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FINANCE 

The contract between your community and the State will be a very important document
throughout the life of the project.  It identifies the description of the activities funded,
budgeted costs (total and CDBG), general terms and conditions, and any special
conditions which must be met before the State will release funds.

CDBG funds will be spent as a percentage of total costs according to the line item
budget for all contracts with funding from other sources.

PREPARATION OF ACH (AUTOMATED CLEARING HOUSE) CREDITS
FORM AND AUTHORIZED SIGNATURE CARDS;

There are two forms that must be completed before CDBG funds can be requested.
These are the "ACH (Automated Clearing House) Credits Form" (Exhibit B-1) and
"Signature Authorization Form" (Exhibit B-2).  These forms must be completed
carefully.  Two copies of the "Signature Authorization Form" with original signatures on
each must be submitted to the State.  Blank forms will be sent to you with your
contract.

The "ACH (Automated Clearing House) Credits Form" tells the State where to send the
transfer of CDBG funds.  CDBG deposits may not draw interest .  If interest is
accumulated, it must be collected by the State for return to the U. S. Treasury.  While
cities have the option of establishing a separate bank account for CDBG funds,
counties must deposit funds in the Trustee's account.

The "Signature Authorization Form" designates who is permitted to sign the
community's "Request for Payment."  It requires at least two signatures.

If these forms need to be changed (e.g., using a different financial institution or staff
members change) simply provide the State with copies of revised forms with original
signatures.  

REQUESTS FOR PAYMENT

The "Final Notice of Removal of Contract Conditions" (Exhibit B-10) must be received
before any CDBG funds may be drawn.  Funds are requested by using the "Request
for Payment and Status of CDBG Funds Report" (Exhibit B-3).  This form must be
completely and accurately filled in or it cannot be processed.  If you have questions,
please contact a staff person in the financial section of Program Management.

If the request is in order and can be approved, the funds will be transferred to the
designated bank account through the Automated Clearing House.  If the request is not
in order, you will be contacted to correct the deficiencies.  
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Drawdowns should be made only in amounts necessary to meet current disbursement
needs (defined as the funds that will be expended in three days).  This "three day rule"
means that all drawdowns must be expended within three working days of the date of
deposit.  For example, if a CDBG check is deposited on Friday, checks totaling the
entire amount must be written by close of business Wednesday.  In order to disburse
this money promptly, arrange for your financial institution to notify you the day a CDBG
check is received.  If for some reason money is remaining in the account after three
working days, these funds must be returned to the State or an additional "Request for
Payment" must be submitted, the total requested amount of which is equal to the total
billing for this request minus the amount of the remaining funds.  The easiest way to
meet this requirement is to use local government funds to pay CDBG invoices; then
reimburse the community for these payments with CDBG funds.  If the community's
cash flow will not permit this, inform contractors of the time period between receipt of
their invoice and payment.

The "Request for Payment and Status of CDBG Funds Report" should be prepared in
duplicate.  Submit the original  to the State and retain one copy for your records.

Section A of the request provides general information needed in processing the
request.  Section B provides information about the status of the funds on hand.
Section C provides a detail of actual costs by line item.  Detailed support for each line
item (actual invoices) must be attached.  Exhibit B-4 is an example of a completed
form.

TOTAL PROJECT COST COLUMN

The "Total Project Cost" column is used to list the total costs billed on a particular
"Request for Payment," including amounts paid from sources other than CDBG grants.
(Do not use total budget or cumulative drawdown figures in this column.)

CDBG COSTS COLUMN

The "CDBG Cost" column is used to list the amounts that will be paid with CDBG
funds.  The total of this column should be equal to the amount on Line B-7 (Amount of
this Request for Payment.)  To obtain the figures for this column, multiply the Total
Project Cost column by the percentage of the project paid by CDBG funds.

