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Minnesota Department of Energy, Planning and Development

In the Matter of the Proposed Rules of the
Minnesota Department of Energy, Planning

and Development for Administering the STATEMENT OF NEED AND
Community Development Block Grant Program. REASONABLENESS.
Introduction

The Housing and Community Development Act of 1974, as amended,
established a Small Cities Community Development Block Grant program for

cities under 50,000 population. The primary objective of the program is
“the development of viable urban communities by providing decent housing
and a suitable living environment, and expanding economic opportunities,
principally for persons of low and moderate income." The U.S.
Department of Housing and Urban Development has promoted this objective
through grants administered by its area offices for housing, public
facilities and economic development projects.

In 1981 the federal law was amended to give state governments the option
to administer the program. The rules that follow are set forth to pro-
vide procedures for evaluating applications for funds and awarding
grants to eligible applicants by the Department of Energy, Planning and
Development as provided by Title 1 of the Housing and Community
Development Act of 1974, as amended. These rules have been developed to
give local units of government the flexibility to design projects to
address unique local needs in accordance with that law. The proposed
rules are the result of recommendations made by local government offi-
cials, representatives of special interest groups, and other interested
parties in consultation with the Department of Energy, Planning and
Development.

Rule Justification

The format used in preparing this Statement of Need and Reasonableness
is as follows: each rule is stated first, followed by a discussion of
the intent of the proposed rule, the need for the proposed rule, and its
reasonableness. '

10 MCAR § 1.500 Small cities community block grant program; general
provisions. '

A. Purpose of these rules. Rules 10 MCAR §§ 1.500-1.565 give pro-
cedures for evaluating applications for grants and awarding them to

eligible agg11cants b{ the Department of Energy, Planning and
evelopment under Unite ates Code, e 42, sections 5301-5136
(1981), and regulations adopted in Code of Federal Regulations,
title 24, part 570.

Discussion: Federal regulations state that "states are free to develo
purposes and procedures for distributing funds..." (CFR 570.489 (b)).

| Administrative rules describing the conditions under which the State

' will solicit applications, evaluate applications, enter into grant
agreements and monitor the progress of grant recipients are necessary

. because no state laws or regulations currently exist which apply to the
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administration of the Community Development Block Grant (CDBG) program.
The proposed rules are necessary to assure that the program will be
administered equitably and in a timely fashion. M.S. 4.13 authorizes
the Department to apply for, receive and expend federal funds. As pro-
vided for in M.S. 4.07, subd. 2, the Governor has designated the
Department to receive federal Community Development Block Grant funds.
It is, therefore, reasonable for the department to promulgate rules for
the CDBG program. The statutory authority to adopt these rules is con-
tained in M.S. 4.17.

B. Objective of the program. The primary objective of this program is
to develop viable urban communities by providing decent housing and
a suitable 11ving environment and by expanding economic opportuni-
ties, principally for persons of low and moderate income.
Activities funded under this program shall not benefit moderate-
income persons to the exclusion of low-income persons. All funded
activities must be designed to:

1. benefit low- and moderate-income persons;

2. prevent or eliminate slums and blight; or

3. alleviate urgent community development needs caused by existing
conditions which pose a serious and immediate threat to the
health or welfare of the community where other financial
resources are not available to meet those needs.

Discussion: Federal regulations for state administration of the Small
Cities CDBG program were designed to "maximize the legislative thrust to
provide states sufficient flexibility in administering the program,"
however the state must comply with the primary objective of the Housing
and Community Development Act of 1974, as amended (hereinafter referred
to as the Act) which is stated in the rule above.

In order to achieve the overall primary objective of the Act as evi-
denced by the Small Cities CDBG program, grant recipients must assure
that the activities they undertake will meet one of the three purposes
listed above (Housing and Community Development Act of 1974, Section 104
(b) (3)). The State must assure compliance and is responsible for moni-
toring projects undertaken by recipients. Therefore, it is necessary
and reasonable to inform prospective applicants of the purposes of the
program. ;

C. Definitions. As used in 10 MCAR §§ 1.500-1.565, the following terms
have the meanings given them.

1. "Community development need" means a demonstrated deficiency in
housing stock, public facilities, economic opportunities, or
other services which are necessary for developing or main-
taining viable communities.

Community development need is a broadly used term which necessitates



clarification for use in this program. The definition establishes the
categories of deficiencies the office will consider as community
development needs. The definition is reasonable because it is con-
sistent with generally accepted indicators of community vitality, with
federally designated eligible activities and with the types of projects
that are encouraged through this program while allowing local govern-
ments the freedom to describe more specifically the types of deficien-
cies that comprise local need for community development.

2. "Comprehensive program" means a combination of at least two
interrelated projects which are designed to address community
development needs which by their nature require a coordination
of housing, public facilities, or economic development activi-
ties. A comprehensive program must be designed to benefit a
defined geographic area, otherwise known as a program area.

Discussion: Local units of government may apply for comprehensive
grants that may be awarded for one, two or three year periods or for
single purpose, single year grants. Therefore, a definition of compre-
hensive program is necessary to clarify this term to prospective appli-
cants and to distinguish a comprehensive program from a single purpose
project. The purpose of a comprehensive approach is to address two or
more community development needs in a coordinated manner in a target
area. It is reasonable to define comprehensive program in this manner
because it details the requirements necessary to qualify for funding
under this category and eliminates the need to clarify the term within
the text of these rules. -

3. "Eligible activities" means those activities so designated in
United States Code, title 42, section 5305 (1981) and as
described in Code of Federal Regulations, title 24, sections
570.200-570.207 (1981).

Discussion: Federal regulations specify the types of activities eli-
gible for funding under the CDBG programs. States are permitted to make
federal regulations more restrictive. However, in the interest of
program flexibility, the office has determined that the breadth of
activities permissible under federal guidelines allows the diversity
necessary to address local needs of Minnesota communities and that this
is reasonable because community needs vary widely.

4. "General purpose local government" means townships as described
in Minn. Stat. ch. 36b; cities as described in Minn. Stat. chs.
410 and 412; and counties.

Discussion: General purpose local governments are eligible to apply for
funding under the CDBG program. Therefore it is necessary to clarify
this term and to make a distinction between general purpose and special
purpose units of government which are authorized to provide only limited
services. Minnesota Statutes 365, 410 and 412 establish the criteria
for definition of townships and cities. Counties, because of their
geographic boundary designations, do not require additional clarifica-



tion. This definition is reasonable because it is consistent with
precedent established by state law.

5. "Grant" means an agreement between the state and an eligible
recipient through which the state provides funds to carry out
specitied programs, services, or activities.

Discussion: A grant will be made to communities whose applications have
been approved for funding under the CDBG program. This definition is
necessary to establish that the grant is more than a transfer of funds;
it is a legally binding relationship between the state and the recip-
ient to undertake specific activities in accordance with the program.
The definition is reasonable because a failure to expend the money 1in a
proper fashion may require a repayment to the federal government.

6. "Grant close-out" means the process by which the office deter-
mines that all appTicabTe administrative actions and all
required work have been compTeted by the grant recipient and
the department.

Discussion: This term is necessary to refer to the process by which a
contractual grant agreement between the office and a grant recipient is
terminated. It is reasonable because it is a commonly used term and is
consistent with the obligation to ensure the proper accounting of these
federal funds.

7. "Grant year" means any period of time during which the United
States Department of Housing and Urban Development makes funds
trom any federal fiscal year available to the state for distri-
bution to Tocal governments under United States Code, title 42,
sections 5301-5316 (1981), and includes the period of time
during which the office solicits applications and makes grant
awards.

Discussion: While federal funds are usually appropriated by fiscal year
beginning October 1st and ending September 31st, the period of time
during which federal funds are made available to the states for distri-
bution to local units of government may vary from this standard.
Therefore it is necessary to distinguish the period of time funds are
available from the period that they are appropriated at the federal
Tevel. This definition is reasonable because it provides greater flexi-
bility in the expenditure of these federal funds.

8.  "Infrastructure" means the basic physical systems, structures,
and facilities, such as roads, bridges, water, and sewer, which
are necessary to support a community.

Discussion: The dictionary definition for infrastructure is "a
substructure or underlying foundation; especially the basic economic,
social, or military facilities and installations of a community, state,
etc..” Although the term is popularly used in conjunction with the pro-



vision of basic services by the community, the concept is too imprecise
for use in this context. It is therefore necessary to provide a more
strict interpretation of the term in order to clarify its use as an
indicator of ability to support additional facilities. It is
reasonable because it establishes a definition within the context it is
used.

9. "Low and moderate income" means income which does not exceed 80

ercent of the median income for the area, with adjustments for
smaller and larger rfamilies.

Discussion: U. S. Department of Housing and Urban Development (HUD)
regulations for state administered CDBG programs do not specifically
define the term "low and moderate income." States are free to adopt
their own definitions, providing they are consistent with Congressional
intent. Since 1974, HUD has defined the term to include families whose
incomes do not exceed the Section 8 housing assistance eligibility
Timits of 80 percent of median family income in the area (Housing and
Community Development Act of 1974, Title I, Section 201). It is HUD's
intent to continue to use this definition for programs which it admin-
isters, and states may use the same definition. Because this defini-
tion is familiar to local units of government, and because it allows
variation by geographic area, the office has determined that this
definition is reasonable.

10. "Metropolitan city" means a city over 50,000 population or a central
city of a standard metropolitan statistical area that receives
entitliement grants under United States Code, title 42, section 5306
(1981) directly from the United States Department of Housing and
Urban Development. .

Discussion: This definition is necessary because the term is used in
the definition of "non-entitlement area." The Act specifically states
that each metropolitan city and urban county is entitled to receive an
annual grant from funds allocated in accordance with the act and defines
"metropolitan city" as (A) a city within a metropolitan area, as defined
and used by the Department of Commerce, or (B) any other city, within a
metropolitan area, which has a population of 50,000 or more except that
any city which has been classified as a metropolitan city under clause
(B) of this paragraph shall continue to be so classified until the
decentennial census indicates that the population of such city is less
than 50,000 or until September 30, 1982, whichever is later. For the
purposes of this program, the office has determined that the definition
is reasonable because metropolitan cities are ineligible, pursuant to
federal law, to apply for funding under this aspect of the program.

11. "Nonentitlement area" means an area that is not a metropolitan city
or part of an urban county.

Discussion: This definition is necessary because the term is used to
describe eligible applicants in these rules. The Act (Section 106 (d))
establishes that funds shall be allocated among the states for use in
non-entitlement areas. It is reasonable to adopt the definition used by
HUD in its previous administration of this program because it is in
compliance with federal intent.



12. "0ffice" means the Office of Local Government in the Department of
Energy, PTanning and DeveTopment.

Discussion: The Office of Local Government in the Department of Energy,
Planning and Development is the body designated by the Governor to
administer the CDBG program. The term "office" is a necessary and
reasonable abbreviation and conforms to standard legal language.

13. "Per capita assessed valuation" means the adjusted assessed
valuation divided by population.

