PREAVBLE TO CHAPTER 6.

The purpose of Chapter 6 is to provide a nethodol ogy and format
that will result in the settlement of HDG projects in accordance
with the requirenents of Section 17(d) of the United States Housing
Act of 1937 (the Act) and 24 CFR Part 850. Follow ng the steps
provided in the handbook, the final maxi mumgrant, any anounts owed
by the owner or grantee and the means by which to secure repaynent
will be determ ned. The requirenments of the Act and the regul ation
as they relate to Chapter 6 are highlighted bel ow

Ref erences: A copy of Section 17(d) of the United States
Housi ng Act of 1937, 24 CFR Part 850 (Appendix 14 of this
Handbook), OB Gircul ar A-87 (Appendix 15 of this Handbook)
and 4 CFR 101- 105 (Appendix 16 if this Handbook), are included
at the end of the handbook for further clarification.

The maxi mum anmount of grant permissible is restricted by statute
(Section 17(d)(4)(B) and (d)(9) of the Act), and regulation (24 CFR
Part 850.61). The ampunt of a housing devel opment grant... nmay not
exceed that which will provide decent...housing of nobdest design
that is affordable for families and individuals w thout other
reasonabl e and affordabl e housing alternatives in the private
market. (24 CFR Part 850.61(b)).

The grantee nust refund to HUD any cash advanced in excess of the
final grant anpunt, as shown on the certificate of conpletion
approved by HUD. (24 CFR 805.79(d) and 105).

Section 17(d)(7) of the Act requires the grantee to take | ega
action to enforce owner conpliance with the requirenents. 24 CFR
850. 101 specifies required grantee perfornance.

If the grantee fails to denonstrate to HUD s satisfaction that it
has met the requirements of the Grant Agreenent, HUD will take
corrective action. The owner and grantee nust enter into an Owner-
Grantee agreenment which requires the grantee to nonitor and take
action to enforce conpliance by the owner. (24 CFR 850.103 and
151).

The owner's equity nust be reasonable. (24 CFR Part 850.37). A
devel oper's fee may not be considered in the grant anmpunt, project
costs or owner's equity requirement. However, they nay be included
in a loan secured by the project if the lender is a State housing
finance agency, or the loan is funded by bonds issued by a State
housi ng finance agency or simlar local entity. The anmount of any
devel oper's fee shall not be counted In cal culating the naxi mum
grant amount. Wen HUD makes a determination that the grant has
been disbursed to the grantee for ineligible uses, HUD will foll ow
procedures in the Federal Cains Collection Standards (4 CFR Parts
101- 105), 24 CFR 850.107.

6-i
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6-1. OVERVI EW



(a) Purpose. Project settlenent occurs after the Housing
Devel opnment Grant (HDG project devel opnent activities
have been concluded. A separate settlenment process nust
be compl eted for each HDG project. The settlement process
involves a final determ nation of HDG programeligible
costs incurred by the project during construction or
rehabilitation. The determ nation of costs, along with
informati on on the sources of funds used to pay for these
costs, is used to:

(1) Measure whether each participating party,
particularly the owner, has nmade all contributions
required by the Grant Agreenent; and,

(2) Determine if excessive HDG funds have been drawn.
Exampl es of possi bl e outcones of the project
settlenment process include: a requirenent that the
owner increase the equity contribution to conform
with the Grant Agreenent; repaynment of HDG funds by
the grantee to HUD pursuant to a grant reduction
or, a release of HDG funds to the project which the
grantee hel d back pending cost certification

(b) Process. The basic steps to the project settlenent
process are as foll ows:

(1) The grantee shall notify the HUD state/area office
when the project is ready for settlenment by
submitting a certification in the format of form
HUD- 90024, (Appendix 7 of this Handbook). Based
upon satisfactory review of its own records, the
HUD state/area office shall authorize the
initiation of project settlenent.

(2) The grantee obtains a Certification of Costs and
Sources of Financing fromthe owner. Since the
grantee is held accountable for this certification
HUD strongly recommends that the grantee require
that the owner's cost certification be audited by a
certified or independent public accountant.

(3) The grantee evaluates the owner's Certification of
Costs and Sources of Financing for reasonabl eness,
for conpliance with the Grant Agreenment and program
cost eligibility standards, and for consistency
with the grantee's own records.

(4) Wthin 90 days of HUD s authorization to initiate
project settlenment, the grantee prepares and
submits to the HUD state/area office, a project
settl enent subm ssion consisting of:
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(i) Determination of Project Costs (Appendix 8
f or m HUD- 90025) :

(ii) Determination of Grant Ampunt and Equity



(c)

I nvest ment (form HUD- 90026, Appendix 9 of this
Handbook) ;

(iii)a Certification of Settlenment Findings (form

HUD- 90027,

(5)

(6)

(7

(8)

Appendi x 10 of this Handbook); and

(iv) docurmentation for the grantee's
determ nations. This docunentation includes
the owner's Certification of Costs and Sources
of Fi nanci ng.

The HUD state/area office reviews the Project
settlenent Submi ssion. Aletter of findings is
prepared and sent to the grantee within 45 days of
recei pt of the grantee's Project Settlenent

Subm ssi on.

The grantee shall provide a witten response to all
HUD findings within 30 days of receipt of the
letter fromthe HUD state/area office. Any HUD
response nust be processed within 10 days of

recei pt of the grantee's response.

After resolving all findings, the HUD state/area
of fice prepares an HDG Settl ement Agreenent (form
HUD- 90028, Appendi x 11 of this Handbook). The
Settl ement Agreenent does the foll ow ng:

(i) Specifies actions necessary to bring
devel opnment funding | evels from each
participating party in conpliance with the
G ant Agreenent.

(ii) Requires enforcenent for the Project Term of
all remaining requirenents of the Grant
Agreenent, e.g., |lower incone occupancy,
formula rents, ownership conposition,
operating subsidy continuance, and grantee
nmoni t ori ng.

The state/area office Housing Director or
state/area office Miultifanmily Division Director
executes three originals of the HDG Settl enment
Agreenent on behalf of HUD after which the HUD
executed originals are transnmitted to the grantee
for execution by its Chief Executive Oficer (CEO
or designee. The grantee maintains one original
execut ed docunent and transnits one to the HUD
state/area office and one to HUD Headquarters.

Organi zation of these Procedures: This chapter is divided
into el even paragraphs. After the overview, each
remai ning part is
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directed to the specific party responsible for the



function described. Paragraph 6-2 provides instructions
on "lnitiation of Project Settlenent" for the grantee.
Par agraph 6-3 prescribes "Certification of Costs and
Sour ces of Financing by Omer." Paragraph 6-4 describes
procedures for "Grantee Review and Project Settlenent
Submi ssion." Paragraph 6-5 provi des "Reconmended Audit
Guidelines for Omer's Cost Certification" for grantees,
owners, and auditors. Paragraph 6-6 sets forth HUD
"state/area office review' procedures. Paragraph 6-7
descri bes the "HUD-G antee Settlenment Agreenent."”

Par agr aph 6-8 describes the responsibilities of
state/area offices to execute settlenment. Paragraph 6-9
describes the Departnment's authority and provides a
strategy to bring grantees and owners to settlenent.

Par agraph 6-10 presents the strategy for inducing grantee
repaynent of excess drawdowns.

For a full understanding of project settlenent, all
participants are urged to read the procedures in their
entirety.

6-2. I NITIATION OF PRQJECT SETTLEMENT

(a) Timng of Initiation of Settlenment. The process begins
when the grantee notifies HUD that the project is ready
for settlenent. The grantee shall notify the HUD
state/area office immediately when all of the foll ow ng
have occurred:

(1) Construction/rehabilitation is conplete and any
certificate(s) of occupancy have been issued.

(2) Al devel opment and settl enent costs have been
incurred; that is, all goods and services have been
received or contract work has been perforned.

(3) If an Assisted Rental Paynent (ARP) Account,
Project Investnment Account, (PlIA) or lunp sum
di sbursenment is provided for in the Gant
Agreenent, the HDG funds have been drawn down,
i nvested and placed in use for the purpose
specified in the approved Investnent Plan and the
Grant Agreenent. Further, an updated version of the
I nvestment Pl an and anended Trust Agreenent nust be
on file with HUD reflecting the actual investnent
instrunments, interest rates and projections.

(4) The last required G antee Progress Report, and any
updat es thereto, has been submitted to HUD.

(5) The grantee has perfornmed and is perforning, or has
del egated to a third party, all responsibilities
specified in the standard provisions of the G ant
Agreenent, including but
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conmpliance with the Owmer/ G antee Agreenent.

(b) Gantee Transmi ssion of Notification of Settlenent to
HUD. The grantee subnmits to the HUD state/area office a
Form HUD- 90024, Certification of Readiness to Initiate
Project Settlenent (Appendix 7 of this handbook)
indicating that the actions in paragraph 6-2(a) above,
have been acconplished. HUD will review its nonitoring
records to determine that these actions have been
conpleted to the extent verifiable, and provide witten
authorization to the grantee to initiate project
settl enent.

(c) Gantee Accountability for Expeditious Initiation of
Settlement. HUD holds the grantee responsible for the
expedi tious conpletion by all parties of the actions in
par agr aph 6-2(a) above, and for pronpt subnission of the
Certification of Readiness to Initiate Project Settlenent
after the conditions have been met. The grantee nust
nonitor for potential delays in project settlenent, e.g.
failure by the owner to seek certificates of occupancy
when work has been conpleted, fromthe tine the project
approaches substantial devel opnent conpletion

In the event HUD nonitoring identifies inordinate del ays,
HUD will notify the grantee that unl ess project
settlenent initiates and/or concludes within a reasonabl e
interval, the grantee will be found in nonconpliance with
HDG program requi rements. (Continued nonconpliance by the
grantee may affect its ability to conpete in future HUD
program conpetitions.) HUD nmay al so respond to
nonconpl i ance by assum ng all grantee project settlenent
responsibilities.

