
Non-profit Development Organizations
Section 105(a)(15) of the Housing and Community Development Act (“HCDA”) allows as eligible the provision of assistance to neighborhood-based nonprofit organizations, local development corporations, and nonprofit organizations serving the development needs of communities in non-entitlement areas to carry out neighborhood revitalization, community economic development or energy conservation projects.  According to 24 CFR 570.489(e)(2)(ii), “amounts generated under Section 105(a)(15) of the Act and carried out by an entity under the authority of Section 105(a)(15) of the Act” are not considered program income.   

States seeking to minimize the amount of funds that must be treated as program income could take advantage of this exemption by encouraging Units of General Local Government (“UGLG”) to form sub-grantee relationships with local nonprofit organizations to administer Revolving Loan Funds (“RLF”).  In this scenario, the state would grant funds to an UGLG, which then would pass the funds on to a Community Based Development Organization (“NDO”). The NDO would then use those funds to make loans, such as for business expansion.  If the repayment of that loan is made to the nonprofit organization and the nonprofit retains the repayments for further use, repayments are not considered program income; subsequent loans by the nonprofit entity using those funds do not have to meet any Federal requirements.  However, the state or UGLG could still establish requirements for re-use of the funds.
The rules governing the formation of and the activities that are eligible to be undertaken by Non-profit Development Organizations (“NDO”) can be found in HCDA Section 105(a)(15), and 24 CFR 570.204.
The following are examples of the types of entities (NDO) that may qualify as nonprofit development organizations under HCDA Section 105(a)(15). The State must approve any nonprofit under consideration to ensure that it meets the other requirements of HCDA Section 105(a)(15) discussed below:
The business must be similar in type to the following organizations:

· Small Business Investment Companies organized under 15 USC Section 681,

·  SBA Section 504 Certified Development Companies,

·  Community Action Agencies,

·  Community Development Corporations,

·  Local Development Corporations, and

·  Community Housing Development Organizations (CHDOs) under the HOME program.
In addition the organization must meet the following requirements:

· The nonprofit must meet an IRS definition of a nonprofit organization.

· The nonprofit must be organized under state or local law to carry out community development activities which address the development needs of the community. 

The Community, the NDO and the State must enter into an agreement that is mutually acceptable to all parties prior to applying for any new ED CDBG grant. Some conditions of that agreement will be:
· The Community will be the applicant and grantee of the funds for any CDBG grant.  The funds will then be granted to the NDO (subrecipient).  The funds will then be loaned to an eligible business for an eligible activity meeting a national objective.
· The loan funds will be repaid to the NDO according to a repayment schedule established in the loan documents.  
· The funds that are repaid to the NDO will then be placed in a revolving loan fund that will have the following restrictions:
· The State must approve the first use by the NDO from their revolving loan fund.
· Funds must be loaned and not granted to a business for the purpose of community economic development.
· Funds may be granted to a community to be used for public works infrastructure that promotes economic development.

· Funds may not be used for operating expenses of the Community or the NDO although a reasonable amount, not to exceed 8%, may be used by the NDO for administration of the revolving loan fund. (Alternatively, loan origination fees to be used for the purpose of administration, could be charged when a loan is generated.)
Under the provisions of HCDA Section 105(a)(15), a qualified nonprofit development group, NDO, can only carry out the following types of projects: 

· Neighborhood revitalization projects,
· Energy conservation projects

· Community economic development projects

· Community Economic Development: This type of project must include activities that increase economic opportunity or that is expected to create or retain businesses or permanent jobs within the Community.
The State further restricts the type of projects that a NDO can carry out to “Community Economic Development” projects.

For technical questions refer to HCDA Section 105(a)(15), and 24 CFR 570.204 or contact Bob Doty by email at: bob.doty@nebraska.gov or by phone at (402) 471-2095.
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