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Economic Development for 
the Community Development 
Block Grant Program

Congressional Findings in the HCDA

Section 101

“to address the economic … hardships”

“the alleviation of physical and economic distress 
through the stimulation of private investment”  



Economic Development for 
the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 105(a)

(17) provision of assistance to private, for-profit 
entities, when the assistance is appropriate to 
carry out an economic development project 



Economic Development for 
the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 105(e) Guidelines for evaluating and 
selecting economic development projects 

(1) The Secretary shall establish, …guidelines … to 
evaluate and select activities described in 
subsection (a) (17) of this section for assistance 
with grant amounts. 
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Block Grant Program

Eligible Activities of the HCDA

Section 105(e) Guidelines for evaluating 
and selecting economic development 
projects 

(2) Project costs and financial requirements



Economic Development for 
the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 105(a)(17) Appropriate assistance that

(A) creates or retains jobs for low- and moderate-
income persons; 

(B) prevents or eliminates slums and blight;
(C) meets urgent needs;



Economic Development for 
the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 105(c) Activities benefiting persons of 
low and moderate income 

(1)Assisted activity shall…

(C) involve employment of persons, a majority of 
whom are persons of low and moderate 
income.



Economic Development for 
the Community Development 
Block Grant Program

Other Requirements of the HCDA

Section 104  Compliance with the National 
Environmental Policy Act 

Section 110  Compliance with the Davis Bacon Act



Economic Development for the 
Community Development Block Grant 
Program

Code of Federal Regulations

Title 24 Department of Housing and Urban 
Development

Part 570  CDBG Program



Economic Development for the 
Community Development Block Grant 
Program

Code of Federal Regulations

Sec. 570.203 Special economic development 
activities. 

Sec. 570.209 Guidelines for evaluating and 
selecting economic  development projects. 



Economic Development for the 
Community Development Block Grant 
Program

Code of Federal Regulations

Sec. 570.482 Eligible activities.

(e) Guidelines and objectives for evaluating 
project costs and financial requirements 



Economic Development for the 
Community Development Block Grant 
Program

Code of Federal Regulations

Sec. 570.483 Criteria for national objectives.

(b) Activities benefiting low and moderate 
income persons.

…

(4) Job creation or retention activities. 



Economic Development for the 
Community Development Block Grant 
Program

Code of Federal Regulations

Sec. 570.483 Criteria for national objectives.

(c) Activities which aid in the prevention or 
elimination of slums or blight.

(d) Activities designed to meet community 
development needs having a particular 
urgency.
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the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 105(e) Guidelines for evaluating 
and selecting economic development 
projects 

(2) Project costs and financial requirements



Economic Development for 
the Community Development 
Block Grant Program

Eligible Activities of the HCDA

Section 24 CFR 570.209

Appendix A to Part 570

Guidelines for evaluating and selecting 
economic development projects 

(2) Project costs and financial requirements



CDBG Underwriting Guidelines

Are project costs reasonable?

Are all project financing sources committed?

Are CDBG funds being substituted for non-federal 

sources?

Is the project financially feasible?

Is the return on the owner’s equity unreasonably high?

Will CDBG funds be disbursed on a pro rata basis with 

other finances provided to the project?



CDBG Underwriting Guidelines

Are project costs reasonable?

Avoid providing either too much or too little CDBG 

assistance for the proposed project

Each cost element making up the project is reviewed 

for reasonableness



CDBG Underwriting Guidelines

Are all project financing sources 

committed?

Ensure:

-sufficient sources of funds have been identified to 

finance the project

-participating parties funds have affirmed intention to 

make funds available

-participating parties have financial capacity to 

provide funds



CDBG Underwriting Guidelines

Are CDBG funds being substituted for non-

federal sources?

Ensure the most efficient use of CDBG funds 

Accomplished by financial analysis revenue and expense 

projections; debt service requirements and return on equity 

investments.

Determine whether private debt financing is available and 

committed

Determine whether the degree of equity participation is 

reasonable and whether entrepreneur can make additional 

investment



CDBG Underwriting Guidelines

Is the project financially feasible?

Ensure the public benefit of CDBG assistance will 

materialize by financing a viable project.

Accomplished by –

-examining assumptions about project’s market share, 

sales levels, growth potential.  

- examining financial projections to determine the 

breakeven point. 

- evaluating the experience of the company’s management 

to achieve the projections.