Discussion: This term is used as one of the indicators of the level of
community need in the context of these rules. The definition of this
term is necessary to clarify the term to prospective applicants and to
establish the method that the office will use to determine per capita
assessed valuation. The definition is reasonable because it is con-
sistent with definitions used in other state programs, and takes into
account differences in lotal property assessment practices.

14. "Population" means the number of persons who are residents in a
county, city, or township as established by the Tast federal census,
by a census taken pursuant To Minn. Stat. ¥ 275.53, subd. 2, by a
population estimate made by the MetropoTitan Council, or by the
population estimate of the state demographer made under Minn. Stat.
Y 4.12, subd. 7, cTause (10), whichever is most recent as to the
stated date of count or estimate, up to and including the most
recent July 1.

Discussion: Although population is a commonly understood term, it is
necessary to establish the types of population counts and estimates
which the office considers valid for this program. The definition is
reasonable because it establishes the framework the office considers
essential to assure comparability of information for equitable admin-
istration of the program and because it is consistent with procedures
established in state law.

15. "Poverty persons" means individuals or families whose incomes are
below the poverty Tevel as determined by the most current data
available from the United States Department of Commerce, taking into
account variations in cost of Tiving for the area affected.

Discussion: Extent of poverty has been used as an indicator of the need
for federal community development assistance since the inception of this
program. The office has determined that the method for determining the
extent of poverty through a count of the number of poverty persons
residing in the community covered by the application is valid. The
definition for poverty persons is necessary to establish the way poverty
Tevel will be determined and to assure that the determination will be
made in an equitable manner. It is reasonable because it is a statis-
tically accurate measure that is widely used in establishing extent of
poverty.



16. "Program" means the community development block grant program for
nonentitlement areas.

Discussion: This term is necessary to provide an abbreviation for state
administration of the CDBG program and all applicable rules and regula-
tions. It is reasonable because it is a standard abbreviation for the
program governed by these proposed rules.

17. "Program area" means a defined geographic area within which an
applicant has determined that, based on community plans or other
studies, there exists a need for community development activities.
A program area may be a neighborhood in a community or an entire
community.

Discussion: This term is necessary to clarify to prospective applicants
that the geographical and social boundaries within which community
development needs will be addressed are largely self determined based on
prior assessments and studies of the community. It is reasonable for
communities to designate the boundaries of their program area because
they are highly correlated to the identification of community needs. It
would be inappropriate for the state to make such a designation.

18. "Program income" means gross income earned by the grant recipient
from grant-supported activities, excluding interest earned on
advances.

Discussion: Under the federal regulations governing the administration
of this program by the states, states may determine how program income
may be used. Therefore, it is necessary to provide a definition of the
term to clarify to prospective applicants what monies are considered to
be program income, and to distinguish monies earned from activities made
possible by program funds from interest earned on funds granted. The
definition is reasonable because it is consistent with the intent of
federal guidelines with which the state must comply as provided for in
Federal Management Circular A-87.

19. "Project" means one or more activities designed to meet a specific
community development need.

Discussion: This definition is necessary to describe what qualifies as
a project. Because comprehensive grants require that communities engage
in two or more projects designed to address community development needs,
it is reasonable to define a project in relation to a single need. For
example, a housing project may consist of grants for energy-conserving
home improvements (one activity) or grants and loans for weatherization
improvements (two activities) but because they are related activities
undertaken to address housing needs, they constitute a single purpose.
If, for example, street, curb, or gutter improvement activities are per-
formed in addition to home improvement activities in the same neigh-
borhood, the effort would be comprehensive as opposed to single purpose.



20. "Regional or community development plans" means written documents,
resolutions, or statements which describe goals, policies, or stra-
tegies for the physical, social, or economic development of a neigh-
borhood, community, or substate area. Regional or community
development pTans incTude comprehensive plans and elements of
comprehensive plans, incTuding Tand use plans, which have been
approved by the governing boards of townships, counties, or cities,
and also include regional development pTans adopted under Minn.
Stat. § 462.281, where applicabTle.

Discussion: Evaluation and ranking of applications shall include an
assessment of how the proposed activities fit with regional or community
development plans. Because these plans are an essential component of
grant award determination, it is necesary for the office to specify
which types of written documents are acceptable and may be used in sup-
port of this criterion. The term and subsequent definition are reason-
able because they permit a relatively broad range of options yet are
specific as to adoption/endorsement by the local unit of government.
Regional comprehensive plans are required under Minn. Stat. § 462.281,
Subd. 3 (1978). Therefore it is reasonable for this definition to
include such regional development plans.

21. "Slums and blight" means areas or neighborhoods which are charac-
terized by conditions used to describe deteriorated areas in Minn.
Stat. Y 46Z2.4721 or which are characterized by the conditions used to
describe redevelopment districts in Minn. Stat. § 273.73, subd. I0.

Discussion: One of the stated purposes of the federal CDBG program is
the prevention or elimination of slums and blight. Therefore it is
necessary to describe to prospective applicants the existing conditions
for which real property is considered by the office to be a community
development problem. It is reasonable because it encompasses a wide
range of conditions for which precedent has been set through state
legislation, and includes:

"Deteriorated area" means any area, including slum areas, with
buildings or improvements which, by reason of dilapidation,
obsolescence, overcrowding, faulty arrangement or design, lack of
ventilation, light, and sanitary facilities, excessive land coverage
or deleterious land use or obsolete layout, or any combination of
these or other factors, are detrimental to the safety, health,
morals, or welfare of the community. (Minn. Stat. § 462.421)

"Redevelopment district" means a type of tax increment financing
district consisting of a project, or portions of a project, within
which the authority finds by resolution that one of the following
conditions, reasonably distributed throughout the district, exists:

70 percent of the parcels in the district are occupied by
buildings, streets, utilities or other improvements and more
than 50 percent of the buildings, not including outbuildings,
are structurally substandard to a degree requiring substantial
renovation or clearance; or



70 percent of the parcels in the district are occupied by
buildings, streets, utilities or other improvements and 20 per-
cent of the buildings are structurally substandard and an addi-
tional 30 percent of the buildings are found to require
substantial renovation or clearance in order to remove such
existing conditions as: inadequate street layout, incompatible
uses or land use relationships, overcrowding of buildings on
the land, excessive dwelling unit density, obsolete buildings
not suitable for improvement or conversion, or other identified
hazards to the health, safety and general well being of the
community; or

less than 70 percent of the parcels in the district are
occupied by buildings, streets, utilities or other improve-
ments, but due to unusual terrain or soil deficiencies
requiring substantial filling, grading or other physical
preparation for use at least 80 percent of the total acreage of
such land has a fair market value upon inclusion in the rede-
velopment district which, when added to the estimated cost of
preparing that land for development, excluding costs directly
related to roads as defined in section 160.01 and local improve-
ments as described in section 429.021, subdivision 1, clauses

1 to 7, 11 and 12, and section 430.01, if any, exceeds its
anticipated fair market value after completion of said
preparation; provided that no parcel shall be included within a
redevelopment district pursuant to this paragraph (3) unless
the authority has concluded an agreement or agreements for the
development of at least 50 percent of the acreage having the
unusual soil or terrain deficiencies, which agreement provides
recourse for the authority should the development not be
completed; or

the property consists of underutilized air rights over a public
street, highway or right-of-way; or

the property consists of vacant, unused, underused,
inappropriately used or infrequently used railyards, rail
storage facilities or excessive or vacated railroad rights-of-
way. (Minn. Stat. § 273.73)

22. "Single purpose project" means one or more activities designed to
meet a specific community development need.

Discussion: Units of local government may apply for funding to address

a single community need or for a range of activities that address more
than one purpose in a coordinated manner. This definition is necessary to
clarify that single purpose projects are directed toward only one type

of community development need (i.e., housing, economic development or
public facilities). It is reasonable because it permits flexibility at
the local level; it does not unduly restrict the applicant to a specific
type of activity; and it is consistent with the program as it previously
has been administered by HUD.



23. "Urban county" means a county which is located in a metropolitan
area and 1s entitled to receive grants under United States Code,
title 4Z, section 5306 (1981), directly from the United States
Department of Housing and Urban Development.

Discussion: This definition is necessary because the term is used to
describe applicant eligibility. As designated under the Act, urban
counties which are in entitlement areas are ineligible to apply for and
receive funds through this program, therefore it is necessary to clarify
the term to prospective applicants. It is reasonable to adopt the cri-
terion established by HUD in its previous administration of this program
because it is in compliance with federal intent and the regulations
governing state administration of this program. It also prevents urban
counties from selecting this program over the HUD administered program
and thereby thwart Congressional determination of how much money to
allocate to each program.

10 MCAR § 1.505 Types of grants available.

A. Single purpose grants. The office shall approve single purpose
grants for funding from a single grant year for single purpose proj-
ects. The office shall place single purpose grant applications 1in
one of the Tollowing categories for purposes of evaluation:

1. housing projects which include one or more activities designed
to increase the supply or quality of dwellings suited to the
occupancy of individuals and families;

2. public facilities projects which include one or more activities
designed to acquire, construct, reconstruct, or install
buildings or infrastructure which serve a neighborhood area or
community; or

3. economic development projects which include one or more activi-
ties designed to create new employment, maintain existing
employment, or otherwise increase economic activity in a
community.

Discussion: The purpose of this rule is to identify and distinguish
between the types of grants for which eligible applicants may apply.
Designation of grant categories is necessary to make possible objective
and equitable evaluation of grant applications. A very broad range of
activities are eligible for funding. If applications were not placed in
different categories for purposes of evaluation, it would be difficult
to score and rank them.

The establishment of two major grant categories (single purpose and
comprehensive) is reasonable because it permits communities to design
projects which are best suited to community development needs in each
community. In communities which have severe development problems, those
problems often stem from complex and multifaceted causes which can best
be dealt with through comprehensive programs. On the other hand, many
communities have more specific problems and needs which can be more
meaningfully dealt with through single purpose projects.
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The distinction between comprehensive and single purpose grants is also
reasonable because it is consistent with, and a continuation of, the
types of grants made available under the Small Cities program while the
program was administered by HUD during the past seven years.

It is necessary to place single purpose applications in one of the three
categories because of the difficulty of evaluating the broad range of
eligible single purpose activities. For instance, in the absence of any
federal or state policy declaring one or the other to be a priority, it
is very difficult to evaluate and rank a housing rehabilitation project
compared with a public facilities project such as a sewer project. The
use of the three categories--housing, public facilities and economic
development--is reasonable for two reasons. First, the three categories
together encompass virtually all community development activities which
are eligible for funding, but are distinct enough and internally
homogenous enough so as to be practical categories within which to com-
pare similar applications. Second, the same three categories have been
used by HUD for purposes of evaluating applications and potential appli-
cants are therefore familiar with them.

The description of housing projects is reasonable because it encompasses
all activities which have as a primary purpose an increase in the supply
or quality of dwellings for families and persons. It focuses on the
provision of livable dwellings, rather than on any particular type of
housing for any particular type of household unit. It includes improve-
ments to existing housing as well as activities designed to facilitate
creation of new housing stock.