6- 3. CERTI FI CATI ON OF COSTS AND SCURCES OF FI NANCI NG BY OMNER

(a) Overview. Upon HUD authorization of project settlenent,
the grantee obtains fromthe owner: (1) a certification
of project costs, and (2) a certification of the sources
of all financing for the project, i.e., Certification of
Costs and Sources of Financing. The certification of
costs nust be audited if required by the grantee, |ender
or nortgage insurer. If issues arise during the grantee
or HUD review, the owner may be required to submt
addi ti onal documentation of its costs and/or sources of
fi nanci ng.

(b) Timng. The owner nust submit a Certification of Costs
and Sources of Financing on or before the date required
by the grantee, but no | ater than 48 days after HUD
authorizes the grantee to initiate project settlenent.

(c) Certification of Costs. The owner's cost certification
must, at a mininmum address all line itens identified in
f or m HUD- 90031,
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(d)

Sections G and J. The cost certification nay be provided
in the format of form HUD-90025 (Appendix 8 of this
handbook) at the owner's option. If the owner chooses to
use the format, conplete only the colum narked "Costs
Provi ded by Omer." Such costs will include all outlays
and contributions (after deduction of all kickbacks,
rebat es, adjustnents, discounts and pronotional or
advertising recoupnent made or to be made to the owner)
which are eligible and reasonabl e.

Cost eligibility will be determ ned in accordance with
the Attachment to form HUD 90025. Cost line itens

prohi bited by the Attachnment, but included in the | atest
HUD- appr oved form 90031 (incorporated in the G ant
Agreenent as anmended), are eligible for reasonabl e
anounts expended up to the anmount approved.

In addition to nmeeting standards for cost eligibility

ref erenced above, certified costs nust also be
reasonabl e. See Section 2.01 of Article Il of the HDG
Grant Agreenent. The owner nust provide an explanation to
denonstrate the reasonabl eness of any line itens which
either vary by nore than ten percent fromthe anount

i ncluded or do not appear in the approved HUD For m 90031
In addition, the owner should be aware that, even if a
line itemis within ten percent of the approved anount,
informati on available to the grantee or HUD subsequent to
the date of the approved 90031 may result in a

determ nati on that costs are unreasonabl e.

The owner nmay be required by HUD or the grantee to
provi de docunentation to support any costs in question
Such docunentation nmust be provided on request.

Ei ther the grantee, lender or nortgage insurer will in
nost instances require the owner to have its cost
certification audited. Paragraph 6-5 of this handbook
provi des guidelines for audited cost certification for
non-i nsured HDG projects. Projects with a nortgage

i nsured or coinsured under the National Housing Act nust
conmply with the cost certification procedures required by
the applicabl e nortgage insurance program and nust al so
comply with HDG project settlenent procedures. The sane
audited cost certification may be used for both prograns;
however, the audited cost calculations required for
nortgage i nsurance nust be suppl enented by an addendum
showi ng differences in cost eligibility criteria between
the HDG and nortgage insurance prograns, e.Jg.

differences in allowances for |and value, |egal and
organi zational costs, financing costs, builder sponsor
non-cash equity, and funds expended for working capita
or operating deficits. Cost certifications perforned in
accordance with another |ender's guidelines nmust be
simlarly adjusted.
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docunent the owner shall itenize the sources and anounts
provi ded by each source for all funds which were used to
pay for HDG Programeligible costs included in the
owner's certification. In addition, the owner nust

i ndicate any | ong term operating subsidy nechani sns which
have been established for the project including: an HDG
Project Investnent Account (PIA); a PIA funded by the
owner, grantee, or bond proceeds; a periodic interest
subsidy; or a project based rent subsidy from any public
source.

The grantee may question the owner or appropriate funding
source concerning anounts comritted in the G ant
Agreenment but not included in the owner's certification
The grantee nmay al so require a current title report to
identify all project |lienholders and the ampount of
secured debt.

The owner is held responsible for obtaining any grants or
debt financing included in the Gant Agreenent and the
Owmner/ Grantee agreenent. |f operating subsidies committed
by a source other than HDG are not needed to mmintain
project feasibility or to provide tenant subsidies
required by the Grant Agreenent, the owner nust explain
inits submn ssion.

6-4. GRANTEE REVI EW AND PRQJECT SETTLEMENT SUBM SSI ON

(a)

Overview. The grantee shall evaluate the owner's
Certification of Costs and Sources of Financing for
accuracy, necessity, reasonabl eness, and cost
eligibility, and nakes its own determ nation of project
costs, appropriateness of the HDG anpbunt di sbursed, and
compliance by all participating parties with G ant
Agreenent funding comm tments. These deterninations are
provided to HUD as a "Project Settlenent Subnission”
descri bed i n paragraph G bel ow.

The grantee is held accountable for project costs and
source of financing information used in its Project

Settl| ement Submi ssion. Inaccurate or inconplete
information may result in a HUD determnation that the
grantee is in default of the Grant Agreenent, required to
repay some portion of the HDG and/or subject to penalty
under Law. To prevent such a determination, HUD strongly
encourages the grantee to require an audit of the owner's
certification of costs, and as needed, to require further
docunent ati on of financing sources. HUD reserves the
right at any tine to examine all project records and to
request additional docunentation as necessary for this
settlenent or resolution of HDG program audit findings by
the HUD I nspector General or under the Single Audit Act.
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(b)

()

included in the costs for determ ning the HDG anount.

Timng. The grantee nmust transmit a fully assenbl ed
Project Settlement Submission to the HUD state/area
office within 90 days of HUD approval to initiate project
settl enent.

Grantee Determ nation of Project Costs. The grantee or
its designee (agent, auditor or entity under contract to
the grantee not affiliated with the owner) nust conplete
form HUD- 90025, Determ nation of Project Costs (Appendix
8 of this Handbook). Unless otherwi se noted in the
instructions to this form the colum entitled "Approved
HUD- 90031" must be conpl eted using the Exhibit M1
incorporated in the Grant Agreement as npbst recently
amended. Revisions to the HUD 90031 are noted in Exhibit
A of the Grant Agreenent and any anendnments thereto. |f
the grantee is not in possession of the nbst recently
approved HUD- 90031, it should contact HDG Program st af f
at HUD Headquarters.

The "Actual Cost Provided By Grantee" colum shoul d
include all outlays and contributions (after deduction of
al | kickbacks, rebates, adjustnents, discounts and
pronotional or advertising recoupnent nade or to be made
to the owner). The "Actual Cost Provided By G antee"

col umm nust be conpl eted based on a grantee review of the
owner's certification of costs, as specified bel ow

(1) Accuracy of Oaner Reported Costs. In evaluating the
owner's cost estinate, the grantee nust first
determine if the costs are accurately stated. For
an audited project, substantial reliance nust
necessarily be placed on the ability and integrity
of the CPA/IPA and the quality and scope of the
accountant's exam nation. |f the project has not
been audited, the grantee nust rely, at least in
part, on its own records. These records include:
evi dence previously submtted by the owner to
justify HDG drawdowns, information from nonitoring
visits, and information concerning contractor's
liens or other cost/paynent disputes known to the
grantee. To the extent there are gaps in the
grantee's records or reason to question evidence
previously submitted, the grantee should request
further docunmentation fromthe owner

(2) Eligibility of Omer Reported Costs. The grantee
must deternine that the costs presented are HDG
programeligible in accordance with the Attachnent
to Appendi x 8 of this Handbook. Actual costs that
exceed the guidelines are only acceptable up to an
anount in the approved HUD 90031
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(3)

(4)

grantee nmust deternmine if the audited cost

cal cul ations have been adjusted for differences in
cost eligibility criteria between the HDG program
and the |l ender or underwiter. For exanple HDG and
HUD nortgage insurance rules may differ in

al | onances for |and val ue, |egal and organizati onal
costs, financing costs, builder sponsor non-cash
equity, and funds expended for working capital or
operating deficits. If the costs have not been
appropriately adjusted, the grantee nust do so.

Reasonabl eness of Omner Reported Costs.

Section 2.01 of Article Il of the HDG G ant
Agreenent requires that all eligible costs nust
conformwith OMB Circular A-87, Cost Principles for
State and Local Governnent. Circular A-87 states
that allowable cost under a grant program nust "be
necessary and reasonabl e for proper adm nistration
of the Grant Program (necessary and reasonable for
the purpose for which the funds are provided)."

The grantee, and later HUD, will determne if
certified costs presented by the owner neet this
standard. if any specific line itemcertified to by
the owner varies by nore than ten percent fromthe
anount estimated in the approved HUD 90031, the
grant ee nmust eval uate whether the actual line item
cost is reasonable. However, even if aline itemis
within the ten percent of the approved anount,

i nformati on new y avail abl e subsequent to the date
of the approved 90031 nay indicate the costs to be
unr easonabl e.

Exanple: If a builder's profit was approved and, in
fact, paid to an identity-of-interest contractor
who, it is discovered, subcontracted a vast
majority of the work to one or two genera
subcontractors, such cost shoul d be considered

unr easonabl e.

Unr easonabl e anounts must not be included in the
"Actual Costs by G antee" information used by the
grantee in conpl eting form HUD- 90025.

