 28 projects that did not use Section
108 funds were spread evenly across Regions except
for Region 7, where every project used Section 108
funds.

Regional Distribution of Section 108
Projects (FY 2002 through FY 2007)

Although eligible applicants are located
throughout HUD regions, HUD Regions 9 (including
California) and 4 (including Puerto Rico) had the
most Section 108 projects in the study period, with
Region 3 surpassing Region 4 when Puerto Rico
is considered separately. Regions 6, 7, and 8 have
the fewest number of projects in the study period,
although Regions 6 and 7 both have average per-
project Section 108 funding amounts significantly
higher than the national average. Separating the
22 projects located in Puerto Rico from Region 4
decreases the average per-project Section 108 funding
amount by almost $2 million. Separating projects
that did not use Section 108 funds slightly increases
average per-project Section 108 funding amounts,
except in Region 6 (increase by $1.65 million) and
Region 8 (decrease by $0.29 million, the only Region



Table 8. FY 2002 through FY 2007 Section 108 Projects and Approved Funding Amounts
by Region (dBase, Administrative Files)

. Percent of
Resion?® Number of Percent of }‘ggakiﬁggz? Section 108 S(i:iegl?gl?)S
8 Projects Projects (in Millions) Funding Amount
(FY 2002-07)
1 23 7% $129 8% $5,617,913
2 39 12% $62 4% $1,590,410
3 46 14% $210 13% $4,558,609
4 54 17% $343 22% $6.,349,074
5 31 10% $182 11% $5,867,968
6 16 5% $115 7% $7.173,500
7 6 2% $48 3% $7.925,833
8 12 4% $54 3% $4.,532,667
9 80 25% $352 22% $4,400,950
10 17 5% $99 6% $5,828,588
Total 324 100% $1,594 100% $4.918.444

Table 9 rearranges Table 8 by listing projects in Puerto Rico and projects identified during the Web survey as
not using approved Section 108 funds in separate rows.

Table 9. FY 2002 through FY 2007 Section 108 Projects and Approved Funding Amounts
by Region, whether the Project Is in Puerto Rico, and whether Section 108 Funds Were
Used (dBase, Administrative Files, Web Survey)

Total Section Percent of Section

Region Nll,lll};!)eirtsof Plﬁif)‘?;‘cttgf 108 Amount 108 Funding A‘i%‘;‘ielsgﬁzgn
J J (in Millions) (FY 2002-07)
1 22 7% $126 8% $5.,736,909
2 36 11% $58 4% $1,617,000
3 43 13% $204 13% $4,737,116
4 24 8% $110 7% $4,565,625
5 30 9% $178 11% $5,946,900
6 12 4% $106 T% $8.,824,667
7 2% $48 3% $7.925,833
8 3% $38 3% $4.241,778
9 76 24% $345 22% $4,535,368
10 15 5% $97 6% $6.,496,600
e—— . . Continued on next page
2 HUD divides the United States into 10 Regions, as follows:
* Region 1: CT,ME,MA,NH, RI, VT. * Region 6: NM, TX, OK, AR, LA.
* Region2: NY,NJ. * Region 7: NE,IA,KS, MO.
* Region 3: DC,DE, MD, PA, VA, WV. * Region 8: MT, WY,ND, SD, UT, CO.
* Region 4: KY,TN,MS, AL, GA,FL, SC,NC. * Region9: CA,NV,AZ,HI, GU, MP, AS.
* Region 5: MN, WL, IL, IN, MI, OH. * Region 10: AK,OR, WA, ID.
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Table 9. FY 2002 through FY 2007 Section 108 Projects and Approved Funding Amounts
by Region, whether the Project Is in Puerto Rico, and whether Section 108 Funds Were
Used (dBase, Administrative Files, Web Survey) (Cont.)

Total Section Percent of Section .
Number of Percent of 108 Amount 108 Funding Average Section

Region

Projects Projects (in Millions) (FY 2002-07) 108 Amount
No 108 Funds 29 8% 566 4% $2,280,828
Used
Puerto Rico 22 7% $218 14% $9,889,364
Total 324 100% $1,594 100% $4,918,444

The geographic distribution by state of  Section 108 funding and has a per-project average
Section 108 projects and funds in the study period  Section 108 funding amount of $1.55 million. The
contains some surprises. Table 10 shows that the  states with the largest per-project average amount
states with the greatest number of projects and those ~ of Section 108 funding have two to four projects
with the largest total amount of Section 108 funding  with large Section 108 amounts. Texas’s rankings
are populous. Interestingly, New York, tied for the = are skewed by one project in San Antonio with $57
second-most number of projects, is eighth in total ~ million in Section 108 funding.

Table 10. Top Five States, FY 2002 through FY 2007 Section 108 Projects and Approved
Funding Amounts (dBase, Administrative Files, Web Survey)

R v S
California 72 California $330 million Texas $12.3 million
New York 31 Pennsylvania $120 million Florida $12.0 million
Pennsylvania 31 Michigan $100 million Vermont $9.9 million
Massachusetts 13 Massachusetts $79 million Minnesota $9.0 million
Michigan 13 Texas $74 million Indiana $8.8 million

This does not include 22 Section 108 projects in Puerto Rico or the 28 projects that have not used Section 108 funds.

Table 11. Top Five Jurisdictions, FY 2002 through FY 2007 Section 108 Projects and
Approved Funding Amounts (dBase, Administrative Files, Web Survey)

Jurisdiction Nf,‘;‘;iil;sof Jurisdiction ?ﬁ;l}gf Jurisdiction A‘:;?g’ﬁnlto 8
ggf;l:;“;Y 10 Detroit $80 million San Antonio $57.0 million
Los Angeles 8 Los Angeles $63 million Winooski, VT $24.3 million
Middletown, NY 8 San Antonio $57 million Boston $22.5 million
San Diego 7 San Jose $57 million San Jose $18.9 million
Reading, PA 6 Boston $45 million Des Moines $17.5 million

This does not include 22 Section 108 projects in Puerto Rico or the 28 projects that have not used Section 108 funds.

The geographic distribution by jurisdiction = made based on distribution by state (see Table 10).
of Section 108 projects and funds in the study period  Since individual jurisdictions have fewer Section 108
leads to more extreme versions of the observations  projects than states, distortions caused by projects




with large Section 108 amounts are more evident. The
one $57 million project in San Antonio places it first
in per-project average amount of Section 108 funding
and third in total Section 108 funding. Similarly, San
Jose, with three large projects, and Boston, with two
large projects, are fourth and fifth, respectively, in
total Section 108 funding, while Rockland County,
Middletown, San Diego, and Reading are not even
in the top 10.

A number of large cities, such as Philadelphia,
used most of their available Section 108 funding
prior to the study period and are thus unable to apply
for new Section 108 projects until their existing loans
are repaid.

Distribution by Project Type

As Tables 12 and 13 show, the distribution
of projects by type is fairly steady, with decreases in
each type that follow the decrease in total Section
108 projects over time in the study period. In general,
economic development projects are the most popular
type of project funded in each FY, and few housing
projects are funded each year. The distribution of
projects that did not use Section 108 funds by type
does not deviate from the distribution of projects by
type for each FY; that is, no one type of project has
a notable concentration of projects that did not use
Section 108 funds.

Table 12. Distribution of Projects by Type and FY (Administrative Files,
HUD Web Site Project Summaries)

Economic

Fiscal Year Development Housing Public Facilities Total
2002 34 10 29 73
2003 32 8 25 65
2004 37 1 28 66
2005 32 3 12 47
2006 24 3 9 36
2007 26 3 8 37
Total 185 28 111 324

Table 13 rearranges Table 12 by listing projects in Puerto Rico and projects identified during the Web survey
as not using approved Section 108 funds in separate rows.

Table 13. Distribution of Projects by Type and FY, whether the Project Is in Puerto Rico,
and whether Section 108 Funds Were Used (dBase, Administrative Files,
HUD Web Site Project Summaries, Web Survey)

Fiscal Year vacgggﬁfm Housing Public Facilities Total

2002 30 24 63

2003 32 6 21 59

2004 32 1 19 52

2005 29 2 40

2006 22 3 4 29

2007 21 2 30

No 108 Funds Used 14 5 10 29
Puerto Rico 5 0 17 22
Total 185 28 111 324
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There is a notable decrease in the number
of public facilities projects funded annually after
FY 2004. The maximum amount of total Section
108 funding that a jurisdiction may receive is
five times the jurisdiction’s most recent CDBG
allocation. The size of a new Section 108 loan is
limited to the maximum Section 108 amount less
existing Section 108 loan balances. A jurisdiction
that has secured most or all of its available Section
108 funding cannot receive additional Section 108
funds until it repays existing Section 108 loans or
receives an increase in its CDBG entitlement. One
possible explanation for the decrease in the number
of public facilities projects funded annually is that
the slower repayment mechanisms typically used
for public facilities projects limits the amount of
available new Section 108 funding. In other words,
jurisdictions with a large public facilities project
or numerous public facilities projects must wait for
existing loan balances to decrease before applying
for a new public facilities project, and given a slower
repayment mechanism for public facilities projects,
the jurisdiction may have to wait five years or longer

before submitting a new application. This contrasts
with economic development projects, which typically
have faster repayment mechanisms. Rapid repayment
of economic development projects decreases existing
loan balances such that the jurisdiction can apply for
a new Section 108 loan.

Funding Sources

During the review of HUD administrative
files, the team identified 679 unique sources and 1,074
unique uses of funds for the Section 108 projects in
the study period. For purposes of analysis, it was
necessary to collapse the sources and uses into a
more manageable number of categories. For example,
funding sources could be classified as federal, state,
or local governments. Funds might also come from
a variety of private sources. Uses of funds could
be classified as various types of construction cost,
including components of “hard” and “soft” costs.
Other categories of uses might include setting up
loan programs (i.e., relending the Section 108 funds),
making interest payments, or incurring legal costs.

Table 14. Sources of Additional Funds Based on Section 108
Project Application Materials (Administrative Files)

Funding Source

Number of Projects

Total Amount from Source

Using Source (in Millions)
Private Financing 81 $993.4
Developer/Owner Equity 97 $889.0
Developer/Owner Debt 13 $809.8
Local Funds 97 $727.3
Public Financing 36 $343.5
Tax Credit 30 $308.3
Other 29 $151.5
Corporate Funds 13 $132.5
State Funds 61 $131.4
BEDI 73 $103.2
HOPE VI 3 $79.8
CDBG 56 $59.2
Land Value 8 $477
Private/Non-profit Contributions 20 $39.2
Federal Home Loan Bank 7 $38.5
EDI 33 $26.5
HOME 11 $22.5




Table 14. Sources of Additional Funds Based on Section 108
Project Application Materials (Administrative Files)

Funding Source Number of Projects Total Amount from Source
g Using Source (in Millions)
EDA 9 $18.5
Other HUD Sources 11 $157
Other Federal 9 $10.0
U.S. Department of Transportation 5 $9.9
SBA 3 $2.8
EPA 5 $1.3

This is based on data available for 247 projects. This does not include the 22 Section 108 projects in Puerto Rico or the
28 projects that have not used Section 108 funds.

Table 14 shows sources of funds for descriptive purposes. It demonstrates the variety of resources assembled
to carry out Section 108 projects.