_________________________

The copy with the original signatures.  Remember, it must be signed by two of the persons on
the "Signature Authorization Form."
Obtained from the approved contract line item budget.
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LINE ITEM DOCUMENTATION

Appropriate documentation must be submitted in order to process the "Request for
Payment."  The following is a brief summary of that documentation.

Construction This line item is documented with an invoice detailing description,
quantity, unit price and total amount for each of the items as
approved in the construction contract.  The engineer must certify
that the work has been completed.  Ten percent (10%) retainage
must be deducted from the contractor's invoice until seventy-five
percent (75%) of the contract amount has been requested.   At that
point, retainage may be reduced to five percent (5%).  The "Notice
of Completion" for the project should be publicly advertised.  This
notice should request anyone having a claim against the project to
notify the City or County.  If no claims are made within ten days
from the date of advertisement, a "Release of Liens" from the
contractor may be accepted and submitted to the State with the
contractor's final pay estimate so that final retainage may be
released.  A copy of the advertisement of the "Notice of Completion"
should also accompany the final "Request for Payment."

Construction
Inspection,
Engineering Design,
Other Engineering
Services

This line item is documented with an invoice from the firm stating
specific tasks done, the date of these services, and  a detail of their
costs.  These items should be billed on a cost plus fixed fee or lump
sum basis.  Payment of engineering design costs can not exceed
seventy-five percent (75%) of the budgeted amount until plans and
specifications have been approved by ECD.

Legal Services This line item is documented with an invoice stating specifically the
service performed and the date of service.

Appraisals This line item is documented with an invoice from the appraiser stating
the date the appraisal was done and the address of and/or a
description of the appraised property.

Acquisition This line item is documented with a written "Offer to Purchase"
(Exhibit D-9 in the "Acquisition Chapter") accepted by the property
owner.

Relocation Voluntary - This line item is documented with the applicable claim
form(s) (Exhibit F-2 in the Relocation Chapter).

All new housing is billed to the Relocation line item.

Involuntary - This line item is documented with the applicable claim
form(s).
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Housing
Rehabilitation

If there is to be an escrow account  this line item is documented with
the following:

• Bid tabulation summary
• Copy of housing rehabilitation contract
• Copy of City's estimate
• Certification of escrow by appropriate local official or

administrator (one needed for each contract to be escrowed)
If the rehabilitation funds are not escrowed , this line item is
documented with the following.

• Bid tabulation summary
• Copy of housing rehabilitation contract
• Copy of City's estimate
• Certificate of Completion and Final Inspection" (Exhibit G-14 in

the "Housing Chapter")
• New construction is not billed to housing rehabilitation

NOTE: Whether funds are escrowed or not, payment requests for change
orders must include a copy of that change order that has been
approved by the homeowner, contractor, and a local official.

Housing
Inspection

This line item is documented with an invoice detailing the name of the
homeowner and address of the property that was inspected.  Costs
should be billed on a per unit basis. 

Clearance This line item is documented with an invoice  describing the work
performed and the location of the property cleared.

ADMINISTRATIVE COST DETAIL

Detail of administrative costs must be included in "Section D."  Any salaries being
charged to the grant must be listed with inclusive payroll dates, name of employee,
percentage of time spent on CDBG and amount of each salary charged.  Time and
effort reports should be maintained at the locality to support these costs.  Do not
submit them with the "Request for Payment."

In addition, any salaries or consultant billings must be further documented by task
performed.  A suggested format is included as Exhibit B-5.  Claims for time spent on
administrative activities will not be paid without this documentation.

Other documentation of  administrative costs must be submitted  (e.g.,  telephone bills,
supply invoices, travel claims).

All travel and per diem costs to be charged to CDBG must conform to the
Comprehensive Travel Regulations of the State of Tennessee.  If you do not have a
copy of the current travel regulations, one may be obtained from Program
Management.
__________________________

Periodic reports will be required to document disbursal of escrowed funds.
Requires ECD approval.
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ESTABLISHING PROCEDURES FOR
FINANCIAL MANAGEMENT OF CONTRACT FUNDS;

The following accounting procedures should be followed in order to comply with State
and Federal requirements under the CDBG program.  The accounting systems
described provide a means for tracking and reporting CDBG funds that flow into and
out of your community, funds that you control and against which claims will be made.
The established accounting procedures should systematize the collection, processing,
evaluation, and reporting of these funds.