The description of public facilities projects is reasonable because it
is based on widely understood definitions of public facilities. Public
facilities are usually owned by a political subdivision, and include
buildings and other physical infrastructures which are necessary to
deliver public services. Thus, sewer lines are necessary for provision
of sanitation services and streets are necessary for provision of
transportation. The description of public facilities is broad enough to
include such facilities as neighborhood centers which facilitate
delivery of public services to neighborhood residents.

The description of economic development projects is reasonable because
it provides a sufficient basis for grouping together for evaluation
projects which have as their purpose the improvement of communities'
economic situation. The description focuses on the goal of increasing
economic activity, but is broad enough to include a wide variety of
methods for achieving the goal.

B. Comprehensive grants. The office shall approve comprehensive grants
for two or more projects which constitute a comprehensive program.
Comprehensive grants shall be approved for funding from one, two, or
three grant years. In the case of grants approved for funding from
more than one grant year, the office shall make funds available to
the grant recipient in the second or third year only after the recip-
1ent submits an approved application. The office must also find
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that the grant recipient has made normal progress and is in
compTiance with 10 MCAR §Y I1.500-1.565.

Discussion: This paragraph is necessary to describe the conditions
under which comprehensive grants will be made, and to distinguish how
comprehensive grants are different from single purpose grants.
Comprehensive grants are made for "comprehensive programs" which are
defined in MCAR § 1.500 c. 2., and described above. The distinguishing
characteristic of a comprehensive program is that it must include two or
more projects which include a combination of housing, public faciltiies,
and economic development activities. It is reasonable to make grants
available for comprehensive programs because many communities have com-
munity development needs which, because of their complex causes, are
most effectively addressed by a multifaceted program. For example, a
housing rehabilitation project in a deteriorated neighborhood may be a
necessary part of a neighborhood betterment program, but may not be suf-
ficient of itself to address underlying problems of inferior public
infrastructure or lack of economic opportunities. In such a case, a
single purpose project may only address "symptoms" of the problem; a
comprehensive program may more effectively deal with underlying causes.

It is reasonable to make grant funds for comprehensive programs
available from one, two or three years because comprehensive programs
often involve activities which are staged over more than one year and
typically involve more activities and projects than can be undertaken in
a single year. Comprehensive grant applications may request funds from
up to three grant years. In cases where approved, the office will
reserve funds from the state's allocation in successive years for
existing multiyear grants. It is reasonable to condition payment of
second and third year grant funds on a finding that the grant recipient
has made normal progress in order to assure efficient use of limited
grant funds. The requirement that recipients file an application before
receiving second or third year grant payments is a reasonable way of
making necessary information available to the office to make such a
finding.

10 MCAR § 1.510 Application process and requirements.

A. Grant application manual. The office shall prepare a manual for
distribution to eTigibTe appTicants no Tater than 120 days before
the application closing date. The manual must instruct appTicants
in the preparation of applications and describe the method by which
the office will evaluate and rank applications. If 10 MCAR §§
1.500-1.565 are not adopted before September 15, 1982, the 120-day
period is waived for the 1983 grant year but the office shall make
the manual available no Tater than 60 days before the application
closing date.

Discussion: This rule is necessary to describe the process by which the
office will make information available to eligible applicants concerning
the grant application process and the way in which applications will be
evaluated. The rule commits the office to make the manual available at
least 120 days prior to the closing date for filing applications. This
is a reasonable rule because it guarantees that applicants will have at
least 120 days for preparation of applications. A longer period of time
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would be difficult to achieve because of the amount of time required
after the award of grants in each grant cycle to revise and publish the
manual prior to the next grant cycle. A longer time period would
require a larger state staff, thereby increasing administrative costs
and reducing the amount of funds available for grants.

The provision that this requirement be waived if these rules are not
adopted before September 15, 1982 is necessary to guarantee that grant
awards are made in a timely fashion in FY 1983. The office has verbally
pledged recipients that in all events the manual will be made available
as long as possible before the grant closing date; however, imposition
of the 120-day requirement could cause undesirable delay in the timing
of grant awards in the program's first year.

B. Eligibility requirements. Any unit of general purpose local
government, including cities, counties, and townships located in a
nonentitiement area or electing exclusion from an urban county under
United States Code, title 42, section 5302 (1981), may apply for a
grant. An eligible applicant may apply on-behalf of other eligible
applicants. Applications submitted on-behalf of other applicants
must be approved by the governing body of all Tocal governments
party to the application. An eligible applicant may apply for only
one grant per grant year and no eligible applicant shall be included
in more than one application.

Discussion: This rule is necessary to identify the entities which may
apply for grants. It is necessary because no other state law or rule
describes who is eligible for this program. Subd. (d)(2)(A) of the
above federal law requires that the state distribute grant funds to
units of general local government located in nonentitliement areas of the
state. "Unit of general local government" is defined to include "any
city, county, town, township, parish, village or other general purpose
political subdivisions of the state." The proposed rule does not make
any further restrictions in eligibility beyond that provided for in
federal law. This is reasonable because there is no a priori reason to
exclude any type of general purpose local government. Although not
stated in the rules, the only restriction in eligibility of general pur-
pose local governments is their legal powers; a local unit, such as a
township, would be precluded from receiving funds if it did not have the
authority to conduct the activities for which it applied for funds.

Only local governments in nonentitliement areas or local governments
which are located in urban counties but which have elected not to
receive funds through the HUD-administered urban county program, are
eligible. This is necessary because cities over 50,000 population,
urban counties and cities in urban counties receive "entitlement" com-
munity development block grants through Sec. 106 (9)-(c) of the Housing
and Community Development Act. Urban counties are counties within
metropolitan areas which are authorized by state law to undertake com-
munity development activities in their unincorporated areas and which
have populations of 200,000 or more, excluding the population of metro-
politan cities therein [see 102 (a)(6) of the law cited]. The combined
effect of these provisions is that all general purpose local governments
which are not eligible to receive entitlement grants are eligible to
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apply for small cities grants under these rules; no unit may receive
grants from both programs.

The office recognizes that some communities may not have the administra-
tive capacity to undertake community development activities and also
that some projects may require a coordinated effort that involves more
than one community (e.g., upgrading county sewer facilities). It is,
therefore, reasonable to allow applications to be submitted on-behalf of
eligible applicants and necessary to inform prospective applicants that
on-behalf of applications are acceptable. Furthermore, it is necessary
to state that on-behalf of applications be approved by the governing
body of all local governments party to the application in order to
ensure that there is consent by the community. It is reasonable to
require that each party involved secure the approval of their governing
bodies in order to ensure that each participant has knowledge of the
project(s); to avoid duplication; and because it is the grant recipient
who is responsible for meeting the terms of the contract (10 MCAR §
1.555). It is reasonable for all parties to declare their support
through formal action.

Grants under the CDBG program will be awarded on a competitive basis (10
MCAR § 1.515). In order for the greatest number of communities to have
equal access to grant funds, it is necessary to limit communities to the
submission of only one application per grant year and to assure that
other applications, such as those submitted on-behalf of communities, do
not include projects by communities submitting applications during the
current grant year. Limiting submission to one application per grant
year is reasonable because it is equitable; it encourages local deter-
mination and prioritization of community development needs; and because
small communities with lesser grant writing capacity are not penalized
or discriminated against.

C. Disqualification of applicants. Applications from otherwise eli-
gibTe applicants shall be disqualified where for previously awarded
grants under these rules or awarded by the Department of Housing and
Urban Development under United States Code, title 42, section 5306
(1981), 1t 1s determined by the office that any of the following
conditions exist:

1.  there are outstanding audit findings on previous community
development grants and the grantee has not objected on a
reasonable basis to the findings or demonstrated a willingness
to resolve the tTindings;

2. previously approved projects have passed scheduled dates for
grant close-out and the grantee’'s ability to complete the proj-
ect in an expeditious manner is in question; or

3. the applicant has not made scheduled progress on previously
approved projects and the grantee's ability to complete the
project 1in an expeditious manner 1s 1n question.
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Discussion: The purpose of these paragraphs is to inform prospective
applicants of the terms under which applications may be disqualified.
The state is responsible to the federal government (through HUD) for the
proper expenditure of CDBG funds. This rule establishes the conditions
which will signal further investigation into the applicant's previous
experience with community development grants. These terms are reason-
able because applicants should honor prior commitments before taking on
new responsibilities. Outstanding audit findings for which there has
been no reasonable objection or willingness to resolve findings can be
indicative of fiscal irresponsibility. Communities in which prior proj-
ects have not progressed in a mutually agreed upon manner or where the
scheduled dates for closeout have passed, raise some doubt as to their
ability to undertake additional responsibility. Furthermore, it is not
equitable for those communities which have not met requirements to com-
pete equally with those which have been fiscally responsible.

D. Contents of application. The contents of the application must be
consistent with the informational requirements of 10 MCAR 3%
1.500-1.565 and must be on a form prescribed by the office. The
application must be accompanied by:

1. an assurance, signed by the chief elected official, that the
applicant will comply with all applicable state and federal
requirements;

2. an assurance signed by the chief elected official certifying
that at Teast one public hearing was held at Teast ten days but
not more than 30 days before submitting the application; and

3. a copy of a resolution passed by the governing body approving
the application and authorizing execution of the grant
agreement 1f funds are made available.

The office may request additional information from the appli-
cant 1f 1t 1s necessary to clarify and evaluate the applica-
tion.

Discussion: This paragraph is necessary to inform prospective appli-
cants of the contents of the application and the documentation which
must accompany it. It is reasonable because the application format will
be prepared by the office based on state and federal regulations, poli-
cies, and guidelines. As the granting authority, it is reasonable for
the office to develop the prescribed form. Assurances regarding
compliance and citizen participation are required by federal regulation.
The resolution is reasonable to assure support for the application and
intent to implement the project(s) if funded.
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It is necessary to inform prospective applicants that the office may ask
for information if the application is incomplete, if there are questions
concerning documentation or justification or in cases where supple-
mentary information is needed. While the office believes that the need
to request additional information will be minimal, it is necessary to
include this provision. This paragraph is reasonable because it allows
the office to request and applicants to provide added information that
can improve the quality of the application.

E. Time 1imit for submitting applications. Applications must be
received in the office or postmarked by the cTosing date. The
office shall give notice of the period during which applications
will be accepted. The notice must be pubTished in the State
Register at Teast 120 days before the closing date.

Discussion: A time 1imit for submitting applications is necessary for
the efficient administration of the program and to establish that appli-
cations will be accepted after the closing date only if they have been
postmarked on or before the specified date. It is reasonable because it
treats all applications equally and does not penalize applications
intended for submission on time.

While the office recognizes that communities may desire a greater period
of time to prepare and submit applications for funding under the

CDBG program, it is necessary and reasonable to establish a minimum
period of time and an established method for providing notice. The
Tength of time is reasonable because it allows sufficient time for com-
munities to prepare and submit applications. For example, other grant
programs administered by the office, such as LAWCON, establish minimum
notice at 45 days.