Table 15. Comparison of Section 108 Funds to Other Project Funds by Type of Project,
Based on Section 108 Project Application Materials (Administrative Files)

Economic . . e
Development Housing Public Facilities Total
Total Section 108 Funds $788 million $94 million $199 million $1,080 million
Total Other Funds $3,545 million $429 million $990 million $4.964 million
llissgsof Section 108 to Other $1 - $4.50 $1:$4.58 $1:$4.99 $1: $4.60

Information is based on data available for 217 projects with more than one funding source. This does not include
Section 108 projects in Puerto Rico or projects that have not used Section 108 funds.

Although the Section 108 program does not ~ During the site visits, grantees commonly described
require communities to match or leverage program  the relationship between Section 108 funds and other
funds, grantees in the study were very successful in  funds in two ways. The first and most prevalent is that
combining Section 108 funding with other funding  Section 108 funding catalyzes additional funding in
sources (see Table 15). They averaged $4.62 of  that it makes the project both feasible and viable to
additional funding secured for each dollar of Section ~ other funding sources. The second is that Section
108 funds.”? Much of the additional funding came 108 funding is needed to fill the gap between other
from private sources (private financing such as  committed funding and total project costs.
commercial bank loans, developer/owner debt, and ) )
developer/owner equity combined for over $2.7 Section 108 projects tend not to leverage
billion in project funding during the study period). other federal funds,*® with the exception of tax credit

programs (including Historic Tax Credits (HTC),
» A 1982 HUD evaluation of the Urban Development Action Low Income Hqusmg Tax Credits (LIHTC).’ New
Grant (UDAG) program found that the program leveraged an Market Tax Credits (NMTC), and others). During the
average of 5.5 private dollars for each UDAG dollar. In 2002,  site visits, grantees noted that most of their Section
the Urban Institute found that for Section 108 the leverage 108 projects did not qua]ify or conform to other

ratio was $.95 in private spendipg to $1 00 in publig funding. federal programs, both in the program requirements
In 2008, GAO calculated the ratio of private to public funds in
the HOME program as $.62 to $1.00, and $.67 to $1.00 for the % BEDI and EDI grants require Section 108 approval and

HOPE VI program. funding.
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and the amount of funds available relative to need
from other federal programs. One grantee noted
an instance where Section 108 approval helped the
grantee secure funds from another federal program,
and that without the Section 108 funds the other
federal program likely would have declined the
grantee’s application.

Surprisingly, grantees proposed using
CDBG funds in addition to Section 108 funds in only
22.4 percent of projects.’’ Some grantees separate
the types of projects and the source of funds, with
Section 108 funding economic development projects
and CDBG funding public facilities. Other grantees
establish a cost threshold, with projects below the
threshold funded by CDBG and those above the
threshold funded by Section 108.

Local funds, including tax increment
financing (TIF), are used by 39.2 percent of projects
and provide a significant amount of additional
funding.

This reflects the grantee’s financial
commitment to the projects and also reflects the
grantee’s efforts to match federal funding. While
the study team is unaware of any jurisdiction that
requires matching Section 108 funding with local
funds, some grantees pursue a match with either
local funds or, preferably, with private funding.

Use of Funds

Although the study team could not verify all
the uses through the survey or in-person discussions
with grantees, Table 16 presents the range of uses of
Section 108 loans. Given the size and scope of most
Section 108 projects, initial budgets and plans often
change during implementation. Grantees reported
in conversations that some Section 108 projects
have significantly changed between approval and
implementation.*

Table 16. Projected Uses of All Project Funds Based on Section 108
Project Application Materials (Administrative Files)

Total Amount Proposed

Funding Use Number of Projects for Use (in Millions)
Hard Cost—Construction 142 $2,743.2
Acquisition of land 127 $800.0
Other 38 $512.0
Public Facility Development 37 $299.4
Loans and Grants 41 $197.3
Soft Cost—Other 75 $159.5
Rehabilitation/Renovation 52 $154.1
Infrastructure—Streets 27 $144.8
Professional Services—A&E 79 $84.3
Site Improvements 45 $75.6
Cost of Financing 62 $72.7
Hard Cost-Equipment 37 §72.7
ireljrilzcélilzlizl:ltal review— Mitigation/ 34 $60.8
Relocation 33 $58.2

31 Section 108 loan repayment sources and secondary collateral
are not included.

Continued on next page

32 Changes to a Section 108 application are permitted so long as
grantees follow the application amendment requirement under
CFR 570.704(c5). Loan terms also may be changed with prior
consent of HUD. It is not uncommon for amendments to be
proposed and approved by HUD.



Table 16. Projected Uses of All Project Funds Based on Section 108
Project Application Materials (Administrative Files) (Cont.)

Funding Use Number of Projects T(;.:;l ég?;nidl;ﬁ(i)gsss)ed
Soft Cost—Construction Contingency 61 $56.4
Demolition/Clearance or site preparation 43 $54.8
Interest Payments 59 $51.4
Infrastructure—General/Other 16 $51.1
g;)(f; tC(())rstI;e]:zeveloper/Owner Overhead, 25 $419
Soft Cost-Financial Reserve 29 $39.8
Infrastructure—Water and Sewer 13 $21.8
Soft Cost—-Management and Administration 26 $214
Professional Services—Other 38 $18.5
Infrastructure—Utilities 13 $18.2
Soft Cost-Fees 29 $17.1
Environmental-Other 8 $2.0

Information is based on data available for 244 projects. This does not include Section 108 projects in Puerto Rico or

projects that have not used Section 108 funds.

According to the information in the
administrative files for 244 Section 108 projects,
Hard Cost—Construction (i.e., expenses incurred for
physical improvements that can be seen, such as
foundations, walls, roof, electrical work, plumbing,
etc.) represented by far the single largest category of
use, accounting for almost half of the total funds. The
next largest category is Acquisition, which accounts
for 14 percent of proposed project expenditures. Even
by combining several related line items, none of the
remaining categories approaches this level of use.
The third largest use of funds is for infrastructure,
accounting for a little over four percent.

Use of Section 108 Funds in the
United States by the Largest and
Poorest Cities

To determine whether use of Section 108
funding was more prevalent in large versus smaller
cities, the study team asked field office staff members
which communities tend to use Section 108 funds.
They mostly replied that larger cities had made
very good use of the Section 108 program in the
past. One field office’s staff said that large cities in
its jurisdiction had not used the program recently

because they had maxed out their allowable Section
108 debt.

The study team looked at the data available
for this study to determine whether all of the 25
most populous cities have used Section 108 during
the study period and to what extent. Table 17 shows
which large cities have used Section 108 funds. The
25 largest cities had 46 total awards. Two cities in
California, Los Angeles and San Diego, had the
most awards, nine and eight, respectively. Detroit had
the next largest number of awards. Thirteen of the
25 largest cities had at least one Section 108 project
awarded during the study period.
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Table 17. Use of Section 108 in the 25 Largest Cities in the United States

Number of Section

City, State 200(2 slt?lgg::)t R Rank in 2009 108 Projects awarded
in FY 2002-07
New York, NY 8,391,881 1 3
Los Angeles, CA 3,831,868 2 9
Chicago, IL 2,851,268 3 0
Houston, TX 2,257926 4 0
Phoenix, AZ 1,601,587 5 0
Philadelphia, PA 1,547,297 6 2
San Antonio, TX 1,373,668 7 1
San Diego, CA 1,306,301 8 8
Dallas, TX 1,299,543 9 0
San Jose, CA 964,695 10 3
Detroit, MI 910,920 11 5
San Francisco, CA 815,358 12 0
Jacksonville, FL 813,518 13 0
Indianapolis, IN 807,584 14 0
Austin, TX 786,382 15 3
Columbus, OH 769,360 16 0
Fort Worth, TX 727,575 17 0
Charlotte, NC 709,441 18 0
Memphis, TN 676,640 19 1
Boston, MA 645,169 20 2
Baltimore, MD 637,418 21 3
El Paso, TX 620,447 22 0
Seattle, WA 617,334 23 2
Denver, CO 610,345 24 4
Nashville-Davidson, TN 605,473 25 0



http://www.infoplease.com/cgi-bin/id/A0108570
http://www.infoplease.com/cgi-bin/id/A0108549
http://www.infoplease.com/cgi-bin/id/A0108493
http://www.infoplease.com/cgi-bin/id/A0108527
http://www.infoplease.com/cgi-bin/id/A0108583
http://www.infoplease.com/cgi-bin/id/A0108580
http://www.infoplease.com/cgi-bin/id/A0108597
http://www.infoplease.com/cgi-bin/id/A0108600
http://www.infoplease.com/cgi-bin/id/A0108503
http://www.infoplease.com/cgi-bin/id/A0108606
http://www.infoplease.com/cgi-bin/id/A0108509
http://www.infoplease.com/cgi-bin/id/A0108603
http://www.infoplease.com/cgi-bin/id/A0108536
http://www.infoplease.com/cgi-bin/id/A0108531
http://www.infoplease.com/cgi-bin/id/A0108483
http://www.infoplease.com/cgi-bin/id/A0108501
http://www.infoplease.com/cgi-bin/id/A0108517
http://www.infoplease.com/cgi-bin/id/A0108490
http://www.infoplease.com/cgi-bin/id/A0108552
http://www.infoplease.com/cgi-bin/id/A0108487
http://www.infoplease.com/cgi-bin/id/A0108485
http://www.infoplease.com/cgi-bin/id/A0108513
http://www.infoplease.com/cgi-bin/id/A0108609
http://www.infoplease.com/cgi-bin/id/A0108505
http://www.infoplease.com/cgi-bin/id/A0108564

The study team also examined whether the
poorest cities in the United States used Section 108
and to what extent. Table 18 shows the number of

Section 108 projects awarded from FY 2002 through
FY 2007 to the 25 poorest U.S. cities.

Table 18. Use of Section 108 in the 25 Poorest Cities in the United States

Number of Section

City, State Poverty Rate 108 Projects awarded
in FY 2002-07
Detroit, M1 33.3% 1 5
Cleveland, OH 30.5% 2 1
Buffalo, NY 30.3% 3 0
Newark, NJ 26.1% 4 0
Miami, FL 25.6% 5 1
Fresno, CA 25.5% 6 0
Cincinnati, OH 25.1% 7 1
Toledo, OH 24.7% 8 0
El Paso, TX 24.3% 9 0
Philadelphia, PA 24.1% 10 2
Milwaukee, W1 23.4% 11 1
Memphis, TN 23.1% 12 1
St. Louis, MO 22.9% 13 0
Dallas, TX 22.6% 14 0
New Orleans, LA 22.6% 15 3
Atlanta, GA 22.4% 16 0
Stockton, CA 21.6% 17 1
Minneapolis, MN 21.3% 18 0
Pittsburgh, PA 21.2% 19 5
Tucson, AZ 20.9% 20 0
Chicago, IL 20.6% 21 0
Columbus, OH 20.1% 22 0
Long Beach, CA 19.8% 23 0
Houston, TX 19.5% 24 0
Los Angeles, CA 19.4% 25 9

Los Angeles, the second largest city and
25th poorest city in the United States, had the largest
number of Section 108 awards among the 25 poorest
cities, followed by Detroit, the poorest city in the
United States, and Pittsburgh, the 19th poorest city
in the United States.

Trends in Section 108-funded
Initiatives

The team found that the role the Section
108 program plays in funding projects varies based
on the total project cost. Most of the projects with
small total project cost (less than $3 million, with
exceptions) are majority-funded by Section 108,
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and, if the Section 108 program did not exist, the
team expects that the jurisdiction probably would
not propose the project. Most of the projects with
large total project cost (greater than $50 million,
with exceptions) include a relatively small amount
of Section 108 funding, and the jurisdiction might
possibly carry out the project even if the Section 108
program did not exist (although with more onerous
financing).