CDBG project funds should be accounted for separately within a community's
accounting system.  This separate fund should be established similar to a street or
water fund.

ACCOUNTING RECORDS 

Management systems are required to provide the following.

Accurate, current and complete disclosure of the financial results of each
grant program.
Records that adequately identify the source and application of funds for
grant-supported activities.
Effective control over and accountability for all funds, property, and other
assets.
Comparison of actual outlays with budget amounts for each grant.
Accounting records that are supported by source documentation, such as
invoices, bills of lading, purchase vouchers and payrolls.
A systematic method to assure timely and appropriate resolution of audit
findings and recommendations.

The following accounting records are suggested to fulfill these requirements.

Cash Receipts Journal All receipts of cash which are deposited into the
CDBG fund are recorded initially in this journal.

Cash Disbursements Journal All expenditures are recorded in this journal.  In
order to facilitate completion of the "Request for
Payment," accounts for all line item expenditures
need to be established here (i.e., separate columns
for recording of administration costs, construction
costs, etc.)

Journal Entry Voucher The accounts to be debited and credited, together
with a description of the transaction are recorded in
this journal.  Accrual information may be recorded
through the use of a journal entry voucher.
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BID OPENING REQUIREMENTS

Sealed bids must be opened publicly at the time and place specified in the invitation to
bid.
REJECTION OF IMPROPER BIDS

Any and all bids may be rejected when there are sound documented business reasons
for rejecting bidders.
AWARD TO LOW BIDDER

A firm fixed-price contract must be awarded to the lowest responsive, responsible
bidder whose bid conforms to all bid specifications.
PROHIBITION AGAINST NEGOTIATION WITH THE LOW BIDDER

If all bids received exceed the amount of the construction budget, YOU MAY NOT
NEGOTIATE THE CONTRACT PRICE SOLELY WITH THE LOW BIDDER.  Negotiation solely
with the low bidder is a violation of Title 41, (Section 1-3.214) of the Code of Federal
Regulations;  to allow one bidder to negotiate the contract price is not fair to the other
contractors who submit bids.

NEGOTIATION OF THE CONTRACT PRICE SOLELY
WITH THE LOW BIDDER WILL RESULT IN THE

DISALLOWANCE OF CONSTRUCTION COSTS FOR
REIMBURSEMENT WITH GRANT FUNDS.

ALLOWABLE ALTERNATIVES IF ALL BIDS EXCEED THE AMOUNT OF THE CONSTRUCTION
BUDGET
If all bids come in over the amount of the construction budget, you have three
alternatives.

You can provide the additional funds needed to pay for the contract from local
funds.
You can rebid the project.

You can alter the project as follows.

Consult with your engineer and decide which items would be feasible
to eliminate from the construction bid specifications.

NOTE: Changes to the bid specifications must not change the project's scope.

Submit a letter detailing all changes you wish to make in the bid
specifications to our office for approval.
After receiving written approval of these changes, contact all bidders
who submitted bids for the initial bidding by certified mail and
request that they resubmit sealed bids without the items that you
wish to delete.
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NOTE: Bidders must be informed that they have the right to change the unit price
of any of the line items in their original bid, as long as they conform to the
revised bid specifications.

Award the contract to the bidder submitting the lowest bid that
conforms to the revised bid specifications (i.e., the original bid
specifications less the items you wish to delete).

If all bids received in the second bidding are still greater than the amount of the budget,
repeat any of these three alternatives or decide that the project, as originally submitted
in the application, cannot be performed for the amount of money budgeted and return
the grant funds to the State.

COMPETITIVE NEGOTIATION

Competitive negotiation must be used for professional service contracts and may be
used if no acceptable bids have been received after formal advertising.