Narrative. After conpleting form HUD- 90025, the
grantee nust prepare an acconpanying narrative to
describe the foll ow ng.

(i) Docunentation obtained by the grantee and
other grantee efforts to verify the accuracy,
r easonabl eness, necessity and eligibility of
proj ect costs.
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(d)

ten percent fromor were not included in
" Approved" costs.

(iii)Explanation of all "Actual Cost Provided by
G ant ee"
line itenms which vary fromthe anmount reported
by the owner.

Grantee Determ nation of Final Gant Anount. The grantee
or its designee, nust conplete Section A of form HUD
90026, Determ nation of Grant Amount and Equity

I nvest nent (Appendi x 9 of this Handbook), to determ ne
whet her the grant ampunt warranted by project costs was
greater than, equal to or less than the HDG funds

di sbursed under the U S. Treasury Letter of Credit.

The final grant anount determ ned using form HUD- 90026
will be the lesser of: (a) The maxi num anount listed in
the Grant Agreenent, (b) fifty percent of actua

devel opnment costs (or of replacenent cost, if approved by
HUD), or (c) the anpbunt deternined by subtracting al

non- HDG fi nancing commtnents specified in Exhibits B, C
and D of the Grant Agreenment fromthe "Actual" tota
project costs in form HUD- 90025 provi ded by the grantee.

(1) If HDG funds di shursed were greater than warranted
the grantee shall repay the difference to HUD and
HUD wi Il reduce any remaining balance in the U S
Treasury Letter of Credit for the project to zero.
HUD will work with the grantee to devise a schedul e
for repaynment should the need ari se.

In the event of a required repaynent of excess HDG
drawdown, the grantee should determ ne, through the
anal ysis specified in paragraphs (e) and (f) bel ow,
whi ch project financing source(s) failed to neet
commitnent (s) in the Grant Agreenent. The grantee
shoul d require the owner to obtain from such
source(s), and transfer to' the grantee, funds
necessary to offset the repaynent to HUD for excess
HDG dr awdown. For exanple, if the owner substituted
HDG funds for a portion of his equity commtnent,
the grantee would offset its refund to HUD by
recovering fromthe owner the outstanding equity
requi renent. (See paragraph (e) below ) As a second
exanple, if excess HDG draws substituted for other
committed debt financing, the grantee woul d enforce
the owner's conmitnent to borrow the additiona
funds, and so recover the outstandi ng excess HDG

dr awdown.

Excessi ve HDG drawdowns may result fromthe
grantee's failure to enforce the requirenent that
HDG funds be
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(e)

fi nanci ng sources in accordance with the

| everaging ratio and as prescribed in the
Decenber 15, 1985, menorandum HDG Pr ogr am
Pol i ci es: Construction/Drawdown Period, to all
grantees. I n any event, the grantee nust
assune ultimte responsibility for repaying
HUD for any excess HDG dr aws.

(2) If HDG funds di sbursed were dual to those warranted
and HDG funds remain available in the grantee's
letter of credit with the U S. Departnent of
Treasury, HUD will reduce the project account under
the grantee's letter of credit to zero.

(3) |If HDG funds di sbhursed were | ess than those
warrant ed and additional HDG funds are available in
the project's U S. Treasury Line of Credit account,
the sumto which the project is entitled rmay be
drawn down, and any renai ni ng bal ance shall be
reduced to zero.

Grantee Review of Owmer's Certification of Sources of
Fi nanci ng.

After determining the final grant amount, the grantee
shal |l evaluate the owner's certification of financing
sources by identifying all resources commtted in
Exhibits B, C and D of the Grant Agreenent as may be
anended and deternmining if all non-HDG commitnents, other
than the equity, were net.

Omner's funds reinbursed prior to settlenent or provided
fromproject debt will not constitute equity. If there is
reason to question the accuracy or conpl eteness of the
owner's certification, HUD encourages the grantee to
require a current title report or check county |and
records to identify all project lienholders and the
anount of secured debt. The evidentiary materials
submitted by the grantee to HUD prior to conmenci ng HDG
drawdowns nmay al so assist in substantiating the owner's
certification of financing sources.

If an operating subsidy required by the G ant Agreenent
froma non-HDG source is proposed for reduction or
elimnation, the grantee nust review the owner's
justification and state whether the change w |l endanger
project feasibility or conpliance with rent affordability
requirenents in the G ant Agreenent.

If a grantee determines that the owner's certification
does not accurately represent sources or anounts of
financing, the grantee nust prepare a corrected |ist of
sources and anounts. The grantee's final conclusions wll
be used in deternmining the owner's equity contribution
(see paragraph f bel ow).
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(f)

(9)

Grantee comments, docunentation, and if applicable, a
corrected list of sources and ampbunts nust be attached to
f or m HUD- 90026

G antee Deternination of Oaner Equity Investnment. Using
Section C of form HUD 90026, the grantee shall determ ne
if actual equity invested in project devel opnent cost

mat ches the equity requirement in Exhibits C and D of the
Grant Agreenent. Actual equity investnent is determn ned
by subtracting the anpbunts of HDG drawdowns, grants and
non- HDG proj ect debt used to pay eligible project costs
fromactual total costs in form HUD 90025. The grantee
shoul d not consider, in this calculation, financing for
costs not considered in the form HUD 90025 determ nation
e.g., funding for rent subsidies and |ong term operating
deficits by owner, grantee, HDG or state governnent.

If the owner has not net the equity requirenment, such
contribution nmust be made as an i mredi ate cash paynent to
the grantee, except as specified bel ow

(1) To the extent that the owner has drawn down excess
proj ect |oan proceeds (other than HDG in lieu of a
required equity contribution, the owner may
substitute i nmedi ate repaynment of the excess
proj ect debt for paynent to the grantee.

(2) To the extent that an owner's outstanding equity
requi renent would be met by owner paynents to cover
an initial operating deficit in accordance with the
Grant Agreenent, the owner may execute an agreenent
with the grantee to pay the grantee any equity
bal ance due on the earlier of the project breakeven
poi nt (when net incone covers debt service) or the
end of a predetermi ned and reasonabl e rent-up
peri od.

Funds which are renunerated to the grantee as a
cash paynment of an owner's equity requirenment shal
be consi dered programincome, unless the grantee
determines that these funds shoul d be used to
reinburse itself for grantee paynents made to HUD
for excessive HDG drawdowns as per Paragraph d (1)
above.

Grantee Certification of Settlenment Findings and

Transm ssion to HUD. The grantee shall use its

determ nations of final costs, grant amount and equity

i nvestrment fromthe conpleted form HUD- 90025 and form
HUD- 90026 to conplete the Certification of Settlenent

Fi ndi ngs, form HUD- 90027 (Appendi x 10 of this Handbook).
The final certification nust be signed by the grantee's
CEQ.

The conpleted Certification of Settlenment Findings shal
be the first page of the grantee's Project Settlenent
Submi ssi on package. To conplete the package, the grantee



shal |l attach the foll ow ng:
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(1) the grantee's Determination of Project Costs (form
HUD- 90025) acconpani ed by a narrative in accordance
wi t h Paragraph 6-4 above;

(2) the grantee's Determination of G ant Anount and
Equity I nvestnent (form HUD 90026) acconpani ed by
conment s/ adj ust ments of the owner's financing
i nformati on and any proposed operating subsidy
conmm t ment revision;

(3) the owner's Certification of Project Costs and
Sour ces of Financing acconpani ed by any auditor's
opi ni on, notes and schedul es; and,

(4) other docunentation.

(h) HUD Review and Project Settlement Conpletion. HUD will
review the grantee's Project Settlenent Subm ssion (see
Par agraph 6-6 of this Handbook) and transmit witten
findings to the grantee within 45 days of receipt of the
subm ssion. The grantee nmust provide a witten response
within 30 days of receipt of HUD findings after which HUD
has 10 days to followup or nake a final determ nation
When all issues have been resolved, HUD shall prepare,
execute and transnit to the grantee a Project Settlenent
Agreenent (see Paragraph 6-7) for execution by the
grantee's CEQO

6-5. RECOMMENDED AUDI T GUI DELI NES FOR OMNER S COST CERTI FI CATI ON

Audits of owner's cost certifications for HDG projects may be
mandat ed by the grantee, perforned at the owner's option or
required by a lender or nortgage insurer. In the event of the
|atter, the audited cost certification should be adjusted to
account for differences between cost eligibility standards of
the | ender or nortgage insurer on one hand, and the HDG
Programon the other. If an audit is grantee mandated or
performed at the owner's option, HUD strongly encourages
conformance with Generally Accepted Government Accounting

St andards (GAGAS). The renmi nder of this paragraph describes
GAGAS gui delines as they apply to an HDG project audit:

(a) «@uidelines Governing Selection and Conduct of Auditor. If
not certified, the Independent Public Accountant nust
have been |icensed or registered by a regulatory
authority of a state or other political subdivision of
the United States. In states that do not regulate the use
of the title "public accountant,”" only Certified Public
Accountants nmay be used.
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The auditor nust be free from personal or externa
i mpai rments to i ndependence, as well as organizationally
i ndependent, and shall maintain an i ndependent attitude



(b)

()

(d)

and appearance in conformance with GAGAS as established
by the General Accounting Ofice.

Accountant's Opinion. The accountant nust verify the
certification of actual costs and express an opi nion as
to whether the owner's certification of actual cost
presents fairly the actual cost of the project. Al owable
costs are those defined as eligible in the Attachment to
form HUD- 90025 or previously approved by HUD. The
accountant's opi nion rmust be supported by appropriate
schedul es of actual cost, as well as appropriate notes
and opi ni ons.

Audit Scope and Cover age.