Of the projects reviewed in this research,
more than one-half received more than 50 percent
of their funding through the Section 108 program;
without the program, the project likely would not
have moved forward as envisioned.* Section 108
funds both stimulate and support additional project
funding. In some cases additional funds are implicitly
conditional on the Section 108 approval, while in
others Section 108 funds are used to bridge the gap
between the maximum funds available from other
sources (including federal programs) and the actual
project cost. During every site visit, the grantee
praised Section 108 for its flexibility and noted that
many successful projects never would have occurred
without this flexibility.

Because the non-financial data available
from HUD are generally limited to Section 108
application and approval materials, it is difficult to
determine the extent to which the current economic
downturn and nascent recovery affects Section 108
projects and the use of Section 108 funds. Based on
the Web survey and site visits, there are a number
of Section 108 projects that have changed their
scope significantly. The changes in scope range
from reducing the size of the project to changing
the National Objectives to outright cancelling the
project. In some cases, economic conditions were
cited as the reason for the change in scope. Economic
conditions also have hampered achievement of
project outcomes. For example, a number of projects
that responded to the survey have prepared land or
rehabilitated buildings yet have been unable to sell
the real estate as planned. This subject is discussed in
the context of program outcomes in Chapter 4.

3 Chapter 4 includes supporting documentation for this
statement.

Other Issues Associated with
the Section 108 Loan Guarantee
Program

Loan Financing and Repayment Systems Used by
Grantees

All  Section 108 applications pledge
secondary collateral such that no Section 108
loan has defaulted (triggering HUD’s 100-percent
guarantee). The public offering, coordinated by the
Financial Management Division, specifies the terms
of repayment for those grantees that elect to sell their
notes and lock in a permanent fixed rate.

Grantees use a variety of mechanisms for
repaying the Section 108 loan. Examples include the
following:

e Payments from third-party borrowers.
e TIF revenues.

*  Program income.

*  CDBG program grant funds.

All grantees and HUD field office staff
members interviewed for this report agree that
most economic development projects depend on
revenue generated by the project to repay the loan.
This revenue may include rents, sale proceeds, loan
repayment (when a grantee relends the funds to a
third party), and increased tax collections. Most
public facilities projects depend on future revenues
for repayment, typically CDBG funds. Housing
projects are more similar to economic development
in that they anticipate rents or sale proceeds, but some
also use future CDBG and other funding sources for
repayment.

In the survey and during site visits with
field office staff members and grantees, the study
team touched on the repayment mechanisms and the
reasons for choosing one mechanism over another.
Field office and grantee staff members provided the
following insights, grouped geographically:

Southern California

According to staff members in the Los
Angeles field office (Which covers half of California’s
105 entitlement communities, less than half of which
participate in Section 108), grantees in southern
California tend to use CDBG funds to repay Section
108 loans. The following are observations:



A field office staff member drew a random
sample of 17 active Section 108 loans to provide
information on how grantees repaid their loans
in the region. For 13 of the 17 loans (totaling $44
million), grantees were repaying the loans using
CDBG funds exclusively. For the remaining four
loans (totaling $31 million), grantees were using
a combination of CDBG, TIF, and/or project-
generated revenue and developer cash flow.

A representative of a small city (that covers
no more than seven square miles and has a
population of about 50,000) in the region said
that it repays Section 108 loans using CDBG
funds exclusively.

A city manager said the city used CDBG funds
to pay off its Section 108 loan over a seven-year
period.

One grantee that oversaw multiple projects
offered a more expansive explanation of how it
repays its Section 108 loans. The grantee noted
that since it uses Section 108 loans to develop
retail/commercial space, the cash flow of the
completed project is typically the anticipated
source of repayment on the Section 108 loans.
However, if the project were to default, then the
grantee would be obligated to pay the Section
108 loan. As a result, the grantee would probably
foreclose on the Section 108 loan to the business
or do a “work-out” of the loan so that another
borrower could assume the loan and take over
the commercial/retail space. Typically, the
grantee collects monthly payments from the
borrowers and deposits them to a Section 108
repayment account set up for each Section 108
borrower. The grantee then uses the funds from
the respective accounts to repay HUD’s fiscal
agent for each of the Section 108 loans. The
grantee makes these payments on a semiannual
or quarterly basis, depending on whether the
Section 108 loan is on an interim or permanent
amortization schedule.

Pacific Northwest

Staff members in the Seattle field office told the
study team that grantees in the Pacific Northwest
tend not to use CDBG for repayment. In their
experience, only a few grantees planned to use
CDBG funds to repay their Section 108 loans.
One field office staff member said, “The vast
majority typically plan to use some sort of
project generated revenue.”

One field office staff member added that there
are a few exceptions. For example, in the case of
default or delay in payment, grantees use CDBG.
In addition, one field office staffer said that in the
case of a loan fund, the Section 108 loan would
be repaid with the proceeds of the loan.

A representative from a city in the region
said that tight budgets preclude using Section
108 for projects that do not generate enough
revenue. The representative further noted, “We
have a very tight CDBG budget—all of our
CDBG funds are allocated to other programs/
projects. If we used CDBG to repay one or more
Section 108 loans, it would likely result in the
termination of programs/projects that rely on
CDBG funding. As a result, the city ensures that
108 projects generate enough revenue on their
own to cover debt service payments. Of course,
using CDBG funds to repay 108 loans would
expand opportunities for us to fund projects that
may not generate high revenue but create high
public benefit (jobs or goods/services for low-
income communities). Due to continuing cuts in
the city’s CDBG entitlement, using CDBG funds
for 108 loan repayments would not be considered
a viable option at this time.”

New England

One city manager in the Boston area (where the
city has done more than $12 million worth of
Section 108 loans) said that CDBG has been used
for repayment of only $1 million of principal and
$250,000 of interest on Section 108 loans. In one
case, he told the team that the funds for a large
affordable housing project were matched by
private capital in the amount of $5 million and
that the city used CDBG for partial repayment.
In this project, the City did not re-loan the 108
funds to a third party. Rather, the city is repaying
the loan with the proceeds from selling parcels
of land. The city manager elaborated that
generally the city does not use CDBG to pay
back the loans except as a last resort. He said,
“We set up the loans with a revenue stream
identified that can be used to finance the payment
schedule. Typically, this comes from the third-
party borrower who borrows the funds from us
to support a development project. Only if the
development deal collapses and the city needs to
repay HUD do we tap CDBG as the source of
those repayments.”
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One grantee reported that it requires the third-
party borrower to repay the 108 loan, with only
two known exceptions. The first was an old loan
that did not perform. The grantee reluctantly
repaid the loan using CDBG. The second was a
loan that by design the grantee is repaying out
of city capital funds. The grantee stated, “We
could not possibly pay all of our 108 loans out
of CDBG without seriously disrupting our entire
CDBG program given the volume of 108 loans
we carry.”

One grantee in the region noted that, depending
on the revenue stream generated by the economic
development project and whether the grantee uses
other funds to hasten repayment, the Section 108
loan can be repaid in a few years, thus allowing
the grantee to pursue new Section 108 funding.
The grantee provided an illustrative example:
an economic development project that included
acquisition and rehabilitation of a building,
with construction scheduled to last for one year,
followed by a sale to a developer or business. If
successful, the sale proceeds would match or
exceed the balance of the Section 108 loan, and
the grantee could complete repayment after the
sale is completed, possibly in less than two years.

Pennsylvania

The Philadelphia field office staff noted that
Section 108 grantees do not necessarily give
up use of their CDBG funds. Staff members
explained that the grantee sets up accounts for
the Section 108 line of credit and for Section
108 payments. An account is also set up for the
CDBaG line of credit. Depending on the nature of
the repayment schedule, grantees might not need
to give up any of their CDBG funding. However,
if Section 108 repayments are not made on a
timely basis from the pledged sources, then
payment will be made from the CDBG line of
credit. Staff members acknowledged that there
are of course some Section 108 loans where the
repayment plans will sometimes call for use of
CDBG funds for repayments.

One grantee in the area told the team that it was
awarded a BEDI grant in the amount of $1.4
million, of which it will use $1 million for interest
payments on the Section 108 loan and $400,000
as a debt service reserve for the project.

Another grantee said that it would repay its
Section 108 loan over a 20-year period using

special assessments and CDBG. If the CDBG
entitlement is insufficient, the grantee will use
monies from its general fund to pay annual debt
service.

Oklahoma

Staff members in the Oklahoma City field office
said that a city in its jurisdiction with a very large
Section 108 project is using a portion of its annual
CDBG allocation to pay the principal over five
years. They also pointed out that because the
site is within an Empowerment Zone, the project
was able to qualify for tax credits based upon
the number of employees who live and work in
the Empowerment Zone. Also, since the project
qualified for a BEDI grant, the city used BEDI
funds to make interest payments on the Section
108 loan. The remaining components of the
project were the result of negotiations between
the private sector, the city manager, and the local
Chamber of Commerce.

One grantee staff member said that payment
depends on the nature of the loan. For example,
on some loans, the assisted business pays. For
others that are economic development activities,
the city pays. For the grantee’s revolving loan
fund, the fund is repaid with the proceeds of the
loans.

Various Regions

One grantee in Wisconsin uses CDBG on a
quarterly basis to repay its Section 108 loan.

A project manager with a city in the Midwest
said that the Section 108 loans with which
she has been involved have been paid back by
private/outside sources or from sales proceeds
from completed, Section 108-funded houses.
She noted further, “The subsidies that were
needed on the latter loan were identified up front
and funds committed to cover the gaps, which
could include CDBG, state, and local funds. The
Section 108 loan provides us low interest funds
for construction to help minimize the subsidy
gap that is needed.”

One grantee in a North Carolina said it uses third-
party loan repayments. When the repayment of
those loans ends, the grantee anticipates using
CDBG funds to repay outstanding obligations.

One grantee in the Atlanta region said that it
used CDBG to repay a Section 108 loan for an



infrastructure project because it was a HOPE IV
project that did not produce revenue. The grantee
has another project, a revolving loan fund, whose
volume of activity is not sufficient to cover 108
debt payments and CDBG funds will be used to
repay that loan as well.

In general, on the issue of repayment, field
office and grantee staff members emphasized the
importance of carefully vetting Section 108 projects
within their jurisdictions and structuring loans
properly so that repayment would not be an issue. All
grantees that were interviewed during the site visits
expressed the opinion that if a Section 108 project
was carefully vetted and properly structured, then
repayment would not be an issue. All 10 grantees
that were visited said that they would not risk future
CDBG funds. They said that if loans to third-party
borrowers are repaid, funds can be revolved, thereby
making them available to make additional new
loans. They said that they would use CDBG funds
to repay the Section 108 loan as a last resort. Those
that used CDBG funds to repay were not able to
recoup enough revenues from the proceeds of the
projects they funded, or the projects themselves did
not produce revenue. According to these grantees,
repayment problems are not common, and in the end
all loans are repaid, thereby guaranteeing that there
is no stoppage of funding for economic development
purposes.

Although the Web survey did not ask a
specific question about repayment, a few grantees
provided information on issues related to using
CDBG funds for repayment. When asked whether
the grantee would consider applying for a Section
108 loan in the future, grantees representing 16
Section 108 projects said they would not consider
future Section 108 loans because they did not want to
include CDBG funds as part of the repayment plan.
Ten of those 16 responses went further to state that
they did not want to risk losing CDBG funds if the
repayment plan is not met.