F. Regional review. The applicant must submit a complete copy of the
application to the Regional DeveTopment Commission, where such a
commission exists, or the MetropoTitan Touncil, where it has
Jurisdiction, for review and comment in accordance with Minn. Stat.
Y 462.391, subd. 3, or Minn. Stat. § 473.171, respectively.

Discussion: 1In 1969 the Minnesota Legislature passed the Regional
Development Act, Minn. Stat. § 462.381 to 462.396 (1978). The purpose
of the Act is "to facilitate intergovernmental cooperation and to insure
the orderly and harmonious coordination of state, federal, and local
comprehensive planning and development programs for the solution of
economic, social, physical and governmental problems of the state and
its citizens by providing for the creation of regional development
commissions." Minn. Stat. § 462.391, Subd. 3, states in part that "the
commission shall review all applications of governmental
units...operating in the region for a loan or grant from the United
States of America or any agency, including state agencies,...for public
facilities, studies or any other purpose if the application clearly is
related to the region... Minn. Stat. § 473.171, Subd. 2 relating to the
Metropolitan Council review of applications for federal and state aid
states in part "that the council shall review all applications or
requests of...local government units for state funds allocated or
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granted for proposed matters of metropolitan significance, and all other
applications...for state funds if review by a regional agency is
required by state law or the granting state agency." This paragraph is
necessary to establish and comply with state statutes as well as to
identify areas where conflict may arise between communities. It is
reasonable because it is consistent with legislation establishing the
review bodies.

10 MCAR § 1.515 Evaluation of applications; in general. Al1 applica-
tions shall be evaluated by the office. A fixed amount of points shall
be established as the maximum score attainable by any application.
Points shall be made available within each class Of rating criteria in
accordance with the percentages and fractions indicated in 10 MCAR §%

1.520-1.545.

Discussion: This section is necessary to describe the general procedure
for evaluating applications. Full responsibility for evaluating appli-
cations rests with the Office of Local Government. This is reasonable
because the office is the recipient of the federal funds from which
grants will be made, and is thereby accountable to the federal govern-
ment for the proper and prudent use of funds. It is also reasonable for
the office to evaluate applications because the office is a neutral
party with no conflicting interests as to which local governments
receive funds. The office is staffed by civil service professionals
with training in community development and local government affairs.

It is necessary for the office to evaluate proposals for funding in
order to assess compatibility with federal program objectives, as well
as to assess the need for and feasibility of the proposed activities.
Since the office expects more applications for funds than will be
available for distribution, it is both necessary and reasonable to eval-
uate applications so that they can be ranked for purposes of making
grant award decisions.

Federal regulations give states authority to develop purposes and
procedures for distributing funds (CFR 570.489 (b)). Since no state
laws or rules currently exist in Minnesota which pertain to distribution
of these funds, it is necessary for the office to adopt procedures and
criteria for evaluating and ranking applications.

The Secretary of HUD is directed to "give maximum feasible deference to
the State's interpretation of the statutory requirements consistent with
the Secretary's obligation to enforce compliance with the manifest
intent of Congress as declared in the Act" (CFR 570.489 (b)). The pri-
mary objective of the Act is "the development of viable urban com-
munities, by providing decent housing and a suitable 1iving environment,
and expanding economic opportunities, principally for persons of low and
moderate income" (CFR 570.489 and Title I, Section 101 (c). The process
(described below) for evaluating and ranking applications is consistent
with this federal objective.

Applications will be given quantitative ratings based on the criteria
described below. This is both necessary and reasonable because it makes
it possible to rank applications for purposes of determining funding
priority. A fixed amount of points will be established for each cri-
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terion as the maximum score attainable. Applications which, upon eval-
uation by the office, closely approach each criterion will receive
higher numerical scores than those which do not as closely approach each
criterion. The maximum points available within each class of rating
criteria will be apportioned in accordance with the fractions cited
below.

The proportional weighting of classes of rating criteria is necessary to
indicate the relative emphasis which the office will give to each class
of rating criteria. It makes it possible for potential applicants to
know, prior to the decision to apply, the general manner in which their
applications would be evaluated.

MCAR § 1.520 and 1.525 below together provide that 30 percent of the
total available points will be awarded based on a comparison of all
applications, and that 70 percent of the points will be awarded based on
comparisons of applications within each grant category as described in
MCAR § 1.530-1.545. This is reasonable because it allows a direct com-
parison of all applications on criteria (such as community need, project
compatibility with planning, and financial and management capacity)
which are common to all projects, while taking into account the variable
nature of the different grant categories by providing for separate com-
petitions within each category.

The overall rating system which is described in MCAR §§ 1.515-1.545 is
designed to afford the maximum feasible flexibility to local governments
in their project design. Within each class of rating criteria, the
rules do not establish a definite set of quantitative measures for pur=
poses of evaluation. This reflects a judgment by the office that
community development needs are very diverse among communities.
Therefore, these rules allow local governments considerable latitude to
document unique community development needs and to design projects which
are most appropriate to those needs. A more specific and "directive"
rating system would 1ikely inhibit consideration of many legitimate
needs which did not "fit" the rating system. Local governments might be
tempted to formulate needs and design projects that matched the
department's arbitrary notion of community development needs rather than
design projects which are most appropriate to local situations. This
approach is particularly appropriate in the absence of any more specific
state policy on the use of community development funds.

The flexible nature of the rating system requires the office to

make judgements in the process of rating applications. The basis for
the judgements, however, are prescribed in the rules. While some
reservations may be expressed concerning the amount of discretion this
permits, the office believes that the trade-off between more directive
and inflexible rating criteria versus more discretionary flexibility is
reasonable and necessary for the prudent operation of the program.

The rating system provides for consideration of basic factors:

community need (20%)

adequacy of management and financial plans, and
compatibility with local and regional plans (10%)
project need (30%)

= WM =
" e s =
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5. project impact (30%)
6. project cost-effectiveness (10%)

The first three factors broadly relate to the applicant. Community need
is not directly related to a specific project, but it addresses the
applicant's overall need for community development assistance.

Adequacy of financial and management plans refers to the applicants
demonstrated ability to carry out the project to completion according to
the terms imposed by these rules and federal laws and regulations.
Compatibility with local and regional plans involves the extent to which
the applicant has designed a project which is consistent with existing
local or regional plans.

The second three factors are project-specific. Project need refers to
the community development problems to be addressed by a specific pro-
posed project. Project impact refers to the suitability of the project
to the project need and the degree to which the proposed activities can
be expected to actually eliminate or reduce the need. Project cost-
effectiveness involves an analysis of how effectively scarce CDBG funds
will be used and how well the applicant makes use of other available
funds to achieve the greatest result.

10 MCAR § 1.520 Comparison of all applications; general competition.

A. Points available. Thirty percent of the total available points
shall be awarded by the office based on a general competition
involving a comparison of all applications.

Discussion: MCAR § 1.520 is necessary to describe the criteria which
will be used to award the 30 percent of total available points which are
based on a comparison of all applications received. It is a reasonable
percentage which is based on the more specific arguments that follow.

B. Evaluation of community need. Two-thirds of the points in the
general competition shall be awarded based on evaluation of com-
munity need, which shall include:

1. the number of poverty persons in the area under the applicant's
Jurisdiction;

2. the percentage of persons resident in the area under the
applicant’s jurisdiction who are poverty persons; and

3. the per capita assessed valuation of the area under the juris-
diction of the applicant, such that points are awarded 1n
inverse relationship to applicants’ per capita assessed
valuation.

Discussion: Part B provides that two-thirds of the general competition
points (20 percent of total available points) will be based on evalua-
tion of community need. Community need is distinguished from “"project
need" (MCAR §§ 1.530-1.545 below) in that community need refers to the
general need of the community for financial assistance. Project need
refers to the specific community development need for the applicant's
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proposed project. Rating of community need is reasonable based on the
premise that if all else is equal the applicant with the greater com-
munity need should be assisted. For example, two communities may have
essentially similar needs for a housing project evidenced by similar
numbers of substandard dwellings and low-income persons who cannot
afford the standard housing in the community. However, one community
may be Tess able financially to address the need without a grant or may
have greater poverty which would indicate greater need for assistance.

The emphasis (20 percent of total points) given to community need rela-
tive to other rating criteria is reasonable because it is a large enough
percentage of the available points to influence the final ranking of
applications but is given less weight than project need (see below).
This reflects the judgment expressed by many individuals familiar with
the program that community development block grants should be used to
fund needed and effective projects rather than ameliorate disparities
among communities in fiscal capacity. Yet, consideration of community
need is legitimate as a way to direct funds to communities most in need
of outside assistance since an important objective of the program is to
make grants to those local governments with high levels of need. It is
appropriate to base a significant portion of the evaluation on criteria
which are objective, comparable among jurisdictions, and measure need on
a jurisdiction-wide basis.

The three indicators which will be included in evaluation of community
need measure different aspects of community need. The use of three
measures is reasonable because any single measure may not give an
accurate comparison; each indicator captures a slightly different dimen-
sion of need. On the other hand, it is reasonable to limit the number
of indicators used.

The number of poverty persons in a community is a widely used measure of
need. Several federal grant formulas use some measure of the number of
poverty persons. HUD currently uses poverty persons in its need ruling
for the CDBG Small Cities program. The number of poverty persons is a
useful indicator of community need because it is indicative of the size
of the community's population which can benefit from an improved 1living
environment. To the extent that poverty populations are geographically
concentrated, a large poverty population can indicate an area of a com-
munity in need of community development assistance.

The percentage of persons in a community who are poverty persons indi-
cates the relative size of the poverty population. A larger community
may have a large absolute number of poverty persons, but its percentage
of persons in poverty may be small. The use of the percentage measure
is reasonable because it compensates for the bias toward larger communi-
ties in the absolute measure. A smaller community may have a relatively
small number of poverty persons, but they may represent a relatively
large portion of the community's population.

The per capita assessed valuation of a community is a measure of a
community's ability to finance community development activities. Per
capita assessed valuation compares the amount of property tax base
available for each person in a community. Property wealth is only one
dimension of a community's ability to pay. A shortcoming of assessed
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valuation is that it does not directly reflect variations in personal
income. However, there is a positive, albeit imperfect, correlation
between income and property value. While property may not be a reliable
indicator of an individual's ability to pay, when used in aggregate it
is a reasonable measure of relative community-wide well-being.

Per capita assessed valuation is also a reasonable measure of community
‘well-being because the property tax is the single largest source of
locally-controlled revenue. Local control is diminished by state-
imposed property tax levy limitations; yet, the property tax base
remains an important factor in determining a community's ability to
incur debt. This is an important consideration in evaluating fiscal
capacity for community development projects since many community devel-
opment improvements are low financed in part through borrowing. A local
government with a small assessed valuation will have a greater dif-
ficulty in raising significant funds through borrowing.

Per capita assessed valuation data is readily available for all juris-
dictions on an annual basis using data from the Department of Revenue
and the State Demographer.