(1) The audit work nust be sufficiently conprehensive
in scope to pernmit the expression of an opinion on
the certification of actual cost and nust be
prepared in accordance with generally accepted
audi ti ng standards.

(2) If an adverse opinion is expressed, the reasons
must be fully explained in the audit report.

(3) Sufficient audit work rust be perforned for the | PA
to concl ude whet her, based on applicabl e HDG
programcriteria, the costs incurred were eligible
under the terms of the contracts and in accordance
with HUD s requirenents. The accountant's opinion
certification, and corments are to be based on
audit work perforned. Audit work will usually be
performed on a selective test basis, to the extent
deenmed appropriate by the | PA

Audi t St andards.

(1) The audit work nust be performed in accordance with
pr of essi onal standards established by the American
Institute of Certified Public Accountants (Al CPA)
and generally accepted governnent audit standards
as set forth in the General Accounting Ofice
publication, Standards for Audit of Governnental
Organi zations, Programs, Activities and Functions
(1981 revision).

(2) Al working papers are expected to conformto the
gui delines prescribed in the Al CPA Statenents on
Audi ting Standards.

(3) In determning cost, the auditor nay uncover
certain kickbacks and rebates which nmust be
deducted fromtotal costs incurred
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for purposes of the certification of actual cost.

(4) The IPAis also required to review, evaluate and



comment on the adequacy of the accounting records
and procedures and the systemof internal controls
mai nt ai ned, including the handling of funds. The
auditors shall report on their study and eval uati on
of internal accounting controls nade as part of the
financial and conpliance audit. They shall identify
as a mnimum

(i) The entity's significant internal accounting
controls (the controls identified that were
not included in the study and eval uation), and

(ii) The material weaknesses identified as a result
of the nmortgagor's and/or contractor's failure
to adhere to HDG requirenents applicable to
the project.

(5) The certification of cost nust be based on an
exam nation made in accordance with generally
accepted auditing standards and include tests of
the accounting records and such other auditing
procedures consi dered necessary. An exam nation
whi ch satisfies the professional standards
est abli shed by the Al CPA and Ceneral Accounting
Ofice will satisfy the requirenents of HUD.

(e) Deficient Audit Work.

Grantees and HUD state/area offices will performcarefu
reviews of cost certifications. Differences of opinion
may arise from genui ne m sunderstandi ngs of HUD
instructions or honest differences of opinion clearly
identifiable as such. If there is any reason for the HUD
state/area office to suspect that the differences arise
from causes other than those cited above, the HUD Ofice
of Inspector CGeneral shall be called in to audit the
owner's books and the audit working papers before cost
settl enent may be concl uded. Depending on the nature of
any deficiencies identified, adm nistrative sanctions may
be initiated against the I PA and could result in denial
of participation in HUD prograns. |f circunstances
warrant, deficient work will be referred to the State
Board of Accountancy or the Al CPA

(f) Exit Conference. At the conclusion of the audit, an exit
conference should be held with the owner to discuss the
cost certification and any audit findings. Appropriate
comrents should be obtained for inclusion in the
auditor's report if: (1) audit officials do not agree
with the accuracy and conpl eteness of the facts
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presented; (2) any corrective action is planned based on
the auditor's observations; or (3) no actions are to be
taken on deficienci es observed.

6- 6. STATE/ AREA OFFI CE REVI EW



(a)

(b)

Overview. The Miultifam |y Division Production Branch is
responsi ble for HDG project settlement responsibilities
in the HUD state/area office. The HDG Program Coor di nat or
assunes the lead role except that the Director, Ofice of
Housing, or Director, Miultifam |y Division may assign a
Mortgage Credit Analyst to performthe technical review
of the grantee's Project Settlement Submi ssion. The Cost
Anal yst may al so be consulted in the Project Settlenent
Subm ssi on revi ew.

It is recomended that the HDG Program Coordi nat or nake
the initial review |If there are problens, for exanple,
if there has been no audit or if there are questionable
itenms, technical assistance can be requested fromthe
Mortgage Credit Anal yst, Cost Anal yst, or other

t echni ci ans.

HUD s roles in the project settlenment process are as
fol | ows:

(1) approve initiation of project settlenent;

(2) take appropriate action if the grantee does not
initiate project settlenent in a tinmely manner;

(3) wthin 45 days of receipt,

(i) reviewthe grantee's Project Settlenent
Subrmi ssion for conpliance with these
procedur es;

(ii) revise the grantee determ nati ons of project
costs, final grant amount, and required equity
i nvestment; and,

(iii)send a letter of findings to the grantee;

(4) draft, execute, transmt and enforce a HUD G antee
Settl ement Agreement.

Initiating Project Settlenment. After receiving the HUD
90024

Certification of Readiness to Initiate Project Settlenent
(Appendi x 7 of this Handbook) fromthe grantee, the HUD
state/area office reviews its nonitoring records and
determ nes whether to concur with the grantee's
certification.
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HUD rmust notify the grantee in witing within 10 days
after receiving the "Certification of Settlenent" that
either:

(1) HUD records indicate that all preconditions (see
Par agraph 6-2) to settlenment have been
satisfactorily conpleted to the extent verifiable



(¢)

(d)

so that project settlenent can proceed, or,

(2) HUD does not agree that the preconditions have been
or are likely to be conpleted. Such notification
nmust identify the inadequaci es.

Upon resol ution of any inadequacies, HUD nust provide
final witten notification that project settlement can
begin. The date of this notification initiates the 9-day
clock for the grantee's Project Settlenent Subnission

HUD Response to Grantee's Failure to Initiate Settl enent.
In the event that HUD nmonitoring identifies inordinate
del ays in either achievenent of the preconditions for
settlenent or grantee initiation of project settlenent
after the preconditions have been achi eved, HUD wil |
notify the grantee that unless project settlenent begins
and concludes within a reasonable interval, the grantee
will be found in nonconpliance with HDG program poli cies
and that continued nonconpliance by the grantee nay
jeopardize its ability to conpete in future HUD program
conpetitions. The HUD state/area office may al so respond
to continued nonconpliance by assum ng the grantee's
responsibilities for project settlement and requiring an
audi ted cost certification fromthe owner. For further

i nformati on see Paragraph 6-7

HUD Initial Processing of Grantee's Project Settlenent
Submi ssion Wthin 90 days after HUD approves initiation
of cost settlenent, the grantee nust subnmt a Project
Settl emrent Submi ssion. Wen this occurs, the HDG Program
Coordi nator and/or other Miultifamly staff shall do the
fol | owi ng:

(1) Receive and log in the grantee's Project Settlenent
Subni ssi on,

(2) Review the subm ssion, for conpl eteness. The
submi ssi on shall include

(i) The Certificate of Settlenent Findings, form
HUD- 90027 ( Appendi x 10 of this Handbook)
signed by the grantee's CEO or other officia
eligible to sign the original G ant Agreenent.

(ii) The Determnation of Project Costs, form HUD
90025 (Appendi x 8 of this Handbook), and the
narrative required by Paragraph 64 (c) (4).
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(iii)A Determ nation of Grant Anmount and Equity
I nvest ment,
form HUD- 90026 (Appendi x 9 of this Handbook)
acconpani ed by the grantee's comments or
adjustnents to the owner's financing source
i nformation.



(e)

(iv) The owner's Certification of Costs and Sources
of Financing, any accountant's opinion with
notes or schedul es, and any proposed changes
to a long termoperating subsidy; and,

(v) Oher docunentation used by the grantee in
reviewing the owner's information, e.g., a
title report.

(3) Copy for the HUD technical reviewer (HDG Program
Coordi nator or Mrtgage Credit Analyst) the | atest
approved HUD- 90031, the Grant Agreenent and any
anmendnments thereto, for the project. If the file
appears to be inconplete, e.g., an amendnent is
m ssing or a revised HUD-90031 is referred to in
Exhi bit A of the Grant Agreenent but not included,
contact the HUD Headquarters Devel opnent G ant
Di vision for the m ssing docunment(s).

(4) Forward to HUD technical reviewer: copies of the
Grant Agreenent and amendnent; the Project
Settl| erent Submi ssion; and bl ank copies of form
HUD- 90025 and f or m HUD- 90028;

Techni cal Reviews nay be coordinated by the HDG Program
Coordi nator, Mrtgage Credit Analyst, or other
appropriate staff designated by the Housing Director or
Multifam |y Division Director

It is recomended that the HDG Program Coordi nat or nmake
the initial review. |If there are problens, for exanple,
if there has been no audit or if there are questionable
items, technical assistance can be requested fromthe
Mortgage Credit Anal yst, Cost Analyst, or other

t echni ci ans.

If the HDG project has a HUD insured or coinsured

nmort gage, the cost certification nay be conpleted prior
to or sinultaneously with the review of HDG Project

Settl ement Submi ssion. However, it would be beneficial to
use the nortgage i nsurance cost certification
particularly the HUD 2331(a) to conplete the HDG
settlenent first since the final grant and equity

determ nati ons may affect the final nortgage anount.