Approximately 37 percent of the grantees
that responded to the Web survey question on why
they would choose Section 108 agreed with the
interpretation provided by one grantee during the
site visits. The grantee noted that local bonds are a
viable alternative to Section 108 funding (based on
the amount available and flexibility of funds), but
that bond funding is much more difficult to secure.
A typical bond requires approval from voters, either
directly through a referendum or indirectly through

local government legislation, while Section 108 can
be pursued with fewer procedural hurdles. Local
bonds are typically guaranteed by the jurisdiction’s
general fund, and receiving permission to use the
general fund as collateral is much more difficult than
identifying secondary collateral that meets Section
108 program requirements. Due to the scope of
the project and the various local agencies involved,
one grantee structured the repayment stream for
a Section 108 loan the same way as it would for a
local bond, with each local agency budgeting Section
108 repayment into its annual budget. The grantee
explained that it would never restructure a repayment
stream like that again because of the difficulty in
negotiating with the various local agencies.

Reducing the Risk of Foregoing
Future CDBG

During site visits, the study team asked field
office staff members how often grantees actually use
CDBG for repayments and how often communities
give up the use of their CDBG funds. Staff members
from one field office noted that Section 108 grantees
do not necessarily give up use of their CDBG funds.
Accounts are set up for the Section 108 line of credit
and for Section 108 payments. An account is also set
up for the CDBG line of credit. Depending on the
nature of the repayment schedule, grantees might not
need to give up any of their CDBG funding. However,
if Section 108 repayments are not made on a timely
basis from the pledged sources, then payment will be
made from the CDBG line of credit. And of course,
the repayment plans will sometimes call for use of
CDBG funds for repayments.

According to some grantees, the risk of
using future CDBG funds to repay a Section 108
loan still presents an unacceptable risk. Some
grantees look to other tools to reduce the risk of using
future CDBG allocations for loan repayment. Some
grantees reported that they relied on the EDI and
BEDI grants as a way to decrease the level of risk,
thereby providing additional security for the Section
108 loan. By using EDI as a loan-loss reserve or debt-
service, paying some of the project costs with grant
funds, or reducing the interest rate to be paid from a
revolving loan fund, local governments can protect
their CDBG funds in the event of a Section 108 loan
default. Approximately 10 percent of the Section 108
projects include an EDI or BEDI grant. One grantee
that was interviewed noted, “Were it not for the EDI
grant, we would not have used the Section 108 loan
program.”
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Another grantee with a loan pool project has
established a debt service/loan loss reserve utilizing
a combination of EDI funds and other net revenue
generated from loan application fees and the interest
rate spread above cost of funds. This reserve supplies
additional collateral for four third-party loans from
the loan pool, but it does not replace the collateral
that the third-party borrower is required to provide.
The grantee has asked HUD to allow it to establish a
larger loan loss reserve to cover its entire Section 108
loan portfolio.

Loan Pools

During FY 2002 through FY 2007, HUD
approved Section 108 loan guarantee commitments to
44 jurisdictions to establish or replenish loan pools—
pools of funds available to third-party borrowers,
usually for economic development activities.

Loan pools funded by Section 108 are
administered at the local level. The Section 108
application includes the rules and underwriting
requirements that the grantee will use, and HUD
approves them along with the Section 108 application.
Depending on the sophistication and experience of
the grantee, HUD may require the local field office
to approve the terms of some or all loans to third-
party borrowers. Field offices make a determination
that the proposed project meets the applicable CDBG
program requirements for all third-party loans.

Loan pool activity varies by grantee. In
general, the loan pool allows the grantees greater
flexibility in using a larger amount of Section 108
funds. Some loan pools are targeted to a specific
neighborhood or area, such as the Pioneer Square
area of Seattle; others are for a specific purpose,
such as building hotels; and some, such as the loan
pool in Oklahoma City, are broadly defined. Even
the stated target area is flexible, as in Seattle, where
loans in Pioneer Square did not exhaust the loan
pool and a final loan was made to another part of
the city. Some loan pools only issue one third-party
loan, while others issue many loans. Section 108 loan
pools typically fund third-party loans of more than
$1 million. The grantees that the team interviewed
indicated that smaller loans and projects can use
other, often targeted sources of funding that do not
require extensive applications.

After HUD Headquarters approval of a loan
pool as part of a loan application, information on the
projects funded by third-party loans made through

Section 108 loan pools is collected at the local level.
Grantees share this information with the HUD field
office, but communication between the grantees and
HUD Headquarters regarding the implementation of
third-party loans is rare. Similarly, determinations
on the eligibility of specific activities proposed for
individual loans within loan pools and approvals
in changes in the purpose of those individual pools
are made at the HUD field office level and may not
necessarily be communicated to HUD Headquarters.

Chapter Summary

The Section 108 program funds a wide
range of projects, from refurbishing a food bank to
developing a hotel district in a large city. Section
108 is very good at leveraging additional private and
public funds ($4.62 for every $1.00 in Section 108
funds), yet many grantees state that their projects
could not be completed without Section 108. Over
the study period, Section 108 activity drifted towards
fewer, larger projects. The type of project has not
changed much—economic development projects
remain the most popular and account for about half
of all projects, while housing projects are few.

Some very large projects, such as a $57
million loan pool in El Paso, TX, skew analysis
of Section 108 by state or grantee, and the limited
study period also affects geographic analysis by not
capturing Section 108 activity prior to FY 2002.
Regional analysis should overcome these distortions.
Relative to the rest of the country, Regions 6, 7, and
8 do not use Section 108 often, although Oklahoma
City exists as a model for a successful Section 108
program in the Midwest and Great Plains.

The National Objectives of LMI jobs and area
benefit dominate Section 108 activity, corresponding
to economic development and public facilities.
There appears to be a decrease in the number of
public facilities projects funded annually after FY
2004. One possible explanation for the decrease
in the number of public facilities projects funded
annually is that the slower repayment mechanisms
typically used for public facilities projects limits
the amount of available new Section 108 funding.
Jurisdictions with a large public facilities project
or numerous public facilities projects must wait for
existing loan balances to decrease before applying
for a new public facilities project, and given a slower
repayment mechanism for public facilities projects,
the jurisdiction may have to wait five years or longer
before submitting a new application. This contrasts



with economic development projects, which typically
have faster repayment mechanisms. Rapid repayment
of economic development projects decreases existing
loan balances such that the jurisdiction can apply for
a new Section 108 loan.

Field office and grantee staff members that
commented on repayment mechanisms emphasized
the importance of carefully vetting Section 108
projects within their jurisdictions and structuring
loans properly so that repayment would not be an
issue. There was agreement on the reluctance to use
future CDBG funds on risky investments. Grantees
that were visited said in various ways that they would
use CDBG funds to repay the Section 108 loan as a
last resort. According to these grantees, repayment
problems are not common, and in the end all loans are
repaid, thereby guaranteeing that there is no stoppage
of funding for economic development purposes.
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Chapter 3: Program
Design Features

OMB’s 2007 PART review of Section 108,
as discussed in Chapter 1, included an assessment
of the program’s purpose and design. The review’s
positive conclusion was that the program: (1)
had a clear purpose, (2) focused on specific and
existing problems/needs, and (3) was designed to
effectively direct resources to meeting the program’s
purpose and reaching its intended beneficiaries.
On the negative side, however, OMB raised two
design concerns. The first, involving potential
program redundancy or duplication, was based on
a Government Accountability Office (GAO) report
stating that there were other federal programs and
private financing that served similar populations and
funded similar categories of activities to Section 108.
The second, involving the program’s 100-percent
loan guarantee feature, was based on federal credit
program principles promulgated in OMB Circular
129 that include a preference for guarantees that are
less than 100 percent. Both concerns are addressed
in this chapter, which presents evidence somewhat at
odds with OMB’s core conclusions.

Potential Program Duplication

Community and economic development
projects can be undertaken in conjunction with
numerous federal government programs. Mills,
Reynolds, and Reamer (2008), for example, identified
14 federal agencies that administered 250 programs

useful to regional economic development. Whether
such programs duplicate one another, therefore, is a
reasonable question addressed by GAO both in 2000
and 2011. In its initial review, GAO observed that
there were 73 programs that could be used to support
one or more of six activities identified as being
directly related to economic development. In its later
review, GAO focused on 80 programs administered
by four agencies where duplication, overlap, or
fragmentation could occur.**

This section considers the question of
whether the Section 108 program, in particular,
duplicates other programs. (Appendix F contains a
description of various federal programs that in part
fund economic development programs.) This section
expands the discussion to consider also whether
aspects of the program may be unique among
community and economic development programs and
whether the program can constructively complement
other programs. The relevant concepts are as follows:

e Overlap. Some aspects of an activity or service
provided by one federal government program
might overlap (i.e., also be provided by) another
federal government program.

*  Duplication. If two or more programs
completely overlap, this would be considered
duplication.®® Duplication has the potential to
result in inefficient and wasteful use of public
resources.

*  Uniqueness. At the other end of the continuum
are programs that are completely unique,
meaning they do not overlap at all with any other
program.

*  Complementarity. Community and economic
development projects range in size and scope,
from small and simple to large and complex.
The latter, in particular, often require multiple
and complicated financing arrangements that
can involve different sources. These can differ

3 See Multiple Federal Programs Fund Similar Economic
Development Activities, United States General Accounting
Office: Report to Congressional Committees, GAO/RECD/
GGD-00-220, September 2000; Opportunities to Reduce
Potential Duplication in Government Programs, Save Tax
Dollars, and Enhance Revenue, United States General
Accounting Office, GAO-11-318SP, March 2011; Karen G.
Mills, Elisabeth Reynolds and Andrew Reamer, Clusters and
Competitiveness: A New Federal Role for Stimulating Regional
Economies, Washington, DC: the Brookings Institution, 2008.
35 Qverlap between the financial support provided by a public-
sector community or economic development program and
private-sector financing is generally termed “substitution.”
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with respect to: objectives and requirements,
how they are accessed, on what schedule they
are available, and the degree to which they are
accessible to any particular project sponsor. As a
result, the extent to which any particular program
complements and can work in conjunction with
other financing sources can be very important
to project success. A useful additional criterion
for assessing a community and economic
development program, therefore, is how well it
works with other programs.

Despite longstanding interest in the
issues of overlap, duplication, uniqueness and
complementarity, the evidence on this subject is
limited. For example, GAO’s 2000 review concluded
that, on the one hand, there were multiple programs
funding similar activities involving similar applicants,
but, on the other hand, programs were often
differentiated by legislative or regulatory restrictions
targeting separate geographies, income categories,
or population densities.*® Therefore, although there
was overlap, additional evaluation and analysis was
needed to determine whether it resulted in inefficient
or ineffective delivery of programs or services.
Until such performance evaluations of potentially
overlapping programs were produced, GAO indicated
that questions will remain about the consequences of
having multiple programs that overlap with respect
to activities, target populations, etc. GAO reaffirmed
this conclusion in 2011 when it again attempted to
identify federal programs or functional areas where
unnecessary duplication, overlap, or fragmentation
existed. As noted previously, that review considered
80 economic development programs administered
by the U.S. Department of Agriculture (USDA),
the Economic Development Administration (EDA)
of the U.S. Department of Commerce, HUD, and
the Small Business Administration (SBA), and
concluded that the design of each program appeared
to overlap with that of at least one other program in
terms of the economic development activities they
were authorized to fund.”’