PROFESSIONAL SERVICE PROCUREMENT

This section applies to all professional service contracts paid in whole or in part with
CDBG funds.

Common professional services that are used for CDBG projects include administration,
housing rehabilitation inspection/management, relocation management, engineering,
land surveying, architectural work, auditing, and legal counseling.  If CDBG funds are
not used for such services, this section will not apply.

IMPORTANT NOTE: Professional service procurement procedures must be
performed prior to the performance of any work by the
professional service contractor.  IF PROFESSIONAL
SERVICE PROCUREMENT PROCEDURES ARE NOT
PERFORMED CORRECTLY, FEES FOR PROFESSIONAL
SERVICES MUST BE PAID WITH LOCAL FUNDS.

However, procurement procedures do not have to be performed prior to the submission
of the grant application if professional services are unnecessary in order to submit your
grant application.

Example If a preliminary engineering report is to be a part of the application,
the procurement procedures for the engineering services must be
performed prior to selection of the engineer who then prepares the
preliminary engineering report.  Costs of application preparation are
not CDBG eligible.

Prior to the performance of any professional services, a written request for statements
of qualifications must be sent to at least three firms that offer the type of service you
wish to procure.  Copies of these letters must be on file.  Advertising for statements of
qualifications is not required.  The contract must be awarded solely on the basis of
qualifications.
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REQUESTS FOR PROPOSALS

Requests for proposals are used when advertising is not feasible because the products
or services procured are of a specialized nature or when, after advertising, no
acceptable bids have been received.  Approval by the State is required prior to
procurement by the use of requests for proposals. 

SUGGESTED PROFESSIONAL SERVICE CONTRACTOR EVALUATION PROCESS

After you have received the requested statements of qualifications or proposals, you
can start your review process.  It should be thorough, uniform, and well-documented.
The preferred method is a review conducted by a committee of at least three people
who have technical knowledge of the type of project you are considering.  However,
these reviewers should have no potential conflicts of interest with any of the firms or
individuals under review (i.e., family relationships, close friendships, or business
dealings).  Some criteria you should consider include:

Specialized experience or technical expertise of the  firm and  its personnel
in connection with the type of services to be provided and with the complexity
of the project.
Past performance on contracts with the community  and other clients,
including quality of work, timeliness, and cost control.
Capacity of firm to perform the work within time limitations, taking into
consideration the current and planned workload of the firm.
Familiarity  of the firm  with the type of problems applicable to the project.

You may also wish to establish an evaluation consideration for local firms if familiarity
with local conditions is an important element for a successful project.  The relative
importance of these factors can be predetermined by assigning values to each (e.g.,
specialized experience may be assigned 40 points out of a total possible 100 points).

REQUIRED CONTRACT CONDITIONS FOR PROFESSIONAL SERVICE CONTRACTS

Exhibit B-7 is a sample contract and Exhibit B-8 includes terms and conditions which
must bind all professional services contracts, including:

Executive Order 11246 clause (7 paragraphs if contract above $10,000, or 3
paragraphs Equal Opportunity provisions if $10,000 or under).
Contractor's Certification regarding Equal Employment Opportunity.
Title VI clause pertaining to the Civil Rights Act of 1964.
Access to Records/Maintenance of Records statement.
Conflict of Interest clause.
Section 3 statement (written plan if contract over $10,000) pertaining to the
Housing and Urban Development Act of 1968, as amended.
Section 109 clause pertaining to the Housing and Community Development
Act of 1974, as amended.
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REQUIRED DOCUMENTATION FOR THE PROFESSIONAL SERVICE CONTRACT FILE

You should establish a contract file and monitor the contract to assure that it is
completed in a satisfactory and timely manner.  The contract file must contain:

❑ a copy of the professional service contract;
❑ a list of the firms to which the request for statements of qualification was sent;
❑ the actual statements of qualifications received;
❑ a written statement explaining why the winner was selected.