C. Evaluation of other factors. One-third of the points in the general
competition shall be awarded based on evaluation of:

1. the extent to which the proposed activities are compatible with
regional or community development plans; and

2. adequacy of the applicant's management and financial plan.

Discussion: Part C describes the method for awarding one-third of the
general competition points (10 percent of total available points). A
portion of these points will be awarded based on evaluation of the
applicant's management and financial plan. Inclusion of this element in
the evaluation process is reasonable because of the need to promote the
effective and efficient use of scarce public funds. While the primary
intent of the rating system is to select for funding well-designed proj-
ects in communities with high need, it is also desirable to give
priority to applicants with strong management capacity.

Consideration will also be given to the extent to which the proposed
activities are compatible with regional or community development plans.
It is state policy to encourage Tocal and regional planning (Regional
Development Act, M.S. 462.381-462.398; municipal planning, M.S.
462.351-462.365; metropolitan land use planning, M.S. 473.851-473.872).
It would be inconsistent for the state to give priority to projects which
are incompatible with local plans. This provision in the rules does not
require either local or regional planning.

10 MCAR § 1.525 Comparison of applications within categories. After
completing the general competition described in 10 3y 1.520, the
office shall place each application in the appropriate grant category in
accordance with 10 MCR'§ 1.505. The categories are housing projects,
public tacilities projects, economic development projects, and compre-
nensive programs. Seventy percent of the total points available for
each application shall be awarded based on a comparison of the applica-
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tions within each of the categories as further described in 10 MCAR §§
1.530-1.545, s

Discussion: MCAR § 1.525 describes the process which will be used to
group together similar sorts of applications for purposes of evaluation.
It is necessary to group applications into the four categories to facil-
itate meaningful comparison and rating of applications. Because a wide
variety of activities are eligible for funding, it would be difficult to
evaluate and rank projects if applications were not placed in more homo-
geneous categories.

The four categories which are proposed for purposes of evaluating appli-
cations are housing, public facilities, economic development and compre-
hensive programs. Housing, public facilities, and economic development,
as defined in the proposed rules, are inclusive of the range of eligible
activities for which the State proposes to make grants available. The
comprehensive program category includes applications which, by virtue of
the scope of activities proposed, does not fall within one of the other
three categories, but rather combines the attributes of at least two of
the categories. The proposed categories are reasonable because they are
inclusive of the range of eligible activities for which the State pro-
poses to make grants available, and because they are consistent with the
categories previously used by the HUD area office and with which appli-
cants are familiar.

10 MCAR § 1.530 Evaluation of housing projects.

A. Project need. Three-sevenths of the points available in the housing
category competition shall be awarded by the 0Office based on evalua-
tion of the need for improvements or additions to the housig stock
serving low- and moderate-income persons as evidenced by:

1. housing units which are occupied by low- and moderate-income
persons and are elther substandard or pose a threat to the
health or safety of the occupants;

2. an inadequate supply of affordable housing for low- or
moderate-income persons; or

3. other documented conditions which give evidence of the need for
1mprovements or additions to the housing stock serving Tow- and
moderate-income persons.

Discussion: This paragraph describes the criteria the office will use
to evaluate applications and award points based on need to communities
submitting single purpose applications for housing projects. The
housing category is necessary because housing is specifically identified
in the objectives of the federal program. Moreover, state policy as
evidenced by the Minnesota Housing Finance Agency Act of 1971 (M.S.
462A) makes reference to the need to assure decent, safe and sanitary
housing at prices or rentals within the means of persons and families of
low- and moderate-income. It is necessary to inform prospective appli-
cants of the criteria, the maximum proportion of points that may be
received based on the criteria, and who will determine and award the
points. Therefore, it is reasonable for the office to establish cri-
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teria for ranking applications relative to community need for improve-
ments or additions to the housing stock serving low- and moderate-income
persons in order to direct limited funds where the need is greatest.

The characteristics stated by the rule are reasonable and are generally
accepted indicators or tools used to measure housing quality that have
been used by HUD, the Minnesota Housing Finance Agency and other housing
groups to determine the need for improvement of the housing stock.

Allowing for other documented conditions providing evidence of the need
to expand or improve upon housing stock serving Tow- and moderate-income
persons maximizes flexibility for communities to provide an alternative,
documented case for using other criteria. For example, a community may
have an inadequate supply of housing units for larger families creating
a situation of overcrowding, housing units unsuitable to the handicapped
or elderly; or units requiring energy conservation rehabilitation
measures.

B. Project impact. Three-sevenths of the points available in the
housing category competition shall be awarded by the office based on
evaluation of the extent to which the proposed activities will elim-
Tnate or reduce the need for improvements or additions to the
fiousing STOCK serving Jow- Or moderate-income persons.

Discussion: There are numerous kinds of eligible activities within the
housing category including but not limited to: removal of architectural
barriers, acquisition for rehabilitation, relocation, and rehabilitation
to improve housing quality, energy efficiency and designated historic
sites. Determination of which eligible activities funding is requested
for should not be made indiscriminately, but should be based on the need
to eliminate or reduce specific housing deficiencies in the community.
Therefore, rating housing project applications and awarding a specified
proportion of total points based on the impact the project has on the
need described in 10 MCAR § 1.530 A. above is a necessary and reasonable
evaluation tool. Communities that have designed the most appropriate
approaches to the housing needs they identified will earn a greater
number of points. Those applications for housing projects where the
design is not appropriate and where the impact is minimal will receive
fewer points. By using impact of the project as a measure, limited
funds can be directed to where they can achieve the most good.

C. Project cost-effectiveness. One-seventh of the points available in
the housing category competition shall be awarded by the office
based on:

1. evaluation of the extent to which the proposed activities will
make cost-effective and erricient use of grant funds including
coordination with, and use of, runds from other public and pri-
vate sources; and

2. evidence that the cost of the proposed activities per bene-
fitting household 1s reasonable.
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Discussion: This is necessary to describe how the office will evaluate
project cost-effectiveness and award a proportion of points assigned to
the housing project category. In the instance where two housing project
applications are judged to be of equivalent quality with regard to proj-
ect need and impact (10 MCAR § 1.535 A and B), it is reasonable to

award a proportion of the total points to communities that plan to use
funds prudently. It is necessary to inform prospective applicants that,
in the absence of other over-riding state policy objectives, projects
acheiving the greatest benefit at the least cost, will receive a greater
number of points. Because the amount of money available through the
CDBG program is limited, it is reasonable to give funding priority to
projects that are cost-effective and use funds efficiently by leveraging
or coordinating with other public and private money, or because the

cost per benefitting household is minimized but sufficient to acheive
projects objectives.

10 MCAR § 1.535 Evaluation of public facilities projects.

A. Project need. Three-sevenths of the points available in the public
facil1ties category competition shall be awarded by the office based
on evaluation of the extent to which the proposed activities are
necessary to improve provision of public services to low- and
moderate-income persons or to eliminate an urgent threat to public
health or safety.

Discussion: This paragraph describes the criteria the office will use
to evaluate applications and award points for public facilities applica-
tions based on project need. The public facilities category is iden-
tified in the objectives of the program (10 MCAR § 1.500 B) and is
consistent with objectives of the federal statute (P.L. 97-35) creating
the program. It is necessary for the office to inform prospective
applicants of this criterion, the proportion of points to be based on
this criteria and who will award the points. It is reasonable for the
office to establish criteria for ranking applications relative to how
the proposed project relates to the community's need in order to insure
that program funds are targeted to communities having the highest need.

B. Project impact. Three-sevenths of the points available in the
public TaciTities category competition shall be awarded by the
office based on evaluation of the extent to which the proposed
activities will reduce or eliminate the need identified under A.,
and, 1n the case of activities designed to improve the provision
of public services to low- and moderate-income persons, an
evaluation of the extent to which the proposed activities directly
benetit lTow- and moderate-income persons.

Discussion: This paragraph describes how the office will evaluate the
impact of public facilities applications on the need cited in 10 MCAR §
1.535 A. Those applications that demonstrate greater benefit to low- and
moderate-income persons and/or improved services to eliminate threats to
public health and safety will receive a greater proportion of points

than applications that demonstrate a lesser impact. This criterion is
needed in order to assure that limited program funds are directed to
those projects that best benefit 1ow- and moderate-income persons and/or
eliminate threats to public health and safety.
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C. Project cost-effectiveness. One-seventh of the points available in
the public facilities category competition shall be awarded by the
office based on evaluation of the extent to which the proposed
activities will make cost-effective and efficient use of grant
funds, including consideration of:

1. the extent to which the requested grant funds are necessary to
finance all or a portion of the costs;

2. evidence that the cost of the proposed activities per bene-
Titting household or person is reasonable; and

3. the extent to which the project benefits existing, rather than
Tuture, population, except in cases where the proposed activi-
ties are necessary due to expected development or growth which
s beyond the applicant’s control.

Discussion: This paragraph describes the criteria the office will use
to evaluate the cost-effectiveness of public facilities applications and
how points will be awarded based on the efficient use of grant funds.

It is necessary to include this paragraph in order to inform perspective
applicants of the importance of cost-effectiveness criteria in a com-
petitive grant program and to award points accordingly. Those applica-
tions that demonstrate an efficient use of grant funds, demonstrate a
reasonable cost per benefitting household; and/or are intended to serve
existing rather than future populations (except in cases beyond the
applicant's control) will be given priority under this criterion.

10 MCAR § 1.540 Evaluation of economic development projects.

A. Project need. Three-sevenths of the points available in the
economic_development category shall be awarded by the office based
on evaluation of the applicant's need for economic development
assistance, as evidenced by:

1. long-term employment problems;

2. unusual dependence on a small number of industries or
employers; or

3. other documented conditions which give evidence of the need for
economic development assistance.

Discussion: This section is necessary to describe the conditions which
will be considered by the office in evaluating, and subsequently
ranking, applications for economic development assistance. Expansion of
economic opportunities is one part of the primary objective of the Act
(Sec. 101 (c)). More specifically, the Act lists as one of its objec-
tives the "alleviation of physical and economic distress through the
stimulation of private investment and community revitalization in areas
with population outmigration and/or a stagnating and declining tax
base."
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This section proposes that the office consider evidence of long-term
employment problems and dependence on a small number of industries or
employers as indicative of the need for economic development assistance.
It is reasonable to consider long-term employment problems because they
are indicative of basic imbalances in a local economy. Short-term
employment problems caused by cyclical economic fluctuations create
serious hardship, but they are not effectively dealt with by the types
of projects which can be funded by this program. Longer-term employment
problems result because of a surplus of labor or a labor supply which is
mismatched with available jobs, or because of changes in a local commer-
cial and industrial base. These types of problems are more effectively
dealt with by a program such as this.

Dependence of a community on a small number of industries or employers
makes a community more vulnerable to cyclical changes in the national
economy or changes in a lccal or regional economic base. Such com-
munities can be strengthened by projects which diversify the local
economy. CDBG project funds can be effectively used to promote new
industry or business.