Likewise, HUD’s Office of Policy
Development and Research (PD&R) prepared an
internal working paper in 2007 that reviewed the
Section 108 program, SBA’s Section 504 and 7(a)
loan programs, EDA’s grants for public works and

% See http://www.gao.gov/archive/2000/r200220.pdf (accessed
onJuly 18,2011).

37 Opportunities to Reduce Potential Duplication in Government
Programs, Save Tax Dollars, and Enhance Revenue, GAO-11-
318SP, March 2011.

economic facilities, and USDA’s Rural Business
Opportunity Grants—all of which have a common
focus on economic development in distressed
communities but different types of funding
mechanisms. The paper concluded that while there
was overlap among these programs with respect to
their common concern for economic development in
relatively distressed communities, they represented
different programmatic strategies and usually
different operational constituencies for achieving
economic growth and job creation. The programs,
therefore, are considered complementary with respect
to achieving economic development in distressed
communities across different sizes, geographical
locations, or specific difficulties.®

Finally, the Urban Institute in 2008 assessed
whether (and how) selected SBA programs overlapped
with one another and other programs.” Included
were the Section 7(a) Loan Guaranty program, the
Section 504 Loan program, and the Microloan and
Debenture Small Business Investment Companies
(SBIC) programs. The Institute concluded that some
overlap existed between the 504 and 7(a) programs
and that a small degree of duplication existed between
SBA programs and similar programs administered
by other federal agencies. The latter, however, did
not exactly replicate the SBA programs but provided
similar types of assistance to small businesses (and
also to larger businesses, as well). When considering
federal, state, and local levels, however, the Institute
observed a greater degree of potential duplication,
especially with respect to state general-purpose loans
and loan guarantee programs that resembled SBA’s
7(a) program.

While the above-cited literature suggests
that complete overlap (i.e., duplication) among
community and economic development programs
appears to be rare, it is also clear that some aspects
of programs may overlap. GAO approached the
question in terms of whether the overlap constituted
“unnecessary duplication,” meaning that where it
could be eliminated costs would be saved. An equally
important question, however, is how eliminating
a program that partially overlaps another would
affect the effectiveness or efficiency of achieving

3 Section 108 and Possibly Duplicative Programs. U.S.
Department of Housing and Urban Development, Office of
Policy Development and Research, 2007.

¥ Rachel Brash, Public Sector Duplication of Small Business
Administration Loan and Investment Programs: An Analysis of
Overlap between Federal, State, and Local Programs Providing
Financial Assistance to Small Businesses, Urban Institute,
January 2008.


http://www.gao.gov/archive/2000/r200220.pdf

community and economic development objectives.
That question, of course, is more difficult to answer,
since it requires having evidence of performance and
outcomes, which is often lacking.

Recognizing this significant limitation, the
present study sought more modestly to consider the
issue of potential overlap between Section 108 and
other programs. To determine which programs to
include, Section 108 administrative files and project
descriptions were initially reviewed to understand
the kinds of activities that were being funded. Based
on this review, a list of programs that could be
used to fund similar activities was prepared. Then,
during the data collection phase of the study, field
office staff members and Section 108 grantees were
asked: whether they were aware of other programs
or financing sources they could have used instead
of Section 108, whether they considered using other
funding sources, their rationale for using Section 108
as opposed to other programs, and whether use of
Section 108 complemented use of other programs
that they also may have used to carry out their project
objectives. Finally, descriptions of the programs that
were identified or mentioned using this approach
were reviewed to determine how similar or different
they were from Section 108.

An advantage of this approach is that it
focuses on actual projects rather than simply program
objectives (i.e., considering whether different
programs allowed for funding of the activities
actually undertaken), concentrates on similar target
populations, and would have been appropriate given
the actual circumstances under which the projects
were done. One limit of this approach, however,
is that it relied to some extent on field office staff
members and grantees’ after-the-fact recollections as
to what was known and considered at the point that
the projects were initiated.

Programmatic Perspectives on the
Duplication Issue

The following is a list of selected programs
that could conceivably have overlapped with, or
duplicated, the Section 108 program for the projects
about which data were collected. It also includes
programs that conceivably could have been used in
conjunction with, and as a complement to, Section
108.

Community Development Block Grant (CDBG)
program.

*  Brownfields Economic Development Initiative
(BEDI).

*  Economic Development Initiative (EDI).

« HOME
(HOME).

Investment Partnerships program

e Historic Tax Credits (HTC)/Rehabilitation Tax
Credits (RTC).

e Low Income Housing Tax Credit (LIHTC)
program.

e New Markets Tax Credit (NMTC) program.

e Community Services Block Grant (CSBG)
program.

e Grants for Public and Economic Development
Facilities.

e Local Tax Increment Financing (TIF) and bond
financing.

Each of these programs is briefly discussed
in the following subsections.

HUD’s Community Development Block Grant
(CDBG) Program. Administered by HUD, CDBG
involves many of the same rules that govern the
Section 108 program, including National Objectives
requirements, eligible activities criteria, level of
public benefit criteria, and requirements to document
job creation and public benefits. More specifically,
the requirements consist of: targeting benefits to LMI
persons, addressing community health and social
needs, and eliminating or preventing areas from
becoming blighted or turning into slums. Eligible
participants are also similar. Those who qualify
are entitlement communities (which are principal
cities of at least 50,000 people or cities within
metropolitan areas of at least 200,000), as well as
non-entitlement communities (which consist of all
states including Puerto Rico but excluding Hawaii).
CDBG is a formula program, unlike Section 108,
and provides grants to cities and counties to develop
viable urban communities that have decent housing,
safe, and clean living environments and economic
opportunities for LMI persons. Once entitlement
cities and counties receive their grant, they have
wide latitude in determining how to spend and
allocate funds, provided they meet specific National
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Objectives. Development activities have comprised
a range of community and economic development,
neighborhood revitalization, or improved community
facilities and services.

While CDBG and Section 108 share many
similar features, they are not duplicative of one
another. In fact, there are several program features
that distinguish them, the most obvious of which
is the fact that CDBG is a formula-based grant to
cities, urban counties, and states and is based on
factors such as poverty level, population, housing
overcrowding, age of housing stock, and population
growth lag. Section 108, on the other hand, is a loan
guarantee program restricted to CDBG grantees that
apply for the funding.

Field office staff members and grantees
shared many reasons why they considered Section
108 and CDBG not to be duplicative. Field office
staff members in the Pacific Northwest tended to
view Section 108 as a unique resource for economic
development, while CDBG was seen as a unique
resource for community development. Part of the
explanation, as offered by a Section 108 grantee, was
as follows:

“Section 108 carries the expectation
of repayment (mainly through
projects that generate revenues),
while CDBG is seen as a grant
or forgivable loan. Thus, CDBG
usually funds nonprofits and other
projects where cash flow is not
the focus. CDBG and Section 108
fund different facets of community
and economic development...[we]
definitely do not want to threaten
future block grant entitlement
funds so they heavily scrutinize
108 projects. Most of [our] 108
projects are targeted for economic
development.”

A HUD field office staff member in the
Boston area described the differences between
CDBG and Section 108 in terms of each program’s
planning and application phases:

“A lot more planning goes into the
Section 108 projects. The grantees
have to put everything up front:
have cost estimates, plans in place,
etc. There is a lot more at stake for
the grantee and it has the feeling of

a competitive process...The process
also affords HUD more interfacing
and dialogue opportunities with
the grantees, where they can redo,
retarget, repackage their plans.”

Instead of duplicative, then, the more
appropriate relationship between these programs
seems to be complementary: 41 percent of Web
survey respondents indicated that they used CDBG
in conjunction with a Section 108 project. In addition,
in a handful of site visits, grantees mentioned having
combined CDBG and 108 funds for their projects.

HUD’s Brownfields Economic Development
Initiative (BEDI) Program. HUD also administers
BEDI, a grant program that works in conjunction
with Section 108 loan guarantees. Grantees use
BEDI funds to redevelop brownfields, commercial or
industrial sites that are left abandoned with real or
potential environmental contamination. BEDI grants
often serve as extra security for large-scale Section
108 projects. Similar to Section 108, eligible grantees
include only CDBG recipients. Eligible projects must
meet one of the National Objectives outlined under
the CDBG program.

Although the end outcome of economic
development is the same, BEDI and Section 108
were strategically created to serve two different
purposes in that BEDI is restricted exclusively to
brownfields while Section 108 is not. Also, BEDI is
a grant program created to provide extra security for
large-scale Section 108 projects, so the program is
meant to complement Section 108, not duplicate it.
Therefore, it is more suitable to say these programs
are complementary of one another. In fact, 27 percent
of survey respondents* used a BEDI grant with their
Section 108 financial package.

However, HUD concluded that because the
BEDI program is very small, having an average grant
size of $1.1 million, local governments have access
to other public and private funds to carry out BEDI
objectives. Therefore, HUD proposed to terminate
the BEDI program in its 2012 budget both because its
purposes are served through larger and more flexible
federal programs and to reduce the administrative
workload associated with managing “a small and
duplicative program.”

4 Survey respondents were not asked if they used BEDI grants.
Data was provided in HUD administrative data.



HUD’s Economic Development Initiative (EDI).
Funded and administered by HUD, the EDI
program is used in conjunction with Section 108
loan guarantees and must meet one of the CDBG
program’s National Objectives.” What is unique
about EDI is that the grants were intended for a
special purpose, to make large-scale projects more
feasible by ensuring that Section 108 guaranteed
loans were further secured. The only difference
between EDI and BEDI grants is that grantees may
use the former for any type of building structure and
the latter solely to redevelop brownfields. About one
in 10 Web survey respondents used an EDI grant in
conjunction with their Section 108 loan guarantee.*

HUD’s HOME Investment Partnerships
Program. Administered by HUD, the HOME
program provides affordable housing to very low-
and low-income households. It seeks to expand the
capacity of nonprofit housing providers, as well as
to support planning and implementation of state
and local government affordable housing strategies.
For individual cities and counties to be eligible for
HOME, their CDBG allocation must be equal to or
greater than the minimum threshold of $750,000.If an
individual city or county cannot meet that threshold,
it can become part of a consortium in a legally
binding agreement with contiguous jurisdictions.*
The consortium must have a combined CDBG
allocation equal to or greater than $750,000.

The HOME program allocates funds based
on a formula that reflects annual housing needs of
participating jurisdictions, which, in turn, must
set aside a minimum of 15 percent of their annual
allocation for activities undertaken by qualified
Community Housing Development Organizations
(CHDOs), or nonprofit housing providers.

4 'HUD has not funded competitive EDI projects since 2000.
Since that time, the label “EDI” has been applied to earmarked
funding.

42 Survey respondents were not asked if they used EDI grants.
Data was provided in HUD administrative data.

4 In the event that the jurisdiction has a CDBG allocation
of less than $750,000, the jurisdiction can also qualify for
HOME funds if: (1) it has a “local PHA that has demonstrated
a capacity to carry out the provisions of this part, as evidenced
by satisfactory performance under one or more HUD-
administered programs that provide assistance for activities
comparable to the eligible activities under this part, and (2) the
state has authorized HUD to transfer to the unit of general local
government a portion of the state’s allocation or the state, the
unit of general local government, or both, has made available
its own resources such that the sum of the amounts transferred
or made available are equal to or greater than the difference
between the unit of general local government’s formula
allocation and $750,000” (24 CFR Part 92).