Si nul t aneous Processing for HDG Settlenent and Mortgage

I nsurance Final Cosing. HDG Projects with HUD i nsured or
coi nsured nortgages should utilize and adjust the FHA
cost certification for the HDG Settl enent and HDG

Settl ement should occur before the first
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nmort gage | oan cl osing. Notw t hstandi ng the above, the HUD
state/area office or coinsurer shall conplete the HUD
forns 2331 and 2331A after obtaining the owner's and
contractor's certifications and provide these to the
grantee for its settlenent analysis. The HUD state/area



of fice should be aware that its form 2331A anal ysis of
the maxi mum i nsurabl e nortgage may be affected by a
deci sion at HDG settlenent to reduce the HDG

The grantee shall obtain forms 2331 and 2331A from HUD or
the coinsurer prior to conpleting form HUD- 90025 for HUD
i nsured/ coi nsured projects. For projects with straight
HUD nortgage insurance, the grantee should rely
substantially on the accuracy and reasonabl eness of HUD s
anal ysi s, although the grantee needs to adjust costs for
HDG Programeligibility and remains ultinmately
responsible for all cost determ nations.

ot ai ning contractor's cost breakdown/certification

These shoul d be obtained by the grantee or HUD if there
is a concern about the accuracy or reasonabl eness of hard
costs, and nust be provided by the owner upon request.

For HUD insured and coi nsured projects, the owner shal
provi de both forms 2330 and 2330A to the grantee as part
of its cost certification

Techni cal reviews shall be conducted as foll ows:

(1) Review form HUD-90025, in consultation with
Producti on Branch staff as appropriate, to
det er m ne:

(i) If the "Actual" costs are eligible in
accordance with the Attachrment to form HUD
90025. "Actual" costs that exceed the
gui delines, if reasonable, are acceptable up
to the anount approved in the HUD 90031

(ii) I'n accordance with OVMB Circular A-87, if the
"Actual " costs are "necessary and reasonabl e
for proper and efficient adnministration of the
Grant Program necessary for the purpose for
whi ch the funds are provided." For each line
item "Actual" cost varying fromthe "Approved”
anount by nore than ten percent, has the
grantee provided a satisfactory expl anation?
For any other line itens, has information
new y avail abl e subsequent to the date of the
approved 90031, indicated the cost to be
unr easonabl e?

(iii)The acceptability of the grantee expl anation
of
di fferences between costs certified by the
owner and the grantee's own deterninations in
f or m HUD- 90025.
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(vi) The accuracy of the cal cul ati ons.

(2) If the project was audited, review the accountant's
opi nion and any notes or schedul es attached



(3)

(4)

(5)

t her et o:

(i) Since the construction contract, change
orders, item zed cost breakdown, construction
draws, di sbursenment control over nortgage (HDG
or ot herw se) proceeds and other pertinent
docunent ati on associated with the devel opnent
of the project may not be avail able for
anal ysis, substantial reliance nmust be pl aced
upon the ability and integrity of the CPA/IPA
and the quality and scope of the accountant's
exam nati on.

(ii) If the audited cost certification was provided

in satisfaction of |ender or FHA nortgage

i nsurance/ coi nsurance requi renents, exan ne
whet her the certification was adjusted to
account for differences between the | ender's
or FHA cost eligibility standards and HDG
eligibility standards. If not, consult with
Headquarters in nmaki ng such adjustnents.

If the project was not audited and there are
concerns about the eligibility or reasonabl eness of
form HUD- 90025 costs, request further docunentation
fromthe grantee, such as evidence fromthe owner
used to justify HDG drawdowns or information about
owner contracts.

If the result differs with any grantee concl usions,
devel op an alternative form HUD 90025.

Revi ew the owner's certification of sources of
financing, along with grantee coments and
revi sions, as follows:

(i) Determne if the sources of financing and
anounts from each source are consistent with
docunent ati on provi ded and ot her information
avail able to the reviewer.

(ii) Determine if all commtnents to finance
construction period costs in Exhibits B, C
and D of the Grant Agreenent have been net.

(iii)Deternmine if all project operating subsidy and
deficit
coverage nechani sns required by the G ant
Agreenent are in place. If the owner/grantee
proposes to elinmnate or reduce any non-HDG
operating subsidy nmechani sm
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determine if sufficient justification is
provi ded that project feasibility and G ant
Agreenment commitnent (s) to provide | ower
i ncone/very | ow incone units are not



()

(6)

(7

(8)

endanger ed.

Revi ew t he accuracy of the calculations in form
HUD- 90026 in vi ew of concl usions on costs and
sources of financing. Prepare a revised form HUD
90026 on the blank form provi ded, as appropriate.
If the review of costs and financi ng sources
reveal ed an unmet conmitnent in the G ant
Agreenent, form HUD-90026 will be affected as
fol | ows:

(i) If project debt or other non-equity source was
substituted for equity funds, form HUD 90026
shoul d indicate that the owner's equity
requi renent was not net.

(ii) If unwarranted HDG drawdowns were substituted
for other cormitted funds, form HUD 90028
shoul d indicate that a grant reduction is
required.

(iii)lIf an alternate source of funds was
substituted
for a conmtment from any non-equity, non-HDG
fundi ng source, form HUD- 90026 wi |l not
i ndi cate any further action required since the
substitution would not affect the owner's
equity requirenent or grant anmount.

Prepare a nenorandumto the HDG Program Coor di nat or
citing any concerns regardi ng project costs or
sources of financing. Include any proposed revision
to form HUD- 90025 and/or form HUD 90026 based on
the revi ew

Forward the review results and the grantee's
submi ssion to the HDG Program Coor di nat or.

HDG Pr ogr am Coor di nat or Fi nal Revi ew and Determ nation

After receiving the conpleted revi ew package fromthe
techni cal reviewer, the HDG Program Coordi nator shall do
the foll ow ng:

(1

(2)

(3)

Revi ew the technical reviewer's findings. If the
technical reviewer differs with the grantee
concl usi ons regardi ng costs or sources of

financing, review the differences. Consult with the
Housing Director or Miultifam ly Division Director
or HUD Headquarters as appropriate.

Request further clarification or docunentation, as
necessary, fromthe grantee or owner and revise
form HUD- 90025 or form HUD- 90028 accordi ngly.
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Revi ew the revised Part A of form HUD-90026 to



(4)

(5)

(6)

determine if the grant anmount di sbursed to the
proj ect was:

(i) appropriate,;

(ii) excessive, requiring a refund of HDG funds to
HUD fromthe grantee; or

(iii)less than the full anount permitted by the
ternms of
the Grant Agreenent, justifying a final draw
of the appropriate sumof funds under the line
of credit.

Revi ew the revised Part C of form HUD- 90026 to
verify that the owner's equity contribution has
been made or will be rmade in accordance with the
Grant Agreenent. If any portion of the owner's
equity contribution is outstanding (see form HUD
90026, Item C. 5.), deternine how the requirenent
shall be net in accordance with the foll ow ng
alternatives

(i) cash payment by the owner to the grantee. This
alternative shall be used when eligible
proj ect costs were | ower than estinmated and
Grant funds were used in lieu of equity.

(ii) cash payment by the owner to prepay a portion
of a nortgage |oan other than the HDG This
alternative nmay be utilized to the extent that
the owner substituted excess secured debt for
required equity in paying for project costs.

(iii)execution of an agreenent between owner and

grant ee
requiring the owner to pay cash to the grantee
to the extent that actual project operating
deficit costs during rent-up are | ower than
estimated. This alternative may be used if the
Grant Agreenent identifies initial operating
deficit letters of credit or escrows as a
portion of the owner's equity requiremnent.

(iv) a conbination of itens (i) through (iii) as
determi ned appropriate based on a conbination
of circunstances.

Prepare and transnit a letter informng the grantee
of the findings within 45 days of receiving the
grantee's Project Settlenment Subm ssion
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Process the grantee's response (to be provided
within 30 days) within 10 days of receipt so that
resol ved findings nmay be closed and renaini ng
i ssues may be settled expeditiously. Negotiation of



out standi ng i ssues nmay invol ve Headquarters Housing
Devel opnent Grant Division staff.

(7) Prepare, and coordinate execution of, the HUD
Grantee Settlenment Agreenent, in accordance wth
Par agr aph 6-7 bel ow.

6-7. HUD- GRANTEE SETTLEMENT AGREEMENT

(a)

(b)

(¢)

HUD Preparation. After all findings have been resol ved,
the HDG Program Coordi nator shall prepare a HUD- G ant ee
Settlement Agreenent in conjunction with Field Counsel.

Content. The Settlenment Agreenment is in the format of
f orm HUD- 90028 (Appendi x 11 of this Handbook) and shall
acconpl i sh the foll ow ng:

(1) Require the grantee's conpliance with and
enforcement of all governing HDG Program
requi renents for the remainder of the Project Term
The Grant Agreenent defines the project term by
i ndicating the date on which the project achieved
50% occupancy and the length of the project term

(2) Permit HUD access to files as necessary to nonitor
the grantee's enforcenent of all HDG requirenents
for the Project Term

(3) Require the grantee to enforce specified owner

paynments to nmake up any equity shortfall, if
appropriate, in accordance with Paragraph 6-6(f)(4)
above.

(4) Require the grantee to refund to HUD any excess HDG
drawdowns i n accordance with Paragraph 6-6(f)(3)
above, and prescribe a paynent schedul e.

(5) Permt the grantee, if the HDG drawdowns to date
have been | ess than the full anount permtted by
the Grant Agreenent, to drawdown additional HDG
funds up to the permtted maxi num

(6) Reduce HDG funds remaining in the grantee's U. S
Treasury Line of Credit account for the project to
zero, after any draw permitted under item (5)
above.

(7) If appropriate, incorporate new provisions
regardi ng any operating subsidy mechani sm
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(8) Declare project devel opnent activities to be
compl eted and financial settlenent determ nations
for this period to be finalized.

HUD and G antee Execution. The HDG Program Coor di nat or
shal | :



6- 8.

(1) notain Field Counsel concurrence and forward three
copi es of the HDG Settl ement Agreenent to the
state/area office Housing Director or state/area
office Multifam ly Division Director for execution
on behal f of HUD.