It is reasonable also to take into consideration other documented con-
ditions which give evidence of the need for economic development
assistance. Although the department considers long-term employment
problems and an undiversified industrial base as leading symptoms of the
need for economic development assistance, it also recognizes that other
unique conditions may prevail in individual communities. By allowing
for consideration of other documented conditions, these rules give
individual applicants the opportunity to present pertinent facts which
may be unique to their own situations. Facts, however, must be reason-
ably documented to receive consideration.

B. Project impact. Three-sevenths of the points available in the eco-
nomic development category competition shall be awarded by the
office based on evaluation of the extent to which the proposed
activities will benefit Tow- and moderate-income persons and will
reduce or eliminate the need identified under A., and shall include:

1.  the immediacy of the project's impact;

2.  the beneficial effect on personal income in the area;

3. the extent to which the proposed activities are reasonably
expected to result in Tong-term improvement in the economic
base of the area; and

4.  the number and quality of permanent jobs created or maintained.

Discussion: This paragraph is necessary to describe the criteria which
the office will use to evaluate the project's expected impact. It is
reasonable to expect a proposed project to significantly reduce or
eliminate the need for which the applicant is seeking funds. It would
be wasteful to award scarce public funds to a project which cannot
reasonably be expected to reduce or eliminate the community development
need.

26



The immediacy of a project's impact is a reasonable consideration
because more immediate benefits are inherently more desired than less
immediate benefits.

The expected effect of the projects on personal income is a reasonable
criterion because an important goal of increasing economic activity is
to raise levels of income.

It is also reasonable to consider the extent to which a project will
result in long-term improvements in economic base. Projects which have
lasting impact are inherently more desirable uses of scarce funds than
are projects which have short-term impact.

The number and quality of jobs created or maintained by a project is a
reasonable measure of the impact of an economic development project. It
is compatible with consideration of impact on personal income and
improvement in economic base. While the number of jobs created or main-
tained is a reasonable indicator of the number of persons benefiting
from the project, the quality (compensation, permanency, etc.) of the
jobs is also an important consideration. Although it is not easy to
compare a project creating many lesser quality jobs with one creating
fewer higher quality jobs, it is necessary to consider both the number
and quality of jobs created or maintained.

C. Project cost-effectiveness. One-seventh of the points available in
the economic development category competition shall be based on
evaluation of the extent to which the proposed activities will make
cost-effective and efficient use of grant funds, including con-
sideration of:

1.  the cost per job created or maintained;

2. coordination with, and use of, other public and private funds;
and

3. the economic viability of any business being assisted.

Discussion: Part C provides that one-seventh of the points made
available in the economic development category competition (10 percent
of total available points) will be awarded based on an evaluation of the
efficient use of CDBG funds. In the absence of other over-riding state
policy objectives, it is reasonable to give priority to projects which
achieve the greatest benefit for the least cost. In the case of two
projects competing against one another; it is reasonable that the proj-
ect with the lowest cost to benefit ratio, or which most effectively
combines CDBG funds with other public or private funds, should receive
funding priority.

The three specific factors which will be considered are all widely
accepted criteria for award of economic development assistance. When
the primary purpose of an economic development project is to create or
maintain jobs, the amount of public funds needed to create or preserve a
job is an important consideration. If too high a public subsidy is
required, it suggests that the enterprise being assisted may not be
viable enough to attract private investment. Also, with limited funds
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available for assistance, it is reasonable that projects with lower
costs per job created or maintained be favored, since they will yield
more jobs per dollar of CDBG funds.

Consideration of coordination with and use of other public and private
funds is reasonable because such coordination is indicative of two
favorable circumstances. The willingness of a community to commit other
Tocal public or private funds to a project is a demonstration of com-
munity support which is often necessary to the long-term success of the
project. Secondly, the commitment of other private funds often
demonstrates that the project is strong enough to attract private
investment. Still, some investment of public funds such as CDBG funds
may be necessary to stimulate some worthwhile projects. Nevertheless,
a smaller CDBG investment and larger resultant private investment are
desirable.

The ability to attract other private funds for a project is often
related to the economic viability of a project being assisted. If given
existing market conditions, the expected rate of return on a private
investment were great enough, a CDBG (or other public) contribution
would not be necessary. This is one way of judging economic viability.
However, in many cases the cost of an investment of public funds to
assist an economic development project is justified by the prospect of
achieving broader public goals. Still, it is not reasonable to give
equal priority to all projects regardless of their economic viability.
It would not be a prudent use of scarce CDBG resources to assist a busi-
ness which cannot be expected to compete beyond the short-term.

Some economic development projects will not involve the direct
assistance of a business or industry. Rather, they will involve prep-
aration of land and public facilities which are necessary to attract or
maintain businesses. These criteria for project cost-effectiveness do
not apply as clearly to such projects. Nonetheless, such economic
development projects (those which have as a primary purpose to create
or maintain employment or otherwise increase economic activity) will be
evaluated in the same manner. For example, it would not be a cost-
effective use of CDBG funds to assist creation of an industrial park
unless there was a reasonable expectation that the project would in
fact eventually result in new jobs, maintain existing jobs or otherwise
increase economic activity to the benefit of the community and its resi-
dents.

10 MCAR § 1.545 Evaluation of comprehensive program projects.

Discussion: This section is necessary to describe the criteria which
will be used to compare and rate applications for grants for comprehen-
sive programs. Because comprehensive programs combine housing, public
facilities, and economic development elements, it is necessary to pro-
vide for a separate set of evaluation criteria which takes into account
the greater complexity of comprehensive applications.

A. Program need. Three-sevenths of the points available in the
comprehensive program category competition shall be awarded by the
office based on evaluation of need for the proposed comprehensive
program, including consideration of:
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1.  the number of low- and moderate-income persons in the program
area,

2.  the percentage of residents in the program area which are of
lTow- or moderate-income; and

3. the need for the proposed comprehensive program as evidenced by
at least two of the following: need for. improvements or addi-
tions to the housing STOCKk serving Iow- and moderate-income
persons, the need for new or improved public facilities in the
program area, or employment problems in the program area.

Discussion: Part A provides that three-sevenths of the points available
in the comprehensive program category competition (30 percent of total
available points) will be awarded based on an evaluation of need for the
proposed activities which comprise the comprehensive program. The eval-
uation will include consideration of both the number and percentage of
persons in the program area (defined at 10 MCAR § 1.500 C (17)) which
are low- or moderate-income persons. Comprehensive programs are
justified by the fact that many community development problems are
multi-dimensional. Comprehensive programs are designed to address a
substantial portion of the community development problems in a defined
program area. Since the primary objective of the program is “the devel-
opment of viable urban communities, by providing decent housing and
suitable 1iving environment and expanding economic opportunities,
principally for persons of low- and moderate-income," it is reasonable
that comprehensive programs which benefit Tow- and moderate-income per-
sons should be favored.

The number of low- and moderate-income persons in a program area is an
indicator of the number of such persons who will benefit from improve-
ments to the program area. However if only the absolute number of Tow-
and moderate-income persons were used, smaller communities might be
disadvantaged. Also, applicants could be tempted to design unreasonably
large program areas in order to increase the numbers of lTow- and
moderate-income persons in the area. Therefore, it is reasonable also
to consider the percentage of persons in a program area who are of

low- or moderate-income. Some legitimate comprehensive program areas
may be relatively small in size, and thus have relatively small numbers
of low- and moderate-income persons; yet, due to patterns of residence,
a large percentage of the area's residents may be of low- or moderate-
income. A well-designed comprehensive program in such an area might not
benefit a large absolute number of low- and moderate-income persons, but
the expected rates of lower-income persons benefited to higher-income
benefited persons would be relatively high.

The need for the proposed comprehensive program will also be evaluated
based on evidence that the program responds to at least two of the three
categories of need for which single purpose grants are available. This
is consistent with the definition of "comprehensive program" at 10 MCAR
§ 1.500 (C). 1If the applicant cannot document needs in at least two of
the three areas, a single purpose application is more appropriate.

B. Program impact. Three-sevenths of the points available in the
comprehensive program category competition shall be awarded by the
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office based on evaluation of the extent to which the proposed
comprehensive program will eliminate or reduce the need i1dentified
under A., and the extent to which the proposed program will improve
the Tong-term physical or economic condition of the program area and
1ts residents.

Discussion: Part B provides that three-sevenths of the points in the
comprehensive category competition (30 percent of the total available
points) will be awarded based on an evaluation of the extent to which
the proposed comprehensive program can be expected to eliminate or
reduce the needs which the applicant documented. Consideration of
program impact is reasonable because of the need to effectively spend
scarce CDBG funds.

Because a comprehensive program is designed to address community devel-
opment needs in a defined geographic area, it is reasonable that
programs which can be expected to improve the long-term condition of the
area, as well as its current residents, should be given priority. A
program which cannot be expected to contribute significantly toward
long-term improvement of conditions in the program area would not be an
effective use of scarce resources.

C. Program cost-effectiveness. One-seventh of the points available in
the comprehensive program category competition shall be based on
evaluation of the exitent to which the proposed comprehensive program
wilT make cost-effective and efricient use of grant funds, inctuding
consideration of coordination with, and use of, funds from other
public and private sources.

Discussion: Part C provides that one-seventh of the points available in
the comprehensive program competition (10 percent of total available
points) will be awarded based on an evaluation of the efficient use of
scarce CDBG funds. In the absence of other over-riding state policy
objectives, it is reasonable to give priority to programs which achieve
the most benefit for the Teast cost whether because of lower costs or
coordination with and use of other public and private resources.

10 MCAR § 1.550 Determination of grant awards.

A. Funds available for grants. The amount of funds available for
grants shall be equal to the total allocation of federal funds made
available to the State under United States Code, title 42, section
2506 (1981), atter subtracting an amount for costs incurred by the
office for administration of %ﬁe program, as allowed by that %aw.
IThe office 1s not TiabTe for any grants under 10 MCAR §§ 1.500-1.565

until funds are received from the United States Department of
Housing and Urban DeveTopment.

Discussion: Federal statutes require that states perform those actions
previously the responsibility of the Secretary of HUD (Section 104
(f)(4)). These responsibilities include those imposed by the
Environmental Protection Act of 1969. Federal regulations state that
“primary and direct responsibility for overall administration of
funds...is vested in the state." (CFR 570.489 (b)). "The State shall
assume such responsibilities for environmental review, decisionmaking,
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and action (and shall require the assumption of such responsibilities by
units of general local government receiving CDBG funds from the
State...) as shall be specified and required in regulations issued by
the Secretary pursuant to Section 104 (f) of the Act" (CFR 570.495).

The federal law permits the state to deduct an amount not to exceed 50
percentum of administrative expenses incurred in carrying out its
responsibilities, provided that the amounts so deducted not exceed 2
percentum of the amount allocated to the State.

This paragraph is necessary to make clear to potential applicants how
the amount of funds available for grants will be determined. It is both
necessary and reasonable to declare that the office is not liable for
any grants until funds are received from the federal government because
no other funds are available to the office for grants under these rules.
It is necessary to provide funds to the department to be applied toward
the cost of soliciting grant applications, evaluating applications,
executing grant agreements, and monitoring grant recipient progress.