Participating jurisdictions may use the remaining
85 percent of their allocation for project grants,
direct loans, loan guarantees or other forms of
credit enhancement, or rental assistance or security
deposits tailored to the needs of the community.
Participating jurisdictions may choose to purchase,
build, or rehabilitate new or existing housing for
affordable rental or ownership purposes or to directly
provide some form of rental assistance to low-income
individuals. Participating jurisdictions may also use
HOME funds for site acquisition or improvement,
demolition of dilapidated housing, or relocation
expenses for residents displaced by demolition or
rehabilitation efforts.

HOME is restricted to housing projects.
Consequently, participating jurisdictions cannot use
HOME to fund many of the kinds of projects that
Section 108 often funds, including development of
public facilities and support of economic development
activities. Also, while grantees must apply for Section
108 loans, HOME is a formula-driven program for
which all participating jurisdictions automatically
qualify. Finally, under HOME, there is a 25-percent
funds matching requirement, in contrast to Section
108, which mandates a pledge of up to five times the
recipient’s CDBG allocation as security on its loan
guarantee. Some communities use the two programs
in combination. Twelve percent of survey respondents
have utilized HOME funds in conjunction with
Section 108 loan guarantees.

Department of Interior and Internal Revenue
Service Historic Tax Credit (HTC)/Rehabilitation
Tax Credit (RTC). Jointly administered by the
National Park Service of the Department of Interior
and the Internal Revenue Service (IRS), the primary
goal of the HTC program is to “encourage the
rehabilitation of historic buildings....and to attract
new private capital in some of the nation’s historic city
cores and Main Street towns.™* For property owners
to participate in the program, they must complete
a three-part historic preservation certification
application, and their buildings must first be certified
and listed in the National Register of Historic Places.
Upon certification approval, property owners receive
tax credits worth up to 20 percent of qualified
renovation expenditures.” Qualified expenditures
include the costs of rehabilitating walls, partitions,

# Comptroller of the Currency, 2009.

4 Upon completion of a project, the property owner must hold
the building for 5 full years to realize the full 20-percent tax
credit. If the owner elects to sell the property before that period
ends, the owner must pay back part or all the credit, depending
on how long the owner held the property.
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floors, ceilings, windows, doors, air conditioning/
heating systems, plumbing and plumbing fixtures,
and other related building construction costs.*
Expenses related to the acquisition or furnishing
of the building, new additions, new construction,
parking lots, sidewalks, landscaping, or other related
facilities are not eligible for HTCs. Commercial,
industrial, agricultural, or rental properties are
eligible for HTCs, but a property owner’s private
residence is prohibited. All submitted projects must
conform to the Secretary of the Interior’s Standards
for Rehabilitation and the IRS’s tax requirements.*’
If developers of HTC projects cannot directly use the
tax credits, they can sell the credits to third parties to
raise funds for the project.

The HTC program has many unique program
eligibility features that distinguish it from Section
108, the most obvious being that it is a tax credit
rather than loan guarantee program. Clearly, these
programs do not completely overlap but, instead,
complement one another. Fourteen percent of Web
survey respondents used HTC in conjunction with
a Section 108 project. Several site visited grantees
explained that they had used the two programs in
conjunction with one another to make their projects
more viable and attractive to private investors.*®

IRS Low Income Housing Tax Credit (LIHTC)
Program. Administered by the IRS, the LIHTC
program channels federal tax credits to private
investors who invest in the development of affordable
rental housing. The IRS annually allocates the tax
credits to state housing finance agencies (HFAs),
which have up to two years to award them to
developers who apply on a competitive process.”
State HFAs establish objectives for their jurisdictions,
review proposals from both for-profit and nonprofit
developers, and monitor the reasonableness of project
costs and compliance. They are also responsible for
ensuring that projects receive only the number of tax
credits necessary to make their projects feasible. The
developers who receive the tax credits sell them to
investors to raise capital (or equity) for their projects.
As a result, developers reduce the debt required to
build the housing and, therefore, lower their costs in
order to be able to charge more affordable rents. To
determine whether a project is eligible for tax credits

4 Comptroller of the Currency, 2009.

4T For a list of these standards, see http://www.nps.gov/history/
hps/tps/tax/rehabstandards.htm (accessed July 18,2011).

48 This also includes state HTCs.

4 In the event that states do not allocate their tax credits after
2 years, those credits are returned to a national pool for re-
allocation.

under the LIHTC program, the proposed project
must meet four requirements: it must be residential,
commit to one of two possible low-income occupancy
threshold requirements,* restrict rents in low-income
units (including utility charges), and operate under
the rent and income restrictions for a fixed time
period—generally 30 years or longer.”'

LIHTC is distinct from Section 108 in
that it is a tax credit program restricted to housing
development. The two programs are sometimes used
in conjunction with one another. Nearly eight percent
of survey respondents indicated that they had used
both LIHTC and Section 108 in the same project.

Department of the Treasury’s New Markets
Tax Credit (NMTC) Program. Administered
by the Department of the Treasury’s Community
Development Financial Institutions (CDFI) Fund,
the NMTC program provides incentives for private
capital to flow to businesses or organizations situated
in low-income, economically distressed communities
that otherwise lack financing for community or
economic development. Projects involve at least
three types of participants: Community Development
Entities, corporate or individual investors, and
recipients of the investments (Qualified Active Low
Income Community Businesses, QALICBs).”> The
program works by providing federal tax credits
to CDEs that, in turn, sell them to corporations or
individuals in exchange for equity into a particular
project. The proceeds are used to support debt or
equity investments in QALICBs. QALICBs, which

% Occupancy Threshold requirements: (1) 20-50 Rule: At least
20 percent of the units must be rent restricted and occupied by
households with incomes at or below 50 percent of the HUD-
determined area median income, or (2) 40-60 Rule: At least
40 percent of the units must be rent restricted and occupied by
households with incomes at or below 60 percent of the HUD-
determined area median income.

3 Some states require a longer affordability period for all
LIHTC properties and other states may negotiate longer
affordability periods on a property-specific basis.

2. QALICBs may be pre-existing or newly established
businesses or organizations in which (1) at least 50 percent of
the total gross income is from the active conduct of a qualified
business in low-income communities, (2) at least 40 percent
of the use of tangible property of the business is within low-
income communities, (3) at least 40 percent of the services
performed by the businesses’ employees are performed in low-
income communities, (4) less than 5 percent of the average of
the aggregate adjusted basis of the property is attributable to
collectibles (e.g., art and antiques) other than those held for
sale in the ordinary course of business (e.g., inventory), and (5)
less than 5 percent of the average of the aggregate unadjusted
basis of the property is attributable to nonqualified financial
property (e.g., debt instruments with a term in excess of 18
months).



can be either for-profit or nonprofit organizations,
undertake the projects using CDE investments and,
oftentimes, capital from other sources.

NMTCs have been used to fund a wide
range of purposes, including the following:

e Development of restaurants, hotels, food services,
or other retail space.

e Financial, professional, scientific, management,
business, or other office space.

e Industrial, manufacturing, transportation logis-
tics, or warehousing space.

e Housing.”
e Health, human, and social service facilities.
e Educational and community facilities.

e Facilities or space for the performing arts,
cultural, entertainment, or other amenities.

In addition, QALICBs have used NMTC
funds to finance business operations (e.g., start-up,
working capital, equipment). NMTC funds cannot be
used with projects that are already subsidized by other
federal tax programs, with the exception of HTCs
and non-tax-based federal economic development
incentives. The CDFI Fund competitively awards
allocations of tax credits to Community Development
Entities annually. Those awardees have five years to
use or sell the tax credits.

Based on site visit interviews, grantees
often consider the NMTC program as an alternative
financing vehicle to Section 108, largely because
the two programs support a wide range and similar
types of projects involving community and economic
development, public facilities, and housing. However,
depending on the project, there can be advantages to
one or the other program. For one of its projects, a
grantee in the Boston region considered using Section
108 to develop one building in a complex located in
a low-income census tract where most of the other
buildings had been rehabilitated in conjunction
with Section 108. The grantee planned to develop
the particular building as a higher-end residential
condominium, for which it could not use Section
108. Consequently, the grantee used NMTCs. In
other instances, Section 108 grantees used the two

53 Housing is an eligible activity only as a part of a mixed-use
development where the housing units comprise less than 80
percent of gross rental income.

programs in conjunction with one another. Nine
percent of survey respondents pooled both NMTC
and Section 108 funds in the same project. Some
grantees indicated that this combination made their
projects more viable and attractive for leveraging
additional private financing in locations that are
perceived to be higher risk from an investment
perspective.

Department of Health and Human Services’
Community Services Block Grant (CSBG)
Program. Administered by the Department of
Health and Human Services (HHS), the CSBG
program provides funding to states, tribes, the District
of Columbia, the Commonwealth of Puerto Rico,
and the U.S. Territories, which, in turn, subcontract
to Community Action Agencies and locally based
community organizations to support programs that
reduce poverty, revitalize low-income communities,
and empower low-income families and individuals
to become fully self-sufficient. Such programs
address problems related to employment, education,
income management, housing, nutrition, emergency
services, and health. States and tribes must submit
annual applications with specified assurances that
are mandated by the CSBG Act. State Offices of
Community Services work together with local CSBG
service providers primarily to prepare annual State
Plans, which describe how the state will carry out
the assurances.

CSBG a grant program that strictly provides
services and activities, while Section 108 is a loan
guarantee program open to housing, public facilities,
and economic development projects. According to
HUD field office staff members in the West, Section
108 is perceived to be more flexible than CSBG,
which is perceived as more restrictive.

EDA’s Grants for Public and Economic
Development Facilities.  Administered by the
EDA, the Public Works and Economic Development
Facilities Grants Program is intended to do the
following:

e Revitalize and upgrade physical infrastructure
(such as water and sewer systems, industrial
access roads, industrial and business parks, port
facilities, railroad sidings, distance learning
facilities, skill-training facilities, and business
incubator facilities).

* Redevelop brownfields or eco-industrial facili-
ties and telecommunication infrastructure.
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e Attract new industry.
e Encourage business expansion.

e Diversify local economies in order to generate
or retain long-term private-sector jobs and
investments.

To be funded, a project must be located in
a region that meets one or more of the economic
distress criteria set out in the program’s regulations.™
These include high unemployment, low per-capita
income, outmigration, underemployment or a
special need, as determined by EDA. Proposals are
accepted from state and local public and nonprofit
organizations but not from individuals or companies,
corporations, or associations organized for profit. In
general, the program requires 50-percent matching
from applicant organizations.

One of the grantees in the Midwest said that
it looks at the Public and Economic Development
Facilities program as “alternative funding.” Another
grantee in the Northeast argued that the EDA
program does not always have the capacity to support
specific types of large-scale projects, as compared to
Section 108. For example, the grantee shared that it
was contemplating a public works project for which
EDA was willing to provide up to $2 million, which
was not enough to support the project. As a result,
the grantee used Section 108 to support the entire
public works project. This example is an illustration
of how the programs support similar projects, but
how the financial capacity is different from program
to program.

Tax Increment Financing (TIF) and Bond
Financing. TIF is a method, employed by various
cities and states nationwide, that creates funding for
public projects by borrowing against future property
tax revenues. Jurisdictions use the increases in future
tax revenue, referred to as the “tax increment,’
from development projects that have increased site
value and investment. TIF is generally used for
projects in distressed or underdeveloped areas where
development may be unaffordable and therefore
might not otherwise occur.