(2) Forward all three originals of the HUD executed HDG
Settlement Agreenment to the grantee with
instructions for execution by the grantee's CEQ
transm ssion of two of the fully executed originals
to the HUD field and Headquarters staff
respectively, and mai ntenance of one fully executed
docunent in the grantee's project file.

SETTLEMENT REVI EW DELEGATED TO | PA/ CPA

At HUD s and the Grantee's option, HUD s role in revi ew ng,
revising and conpleting the HDG settl enent package prior to
execution may be del egated to an | ndependent Public Accountant
(I'PA) or Certified Public Accountant (CPA) neeting the

st andards of Paragraph 6-5(a) of this Notice Handbook

Sel ection, hiring and remuneration of the I PA/CPA will be the
responsibility of the G antee. This | PA/ CPA nust be

i ndependent of any auditor hired by the owner and nust follow
instructions provided in this Handbook

The | PA/ CPA will be responsible for deternining accuracy and
eligibility of all costs, the amount of grant earned and the
anount of equity in the project. Based on these determ nations
the | PA/CPA shall determine if the project owner or any other
party has failed to nake all contributions required by the
Grant Agreenment and to what extent if any, excessive HDG funds
have been dr awn.

The | PA/ CPA shall receive the Project Settlenment subni ssion
conpleted by the Grantee. The I PA/CPA will review and revise
as appropriate forms HUD 90024, 90025, 90026, and 90027. In
det erm ni ng whether costs were incurred, accurate, necessary,
reasonabl e, and programeligible, special attention will be
paid to the requirenents of the HDG program which differ from
ot her HUD prograns.

O special concern are projects involving an identity-of-
interest contractor. Determnine whether any entity claimng
renuneration as a general contractor (i.e. builder's profit,
overhead) has performed the requirenents of that role. Fees
may only be claimed once. Wen there
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is no identity-of-interest contractor, the IPACPA will obtain
a copy of the contractors certified costs, verify that the
contractor is arms-length and conpare the contract anmount with
the anobunt entered on line 8 of form HUD 90025.

After conpleting the review and revising the Settlenment Packet
as appropriate, the IPACPA w Il notify the Grantee if it is



determ ned that excessive funds were drawn down or
insufficient equity was provided. The Grantee will be
permitted a thirty day period to respond as indicated in

Par agr aph 6-4(h) of this Handbook. The | PA/CPA will review any
Grantee response which will be incorporated in the findings as
appropri ate.

When any i ssues have been resolved, the | PA/CPA will prepare
the form HUD 90028 and provide it to HUD for execution
supported by the corrected G antee settlenent subnission and
al | backup docunentati on.

QUALI TY CONTROL - REVI EW OF SETTLEMENT PROCESSI NG

(a) The state/area office Housing Director or Multifamly
Division Director shall periodically reviewthe quality
of processing for all proposed Settlenment Agreenents.

(b) Headquarters will nonitor performance on a sanple basis
and hold the state/area office responsible for the
quality of all settlenent processing.

(c) The main concerns regarding quality of processing are:

(1) Conpliance of the final package with the
requi renents of this handbook relating to such
matters as: obtaining an owner's certification of
costs and sources of financing, securing
appropriate cost docunentation, math accuracy,
confirmation of programeligibility of costs,
adherence to line itemcost ceilings, justification
for costs which vary by nore than 10 percent from
estimtes, accurate identification of G ant
Agreenment commitnents by various parties, and
appropriate use of audits.

(2) Good judgnent and perceptiveness in identifying
costs that may not violate any specific procedure
or restriction of this handbook but which do not
meet an overall standard of reasonabl eness as
stated in the handbook and required by OMB Circul ar

A- 87.
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(i) Example: The owner or an identity-of-interest
"shell" contractor and a subcontractor, who in

fact perforns the customary functions of a
general contractor, each receives a builder's
fee and overhead costs. A copy of the
contractor's certified costs should be

provi ded as evidence that only one claimfor
profit and overhead is nade.

(ii) An owner clainms "organization" cost paid to an
identity-of-interest entity. Docunentation of
hours worked and reasonable rate of pay should
be verified.



6-10. HUD S AUTHORI TY AND STRATEGY TO BRI NG GRANTEES AND OMWNERS TO
SETTLEMENT

(a)

(b)

Backgr ound

Grantees who, after HUD warnings, fail to follow through
settlenent or abide by HUD s findings, may be subject to
a declaration of default, HDG repaynent, and/or
affirmative litigation. ff a project owner's failure to
cooperate is a cause for delay, the state/area office
will require the grantee to act agai nst the owner as HUD
hol ds the grantee ultimately responsible.

Proj ect owners who, after grantee or HUD warnings, fail
to provide tinely settlenent information or abide by

HUD s findings, shall be subject to HUD limted denial of
participation (LDP). The state/area office should al so
contact other state/area offices where the owner does
business to elicit simlar action.

Legal Authority to Hold the G antee Responsible for
Project Settlenent

(1) General Grantee Accountability for Oaner
Per f or mance

HUD generally holds the grantee ultimtely
responsi ble for grantee problens in neeting G ant
Agreenent requirenents due to owners' failure to
cooper at e.

Article 12.01 of each Grant Agreenent includes, in
defining grantee default: Any breach of any
covenant, agreenment, provision or warranty of
...any Participating Party nmade in any agreenent
specified in Exhibits C and D of this G ant
Agreenent, which, in the opinion of HUD, adversely
af fects the performance obligations of the grantee
or the Participating Parties as set forth in this
Grant Agreenent.”
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Because the Omner/ G antee Agreenent is one such
"agreenent specified in Exhibits C and D of (each)
Grant Agreenent," any owner breach of the Owner-
Grant ee Agreenent which adversely affects the
obligations of the grantee under the G ant
Agreenent could trigger a grantee default under the
Grant Agreenent. Paragraph 13.01 a(v) of the Grant
Agreenent requires the grantee to "take appropriate
| egal action to enforce the owner's conpliance with
the Oaner/ G antee Agreenent."”

Al t hough from HUD s standpoint, repaynent liability
rests ultimately with the grantee, HUD will assi st
grantees to recover these funds fromthe third



(2)

party, especially owners, that benefitted from
excess draws. HUD al so recogni zes that sone

grant ees have nade "best efforts” attenpts to
moni t or drawdowns according to HUD requirenments but
i nadvertently overdrew HDG funds. In these
instances, if the grantee exhausts all renedies,

i ncluding appropriate |legal action, but fails to
recover excess drawdowns fromthe appropriate third
party, HUD rmay wai ve a portion of the grantee
repaynment liability.

Responsibility to Submt Settlenent Docunents

Section 5.03(0) of the Grant Agreenent requires al
Omer/ Grantee Agreenents to include a provision
requiring the owner to submt to the grantee a
witten certification upon project conpletion which
must specify "the actual cost to the owner of

| abor, materials and necessary services for the
construction of physical inprovenents for the
Project in the fornmat prescribed by HUD. "

Section 6.04 of the Grant Agreenent requires al
Omner/ Grantee Agreenents to require the owner to
"keep and mmintain books, accounts, reports, files,
records and other docunents relating to the receipt
and di sbursenment of funds fromthe grantee.
Furthernore, any duly authorized representative of

HUD shall ... have access to and the right to ..
audit and examine all such ... docunents until the
conpletion of ... final settlenent."
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Failure of the owner to conply with the above cited
requi renents of Sections 5.03 and 6.04 of the G ant
Agreenent woul d adversely affect obligations of the
grantee under the Grant Agreenent to provide cost
informati on required for project settlenent.
Section 13.03 (a) of the G ant Agreenent requires
the grantee to "prepare a certificate of conpletion
and final cost ... in the manner prescribed by HUD
and submt it to the responsible HUD state/area

of fice."

Sections 10.02 and 10.03 of the G ant Agreenent

al so require grantee submi ssion of a certification
of conpletion specifying the cost of each activity
and statenents by participating parties, including
the owner, verifying the information.

Because a violation of the owner's requirenent to
provide HUD or the grantee with project cost

i nformati on woul d have an adverse effect on the
grantee's obligations under the G ant Agreenent, it
could constitute a grantee default under Section
12.01 of the Grant Agreenent.



(3)

(4)

Responsibility to Abide by HUD Settl enent
Det erm nati on

Grantees' refusal at settlenment to refund excess
HDG paynments required by HUD woul d al so constitute
a default of the Grant Agreenent.

Section 13.03(b) of the Grant Agreement requires
the grantee "to refund to HUD any G ant Funds
advanced in excess of the final grant anount, as
shown on the certificate of conpletion approved by
HUD. "

However, HUD has discretion to forgive a portion of
the repaynent requirenent based on the follow ng
considerations: 1) a third party's (i.e. the
owner's) primary responsibility for the excess
drawdown; 2) the grantee's overall diligence in
moni toring the grant, including conpliance with HDG
Pr ogram drawdown revi ew procedures; 3) the

I'i kel i hood based on the nature of the disall owance
that a grantee who is diligently attenpting to
comply with the Grant Agreenent and ot her

out st andi ng program i nstructions night not have
perceived that the disallowed cost or other basis
for repaynment requirenent was ineligible and 4)
that the grantee has taken every appropriate neans
to recover the funds fromthe owner or other third

party.

Section 13.03(b) also states that "HUD will all ow
the grantee a reasonable period of tine, as
determ ned by HUD, to recover such excess funds as
may have been advanced to a third
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party." However, except at the Departnent's
di scretion based on the considerations described in
t he paragraph above, this does not relieve the
grantee of its obligation to repay excess drawdowns
if unable to recover the funds during the
"reasonabl e period of tinme."

