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potential loss of future CDBG
allocations:

(1) By strengthening the economic
feasibility of the projects financed with
Section 108 funds (and thereby
increasing the probability that the
project will generate enough cash to
repay the guaranteed loan),

(2) By directly enhancing the security
of the guaranteed loan, or

(3) Through a combination of these or
other risk mitigation techniques.

HUD envisions that the following
project structures could be typical:

Funding reserves—The cash flow
generated by an economic development
project may be expected to be relatively
“thin” in the early stages of the project.
The EDI grant can make it possible for
debt service or operating reserves to be
established in a way that does not
jeopardize the economic feasibility of
the project.

An example is a supermarket or
neighborhood shopping center that is
designed to provide basic services and
jobs for residents in a distressed
neighborhood. The public entity must
be prepared for the Section 108 loan
repayments required during the time
period after completion of construction
and during the lease-up phase when the
shopping center is not fully leased and
generating sufficient revenues to
support the Section 108 loan
repayments. It may therefore require the
developer to establish with a trustee a
reserve account (or accounts) that would
be available to cover operating expenses
and/or debt service during this lease-up
period. While such reserves are
commonplace, their cost may be so high
as to make an already risky
neighborhood shopping center project
economically infeasible. The increased
cost resulting from establishing such
reserves may be defrayed by the EDI
grant. As with the letter of credit
example below, such reserves protect
the CDBG program against the risk that
CDBG funds will have to be used to
cover shortfalls in the intended source
for repayment of the Section 108 loan.

Another example would be a
community that used EDI grant funds
and Section 108 loan funds to create an
economic development loan fund
administered by a community based
development organization, such as a
community development financial
institution (CDFI) when eligible to
undertake the proposed Section 108/EDI
eligible activities. Under this example, a
CDFI could use EDI grant funds together
with Section 108 funds to capitalize the
CDFI to make community economic
development loans, and/or the EDI grant
could serve as security for any defaults

in loans made with the Section 108
proceeds.

Over-collateralizing the Section 108
loan—The use of EDI grant funds may
be structured in appropriate cases so as
to improve the chances that cash flow
will be sufficient to cover debt service
on the Section 108 loan and directly to
enhance the guaranteed loan. One
technique for accomplishing this
approach is over-collateralization of the
Section 108 loan.

An example is the creation of a loan
pool made up of Section 108 and EDI
grant funds. The community would
make loans to various businesses at an
interest rate equal to or greater than the
rate on the Section 108 loan. The total
loan portfolio would be pledged to the
repayment of the Section 108 loan. If the
total loan repayments from the loan
fund were twice the amount of the debt
service on the Section 108 loan, the
community could accumulate a loan
loss reserve that would mitigate
virtually any risk to future CDBG funds.

Direct enhancement of the security of
the Section 108 loan—The EDI grant can
be used to cover the cost of providing
enhanced security. An example of how
the EDI grant can be used for this
purpose is by using the grant funds to
cover the cost of a standby letter of
credit, issued in favor of HUD. This
letter of credit will be available to fund
amounts due on the Section 108 loan if
other sources fail to materialize and
will, thus, serve to protect the public
entity’s future CDBG funds.

Provision of financing to for-profit
businesses at a below market interest
rate—While the rates on loans
guaranteed under Section 108 are only
slightly above the rates on comparable
U.S. Treasury obligations, they may
nonetheless be higher than can be
afforded by businesses in severely
economically distressed neighborhoods.
The EDI grant can be used to make
Section 108 financing affordable.

For example, a community’s strategic
plan to stabilize the economic viability
of a severely distressed neighborhood
may include providing loan assistance
to both new and existing businesses at
very low interest rates for some period
of time until each business has reached
a stabilized and profitable level of
operation. EDI grant funds could serve
to “buy down” the interest rate up front,
or make full or partial interest
payments, allowing the businesses to be
financially viable in the early start-up
period not otherwise possible with
Section 108 alone. This strategy would
be particularly useful where a
community was undertaking a large
commercial/retail project in a distressed
neighborhood to act as a catalyst for

other development in the area. The use
of EDI/Section 108 funds for financing
the commercial/retail project along with
providing financial assistance to
neighboring new or existing businesses
within the target area would create
complementary economic activity and
enhance the financial viability of all
assisted activities.

A combination of these techniques—
An applicant could employ a
combination of these or other
techniques in order to implement a
strategy that carries out an economic
development project.

Additionally, assistance provided
under this NOFA is subject to the
requirements of section 3 of the Housing
and Urban Development Act of 1968,
and the implementing regulations in 24
CFR part 135, as amended by an interim
rule published on June 30, 1994 (59 FR
33866). Section 3 requires that to the
greatest extent feasible, and consistent
with Federal, State, and local laws and
regulations, job training, employment
and other contracting opportunities
generated from certain HUD financial
assistance be directed to low- and very-
low income persons. The eligible
activities for which funding is provided
under this NOFA are consistent with the
objectives of section 3. Public entities
awarded funds under this NOFA and
that intend to use the funds for housing
rehabilitation, housing construction, or
other public construction must comply
with the applicable requirements of the
interim regulations published on June
30, 1994.

(D) Timing of Grant Awards.

To the extent a full Section 108
application is submitted with the EDI
grant application, the Section 108
application will be evaluated
concurrently with the request for EDI
grant funds. Note that EDI grant
assistance cannot be used to support a
Section 108 loan guarantee approved
prior to the date of the publication of
this NOFA. (See I1.B. of this NOFA.)
However, the EDI grant may be awarded
prior to HUD approval of the Section
108 commitment if HUD determines
that such award will further the
purposes of the Act. HUD notification to
the grantee of the amount and
conditions (if any) of EDI funds awarded
based upon review of the EDI
application shall constitute an
obligation of grant funds, subject to
compliance with the conditions of
award and execution of a grant
agreement.

(E) Limitations on Grant Amounts.

HUD expects to approve EDI grant
amounts for approvable applications at
a range of ratios of EDI grant funds
awarded to new Section 108 loan