CDBG Underwriting Guidelines

Is the return on the owner’s equity 

unreasonably high?

Ensure-

- that the CDBG assisted activity should not provide more 

than a reasonable return on investment to the owner given 

the industry rates of return, local conditions and the risk of 

the project.   

- that the ED program is able to maximize the use of CDBG 

funds for its economic development objectives.



CDBG Underwriting Guidelines

Will CDBG funds be disbursed on a pro rata 

basis with other finances provided to the 

project?

Ensure that CDBG funds are not placed at significantly 

greater risk than non-CDBG funds



CDBG Underwriting Guidelines

Are project costs reasonable?

Are all project financing sources committed?

Are CDBG funds being substituted for non-federal 

sources?

Is the project financially feasible?

Is the return on the owner’s equity unreasonably high?

Will CDBG funds be disbursed on a pro rata basis with 

other finances provided to the project?



CDBG Underwriting Guidelines

Are all project financing sources 

committed?

Ensure:

-sufficient sources of funds have been identified to 

finance the project

-participating parties funds have affirmed intention to 

make funds available

-participating parties have financial capacity to 

provide funds





Debt Amortization

Principal Amount              $100,000

Interest Rate                       6.0%

Term/Period        5 Years/Monthly
payments

= Periodic Payment           $1,933.36



Debt Amortization

Principal Amount              $100,000

Interest Rate                       6.0%

Term/Period        5 Years/Annual
payment

= Periodic Payment           $23,739.64



Debt Amortization

Principal Amount              $100,000

= Periodic Payment           $23,739.64

Divided by



Debt Amortization

Principal Amount              $100,000

Periodic Payment           $23,739.64

Divided by

Equals the Debt Service Constant 

DSK    .2374



Debt Amortization



Debt Amortization



Debt Amortization

What is the payment for:

Principal             $50,000

Interest Rate         6.0%

Term                      5 Years



Debt Amortization

What is the payment for:

Principal             $50,000

multiply DSK .2347

equals                $11,869.82



Debt Amortization

Exercise !



Exercise



Exercise



Debt Amortization

How much can be borrowed for:

Payment             $10,000

Interest Rate         6.0%

Term                      5 Years



Debt Amortization

How much can be borrowed for:

Payment             $10,000

Divided by                   .2374

Equals                $42,163.64



Financial Terms

Operating 
Income or

EBITDA

Earnings 
before 
Interest, 
Taxes, 
Depreciation 
and 
Amortization



Financial Terms

Operating 
Income or

EBITDA

Earnings 
before 
Interest, 
Taxes, 
Depreciation 
and 
Amortization



Financial Terms

Operating 
Income or

EBITDA

Earnings 
before 
Interest, 
Taxes, 
Depreciation 
and 
Amortization



Financial Terms

Debt Service 
Coverage 
Ratio

DSCR

For every 
dollar of 
Debt Service 
how much 
additional 
operating 
cash flow



Financial Terms

Debt Service 
Coverage 
Ratio

DSCR

For every 
dollar of Debt 
Service how 
much 
additional 
operating 
cash flow

Divide Operating Income

by DSCR

equals



Financial Terms

Cash Flow 
Available for 
Debt Service

CFADS

Total amount 
available for 
paying debt



The Project: A combination of 
Private and CDBG Loans

CDBG Underwriting Guidelines

Are all project financing sources 

committed?

Ensure:

-sufficient sources of funds have been identified to 

finance the project



The Project: A combination of 
Private and CDBG Loans



The Project: A combination of 
Private and CDBG Loans

How do we determine the terms of 
CDBG assistance?



The Project: A combination of 
Private and CDBG Loans

How do we determine the terms of 
CDBG assistance?

Exercise!