HUD s Enforcenent Authority when G antee Defaults

In the event of grantee default, Section 12.02 (b)
of the Grant Agreenent provides that HUD may i ssue
a warning letter "advising the grantee of the
deficiency, establishing a date by which corrective
actions nmust be conpleted, and putting the grantee
on notice that nore serious actions will be taken
if the deficiency is not corrected.” ff the grantee
fails to take corrective action in accordance with
this warning letter, Section 14.02 of the G ant
Agreenent permts HUD, upon reasonable notice, to
"reduce or recapture the HDG or take other
appropriate action. O her appropriate action



Includes, but is not limted to, any renedial
action legally available, such as affirnmative
litigation seeking declaratory judgnment, specific
performance, danages and any ot her avail abl e
remedi es. "

(c) Strategy for Obtaining Overdue Grantee Settl enent
Docurent at i on

(1) If a project has conpl eted construction, no HUD
approval s of ownershi p changes, regulatory or
handbook wai vers, Grant Agreenent anendnents or
anendnments to any docunent reviewed by HUD as part
of the evidentiary approval process (e.g.

Omer/ Grant ee Agreenents, covenants, regul atory
agreenents, |oan notes, nortgages, or other
encunbrances) shall be nade, unless approval is
determ ned by HUD Headquarters to be in HUD s
interest, until the grantee has provided a Project
Settl ement submission and HUD has reasonabl e
assurances that the grantee will abide by HUD s
findings. Determnation of HUD s interest nust be
made by Headquarters, in witing, prior to

appr oval

(2) Transnit letters to grantees of all conpleted
projects that have not yet initiated settlenent.
These letters shall warn grantees that failure to
request HUD authorization to initiate settl enent
within 60 days after readiness to initiate
settlenent or failure to provide a settlenent
package within 60 days after HUD authorization wll
constitute a default under the Grant Agreenent. The
letter shall also reference HUD s avail abl e
renmedi es.

A sanple warning letter format is included in
Appendi x 12 of this Handbook. Follow up the letter
with a tel ephone call or visit to the grantee to
establish a schedule for initiating settlenent and
submitting a conplete settlenment package.
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(3) If the grantee fails to submit settlenent
docunentation in a timely manner because the owner
refuses to cooperate, the HUD state/area office
shal | provide direction and assistance to the
grantee as foll ows:

(i) Technical assistance - The HUD state/area
office may bring to the grantee's attention
its rights and prerogatives under the G ant
Agreenment related to the owner's
responsibility to provide cost certification
These i ncl ude:

(A) A provision, usually nunbered Section



gr ant ee

(i)

5.03(0), in all Omner/ G antee Agreenents
requires the owner to submt to the
grantee a witten certification upon

proj ect conpl etion which nust specify
"the actual cost to the owner of |abor
mat eri al s and necessary services for the
construction of physical inprovenents for
the Project in the format prescribed by
HUD. "

(B) A provision required of Oaner/ G antee
Agreenents by Section 6.04 of the Gant
Agreenment requires the owner to "keep and
mai nt ai n books, accounts, reports, files,
records and ot her docunents relating to
the recei pt and di sbursenent of funds
fromthe grantee.”

(C The Omner/ G antee Agreenent provision
cited in (B) above also requires that
"any duly authorized representative of
HUD shall have access to and the right to
audit and examine all such documents
until the conpletion of fina
settlenent.”

If the actions by the grantee to enforce the
owner's obligations to provide a cost
certification are unsuccessful, the state/area
office shall informthe grantee that it is
required by Paragraph 13.01 a (v) of the G ant
Agreenent to "take appropriate legal action to
enforce the owner's conpliance with the

Omner/ Grant ee Agreenent." Moreover, as
required by Section 5.01(b) of the G ant
Agreenent, all Owner/ G antee Agreenents have
cl auses recognizing the grantee's right and
responsibility to initiate |legal action

agai nst viol ati ng owners.

(iii)The statel/area office should al so assist the

in eliciting owner conpliance by, when
appropriate, issuing a Linmted Denial of
Partici pati on agai nst the owner or general
partners within the state/area office
jurisdiction and by referring extrene cases to
Headquarters for suspension or debarnent
action.
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The state/area office may elicit the support
of the other HUD state/area offices within
whi ch the owner operates to initiate an LDP
action when appropriate against the owner in
other jurisdictions as well.



(iv)

If the grantee fails, despite HUD s
assistance, to elicit a cost certification
fromthe owner within a reasonable period of
time, HUD shall instruct the grantee in
witing that, while waiting for the sanctions
to work, the grantee nust conplete its own
cost certification based on avail abl e records.

(A

(B)

(O

(D

HUD shoul d direct the grantee or an
auditor hired by the grantee as its

"aut hori zed representative" under Section
6.04 of the Grant Agreenent and pursuant
to the Owmer/ G antee Agreenment to visit
the owner and to demand access to and to
audit and examine all docunents relating
to the receipt and di sbursenent of funds
horn the grantee. These docunents i nclude
all the owner's records related to
eligible project costs.

If, in further violation of the

Onner/ Grant ee Agreenent, the owner
refuses the grantee or grantee's auditor
access to such records or indicates that
the owner has not maintained such
records, the grantee shall add
consideration of the relevant violation
to any | egal action against the owner.

When the grantee fails to obtain access
to the owner's records, the grantee
remai ns responsible for conpleting the
cost certification. The grantee shoul d

al ready be in possession of docunentation
of all eligible incurred costs obtained
fromthe owner or other third party
required for HDG drawdown requests
pursuant to the Decenber 5, 1985

menor andum from Silvio de Bartoloneis to
HUD gr ant ees on HDG Program Pol i ci es:
Construction/ Drawdown Period. In
addition, the grantee should contact the
first nortgage lender to obtain its
docunent ati on of project costs, including
draw records, owner cost certification
and any related audit.

If the grantee, after unsuccessful and
diligent efforts to obtain the owner's
cost certification, substitutes cost
informati on horn its own anal ysis after
exam ning the owner's and/or its own
records, HUD wi |l consider, pending
results of any grantee | egal action,
tenporary wai ver of the G ant Agreenent
requi renent that the grantee provide



(4)

(5)
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the owner's cost certification

(E) At the time that the grantee believes
that it has received the nost conplete
cost information which it can obtain
within a reasonable period of tine, it
shoul d conpl ete a settlenent package
based on this information and submt it
to HUD.

Upon a determ nation by HUD, after providing
reasonabl e opportunities to the grantee, that the
grantee is not taking all necessary steps to
expedi tiously provide a Project Settlenent

Subm ssion, the state/area office shall transnit a
|letter of default to the grantee. The letter shal
be prepared in the foll owi ng manner

(i) In accordance with Section 1 2.- (b) of the
Grant Agreenent, the default letter shal
i ncorporate: "advising the grantee of the
deficiency, establishing a date by which
corrective actions nust be conpleted, and
putting the grantee on notice that nore
serious actions will be taken if the
deficiency is not corrected."

(ii) The grace period for corrective action (i.e.
transmtting the settlement package) shall be
no nore than three weeks.

(iii)The default letter shall describe the "nore
serious
action" that HUD will take if corrective
action is not taken by the grantee in
accordance with the letter as described in
par agraph 6-10(c)(5) bel ow.

If the grantee does not respond to the default
letter by three weeks after the end of the period
for the corrective action stated in the default
letter, the state/area office shall wite a letter
as indicated in Section 14.02 of the G ant
Agreenent, "reducing or recapturing the HDG "
demandi ng repaynment of the HDG drawn down in
accordance with the reduction or recapture. The
letter should also indicate that the grantee's
failure to conply within 30 days may result in
litigation. The letter should be witten pursuant
to the follow ng, as applicable:

(i) if the grantee has not provided any cost
i nformati on, recapture would be appropriate.
If the grantee has provided i nconpl ete
i nformati on, reduce the HDG by the anpbunt not
justified by the information submtted.



grant ee

(ii) To facilitate clains collection action, the
grant amount to be recaptured shall be
decl ared a debt, with interest charged and
accounts receivabl e established as specified
in Section 2-5 of Handbook 1900. 25.
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(iii)The recapture or reduction letter shall give the

(iv)

(v)

(6)

a period of not nore than 30 days to repay the
grant or to provide both an initial installnent and
a plan acceptable to HUD for repaynent of the

bal ance.

For additional guidance on the wording of this
letter, refer to Section 2-6 and Appendi x 5 of
Handbook 1900. 25. The C ains Collection Oficer may
be consulted in drafting this and any follow up
letter.

Because attenpts to collect the debt foll ow other
docunented efforts by HUD to clear the underlying
deficiency, the recapture letter should, in nost
cases, conbine the | anguage and purposes of the
initial and two followp letters described in
Handbook 1900.25. As an alternative, the state/area
of fice Housing Director or Miultifam |y Division
Directors may determine, at their discretion, that
a single followp letter would be appropriate if
the grantee fails to respond within 30 days.

If the grantee fails to satisfy the demands of the
recapture or reduction letter, and the foll ow up
letter if applicable, within the 30 day period, the
state/area office shall refer the matter to the
fol | owi ng:

(i) tothe Cainms Collection Oficer for clains
collection action. This is very inportant
because the Clainms Collection Oficer will
initiate additional recovery actions under the
Federal Clainms Collection Act. The Devel opnent
Grant Division shall also receive a copy of
the transmittal referring the matter to the
Field Cainms Collection Oficer

(ii) To the Headquarters Devel opment Grant Division
for referral to OGC for civil recovery
litigation. Notify the Devel opment G ant
Di vi sion by tel ephone or nenorandum of the
potential for legal action, and the
Devel opment Grant Division will raise the
matter to OGC. When OGC accepts the case,
referrals should include the entire project
file including all correspondence and
not ati ons of tel ephone conversations not



previously forwarded to Headquarters.