NON-COMPETITIVE NEGOTIATION

Non-competitive negotiation may be used when the award of a contract is not feasible
under small purchase, competitive bidding or competitive negotiation procedures.  This
may be due to single source availability or inadequate competition, determined after
solicitation of a number of sources.  Approval by the State is required prior to
procurement by non-competitive negotiation.

PROCUREMENT OF GOODS AND SERVICES FOR INDUSTRIAL LOCATION AND EXPANSION
LOAN RECIPIENTS

If the procurement is done by the industry, Federal, State and local procurement laws
do not apply when recipients of industrial location and expansion loans use loan
proceeds to purchase equipment, construction services or professional services.  If the
community handles the procurement, Federal, State and local procurement
requirements are applicable.

Example 1
XYZ Corporation receives a $450,000 loan from Community Development Block Grant
funds to build a new building.  XYZ signs a contract with Butcher Construction Company
for the building and signs a loan agreement to repay the loan over a fifteen year period.
State, Federal and local procurement laws do not apply for the procurement of the
construction contract.

Example 2
(Assume the same facts as in Example 1.)

XYZ also contracts for $30,000 worth of engineering design work which will be paid for
with loan proceeds.  State, Federal and local procurement laws do not apply for the
procurement of the engineering design contract.

Example 3
The City of West Linn receives a $200,000 grant to build a water line that will provide
XYZ Corporation with water for its production process; the budget allows for $20,000 for
engineering design and $180,000 for construction.  West Linn must follow and
document compliance with all State, Federal and local procurement laws in connection
with the engineering service and construction contracts.
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PROPERTY MANAGEMENT STANDARDS

Unless acquisition of property is an approved part of your State contract, prior approval
must be obtained from the State for any real or personal property to be acquired using
grant funds.

If you have any questions relating to property management, please contact your
Program Representative.

PROGRAM INCOME

Program income includes, but is not limited to, the following:

Proportional shares of proceeds of the sale of real property to the extent to which
the original purchase was funded with CDBG monies.

Payments of principal and/or interest on loans made from CDBG funds.

Interest earned from investment of program income.

Program income must be returned to the State unless approval is obtained to retain it at
the local level.

Any program income which the State has approved to be retained at the local level must
be accounted for and, to the maximum feasible extent, disbursed prior to requesting
additional CDBG funds from the State.  Any program income generated prior to
close-out of the project must be used following all Federal requirements which apply to
CDBG funds.
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BUDGET REVISIONS AND PROGRAM AMENDMENTS

If you should need to revise your line item budget, you must submit a letter detailing the
reason for any changes and a copy of the revised line item budget (Exhibit B-9).  If
contingency funds are to be used, a budget revision is required.

For all construction projects, once a bid has been accepted to adjust the construction
budget to actual dollars required, a budget revision should be submitted.  A copy of the
bid tabulation should be submitted with this budget revision.  If the lowest bid exceeds
the amount available in the budget for construction, a revised total cost budget must be
submitted with a verification of the source of the additional funds.

If there are any change orders on construction contracts, these must be approved by
ECD prior to work being done.  A budget revision must accompany all change orders.

In the case of projects funded jointly with funds from the Department of Environment
and Conservation, change orders should be submitted to them for their approval.  Once
their approval is received, a copy should be sent to ECD.  If the change order involves
any change in scope, however, your Program representative should be contacted prior
to submitting it to Environment and Conservation.

Any change in the scope of the project requires prior written approval by the
State.  (For example, a change of the size of a water tank from 300,000 gallons to
500,000 gallons is considered a scope change.)  With a letter explaining the
reason for the scope change there must be a budget revision.

Major reductions in the scope of the proposed work can result in adverse State action --
grant reduction, termination or a finding of ineligibility for subsequent funding.  Grantees
were selected for funding based on their proposed program and are expected to carry it
out as proposed.  You are strongly urged to contact your Program Representative if
problems emerge which might lead to program modifications.