It is reasonable to establish by rule the maximum amount which the
office may deduct. Access to such federal funds is necessary for the
State to pay for costs incurred in conduct of its responsibilities. It
is reasonable for the State to deduct such funds because without them
the state would not be able to administer the program in a manner
appropriate to the needs of Minnesota communities.

B. Division of funds.

1. Of the funds available for grants in each grant year, 55 per-
cent shall be reserved by the office to rund comprehensive
grants, including the second and third years of comprehensive
grants approved for funding under 10 MCAR § 1.545.  However,
the office may modify the proportions of funds available for
single purpose and comprehensive grants 1f, after review of all
applications, it determines that there is a shortage of fund-
able applications in either category.

Discussion: There is no objective method for ranking single purpose
grant applications against comprehensive grant applications, therefore
separate categories of grants have been established according to the
criteria presented in 10 MCAR § 1.505. For this reason, it is necessary
to allocate available grant funds between the comprehensive and single
purpose grant categories.

The HUD area office has previously reserved 65 percent of available
grant funds for comprehensive grants and 35 percent for single purpose
grants. HUD has counted monies used to fund the second or third years
of previous multiyear grant commitments toward achieving this division
of funds. Furthermore, the area office reserved the right to alter the
division if there was a shortage of fundable, quality comprehensive
grant applications or if there was a shortage or surplus of demand for
either category.

The office proposes to reserve 55 percent of available funds for compre-

hensive grants. This is a compromise between acceptance of the previous
HUD practice and the office's strong conviction, based on consultation
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with interested persons, that neither type of grant is a priori more
worthy of funding. The office believes that it is desirable that appli-
cants, to the maximum possible extent, base their decision of what type
of grant to apply for on their own judgement of which type of grant--
single purpose or comprehensive--best addresses their community develop-
ment needs. The office believes that it is undesirable to bias
applicants' decisions by unduly influencing the odds of one or the other
type of application being funded by making a substantially larger per-
centage of funds available for one or the other grant category.

Some have suggested that a larger percentage be set aside for comprehen-
sive grants. They argue that comprehensive programs are more meri-
torious because they require a community to undertake a comprehensive
approach to addressing its community development problems. While such a
goal may in fact be desirable, the office finds that it is not of itself
a sufficiently primary goal of the federal law to set aside a larger
portion of the funds for comprehensive grants.

Others have argued for making more funds available for single purpose
grants. They argue that, because comprehensive grants are generally for
larger amounts, favoring comprehensive grants results in fewer appli-
cants being funded.

While precedent may argue for making a larger share of the funds
available for comprehensive grants, the office finds no compelling
reason to do so. The Act and federal regulations give no guidance on
the matter.

The office also finds that smaller communities have not fared well in
competition for comprehensive grants. Between 1979 and 1981 only nine
of 34 comprehensive grants went to communities under 2,500 population;
no communities under 1,000 received comprehensive grants. Thirty-six
percent of the comprehensive applicants under 2,500 population were suc-
cessful, compared to 75 percent of larger communities. At the same
time, smaller communities were more apt to apply for single purpose
grants. Eighty-two percent of the applicants under 2,500 population
applied for single purpose grants, compared to 68 percent of larger com-
munities which did so. The office, therefore, feels that the proposed
allocation of funds is reasonable.

2. At Teast 20 percent of the funds made available for single pur-
pose grants shall be awarded for applications in each of the
three categories: housing, pubTic facilities, and economic
development. However, no application with a rating below the
median score for 1ts category shall be funded by E%e office

solely Tfor the purpose of meeting this requirement.

Discussion: This paragraph is necessary to inform potential applicants
that a minimum amount of funds will be made available in each grant
category. This is reasonable and desirable because it assures a poten-
tial applicant that funds will be available within whatever category it
chooses to apply. The selection of 20 percent is reasonable because it
is high enough to give applicants a reasonable expectation of success.

A higher percentage, however, would be undesirable because it could
result in the funding of poorer quality applications solely for the pur-
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pose of meeting the set-aside target. The use of 20 percent in each of
the three single purpose categories as the set-aside means that the
remaining 40 percent of the funds reserved for single purpose grants can
be awarded to higher ranking applications regardless of category.

It is necessary to provide that no application below the median score
for its category be automatically funded solely for the purpose of
meeting this requirement in order to assure implementation of higher
quality projects. This does not mean that an application below the
median score in its category cannot be funded. Such an application
could still be funded if funds remain available for single purpose
grants and it ranked higher than remaining unfunded applications from
the other two categories. The median score is a reasonable threshold
for operation of this provision because it is the middle-ranking score;
only applications ranking in the lower half of their category may be
denied funding because of this provision.

C. Funding Tist. Within each grant category, a list of applications
shall be prepared in rank order of the scores received after eval-
uation pursuant to 10 MCAR §§ 1.515-1.545.  Based on these Iists,
and subject to the availability of funds within each category,
applications with the highest rank shall be recommended to the com-
missioner for funding. In the case of a tie between any two appli-
cations within any category, the application with the higher score
in the general competition shall receive the higher ranking on the
11st.

Discussion: This paragraph is necessary to describe the manner in which
applications will be recommended for funding. The evaluation process
pursuant to 10 MCAR §§ 1.515-1,.545 is designed so that the applications
receiving higher numerical scores will be those considered by the office
to be most worthy of funding. It is necessary to provide a means of
breaking ties between two applications in the event that available funds
are committed before both are funded. It is reasonable that the appli-
cation receiving the higher score from the general competition pursuant
to 10 MCAR 1.520 receive priority for funding because it is in the
general competition where all applications are directly compared.

D. Approval by commissioner. The 1ist of applications recommended for
funding, including recommended grant awards, shall be submitted by
the office to 'frg_e commissioner for approval. A decision by the com-
missioner not to approve any application recommended for funding

must be made 1n writing to the applicant, giving reasons for
disapproval.

Discussion: This paragraph is necessary to describe the process for
making final approval for tendering of grant awards. It is reasonable
for the commissioner to approve grant awards since he is the chief
executive officer of the department with authority to expend funds. It
is reasonable to require any decision by the commissioner not to approve
a recommended grant award be explained to the applicant in writing so
that the applicant can know the reasons for disapproval and make
appropriate changes in future applications.
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E. Reduction in amount requested. The office may recommend an applica-
tion for funding Tn an amount Tess than requested if, in the opinion
of the office, the amount requested is more than 1s necessary to
meet the applicant™s need. 1T the amount of the grant 1s reduced,
the reasons for the reduction shall be given to the applicant.

Discussion: This paragraph is necessary to inform potential applicants
that an application for funding under this program may be recommended
for a grant award of less than the amount requested. In the evaluation
of applications submitted in accordance with 10 MCAR §§ 1.500-1.565, it
is reasonable for the office to evaluate the proposed budgets for work
programs designed to meet the applicants' community development needs.
10 MCAR § 1.555 B. states that the grant contract between the State and
a grant recipient will include a work program and a projected budget
supporting the work program. In the office's experience with other
federal grant programs (e.g., LAWCON, LEAA, JJDPA), during the eval-
uation of grant applications, changes in work programs and supporting
budgets frequently are negotiated between the office and the applicant.
This paragraph allows the office to recommend funding at a reduced
Tevel, if in the opinion of the office, the amount of funds requested is
more than is necessary to support the work program approved for meeting
an applicant's community development need. This is a reasonable manage-
ment approach for a program with scarce resources and is in accord with
the office's objective of funding as many worthy CDBG applications as
possible each grant year. This management approach supports the proper
and prudent expenditure of program funds. It is further reasonable for
the office to provide the applicant with an explanation of any budget
reduction recommended by the office.

F. Grant ceilings. No single purpose grant may be approved for an
amount over $600,000. No comprehensive grant may be approved for an
amount over $/00,000 from any single grant year or for more than a
total of 31,400,000 over three grant years.

Discussion: It is necessary to restrict the maximum size of grant
awards to prevent a single applicant from receiving the total amount of
funds available. The proposed grant Timits are reasonable because they
are expected to result in at least 20 to 40 applicants receiving funds.
The Timits are also reasonable because they allow grants of sufficient
size to significantly contribute to the costs of eligible community
development projects, but are low enough for most eligible recipients to
manage. The office also considered proposing a rule requiring a local
financial matching contributjon, in part to stretch the number of appli-
cants which could be funded.” Without a matching requirement, the pro-
posed Timits are even more necessary.

*After consultation with units of local government, the office deter-
mined that a Tocal financial matching requirement would not signifi-
cantly further the objectives of the program.
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The reasonableness of the proposed limits is supported by the fact that
the HUD area office has established 1imits of $600,000 for single pur-
pose grants and $1,200,000 for comprehensive program grants in 1982. In
1981 HUD allowed single purpose grants of $600,000 and comprehensive
grants of $750,000 for a single year or a maximum of $1,400,000 over
three years.

While it can be argued that higher grant 1imits be proposed to account
for inflation-induced increases in costs of community development proj-
ects, the office does not believe this is a compelling argument. The
office believes that maximizing the number of grants is a more worthy
objective.

10 MCAR § 1.555 Grant agreements.

A. Grant contract required. A grant contract shall be offered to each
applicant whose application 1s approved for funding. Ihe contract
must be signed by a person authorized to commit the applicant to
legally binding agreements and to execute the contract.

Discussion: This rule is needed and reasonable in order to make clear
to prospective applicants the requirements for accepting a grant award.

It is needed and reasonable to provide that grant awards are made on a
contract basis so that all parties involved are fully aware of their
rights and obligations under this program. The contract for a grant
award under this program is a legally binding agreement between the
office and the local unit of government accepting the grant. It is
needed and reasonable to require that the contract be signed by a person
authorized to commit the applicant to legally binding agreements in
order to protect the rights and obligations of both the office and the
applicant. In order to ensure that the provisions of the contract are
followed, it is also needed and reasonable that the person signing the
contract on behalf of the applicant have authority to execute the
contract.

B. Contents of grant contract. The grant contract must include:

1. awork program which indicates completion dates for major parts
of the project and a projected budget supporting the work

program,

2. a description of the manner in which payments will be made to
grant recipients with the condition that Tive percent of the
grant award will not be paid until successful completion of all
activities in the work program; and

3. assurances that the grant recipient will comply with all appli-
cable state and federal Taws, including at Teast the federal
laws or regulations for which the state is made responsible for
entorcement in Code of Federal Regulations, title 24, sections
570.495 and 570.496.

Discussion: This section is needed to make grant recipients aware of
the required elements of a contract for a grant award in this program.
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It is needed and reasonable to require a work program with completion
dates as a part of the grant contract. The work program identifies the
activities which the grant recipient agrees to undertake and accomplish
in return for the grant award. It is reasonable that these activities
be identified in the contract. 10 MCAR § 1.505 states that single pur-
pose grants will be awarded from a single grant year and comprehensive
grants may be awarded from 1-3 grant years. It is needed and reasonable
to include a schedule of completion dates for work program activities in
the contract in order to clarify the obligations of the office and the
grant recipient. The schedule will identify the period of the grant
award.