Cities, counties, states, or their agencies
issue municipal bonds to raise funds to finance public
infrastructure, which may include public housing,
sewer and water systems, streets, schools, utilities,
and other community and economic development
projects. Bonds are often restricted to certain uses,

%13 CFR 301.8.

such as ongoing operations and maintenance expenses
to the purchase of single- or multi-family home
mortgages. Bond measures, which are initiatives to
sell bonds to raise funds for public works projects,
may be proposed by jurisdictions. These measures
are voted upon in general elections and there must
be a majority vote to approve projects. The terms
of municipal bonds vary from one jurisdiction to
another and have either a fixed or variable interest
rate.

According to one Section 108 grantee in
California, bond financing can have the flexibility
of Section 108, depending on how the bond approval
legislation is written. Apart from flexibility, however,
there is the issue of whether a grantee can obtain local
public support for bond financing, which apparently
is less of an issue with respect to Section 108. For
example, one Section 108 grantee in Pennsylvania
reported that if its community is unable to secure
a Section 108 loan guarantee, it would seek bond
financing as an alternative, but the public would
restrict the types of projects that would be approved.
The grantee believed the jurisdiction would quickly
approve financing for certain types of projects but
make it very difficult to approve financing for others.
In general, when asked to identify the reason(s) they
used Section 108, 32 percent of survey respondents
reported that they used it because they did not want
to raise debt or issue bonds for a particular project.

Community Perspectives on Why
Section 108 Is Used, or Not Used,
for Community and Economic
Development Projects

The study team inquired of Section 108
grantees as well as field office staff members
involved with the program as to its advantages and
disadvantages compared to other community and
economic development programs. Interestingly, a
number of them expressed surprise that the issue of
program overlap, uniqueness, or complementarity
was even being raised. One field office staff member,
for example, opined that Section 108 served a very
useful purpose, is a “unique” resource for economic
development, and requires prospective grantees to
certify that Section 108 funds are not replacing any
other funds. More broadly, however, field office staff
members and grantees reported both negative and
positive aspects to Section 108.



On the negative side, several field office
staff members as well as Section 108 grantees noted
that program usage is sometimes dampened (and
subsequent usage discouraged) as a result of the
program’s very complex underwriting process. This
is especially the case for small cities without a strong
tax base that struggle with economic development
capacity issues. According to field office staff
members, many smaller communities considering
using the program require considerable attention
and guidance. A grantee in the Pacific Northwest
reported that if his community had the opportunity to
do its Section 108 loan guarantee over again, it likely
would not have done so because the planning process
was too complicated, particularly with respect to
structuring the repayment. Instead, the community
probably would have pushed for a local bond issue.

Given underwriting complexity and any
other issues grantees may have had with their Section
108 loan guarantees, not all of them would consider
additional use of the program. Most would, however;
72 percent of those responding to the Web survey
said their jurisdiction would consider using Section
108 again.

What value did these grantees see in the
program? In some instances, communities chose
to use Section 108 because of the undesirability of
other financing sources. For example, 32 percent of
those responding to the Web survey reported their
communities did not want to increase debt or issue
bonds for their projects.” Section 108, therefore,
provides relative advantage. Other grantees, however,
found additional value in the program: 74 percent
said it was cost effective to borrow in conjunction
with Section 108; 64 percent said funds were not
available from any other source; 58 percent said
Section 108 allowed them to borrow a large amount
of funds; and 53 percent said Section 108 was a
catalyst for obtaining other federal, state, or private
financing. These responses, in conjunction with
information obtained during interviews conducted on
site, suggest the following range of reasons grantees
valued Section 108:%

55 Grantees were asked, “Did your jurisdiction choose to use
Section 108 for any of the following reasons?” Respondents
could provide multiple “yes” answers to the following reasons:
(a) Section 108 funds were cost effective/low cost to borrow;(b)
funds were not available from any other source; (c) Section
108 allowed us to borrow a large amount of funds; (d) Section
108 was a catalyst for obtaining other federal, state or private
funds; and (e) we did not want to raise debt/issue bonds for
this project. The percentages noted in this paragraph are based
on 118 respondents. Those who did not answer affirmatively
either said “no” or did not answer the question.

* Section 108 supports large-scale projects. A
number of persons interviewed emphasized that
Section 108 supported large-scale projects that
other federal, state, and local programs were
unable to support. For example, one field office
representative in California said Section 108
was the only program that funds large projects
and leverages block grant funds: “How can a
city with a $400,000 block grant do anything
large?”” Another grantee in the Pacific Northwest
reported that Section 108 allowed for a large
amount of funding to be applied efficiently
based on a community’s specific needs. Finally,
another grantee in Pennsylvania argued that
alternative funding streams, such as the EDA,
cannot always support certain types of large-
scale projects, as discussed previously.

* Section 108 is flexible and broad in terms
of supporting a wide range of activities. A
handful of grantees said they turned to Section
108 because of its flexibility. For example,
a grantee in the West reported that Section
108 was valuable because it supported a wide
spectrum of economic development, community
development, housing, and public facilities
projects of high priority to the community. One
Midwestern grantee noted that it had looked into
an EDA program and discovered it restricted
its funds to support operating subsidies so
they turned to Section 108, which did not have
this restriction. Another Midwestern grantee
indicated they preferred flexible programs like
Section 108 because staff members believed
them to be more appropriate for meeting
local funding circumstances; limited-purpose
programs, on the other hand, were often highly
competitive and had rigid application schedules
that complicated timely project financing.

e Section 108 helps grantees get over initial
difficulties in the early financing stages.
HUD field office staff members and grantees
at numerous sites discussed how securing a
Section108 loan guarantee in the early stages
of seeking financing allowed the jurisdictions
to get over initial hurdles and leverage other
federal, state, or local funds. Representatives
of several jurisdictions indicated that Section
108 supported projects that developers and
investors were not initially interested in unless

% Chapter 4 revisits this issue to further illustrate why Section
108 seems to be important to grantees in order to achieve
outcomes and why some continue to elect to use it for
community development purposes.
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other financing had been secured first. In such
circumstances, Section 108 was viewed as “seed
money” that attracted both private and public
funds.

Section 108 has a unique repayment
structure. Several grantees and field office
staff members mentioned that Section 108’s
repayment structure distinguished it from other
federal programs. One field office representative,
for example, mentioned that the ability to use
CDBG funds for repayment is not present in
any other government program. A grantee in the
Northeast reported trying to use bank financing
for a particular project only to learn that CDBG
was ineligible for use as a repayment source.
As a result, the grantee went with a Section 108
loan guarantee and used CDBG funds for loan
repayment. At a different site in the same region,
interviewees explained that they had sought TIF
and other sources of financing but found Section
108 to be less costly and the repayment terms
easier and more flexible. They added that, in
general, cities resolve to use Section 108 because
they do not want to use any more tax money to
repay their loan, which is generally required for
alternative sources to Section 108.

Section 108 has low interest rates and low cost
subordinated debt. A sizeable share of grantees
indicated that the low interest rates associated
with Section 108 loan guarantees made the
program both attractive and more advantageous
than other financing sources.

Section 108 supports riskier projects. Several
field office representatives and grantees reported
that the Section 108 program is distinctive
compared to other federal programs because
it allows local governments to take on riskier
projects. At one New England site, for example,
a grantee said that with Section 108 the
jurisdiction had been able to undertake projects
that were relatively speculative or that, for
whatever reason, were not acceptable to private
commercial lenders, yet sometimes riskier
projects were necessary for successful economic
development. In the eyes of this grantee, EDA
only funded relatively safe projects and the best
time to contact EDA was after land acquisition
and clearance had occurred.

Section 108 supports projects where state
and local funding is restrictive and scarce.

Numerous grantees and field office staff members
considered Section 108 to be “seed money” (i.e.,
a jump-starter for private sector investment) or a
gap-financing tool. Examples are as follows:

¢ City officials at one Northeastern site
described how Section 108 filled a financing
gap that the local jurisdiction would not
support. For one project, in particular, a
jurisdiction wanted to build a park but did
not have sufficient support through the
city’s general fund. Because this was a
public works project that would not generate
income, there was no repayment potential.
The grantee’s representative added that
cities with difficult financial situations may
sometimes need a tool such as Section 108 to
be able to finance economic and community
development since it is not dependent on a
city’s bond rating.

¢ In another case, a New England state had
very limited economic development funding
so it relied heavily on Section 108 to support
is economic development activities. The
program allowed its local jurisdictions to
step in where private capital would not.

¢ At yet another site, county officials in
Pennsylvania said that a certain project
they were hoping to fund, which required
$10 million, was too speculative for the
community’s general fund. Therefore,
they were unable to secure local financing
other than to apply for a Section 108 loan
guarantee.

¢ Field office staff members in the West
described how the economic downturn had
caused cutbacks in funding by the state and
private foundations. This had made Section
108 even more important than ever.

¢ Finally, for another jurisdiction in California,
city officials described how they sought
state funding. Even though the state was
interested in the project, it did not want to
provide more than $1 million for a project
that required $1.5 million.

Other reasons grantees used Section 108
and preferred it to other federal programs were that,
in their estimation: the public benefits derived from
the program far outweighed program costs; use of
the program involved “the community’s money”



since the loan was guaranteed by (or could be repaid
with) CDBG funds; and, if structured “correctly,” the
community does not risk foregoing future CDBG
funds.

In sum, the community perspective on
Section 108 is not that it duplicates other programs
but instead that it contributes some unique aspects
to a community’s capacity to undertake community
and economic development projects and, in many
instances, nicely complements other programs and
funding sources to make such projects feasible.

Potential Risk Associated with
Providing 100-Percent Guaranteed
Loans

According to OMB’s PART evaluation, the
Section 108 Guarantee program “has some inherent
weaknesses relative to better designed credit loan
guarantee programs’ because it pledges CDBG
grant allocations. Since the grants are federal dollars,
the government bears 100 percent of any losses. In
essence, the federal government pledges to purchase
the unpaid loan from the bank or lending institution
in the event a borrower fails to pay. Private lenders do
not share the risks of loss from default, presumably
encouraging riskier investment.

HUD provides Section 108 loan funding
through the sale of bonds to private investors. To
protect the bondholders’ investment, communities
pledge to HUD a portion of their annual CDBG
allocation as a guaranteed source of loan repayment.

HUD also requires additional security/collateral from
local non-CDBG sources. Under the structure of the
Section 108 program, an eligible grantee borrows
funds from a pre-selected lender. HUD generally
refers to this type of transaction as Level #1. HUD
usually combines all of the Section 108 loans closed
annually into one public offering, which controls the
costs of issuance.’” The grantee can either initiate one
of several eligible activities or relend the proceeds to
third parties, such as developers or entrepreneurs
undertaking eligible activities. The relending is a
separate loan, generally referred to as a Level #2
transaction. HUD’s 100-percent full faith and credit
guarantee applies only to Level #1 transactions.
If a grantee re-lends its Section 108 funds, HUD’s
100-percent full faith and credit guarantee does not
apply to this Level #2 transaction.” (See Table 19).

In traditional governmental guarantee
programs, private lenders (both regulated and
unregulated) originate loans that a governmental
agency guarantees against loss. This is analogous to
a Level #2 transaction. The loss is generally “shared”
in proportion to the percentage of guarantee. For
example, a lender makes a $1 million loan with a
90-percent loan guarantee. Upon default, foreclosure,
and liquidation of specific liens and deficiency
judgments, there is a 60-percent recovery, resulting
in a 40-percent loss ($400,000). The guarantor would
assume $360,000 of the loss, while the originating
lender would incur $40,000. Once the loan is made
and the guarantee is in force, the originating lender
may elect to sell the guaranteed portion. If the lender
keeps the loan in its portfolio, then the guaranteed
portion assumes the nature of a government security
on the lender’s balance sheet.