The Project: A combination 
Private and CDBG Loan

Step 1  

Calculate the Debt service for the private 
sector loan



The Project: A combination 
Private and CDBG Loan

Step 1  

Find the Debt service constant for the terms 
of the loan                                        .1610

Multiply DSK times the principal     $40,259



The Project: A combination 
Private and CDBG Loan

Step 1  

Find the Debt service constant for the terms 
of the loan                                        .1610

Multiply DSK times the principal     $40,259



The Project: A combination 
Private and CDBG Loan

Step 2  

From CFADS                                    $66,667

Subtract the private loan 

Debt Service                                 - $40,259

Equals CFADS for CDBG Loan         $26,407



The Project: A combination 
Private and CDBG Loan

Step 3  

Find the DSK for the CDBG Loan      $26,407



The Project: A combination 
Private and CDBG Loan

By  Residual CFADS                      $26,407

Step 3

Divide CDBG Loan                        $200,000

Equals    DSK                                  .1320



The Project: A combination 
Private and CDBG Loan

Step 4

Find the 
Terms 
that 
match 
DSK

.1320



The Project: A combination 
Private and CDBG Loan

Step 4

Find the 
Terms 
that 
match 
DSK

.1320



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan

DSK                        .0654



The Project: A combination 
Private and CDBG Loan

CDBG Underwriting Guidelines

Are CDBG funds being substituted for non-

federal sources?

Ensure the most efficient use of CDBG funds 

Determine whether the degree of equity participation is 

reasonable and whether entrepreneur can make additional 

investment



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan

DSK                        .1046



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan

CDBG Underwriting Guidelines

Are project costs reasonable?

Avoid providing either too much or too little CDBG 

assistance for the proposed project



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan

DSK                            .0817



The Project: A combination 
Private and CDBG Loan



The Project: A combination 
Private and CDBG Loan

Divide the CFADS    $13,074 by DSKs

And 
determine 
new 
borrowing 
amounts



The Project: A combination 
Private and CDBG Loan

And 
determine 
new 
borrowing 
amounts

Divide the CFADS $13,074 by DSKs



The Project: A combination 
Private and CDBG Loan

Subtract the new borrowing amounts 
from the CDBG Loan requirement  
$160,000



The Project: A combination 
Private and CDBG Loan

Subtract the new borrowing amounts 
from the CDBG Loan requirement  
$160,000

The differences are the grant amounts 
that can be negotiated



The Project: A combination 
Private and CDBG Loan

The differences are the grant amounts 
that can be negotiated



Things to consider:

What is the target DSCR?  What is the 
minimum DSCR

What is the target loan term?  What is 
the maximum?  

What is the maximum interest rate? 
What is the minimum? [lower interest, 
shorter term; higher interest, longer 
term]

What is the maximum grant as a percent 
of the CDBG financing?



Things to consider:

What is the maximum amount of CDBG 
assistance as a percent of the project?

What is the target loan to value ratio?

What is the maximum LVR? [By asset 
types]

What is the target equity percent for a 
project?  What is the minimum?  

What are the security/collateral 
requirements for the program?



Questions?





















Divide   Accounts Receivable  $1,320  by

Annual Sales   $16,000   =   .0825   or  8.25%

Multiply .0825 X 365 days  =    30 days

Determine DAYS RECEIVABLES



How much can I borrow?



How much can I borrow?



How much can I borrow?

Choose a term based upon 

the projected useful life of 

the asset

Next:  determine what percent of the asset 

the lender is willing to loan-



How much can I borrow?

Choose a term based upon 

the projected useful life of 

the asset

Or alternatively:  how much cash equity do I 

have to put down?



How much can I borrow?



How much can I borrow?



How much can I borrow?

Next: determine how much 

debt can the cash flow 

service

$1,590 divided by $6,000 equals 



How much can I borrow?

Next: determine how much 

debt can the cash flow 

service

$1,590 divided by $6,000 equals .265



How much can I borrow?

$1,590 can payoff the debt under 

the terms in yellow 

.265

Next: determine how much 

debt can the cash flow 

service

However an allowance should be made for a cash flow safety 

margin- $1.25 CF to $1.00 DS ;  $1,590 divided by 1.25



How much can I borrow?

.212

Next: determine how much 

debt can the cash flow 

service

$1,590 divided by 1.25 = $1,272  

divided  by  $6,000 =



How much can I borrow?

.212
$1,590 divided by 1.25 = $1,272  

divided  by  $6,000 =

Next: determine how much 

debt can the cash flow 

service



How much can I borrow?

.212
$1,590 divided by 1.25 = $1,272  

divided  by  $6,000 =

Match DSK with lender’s 

rate; 5% for six year term



How much can I borrow?

$1,182
Calculate the annual debt service; 

multiply .197 x $6,000 equals

Match DSK with lender’s 

rate; 5% for six year term



How much can I borrow?

Amortize the loan



How much can I borrow?

Amortize the loan  Year One



How much can I borrow?

Amortize the loan  Year Three