The projected budget will indicate how the grant award will support work
program activities. This budget will be based upon the amount of the
grant award. 10 MCAR § 1.550 E. indicates the grant award may be less
than the applicant requested and 10 MCAR § 1.550 F. identifies grant
ceilings. It is needed and reasonable to require that the contract
include a budget based upon the grant award which will support the work
program.

10 MCAR § 1.555 B. 2. is needed and reasonable in order for the grant
recipient to understand how grant payments will be made. It is reason-
able to require that the office make clear its payment obligations to
the grant recipient. In order to ensure that the work program activi-
ties are completed as required by the contract, it is reasonable to
withhold five percent of the grant award until all activities are
completed.

As a public program funded by federal funds and administered by the
State of Minnesota, it is both needed and reasonable to require that
grant recipients agree to comply with all applicable state and federal
Taws. Section 104 (f) (4) of the federal law makes the State
responsible for enforcement of applicable provisions of the National
Environmental Policy Act of 1969. Under Section 104 (b) (2) the State
must certify compliance with P.L. 88-352 and P.L. 90-284. Section 104
(b) (4) requires the State to certify compliance with other applicable
federal laws. In order to indicate to grant recipients what federal
regulations apply to this program it is reasonable to include in the
contract those Taws and regulations for which the state is made
responsible for enforcement in Code of Federal Regulations, title 24,
sections 570.495 and 570.496. It is needed and reasonable for grant
recipients to agree to comply with these laws and regulations as a con-
dition of accepting grant awards under this program.

C. Use of program income. Program income from sources such as
reimbursements to and interest from a grant recipient's loan
program, proceeds from disposition of real property, and proceeds
from special assessments must be used for project-related costs
within 12 months from the time it is earned. The office shall
reduce future grant payments by the amount of any unobTigated
program income which an applicant has and shall take whatever
additional action is necessary to recover any remaining amounts
owed.
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Discussion: This section is needed to indicate to grant recipients how
program income derived from costs initially paid for by grant funds may
be used. It is reasonable that program income be used for project-
related costs. Code of Federal Regulations, title 24, section 570.494
(G) (2) allows the state to require grant recipients to return program
income to the state. However, the office believes it is reasonable to
allow grant recipients to use program income for project-related costs
for a period of up to 12 months from the time it is earned. It is also
reasonable for the office to reduce future grant payments by the amount
of unobligated program income because unobligated program income would
be available for project-related costs. It is also reasonable for the
office to require that unobligated program income which is not required
for project-related costs be returned to the State in accordance with
Code of Federal Regulations, title 24, § 570.494 (b) (3). Program
income is defined in these rules at 10 MCAR § 1.500 C. 18.

D. Grant account required. Grant recipients must establish and main-
tain separate accounts for grant funds. In accordance with Code of
Federal Regulations, title 24, section 570.494, clause 4, interest
earned by grant recipients on grant funds before disbursement is not
program income, and 1t must be returned to the United States

Treasu ry.

Discussion: This section is needed to make grant recipients aware of
the requirement to establish and maintain separate accounts for grant
funds. According to Code of Federal Regulations, title 24, § 570.494
(b) (4), interest earned by units of general local government on program
funds prior to disbursement is not program income and must be returned
to the United States Treasury. In order to be able to identify interest
earned on grant funds prior to disbursement, it is needed and reasonable
to require grant recipients to establish and maintain separate accounts
for grant funds.

E. Restrictions on use of funds. No grant funds shall be used to
finance activities not included in the grant agreement. If 1t is
determined that an improper use of funds has occurred, the office
will take whatever action 1S necessary to recover improperly spent
funds.

Discussion: This section is needed to make grant recipients aware of
restrictions on the use of grant funds. Under this program grant awards
are made to units of local government based upon the budget needed to
carry out the activities identified in the applicant's work program. To
ensure that grant funds are spent on work program activities, it is
needed and reasonable to restrict the expenditure of grant funds to
these activities. If grant funds are expended on activities which are
not included in the grant agreement, it is reasonable for the office to
take steps necessary to recover improperly spent funds.

F. Suspension of payments. The office shall suspend payments of funds
to grant recipients which are not in compliance with applicable
state and federal laws, rules, and regulations, Grant recipients
must return tunds which are improperly expended.
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Discussion: This section is needed to make grant recipients aware of
the conditions under which the office will suspend payments of grant
funds. Under 10 MCAR § 1.555 B. 3. grant recipients agree to comply with
all applicable state and federal laws and regulations when entering into
a contract with the office under this program. It is needed and reason-
able for the office to suspend payments of grant funds if the grant
recipient is in violation of the contract. It is also needed and rea-
sonable for the office to require that improperly expended grant funds
be returned. Failure by the office to seek return of improperly spent
funds would make the State vulnerable to legal action by the federal
government.

G. Amendments to the agreement. Amendments to the grant agreement must
be 1n writing.

Discussion: It is needed and reasonable to require that grant amend-
ments be made in writing so that both parties to the contract will be
aware of their rights and obligations. Grant recipients must be aware
that changes made without approval by the office and not in writing will
not be recognized.

10 MCAR § 1.560 Record keeping and monitoring.

A. Financial records. Grant recipients shall maintain financial
records which 1dentify the source and application of funds for
grant-supported activities. These records must contain information
about grant awards and authorizations, obTigations, unobTigated
palances, assets, l1abilities, outTays, income, and other infor-
mation required by the office under the responsibilities 1t assumes
under Code of Federal Regulations, titTe 24, section 570.497, clause
b. Financial records, supporting documents, statistical records,
and all other reports pertinent to a grant must be retained by the
grant recipient for three years from the date of submitting the
Tinal tTinancial report. No such records or documents may be
disposed of while audits, claims, or Titigations involving the
records are in progress.

Discussion: This rule is needed in order to ensure that grant recipi-
ents are fully aware of their obligations under this program.

Code of Federal Regulations, title 24, section 570.497 (b) requires
states to "establish record keeping requirements for units of general
local government receiving assistance which shall be sufficient to
facilitate such reviews and audits of such recipients as may be
necessary or appropriate to determine whether they have carried out
their activities in accordance with the requirements and the objectives
of the Act and other applicable laws." 10 MCAR § 1.560 A. is needed and
reasonable in order for the State of Minnesota to comply with this regu-
lation and to identify the record keeping responsibilities of grant
recipients in accordance with this regulation. In order to provide suf-
ficient time in which to conduct reviews and audits of grant activities
and expenditures, it is reasonable to require grant recipients to retain
all pertinent records for a period of three years following submission
of the final financial report. This schedule is in accord with Minn.
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Stat. § 138.17 and with the office's retention schedule for other
Tederal grant programs. It is also needed and reasonable to require
grant recipients to retain any records involved in audits or litigation.

B. Audits. Grant recipients must arrange for and pay for an audit
before grant close out. Audits will usually be done annually, but
no less frequently than every two years. In the case of two- and
three-year comprehensive programs, the office shall require an audit

arter two years; costs incurred pursuant to this requirement are
eligible under this program.

Discussion: This section is needed to make grant recipients aware of
the audit requirements under this program. The state is required to
review and audit grant activities funded under this federal grant
program in accordance with Code of Federal Regulations, title 24, sec-
tions 570.497 and 570.498. It is reasonable to comply with the audit
requirements by having each grant recipient arrange for and pay for an
audit provided that the costs for the audit are eligible grant expen-
ditures which do not place a financial burden on grant recipients.

C. Financial status reports. Grant recipients shall file financial
status reports at the close of each reporting period as designated
by the office and shall file a final financial report before grant
closeout. Financial status reports must be on forms prescribed by
the office. The office may not require these reports more often
than quarterly.

Discussion: This section is needed to inform grant recipients of their
obligation to file financial status reports with the office and of the
office's obligation to determine the form and schedule of such reports.
Financial status reports are needed and reasonable in order for the
office to process grant payments in accordance with the projected budget
required in 10 MCAR § 1.555 B. 1. and the use of program income in 10
MCAR § 1.555 C. It is reasonable that financial status reports be
required no more frequently than on a quarterly basis. This office
recognizes that requiring reports more frequently would be administra-
tively inappropriate; however, because of the nature of some projects
quarterly reporting is desirable for efficient monitoring.

D. Performance report. Grant recipients shall also file performance
reports at the close of each reporting period as designated by the
office and shall file a final performance report before grant
closeout. Performance reports shall be on forms prescribed by the
office. The office may not require these reports more often than

guafter1x.

Discussion: This section is needed to inform grant recipients of their
obligation to file performance reports with the office and of the
office's obligation to determine the form and schedule of such reports.
Performance reports are needed and reasonable in order for the office to
monitor grant activities relative to the work program and to identify
which grant recipients may need assistance in accomplishing their objec-
tives. It is reasonable that performance reports be required no more
frequently than on a quarterly basis. The office recognizes that
requiring reports more frequently would be administratively
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inappropriate; however, because of the nature of some projects quarterly
reporting is desirable for effective monitoring.

E. Access to records. Representative of the office, either the State
Auditor or LegisTative Auditor as is appropriate, and federal audi-
tors shall have access to all books, records, accounts, files, and
other papers, things, or property belonging to grant recipients
which are related to the administration of grants and necessary for
audits and monitoring compliance with 10 MCAR 8§ 1.500-1.565.

Discussion: This section is needed to indicate to grant recipients who
will have access to their records under this program. The office is
responsible for administering this program in Minnesota. It is needed
and reasonable that representatives of the office have access to all
records pertinent to a grant recipient's administration of a grant under
this program. It is needed and reasonable for the Legislative Auditor
to have access to grant recipients' records in accordance with Minn.
Stat. § 3.971. It is also needed and reasonable that the State Auditor
have access to grant recipients' records in accordance with Minn. Stat.
Chapter 6. It is further needed and reasonable that federal auditors
have access to grant recipients' records as required by Code of Federal
Regulations, title 24, section 570.497 (c).

10 MCAR § 1.565 Application of federal law. If it is determined that
any provisions of 10 MCAR §§ 1.500-1.56U are inconsistent with federal
law, then federal law controls to the extent necessary to eliminate the
contlict.

Discussion: This section is necessary to describe the relationship of
these rules to federal law. The State will administer this program
under an option provided it by federal law. A1l funds made available
for grants are federal funds. State administration of the program is
subject to the provisions of the Housing and Community Development Act
of 1974 as amended, and other applicable federal laws. Under section
104 (d) of the law, the State is subject to reviews and audits by the
Secretary of the U. S. Department of Housing and Urban Development. CFR
570.499 describes actions which the Secretary may take if it is found
that a state has failed to comply in a substantial or serious manner
with any requirement of the law. Therefore, it is reasonable and
necessary to declare that in cases of conflict between these rules and
federal law, that federal law controls to the extent necessary to elimi-
nate the conflict.
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