Table 19. Section 108 Level #1 and #2 Transactions

100% Full Faith &

Type of Transaction Borrower Lender Credit Guarantee?
Level #1 Grantee Private Investor Yes
Level #2 Third-party Grantee No

57 Some loans that are originated during the year are made by
the Section 108 interim lender and might not be included in the
subsequent public offering.

% For Level #1 transactions, communities borrow from
investors via notes; for Level #2 transactions, communities
undertake activities or re-lend the funds.
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OMB evaluations consistently refer to the
Section 108 program as one in which private investors
have no risk because there is a 100-percent HUD
guarantee (see Table 19), which implies that private
investors in conventional transactions incur greater
risk. Furthermore, OMB evaluations compare the
Section 108 program to traditional lender guarantee
programs,such as SBA’s 7(a) program,in which private
lenders originate loans with a federal guarantee of up
to 90 percent. Since the 90-percent guarantee is less
than 100 percent, OMB inappropriately concluded
the Section 108 guarantee is inefficient and exposes
the federal government to excessive risk. A simple
example of a transaction shows this is not the case.
Consequently, OMB is confusing Level # 1 with
Level # 2.

Comparison of Typical Conventional
and Section 108 Transactions

To illustrate the point, we will examine a
typical Section 108 project under both conventional
financing and a Section 108 structure. Assume
an existing business within a Section 108 eligible
community wishes to expand its facility. The
hypothetical project cost is $3 million and consists
of 30,000 square feet ($100 per square foot). Assume
underwriting guidelines for both options as roughly
equivalent.

Conventional Loan. If the business’s bank is
currently making commercial real estate loans,”
probable terms include the following:

e Maximum loan at 80 percent of current value.®

e Floating interest rate based on an index (such
as prime or London Interbank Offered Rate
(LIBOR).

e Amortization schedule not exceeding 15 years,
with a maturity of five to 10 years.

In general, banks make money by borrowing
relatively short-term deposits (such as checking
accounts and certificates of deposit) at a low interest
rate and relending the proceeds at a higher interest

% Many institutions have significantly reduced their real estate
portfolio for multiple reasons since the financial crisis of fall
of 2008.

% Eighty percent Loan to Value is an established criterion in
normalized markets. Currently, many financial institutions are
increasing reserves, reducing loan volume and imposing more
stringent credit thresholds than normal, i.e., a lower loan-to
value limit is probably being used by most private lenders.

rate (usually a spread of three to four percent over
cost of funds). As with Section 108 loans, shown in
Table 19, there are two levels to this process. At Level
#1, a private investor lends funds to the bank through
a short-term deposit. His deposit carries a relatively
low interest rate (reflecting low risk), and the Federal
Deposit Insurance Corporation (FDIC) currently
insures deposits up to $250,000. Effectively, he has
extremely limited risk and can demand payment
at par when the deposit reaches maturity even if:
the bank has loaned the funds to our hypothetical
company for a longer term, the company defaults and
a foreclosure proceeding results in no recovery upon
liquidation (a total loss), or the bank fails.5!

At Level #2, the bank makes a loan to the
company. If the company defaults, the bank has
recourse to any specific liens, such as mortgages,
deeds of trust, Uniform Commercial Code (UCC)
filings, security agreements, or chattel mortgages.
If a shortfall exists after liquidation of specific liens,
the bank can pursue a deficiency judgment and
call general liens, such as corporate and personal
guarantees. After exhausting all lines of security, any
resulting loss is the responsibility of the bank. The
private investor is indemnified and held harmless
of risk. In effect, he has a 100-percent full faith and
credit guarantee up to $250,000.

Hypothetical Loan Transaction. Suppose that
the hypothetical transaction is a special economic
development activity that triggers the public
benefit test (generally one new job per $35,000 of
assistance). Assuming cost equals value ($3 million),
the maximum Section 108 loan is $2.4 million
with minimum creation of 69 new jobs. Of the new
jobs, the grantee must document that 51 percent are
held by, or available to, low- and moderate-income
citizens. Since the loan will fund construction
exceeding $2,000, the project must also conform to
Davis-Bacon wage rates.””> Moreover, other federal
regulations may also apply. Since the security (real
property) has an economic life of approximately 40
years, the grantee loans the funds for the maximum
term of 20 years. The interest rate is primarily fixed.
Frequently, grantees add a spread of 0.5 percent to

1 If the certificate of deposit is liquidated before maturity, the
investor may incur a loss usually equal to 3 to 6 months of
interest.

92 Section 108 must conform to labor standards (Davis-Bacon
ACT) provisions. Specifically construction work financed
wholly or in part must be paid wages at rates not less than those
prevailing on similar construction in the locality in accordance
with the Davis-Bacon Act and assistance to pay the interest
charged to reduce the interest rate on a construction loan.



1.0 percent over cost of funds (Level #1 interest rate
to grantee) to cover future losses.

In Level #1 of a Section 108 structure, private
investors lend funds to the grantee via the public
offering. Like the depositors in the conventional
loan, they incur extremely limited risk, the difference
being that HUD guarantees the loan instead of the
FDIC. Unlike the depositors in the conventional loan,
however, the investors cannot call the deposit prior to
maturity, and the uses of funds are matched perfectly
to the sources.

The grantee functions as the bank in the
Level #2 phase. The grantee takes the proceeds
from the public offering and relends them to the
hypothetical company. If the company defaults, the
grantee liquidates the specific and general liens. If
a loss results, it is the sole liability of the grantee.
Accordingly, the conventional loan and Section 108
structure are equivalent. Private investors providing
the Level #1 source of funds are indemnified and held
harmless from risk via a 100-percent guarantee. The
entities making the Level #2 loan (bank or grantee)
incur all of the risk.

Some of the OMB references compare the
Section 108 program to traditional small business
guarantee programs such as the SBA 7(a) program.
Established by the Small Business Act of 1953, the
SBA 7(a) program provides a shared risk guarantee
of up to 90 percent for loans originated by both
regulated and unregulated lenders. For example,
if a bank initiated a loan of $100,000 and received
a 90-percent guarantee from SBA, the bank’s
maximum exposure is $10,000. The guarantee is
applied to the net loss that the lender incurs after
recovery of all specific and general liens.

Since the SBA 7(a) guarantee is less than
100 percent, one could erroneously conclude that it is
more efficient than the 100-percent guarantee related
to the Section 108 program. Such a conclusion
overlooks the key fact that the SBA 7(a) guarantee
applies to the Level #2 transaction (bank to third-
party borrower) rather than to the private sources of
funds (depositor/investors in Level #1).

HUD’s 100-percent guarantee of Section
108 loans applies to the Level #1 transaction. The
grantee’s maximum exposure is 100 percent of the
loan amount, and the HUD guarantee is not called
unless the grantee does not pay. As part of the Section
108 application process, grantees must identify
appropriate collateral to cover 100 percent of the loan

amount. A key role of the field office and Headquarters
is to evaluate and approve this collateral. Examples
of this collateral include property, future CDBG
funds, city general funds, and city-owned assets.
Even if a project fails or goes bankrupt, the grantee
will repay the private investors using funds identified
in the Section 108 application. Although a number
of projects have failed or gone bankrupt, HUD has
never had to invoke its 100-percent guarantee. (See
Figure 2.)

HUD has never had to invoke its full faith
and credit guarantee, nor has it been forced to outlay
any of the “credit subsidy” it obligates each year
to reserve for future losses. The cost to the federal
government to date is $0. Moreover, in the example,
the grantee will not make the Section 108 loan unless
the business provides compelling evidence that it will
create 69 new jobs. Furthermore, the business avoids
the credit risks associated with the conventional
financing and is able to reduce payments via the
extended maturity (20 years) related to the Section
108 program.
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Figure 2. Comparison of Total Loss on a $100,000 Loan

r )

Total Loss
with SBA Guarantee

o )

Total Loss
with Section 108

Assume a total loss based on SBA 7(a)
Guarantee of 90%.

Assume a total loss on a loan using Section
108.

The loan of $100,000 defaults, enters
foreclosure, and results in no recovery.

The loan of $100,000 defaults, enters
foreclosure, and results in no recovery.

4 N

The $100,000 loss is shared 90/10, with SBA
incurring $90,000 and the bank (Level 2
transaction) realizing $10,000.

a 3
The grantee bears the full $100,000. Even if
the third-party borrower does not repay the
grantee, the grantee must repay the Section
108 note.

- v

4 N

The Level 1 investors incur no loss. The cost
to the government is $90,000.

Chapter Summary

Regarding OMB’s concerns about program
redundancy or duplication, the program descriptions
and grantee and field office perspectives presented
in this report suggest the following: Section 108
does not duplicate (i.e., completely overlap) other
community and economic development funding
sources; while it is not completely unique, it does
have some unique features; and in many instances,
it is used in conjunction with and complements
other programs to achieve desired community and
economic development objectives.

Likewise, regarding OMB’s concerns
about the Section 108 program’s 100-percent loan
guarantee feature, the study did not find compelling
evidence to support the theory that Section 108 has
inherent weaknesses relative to better designed credit
programs. The grantee bears 100 percent of losses,
and the HUD guarantee is not called unless the
grantee does not pay. HUD has never had to invoke

The HUD guarantee is not called unless the
grantee does not pay.

its full faith and credit guarantee, nor has it utilized
the “credit subsidy” it funds each year to reserve for
future losses.



Chapter 4: Program
Outcomes

The Section 108 program helps communities
pursue physical and economic revitalization projects
that contribute to neighborhood renewal. This
chapter describes the results of a survey sent to
grantees overseeing Section 108 projects funded
from FY 2002 through FY 2007. The results are
interpreted from the opinions and facts provided by
grantees during a two-month period from December
2010 through February 2011 and from interviews
conducted during site visits with HUD field office
staff members and grantees in five HUD regions,
including field offices in Philadelphia, Oklahoma,
Seattle, Los Angeles, San Diego, and Boston. This
chapter attempts to shed light on the concerns
expressed by OMB in its 2007 PART assessment, in
which OMB categorized the program as not having
long-term-outcome performance measures or results
beyond job creation.®®

Monitoring and Reporting

Congress and OMB have long been
interested in the reporting of actual performance

% This chapter is devoted to outcomes and project outcome
reporting. The chapter does not intend to address any aspect
of reporting regarding financial information. According to the
Financial Management Division, HUD collects and maintains
all relevant financial information to accurately account for the
loans guaranteed under Section 108. The financial data is not
part of the administrative data the study team examined.

data regarding Section 108.%* According to the 2007
PART evaluation, the Section 108 Program lacks
“a standard procedure for grantees to measure the
extent of achievement, either across broad activity
levels or in general.”

Currently, HUD uses three main documents
to measure economic development accomplishments
and outcomes: (1) the Strategic Plan, which identifies
the Department’s core goals and provides the
framework for program operation; (2) the Annual
Performance Plan, which provides outcome targets;
and (3) the Implementation Plan, which aligns
strategies with the programs that contribute to the
achievement of each key outcome measure.

According to HUD’s FY 2010-15 Strategic
Plan, the Section 108 program aligns with Goal
2 (Meet the Need for Quality Affordable Rental
Homes) by expanding the supply of affordable
rental homes where they are most needed, and Goal
4 (Build Inclusive and Sustainable Communities
Free from Discrimination) by catalyzing economic
development and job creation while enhancing and
preserving community assets.®

The HUD field offices that were visited for
this report noted two principal means of gathering
data and evaluating a grantee’s performance: the
Consolidated Annual Perf