(7) 1t is very inportant that all oral comunication
with parties outside of HUD related to project
settl enent be docunented with extensive witten
notes to the project file. These notes shall renain
in the project file at |east through grantee
execution of the Settlement Agreenment. Such notes
are often critical to HUD s case in any | ega
actions required to achi eve settlenent.
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(8) Project docunents shall be preserved as executed
Witten notes or extraneous comments on these
docunments may be confusing

6-11. STRATEGY FOR | NDUCI NG GRANTEE REPAYMENT OF EXCESS DRAVWDOMNS

(a)

(b)

(¢)

After HUD has received a Project Settlement Subm ssion

no approvals of ownership changes, regul atory or handbook
wai vers, Grant Agreenent anendnents or anmendnents to any
docunent reviewed by HUD as part of the evidentiary
approval process (e.g., Omer/ G antee Agreenents
covenants, regul atory agreenments, |oan notes, nortgages,
or other encunbrances) shall be made by HUD until HUD has
reasonabl e assurances that the grantee will abide by

HUD s findings. Exceptlons nmay be nade in cases where HUD
Headquarters determ nes approval to be in HUD s interest.
Headquarters nust determne HUD s' interest in witing,
prior to approval

After receiving the Project Settlenent Subm ssion, follow
all processing requirenents in Paragraph 6-6 of this
Handbook. As indicated, all costs nust be reviewed for
accuracy, eligibility and reasonabl eness, and the
grantee's indications of resource commtnent |evels from
all parties nust be cross checked with the rel evant

sour ce docunents.

If HUD s review of the docunmentation indicates that,
based on the costs docunented by the grantee and the
resource commtnent |evels, there is a Gant repaynent or
addi tional owner equity infusion required in excess of
that determined by the grantee, the state/area office
shall so indicate by letter to the grantee.

(1) The letter shall clearly identify areas of
differences with the grantee.

(2) The letter shall require the grantee to either
submit additional docunentation justifying other
costs which may be eligible and reasonabl e based on
the criteria of this handbook or submit a revised
settl enent subm ssion based on HUD s findi ngs.

(3) The letter shall indicate that if the grantee does
not respond to HUD s request within 30 days, HUD



(d)

(e)

(f)

shal | execute a Settlenent Agreenent reflecting
HUD s concl usi ons based on the docunentation
provi ded to date.

If the grantee responds as requested, pronptly anal yze
the new information or settlenent subm ssion provided.
Based on such anal ysis, determ ne how rmuch is owed by

whom and execute a Settlement Agreenent on this basis.
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If the grantee does not respond within one nonth of its
receipt of the HUD letter, staff shall prepare a
settlenent reflecting HUD s concl usi ons based on the HUD
approved docunentation provided to date and have the
state/area office Housing Director or state/area office
Multifami |y Division Director execute the settlenent
agreenent as a unilateral HUD action. The Field shal
transmt the executed docunent to the grantee requesting
the grantee's execution and repaynent of the anmount owed
to HUD.

Action to recover anounts owed to HUD by the grantee
according to the HUD executed settlenment shall be
governed in the foll ow ng manner:

(1) The Settlenent Agreenent shall be transnmitted to
the grantee under cover of a letter fromthe
state/area office Housing Director or state/area
office Multifamly Division Director to the
grantee's Chief Executlve Oficer in accordance
with the foll ow ng:

(i) The letter shall indicate that the grantee,
based on Articles XIl and XlI1 of the G ant
Agreenent of the G ant Agreenent, is liable
for repaynment of the ampunt of grant funds
advanced in excess of the final grant anount
in the HUD executed Settl ement Agreenent.

(ii) Grantee shall be encouraged to recover excess
grant funds fromthird party beneficiaries of
excess drawdowns (e.g. owner who did not
provide required equity or did not draw full
anount of the first nortgage | ender's |oan
commitnent to the project.) The letter shal
cite Grant Agreenent provisions requiring the
grantee to use all avail abl e nmeans, including
| egal action, to recover funds owed fromthird
parties.

(iii)The letter shall direct the grantee, within 14
wor ki ng days of receiving HUD s letter, to
propose to HUD a plan of action to recover
funds fromthird parties. The letter shal
indicate that grantee failure to notify HUD of
such plan of action within this tinme period,
to nake pronpt changes in the action plan



(2)

(3)

required by HUD, or to pursue diligently the
HUD approved plan would result in a HUD
finding of Grant Agreement default, a demand
for i mediate Grant payment, and collection
and/or legal action it the anmount owed is not
i medi ately repaid.

(iv) If and only if HUD determ nes that the grantee
has made a good faith effort fromthe outset
to adm nister the
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Grant according to outstandi ng procedures,
including the Grant Agreenent and the Decenber
5, 1985 nenorandum from Silvio de Bartol oneis
to HUD grantees on HDG Program Polici es:
Construction/ Drawdown Period and based
generally on the other considerations
described in Paragraph 6-4 of this handbook
the letter shall advise the grantee that its
best efforts to pursue repaynent of excess
Grant funds fromthe appropriate third party
could mtigate HUD s determi nati on of grantee
repaynment liability if the efforts to pursue
the third party ultimately fail

Al t hough the HDG Settl ement process has no fornal
appeal s process and the letter transmtting the
Settl ement Agreement need not indicate any right to
appeal , the state/area office should review any
appeal submitted in witing and respond in witing.

If the grantee fails: 1) to notify HUD of a plan of
action within the 14-day tine period, 2) to make
pronpt changes in an action plan required by HUD
pursue diligently the HUD approved plan, or, 3)
except under conditions described in paragraph f
bel ow, to recover the excess funds fromthe third
party in question within a reasonable period of
time and pronptly reinburse HUD, HUD shall send an
additional letter to the grantee as foll ows:

(i) Requiring repaynent from non-Federally derived
sources of excess HDG drawdowns.

(ii) Specifying a period of not nore than 30 days
during which the Grantee nust repay the anount
owed or to provide an initial installnment and
a plan acceptable to HUD for repaynent of the
bal ance.

(iii)lIndicating that if the grantee fails to conply
within
30 days, interest will begin accruing on the
amount owed, HUD will initiate collection
action, and the matter will be subject to
litigation.



(9)

(4)

(5)

(iv) For additional guidance on the wording of this
letter, refer to Section 2-6 and Appendi x 5 of
Handbook 1900. 25. The state/area office Cains
Collection Oficer may be consulted in
drafting this and any followp letter.

(v) Because attenpts to collect the debt follow
ot her documented efforts by HUD to clear the
under | yi ng
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deficiency, the recapture letter should, in
nmost cases, conbi ne the | anguage and purposes
of the initial and two followp letters
descri bed in Handbook 1900.25. As an
alternative, the state/area office Housing
Director or Multifamly Division Director may
determine that a single followup letter would
be appropriate if the grantee fails to respond
wi thin 30 days.

To facilitate clains collection action, the excess
HDG dr awdowns to be recovered shall be declared a
debt, with interest charged and accounts receivable
est abl i shed t hrough appropriate HUD Accounti ng
staff in accordance with Section 2-5 of Handbook
1900. 25.

If HUD determines that the grantee has nade a good
faith effort fromthe outset to adm nister the
Grant according to outstandi ng procedures including
the Grant Agreenent and the Decenber 5, 1985

menor andum from Silvio de Bartol oneis to HUD
grantees on HDG Program Poli ci es:

Construction/ Drawdown Period (taking into account
the considerations described in Paragraph 6-9 of
thi s Handbook) and the grantee fails to obtain
third party repayment of excess Grant funds after
diligently pursuing and conpleting a HUD approved
pl an of action, HUD, at the discretion of the
official who executed the Settlenent Agreenent, may
negoti ate a reduced grantee repaynent liability
and/ or favorable terns of repayment. A revised
Settl ement Agreenment shall, in this case, be
executed and transnmitted to the grantee with a
cover letter instructing the grantee to execute and
comply with the revised Settlenent Agreenent.

If grantee fails to conply with HUD s repaynent denmand
within the allotted period pursuant to the requirenents
of 6-10 (f)(3) above, the state/area office shall refer
the matter, through the foll ow ng:

(1

to the field ains Collection Oficer in the
O fice of Adm nistration for clains collection
action. This is very inportant because the d ains



Collection O ficer will initiate further actions to
recover the funds under the Federal d ains

Col l ection Act. The Devel opment G ant Division
shall also receive a copy of the transnmittal
referring the matter to the Cains Collection

O ficer.

(2) to the Headquarters Devel opment G ant Division for
referral to OGC for civil recovery litigation.
Notify the Devel opment Grant Division by tel ephone
or nmenorandum of the potential for |egal action.
The Devel opnent Grant Division in turn, wll
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raise the matter to Headquarters OGC. Wen OGC
accepts the case, referrals should include the
entire project file including all correspondence
and notations of tel ephone conversations not
previously forwarded to Headquarters.

(h) It is very inportant that all oral communication with
parties outside of HUD related to project settlenent be
docunented with extensive witten notes to the project
file. These notes shall remain in the project file at
| east through HUD and grantee execution of the Grant
Agreenent. Such notes are often critical to HUD s case in
any legal actions required to achieve settlenent.

(i) Project docunents shall be preserved as execut ed.
Witten notes or extraneous coments on these
docunents may be confusing.
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